PREFACE TO THE SECOND EDITION.

———t Fectee e

The First Edition of this work having met with considerable
success, an occasion has arisen to issue the Second Edition. ’

In preparing this new Edition, the Chapters on Partnership
Accounts and Company Accounts have been considerably enlarged .
An entirely new Chapter on Miscellaneous Accounts, including .
Reconciliation Statement, Accommodation Bills, Imprest System of

. Petty Cash, Analytical Petty Cash Book, Departmental Accounts
and Single Entry, has been added. Additional Exercises have been
set at the end of each Chapter and 40 revisional problems have
been added at the end of the work.

In order to add to its nsefulness, the book has been thoroughly
revised and improved throughout, and it is hoped that this Edition
will meet with the same favourable reception as has been accorded
to the First Edition. ‘

I must express my sincere thanks to my friends and colleagues
Messrs. R. P. Dalal, F.S. A. A. and K. S. Kshirsagar, G. D. A., .
for the very valuable assistance they have rendered me in the-
general get up of the work.

JAMSHED R. BATLIBOI.

BOMBAY, 24TH AUGUST 1931.



.PREFACE TO THE FIRST EDITION. .
. A-""...'"'-"“”-

This elementary work has been specially - written for
readers entire'y ™ unacquainted with - the - subject. --Naturally,; - it
do:s not pretend to be exbaustive; but it is believed that a care-
ful perusal will enable the reader to -grasp the fundamental
principles of the .science - of -Account-keeping without - much
difficulty. ‘

--As a result of twenty-two years of teaching experience
T have tried to follow the subjecf in its ‘most’ natural lines of
study, and have arranged and graded the whole matter in a
manner as would facilitate the understanding of the science. -

VI " this ‘little’ book suppllﬂs an incentive to the studsnt of
book -keeping towards  the study ~of hlgher and still more .in-
teresting branches of "the subject, my main Object in_ writing
, it will be attained. )

I take thxs opportunity of expressmd my best thanks to a
“band of- loyal workets whq have helped me consnderably in the
preparatxon ‘of this work. )

JAMSHED R. BATLIBOL

Bombay, 10th June 1929.
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FIRST STEPS
IN |

DOUBLE-ENTRY BOOK-KEEPING.

CHAPTER L

ELEMENTS OF DOUBLE-ENTRY.

DEFINITION.
Book-keeping is the art of recording business - dealings in
a set of books.

OBJECTS OF BOOK-KEEPING.

The primary object of Book-keeping is to enable a person ,
to ascertain accurately and with as little trouble as possible—

(1) The amount he has gained or lost in the business
during a given period ; and

(2) - The amount of his Assets, Liabilities and Cap;tal in .
the business on any particular date.

In addition to the above information, howlever, a dealer
would naturally like that his books should also show the follow-
ing particulars:—

(1) How the amount he has gained or lost is made up;

(2) \What amount is owing to him by each of his customers
or debtors and :

(3) What amount is owing by him to each of his creditors.

Thls information can only be derived if an accurate and
complete record is kept of all business transactions.
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. DOUBLE-ENTRY.

Double-Entry is the only system of Book-keeping by the
- employment of which all the above objects can be achieved, and

it is to the elementary study of- this, system that the following
pages are devoted. It is this system of Book-keeping that
enables the trader to obtain a permanent record of his dealings
with those with whom he transacts his business, and of the
exact state of his relationship witlr each of these individuals at
~ any givendate. It further helps him to ascertain whether the
result of his transactions has been profitable or otherwise, and
what his exact financial position is at any time. It is both
simple and universal in its application. It may be applied with
equal success to one’s own domestic accounts, to the varied and
voluminous transaictions of the largest business enterprises, as
also to the vast records of the National Exchequer.

EXPLANATION OF TERMS,

Before proceeding further, it is desirable that the reader
should study the exact significance of the following terms which
are constantly used in this work :— )

_ Debtor ;—A person who owes something is called a Debtor.
“Dr.” is an abbreviation of Debtor.

Creditor:—A person to whom something is owing is called

a Creditor. “Cr.” is an abbreviation of Creditor.

Thus, if A owes B Rs. 10, A is B’s Debtor and B is A’s
Creditor-

Account:— An account is a summarised record of the tran-
sactions affecting one person, one kind of property or one class
of gains or losses- .

Personal Accounts:—Accounts recording transactions
with Persons or Firms are known as Personal Accounts.
Accounts recording transactions which do not affect particular
persons, but affect business in general, are known as Impersonal
Accounts. Impersonal Accounts may be either Real Accounts
or Nominal Accounts. : o

Rea) Accounts are accounts of property or POSSESS10DS,
* e. g. Goods Account, Cash Account, Bank Account, Office

Furniture Account, etc.
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Nominal or Fletutlous Accounts record expenses gams
or losses, e.g., Rent Account, Salaries Account, Advertxsement
Account, etc.

r  Debit and Credit—In ‘Book-keeﬁing, the receiver of- any
benefit is termed a debtor and is debited, whereas the giver ‘of ’
any benefit is termed a creditor and is credited

To Debit an Account means to enter a- transactlon on
* Debit " side of that account, i.e., the left hand side. -

To Credit an Account means to enter a ‘transaction on
e “ Credit” or right-hand side of that account.

Goods :—The term “ Goods ” is used in general sense to in-
clude all merchandise, commodities or wares in which a trader

deals.

On Credit:—T, purchase or sell goods on credit, means
to receive the goods or part with them without any payment of
cash at the time, Incasé of Credit Purchases and Sales, deli-.
very of goods is first made, and the payment is-made- after the
expiry of an agreed period. In case of Cash Purchases and
Sales, paymsant is made on delivery of goods. :

Assets are properties of every description belonging to a
person, such as, goods, cash, furniture, etc., and include all
sums of money owing to him,

Liabilities are the debts 6wing by a person.

Capital is the excess of assets over liabilities. In other
words, Capital is the amount of a person’s assets remaining
after providing for  the discharge df his liabilities. (If, for -
example, a person’s Assets amount to Rs. 10,009 and his Lia-
bilities to Rs, 4,000 his Capital is Rs. 10,000 less - Rs. 4,000 i.e.
Rs. 6,000.)

Solvent—A person is mld to be “ Solvent” when hxs Assets -
exceed or equal his Liabilities.

Insolvent—A person is “ Insolvent™ when his Liabilities
exceed his Assets, '
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_FIRST PRINCIPLES OF DOUBLE—ENTRV.

As has been said before, Bobk-keep‘ing consists in writing
up Accounts in a set of books, and Accounts are records of
facts relating to business transactions.

Now, there cannot be a business transaction unless there
are two parties to it. Further, a transacfion might either
mean the receipt of a benefit in shape of money, goods or
service, or the giving of such - benefit. In order, therefore,
to clearly indicate .whether any particular transaction has
resulted in the receipt of a beneﬁt or the giving of a benefit,
it has, been found necessary to divide each account into two
sections, ) One section (the left-hand side) of each account is thus
utilized for .the recording of transactions in- respect of which
‘benefit has been ‘received by that account, and the other
section (the right-hand side) for recording transactions in
respect of which: benefit has been imparted by that accounﬂ
In this way, “the total benefit recelved and xmpaxted by each
account may be readily perceived by looking at both the
sides of that account, and the ultimate position of that
account as to whether the benefits it has received are
_in excess of the benefits it has parted with or wvice versa,
may bs. easily ascertained by adding up each side .and strik-
. ing a balance. .

~Another important point to be borne in mind, at this
stage, is that the following factors are common to practically
every business :—

(1) That there must be a number of persons or firms
with whom the trader has to deal; . - -

(2) That the trader must also have some goods, cash,
furnituré and other assets or possessions in which or with
- the help of which he may carry on the business ; and

A (3) That certain expenses, such as, rent, wages, salaries,
advertising, etc. must necessarily be incurred in course of
carrying on the business, and that there must be certain
sources from which the income of the business is derived.
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It follows, therefore, that in order to keep "a .complete
record of the entire transactions of any business, it would be-
necessary to keep the following accounts —

(1) An account of edch person or. ﬁrm ‘with whom the
trader deals. ’ ;

(2) An account of each property or possessnon dealt m
by the trader in Iis busmess.

(3) An account of each head’ of expe'nse or source of
income. . -

The accounts coming under group (1) are classed as
Personal Accounts, those under group (2) -are .called Real
or Property Accounts, and those under group (3) -are known-
as Nominal or Fictitious Accounts.

Again, every business transaction has' a- two-fold eﬁ'ect
and that it affects two accounts in oppog'te-directions.' and if
a complete record were to be made of each such- trau-
saction, it would be necessary to- debit. one account and
credit another account.v\ It is this recording of the two-fold
effect of every transaction that has gwen tise to ?Ee, term
% Double Entry. : Lo

In order to decide which account is to be debited and

which credited for the purpose of recording any particular
transaction, the first important point is to see which class
of accounts are affected by that transaction. Having ascer-
tained that, the following rules of debit and credit wnll ha.ve
to be followed :— :
A (1) Personal Accounts:—These accounts record 'a
trader's dealings with other persons or firms. A, separate
account js kept of each such person or firm from whom
goods may have been purchased or to .whom goods- may
have been sold, so that the amounts owing to and by the
trader can be readily ascertained at any time. - :

On_the debit side of each Personal Account are recorded
the transactions in respect -of which the ‘person becomes the
debtor, and on the credit, those in_respect—of which he be-
comes the creditor, In other words, the account of each.
person_or firm, is debited with any benefit such person or
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firm receives and is credited with any benefit such firm or

person imparts.
Dr. NAME OF PERSON OR FIRM. Cr,

-

Particulars of | Amount, Particulars of Amount.
Date, | benefits received -Rslar Date| benefits imparted | Re.{a]p.

by the persomn: by the person.

(2) pProperty or Real Acccunts:—These accounts re-

" cord dealings in or with [;roperty. assets or possessions, A

separate account is kept for each class of property, sdch as,

cash; stock, plant, ;nachinery, farniture, etc.,, so that by re-

- cording therein particulars of each such asset received or

giveli-awa.y, the tradgr can ascertain the value of each asset
on hand on any particular date. - :

" \Vhen. é.ny asset is received, the amount is entered on )
the debit side (left-hand side) of that asset account, and on
the asset being given away, that asset account is credited.-

‘l_)r.

. NAME OF ASSET. : cr.
[ mount.
. Particulars of Particolars of
Date. Ra.[a.!p.f| Date. : Ra {alp.
incomings. ,

’{ - outgoings.

(3 Nominal or Fictitious Accounts : _These accounts

. J

i

record a trader’s expenses or gains. A separate account is
opened for each head of expenditure cr income, such as,
rent, salaries, wages, printing, 'stationery. cartage, interest,
discount, commission, etc., so that the trader can see the
amount’ expended, lost or gained under each heading. Each
such account is debited when an expenmse or a loss is incurred
and is credited when there is any gain. -
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Dr. - + NAME OF EXPENSE OR INCOME. - “'Cr.
Particulars of Amount. g Particulars Amount.

Date. | amounts expended Rs.r. a.!l Date. . of °  |Rs

or lost. | :‘imouqt‘s gained,

3
The above rules of debit and .credit in regard to the
three classes of accounts may thus be summatised —

Personal Accounts—-Deblt the recelver, and .credif; ."Athé_
giver. S . . v

Asset or Real Accounts—-Deblt what comes in, and credit
what goes out. : . :

Nominal or Fictitious Accounts—Deblt expenses and losses,
and credit gains.

It should be borne in mind that ‘these rules never vary ahd.
'will have to be rigidly followed under all conceivable counditions.

The following few -illustrations will serve to emphasise the
fact that every transaction affects two accounts in opposite:
directions and wnll also help to indicate how the accounts are
debited and credited :— '

(1) Sold goods Rs. 300/- to A (on credit)
————

The two-fold effect of this transaction is that A has become
my debtor and Rs. 300/- worth of goods have gone out. Now,
A’s Account is a Personal Account, and as he has become in-
debted to me as a result of this sale, his account must be
debited. On the other hand, Goods Account is an, Asset
Account and as the goods have gone out, the account w1ll bhave -
to be credited. '

The complete record of this transaction is ' thus ma.de_ by
debiting A’s Account and crediting Goods Account.

(2) ,Bought goods Rs. 250/~ from B. (on credit).

In this case, the two accounts affected are Goods Aeccount

and B’s Account. As the goods have come in, GoodsAccount
will h:_we to be debited and since B has become my creditor, his
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account will have to be credited.- Thus the two-fold effect of
this transaction will be recorded by debiting Goods Account and
‘crediting B's Account, i .

(3) Paid B R, 200/- cdsh on nccount.

The two Accounts involved hete are B’s Account and the

Cash Account. Since B has received benefit from me as a result

- of this transaction, his account will have to be debited and since
cash has gone out, Cash Account will have to be credited.

(4) Sold goods Rs, 460/~ for Cash.

' —— -

As cash has come in and goods have gone out, Cash Account
will “be "debited a.nd Goods Account credited to record this
‘transactxon.

"(5) Paid Landlord, ofice rent Rs, 150/-.

. The two Accounts affected in this case are Rent Account
“and Cash Account. The two-fold effect of this transaction is
that an expense under the heading of Rent has been incurred and
Cash has been paid out to meet that liability. Therefore, Rent

- Account will be debited and Cash Account credited.

It is important to bear in mind, in this case, that although
the Landlord received benefit from us in the shape of cash that
we paid him, this benefit does not devolve upon him the liability
to return us a corresponding amount in cash or kind, and there-
fore his Personal Account should not be debited. The amount
we paid was for Rent, therefore Rent Account should. be debited
and not Landlord’s.

(6) Paid D his salary Rs. 75/- for June.. | '

As a result of this transaction, the accounts affected are
Salaries Account and Cash Account. As salaries represent an
expense, Salaries Account will be debited, and as cash has gone
out, Cash Account will bz credited. - It would, of course, be
wrong to debit D’s Account inasmuch as he does not become our
dpbtor as a result of this payment by us,

. (7)( ReceivedRs. 1400/- interest on Investments.
" The Accounts concerned here are Cash and Interest. As
Cash has' come in, Cash Account will be debited, and as
. Interest represents a sotrce of income, Interest Account will be
credited.
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(8) Received from A Rs, 175/- on account.

Here, as Cash has come in and as A has imparted the.
benefit, Cash Account will be debxted and A’s Account will
be credited.. ,

(9) Purchased Goods worth Rs. 73[— for Cash {rom Y..

In this case, the transaction has resulted in- Goods having:
come in and caBh having gone out. Goods Account will,
therefore, be debited and Cash Account credited. As the.
purchase was for cash, Y’'s Account cannot be credited. If
it was a cradit purchase, Y's Account would have been credited.

(10) Bought Office Furniture from Deviji Canji for Cash Rs. 500/-.

The Accounts affected here are Office Furniture and Cash.
Office Furniture Account will be debited and Cash Account
credited. It should bes noted that Devji Canji does not become
my Creditor, as cash has been paid to him at thé time of
purchase. Evidéntly, therefore, his Account cannot be credited.

SUMMARY.
As this Chapter is of very great importance: to the student,
it may not be out of place to briefly re-state the sub]ect matter
- herein, as uader :—

(1) | Book-keeping is the art of recording tran.sﬁctions‘ in
money or money’s worth.
(2) Itsobject is to show the trader :+—
(a) - How much his customers owe him.
(b) What he owes to other people. ,
(c) What profit or loss he makes in the business.

(d) What capital he has in his business, and what
assets and liabilities make up such capital.

(3) Every Business Transaction has a two-fold aspect.

(4) In making a complete record of any . business
transaction, ome account will have to bgdebited and some
othersaccount will have to be credited.

(5} Double-Entry is the only scientific system of Book-
keeping, as it records the double or two-fold effect. of every
transaction.

*
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(6) For a proper record of all business transactions,
accounts are classified into (a) Personal Accounts, (b) Real
“Acconnts and (c) Nommal Accounts, .

o (7) Every debit has a corresponding credit, and the rule
to be applied in debiting and crediting is to debit the Account

that receives and credit the Account that gives.
N - ]

' * NOTE :—The student should answer the dunsfions and work
the exercises, given at the end'of each Chapter, carefully. Itis
: only then that he will acquire a thorough grasp of the subject.

QUESTIONS ON CHAPTER I
1. Define Book-keeping.
2. ‘,-rMentim:l ‘the classes into which Ledger Accounts are
. “divided.
3. Explain how the term * Double-Entry  arises.

4. Give half-a-dozen instances each of Personal Accounts,
-7 Real Accounts and Nominal Accounts.

5. What information would you expect a dealer to
obtain from a set of Books propsrly maintained ?

6. Explain™ the meaning of the expression, * Every
Business Transaction has a double aspect ™.

7.. When would you debit and when credit Personal
Accounts ? '

8. Give the rules for debiting and crediting Real and
Nominal Accounts.

-

9. Explain the necessity of maintaining Personal Accounts,
Real Accounts and Nominal Accounts.
10. Can every transaction be recorded through the
‘Journal ?
11. What do you understand by Liabilities of a Bus:iness'?
12. How can you find out the Capntal employed in any
o Business ?




CHAPTER 7_11.

RULES FOR JOURNALISING-

The student must have seen from the illustrative transac-
tions given in the previous Chapter that the leading principle
of Double-Entry is that all money and goods received become
debtors to him from wh:t;l'they are received, and, on the other
hand a.ll those who_receive money -or goods from us- beco'fnel
debtors to the cash or to the goods. Lﬁ

It must be made clear, at thisstage, that althoﬁgh all tran-
sactions find their ultimate place in shap: of Accounts in a
book called the Ledger, which is the chief book of Account,
they are entered first in some other books which are known .as.

“Bo /ojwtry and are subsegently transfprred
from such books to their respective Ledger Accounts,. The
Books of Original Entry are also called Submdla.ry Books”.
and. the transferring of the entries from the Subsidiary Books
into the Ledger is termed “Posting”.

—

]ougaus one of these Subsidi Books, and we shall
study its form and use in this Chapter. The Journal literally®
means “Daily Record”, and, in former times, all transactions
used to be entered in this book. Its use now is, however,
restricted to the record” of certain transactions, as, in rpodem
Book-keeping, ommcen the place of

Journal.

The Journal, however, is so ruled that all transactlons can'
be pasged through this book and, in order to enable the student
‘to obtain a thorough mastery of the prmcxples of debit and

credit, lt_ is very necessary for him to learn first how to journa-
lise any transaction. _
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RULING OF THE JOURNAL.

(a) (V)] {c) (d (e)
Date of the| Particulars of {I.edger| The Amount to The Amount to
Transaction.{the Transaction.] Folio. ' be debited. be credited.

P.
1

‘ Rsa.
|

"*Celumn (a) is used for entering the date of the transaction.

, Column (b) is used for entering the names of the Accounts
) which are. affected by each transaction.

Column (¢} is wsad for entering the page number of the
Account in the Lelger to which thz entry is finally transferred.

. Column (d) is used for enterinz the amount to be debited to
account named, and ’

L Column (e) for the .amount to be credited to account’
named. . .

The transictions given in the previous Chapter are now
entered in the Journal as shown bslow so as to enible the
" student to s2e for himsslf as to how this book is written up.

TRANSACTIONS:—
éxapmle I.‘ . .
{1) Sold goods Rs. 300 to A "(on credit). - ,
(2) Bought goods. Rs. 250 from B {on credit).’
(3) Paid B Rs. 200 cash on 'accoun't.
" {4) Sold goods R. 400 for cash.
{S) Paid Landlord, office rent Rs. 150.
v {(6) Paid D his salary Rs. 75 for June,
{7) Received Rs.400 interest on Investments.
(8) kecéived from A Rs 175 on account.
N ( 9) P-urchased goods worth Rs. 75 for cash lfrom Y. o
(10) Beught Office Furniture from Devji Canji for cash Rs, 50C.
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JOURNAL ENTRIES FOR THE ABOVE TRANSACTIONS :—

13

8

To Géods Account
{For Goods supplied to A)

(2)

?

Goods Account
To B

(For Goods purchased from B)

(3

To Cash Acccunt

(For Cash paid on account)

4

Cash Account

To Goods Account

(For Cash Sales)

Office Rent Account
To Cash Account

{For Office Rent paid)

(6}

Salaries Account
To Cash Account

(For Salary paid to D for ]une)

Cash Account

To Interest Account .
(For Interest received on Investments)

(8)

Cash Account
To A

(For Cash received on account)

9

Goods Account

To Cash Account
(For Cash Purchases)

(10)

Office Furniture Accoﬁnt

To Cash Account

{For Cash Purchase of Office I-urnlture)

8 g
%o_g Rs. |' Rs.
Q.
]
300 :
300 .
250 |
250
200
~ | 200
400 | -
400
150 |
150 -
75 ;
75
i I
400 |
1o
175
: 175
75
75
n. -

. 500

2,525

2,525
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The student must carefully note the followir;g points in-
connection with Journal Entries:—

. » (1) The Account representing anything coming into the
bus_me§s. 4 the Rgceiver: of anything is debited.’

(2): The 'Account representing ° anything going out of the
_ busmess, or the leer of anything is credited.

(3) There caunot be a complete record of any business
‘transaction .WIthout debiting one Account and crediting
another Account. In other words, for every deblt, there
must be a correspondlhg credit.

4) This. debmuv of one Account and crediting of
another Accouné an be done through a book called
“Journal”, and the recordnuor of the tramsactions through the
. ] ourna'l is called ]ournalxsmg .

(5) All transa.ctlons must be entnred :u/ggder of dates.

(6) The date of each transachon is entered on the left-
. hand sxde.

(7) In the body of ‘the Journal, particulars are given,
showmg which Account must be dsbited, and which credited.

"(8) 'While journalising .any transaction, ths entry  is
split up into two lines, the debit aspsct of the transaction
being placed in the first line, and the credit aspect on the
secbnd line, The money value of eachside is showa in the
debit and credit columns respectively oppoalte their . appro-
prmte headings. ’

(9) .The word “Dr.” must be written after the nmame of
the Accot.mt“t’cllie/t_i_e_t_;it_eg1 as shown above.

{10) Every entry in ths Journal is followed by a, short
- description of the nature of the transaction, This is known as the
“Narration”. Narration to every Journal Entry is necessary
as it provides a source to which recourse may be had for ar
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explanation as to the nature of any transa.cnon, and at the sa.me

.

time it saves the mnecessity of entering the narratlve m the;.
Ledger Accounts, -

11} The Ledger Folio Column is used to record'tﬁe \ninnber‘l
of the folio in the Ledger to which the particular amount is"post-’
ed. Inthe Ledgqr, there will be similar Folio Calumn in each

Account, to record the number of "the page of the ]ourna.l fromA
which the entry comes. -

Example 2,

Journalise the following transactions :— . s
1928, . - ) Rs. AR

(a) July 1 Bought Office Furniture from Kanji & Co. ... . 600 0 0 <~

(xk . 25 Paid Kanji & Co. e C ... 600

m , 5 »  Goods from F. Roy e 500 § 0O

A« 10 " » w P.Gupta ...l 10000005
(d)Aug. 1  Sold » to K. Peter e A 4006 QO
© . 5. . w s P.Turpin & Co. . 700 0 ool
() ,, 12 Bought ,, fromC.Henry . .. .- .. .45 0 00(~
g ,. 17 " w w J.Jones - . .. 200, 0 0 Cn
) . 20 Sold , to S.Sorab& Co... - 1800 0 075
(i , 23 v v » B. Byramjx ,".r . 175 0 0}"'
(. ,. 25  Received Cash from P. Turpm&Co.. e 300 0 002
® o 27 . . . KPeter .. . o250 0 0
M ,, 3 Paid , to ‘F.Roy - . w100 ol,ooln_
(m) ,, 3t . W ow PGupta el T L 500 @ 0clas
(n) Sept. 4 " Salaries - e 200 0 O0C%
‘() ., s .,  OfficeRent .. - e e 75 0000
(P . 7 Sold Goods for Cash .. - . 75 0 pdr.
@ . R Bought , . . . . e 1250 0G4
) ,, 11  Paid for Stationery e w25 0 Od/LJf-’
() . 15  Received Cash from S. Sorab & Co.... e 1475 0 o0dA
t W . " w » B,Byramji .. w 173 0 0 Cv.
(u) . 17  Paid Cashto C. Henry . - 350 n”}"o;;n N
tv) , 19 w w u JJones ees . e 200 0 d:b’*’
(w) ,, 29  Purchased Goods for Cash . - S 100 0

i}
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JOURNAL ENTRIES,

Ledger
Folio,
el
4
=
bd

1928,

@) July 1 Office Furniture Account Dr. 600
. To Kaniji & Co. 600
wh (For Office Furniture bought) : W

® » 5 Goods Account Dr. 500
) To F. Roy 500
“{For Goods bought as per

Inward Invoice No. 1) -

1,000 :
Goods Account Dr. 1,000

To P. Gupta
(For Goods bought as per
Inward Invoice No. 2)

(@ . 10

. (d) Au,‘_;.. vl K. Peter Dr. 400
s : To Goods Accourit

0 (For goods supplied as per our

Qutward Inveice No. 1)

400

A
o .
(3]

P. Turpin & Co. Dr. 700
To Goods Account
(For Goods supplied as per our
) Outward Invoice No, 2)

700

L .12 Goods Account Dr. 450
: To C. Henry l

{For Goods bought as per

Inward Invoice No. 3)

+ - . *

430

g . 17, . 200
) Goods Account Dr. . 200

Ta ]. Jones
(For Goods bought as per
Inward Invoice No. 4)

(b} -~ 20 S. Sorab & Co. ! Dr. 1800

Tao Goods Account i
(For Goods supplied as per : )
Outward Invoice No. 3) .

/

Carried over Rs. 5,650 5,630
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JOURNAL ENTRIES—contd.

1928,

(i) Aug.23

iy . 2
k), 27
M . 30
(mh , 31
(n) Sept. 4
@, , 5
11+) I 7
@ . 8

5 AR
w0 g o .
i) R_s. Rs.
e L et
N - s
_ Brought over Rs. 5,650 . | . 5,650
B. Byramiji Dr. 175 ;
Toe Goods Account. . - 175°
{For Goods sold as per
Outward Invoice No, 4).
Cash Account - Dr 300 "
To P. Turpin & Co. 300
{For Cash received on account)
" Cash Account Dr. " 250 ' .
To K. Peter . . 250
{For Cash received on account)
F. Rov " Dr. 100 |-
To Cash Account 100
(For Cash paid on account) d
P. Gupta Dr. ' 500 oL
To Cash Account - 500
(For Cash paid on account)
Salaries Account Dr 200 ' ’
To Cash Account 200
(For Salaries paid) :
Office Rent Account Dr.{ 75
To Cash Account d 75
{For Office Rent for Aug. paid)
Cash Account Dr. | 275
To Goods Account 1275 .
{For Cash Sales) .
Goods Account Dr. * 125 ¢
To Cash Account 125
(For Cash Purchases})
Carried over ks. 2,650, |.%7,650
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JOURNAL ENTRIES—contd. ~

1928,
{r)} Sept.11

is) »'I .

.
w .,
' )

™ .

Aw)

(x) "

15

17

19

20

25

Brought over Rs.

Printing & Stationery Ajc. Drﬂ

To Cash Account
{For Stationery Bill paid)

Cash Account
To S. Sorab & Co.

{For Cash received on account)

Dr.

Cash Account
To B.-Byramiji

{For Cash received on account)

Dr.

C. Henry

To Cash Account
{For Cash paid on accoun

Dr.
t)

J. Jones
To Cash Account

(For amaunt paid on account)

Goods Accnunt
To Cash Account
{For Cash Purchases)

Dr.

Kanji & Co.
To Cash Account
(For amount paid)

Total Rs:

3

E E Rs. Rs.
| 7,650 | 7.6%

C25
i 25
1475 .
1475

175
1 1753

350
350

200
200

100
100

600
600
10575 | 10,575

EXPLANATION OF THE ABOVE JOURNAL ENTRIES :—

Transaction (a)—Office Furniture is received by us and
Kanji & Co. give us the same.
Account is debited and Kanji & Co.’s Account is credited.

Therefore, Office Furniture
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Transaction (b)—Here, as Goods are received, Goods
Account is debited, and as F. Roy imparts us the benefit of
same, his Account is credited.

Transaction (c)—Same as (b). _ .
" (d)—In this case, we part with the Goods and
K. Peter receives the same. Therefore, K. Peter's Account is
debited and Gooda Account is credited.

Transaction {(e) —Same as (d).
w (D—Same as (b).

s {g)—Same as above. -
- (h)—Same as (d)-
" (i)—Same as above.

w - (j)—Cash is received and Turpm & Co. give
us the same. Therefore, Cash- Account is debited and Turpm
& Co.’s Account is credited.

Transaction (k)—Same as above.

" (1)—Here, we part with Cash and F. Roy
receives the same. Therefore, F. Roy’s Accountis deblted and
Cash Account is credited.

Transaction (m)—Same as above.

" (n)—Here Cash is paid on account of “salaries.
Therefore, Salaries Account is debited and Cash :Account
is credited.

Transaction (0)—Same as above.

" (p}—Here, Cash is received and Goods go out.
Therefore, Cash Account is debited and Goods Account
is credited. . »

-

Transaction (q) -—In this case, Goods are received and
Cash is parted with. Therefore, Goods Account is debited and
Cash Account is credited. ST

. -

Transaction (r)—Same as (n) and (o). .

* (s)-—As Cash is received and Sorab & Co. pay
us the same, Cash Account is debxted ‘and Sorab & Co.’s
Account is credited. - :

Transaction (t)—Same as above.
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Transaction (u)—As Cash is parted with and Henry
_ receives it, Henry's Account is debited aad Cash Account
is credited.

Transaction (v)—Same as above.
” (w)—Same as (q).
» (x)—Same as (v)-

The above transactions when posted to their respective
Ledger Accounts will appear as set out below. In order that
the student may trace each and every entry into the Ledger
Account concerned, every transaction is given an alphabetical
letter and the same letter is indicated against the entry in the
Ledger Account. ’

v

KANJI & Co.
1928 | -, Rs. || 1028 Rs.
% Sept. 25 | To Cash vy X | 600 || July 1 | By Office Fur- | a
: . niture sl 600
F. ROY.
1928 ' Rs. | 1928 Re.
Aug. 30 | To Cash weel 1 100 : July5 | By Goods ..|b 500
|

S

P. GUPTA.
1928 Rs. 1928 Rs.
Aug. 31 | To Cash ..im| 500 [} July 10_ By Goods ... ¢ | 1,000

-

) K. PETER.

-1928 Rs. | 1928 ! Rs.
Aug.1 | To Goods - .. d| 400}l Aug. 27| By Cash el kK[ 250
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P. TURPIN & Co.Y
4
1928 ) ~ Rs. 1928 | Rs.
Aug.5 | To Goods~ .. €] 700 J|Aug. 25| By Cash oo j» 300
¥
c. HENRY. —
1928 | Rs. | 1928° * Rs,
Sept. 17 | To Cash oo | 350 [|Aug. 12| By Geods  ...[ f 450
. J. JONES, -
| .
1928 Rs. 1928 i ~ Rs.
Sept. 19 Tq Cash =i V| 200 }| Aug.17| By Goods: «.l g 200
T n » ~“
A

S. SORAB & Co. / N

1928 Rs. || 1928 || Rs.
Aug.20 | To Goods ...| h {1,800 |[Sept. 15, By Cash «f s | 1475
B. BYRAM]1. -~
1928 Rs. 1928 : Rs,
Aug.23 | ToGoods ..| i | 175 || Sept. 15| By Cash o t 175
OFFICE FURNITURE ACCOUNT.
1928 Rs, || 7
"Julyl |ToKanji& Co.| 2| 600
ot




22 FIRST STEPS IN DOUBLE-ENTRY BOOK-KEEPING.

GOODS ACCOUNT,

1928 , Rs, I 1928 : Rs.
July 5 |ToF.Roy ..[b| 500 |[Aug. 1| By K. Peter ...| d 400

w 10:,, P.Gupta ..} c (1,000 | " 5 y P. Turpin &
.Aug, 12| ,, C. Henry ...| f | 450 Co. ..,e 700

w 171 o J.Jones  ..jgl 200 , 20, S. Sorab &
Sept, 8| ,, Cash - q| 125 Co. ... h! 1,800
w 201] , Cash wlw | 100 || ,, 23| ,, B. Byramiji..| i 175
5. o | | «- ~|Sept. 7}, Cash Pt 275

- .
CASH ACCOUNT,

1928 : Rs. 1928 Rs.
" Aug. .25 | To P. Turpin * |[Aug. 30|By F.Roy ..|1 100
' &Co...]j| 300}, 31, P.Gupta ..]m 500
w 271, K. Peter ... k! 250 |[Sept. 4| , Salaries ... n 200
Sept. 7 [+ Goods | Pi 275 , 5 , Office Rent.| o 75
ey 15] , 8. Sorab & ' 8 ., Goods ] q 125

W : Co. ..Is (147514 , 11 ,, Printingand
“w 15 ¢ ,, B. Byramji..| t | 175 - Stationery| r 25
L . ’ w 171°,, C.Henry ..ju 350
e B w 19, J.Jones ..,V 200
B ' : » 20| ,, Goods el W 100
o 25| ,, Kanji & Col x 600

SALARIES ACCOUNT.

Rs.

1
| Rs
Sept.. 4] To Cash w1 200
OFFICE RENT ACCOUNT.
“1928 Rs.

Sept. 5|To Cash v © 75

3

o . PRINTING & STATIONERY ACCOUNT.

1928 Rs. .
-~ Sept. 11| To Cash o T 25
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QUESTIONS ON CHAPTER II.

What is Journal? Explain Journalising.

On What principle does Double-Entry Book- l\eepmd.
rest?

What kind of dealings requires a Personal Account?
How do yoy open a Personal Account ?

Explain the expression, Every Journal Entry should
have a Narration.”

What do you understand by Ledger?

What is the advantage of maintaining a Ledger?

Will it not do to simply journalise the transactions and
not transfer these in the Ledger ?

EXERCISE No. 1.

Journalise the following transactions:—

1929,

5
7
8
10
12
13
15
16
17
18
19
20
21
22
27
28
29
30
”
L

3

Rs.
Bought Goods from Smith & Co. e e 2,000
Sold Goods te King & Co. . - 600
Sold Goods to W. Martin - wa 700
" » » James and Co. for cash e S00
Received Cash from King & Co. e —— e 330 )
. Cheque from W. Martin on account .- ggg
Paid Smith & Co. on account e - " e 1,200
Bought Goods from Hiraji & Co. s e - 900
Sold Goods for Cash to Longman & Co. e e 95
‘Sold Goods to P. Rao e e 325
King & Co.return us Goods worth ... ves e 75
We return Goods to Smith & Co, worth = .. s 100
Bought Goods from Gupta & Co. for Cash e s 200
Gave Loan to W. Brown e - . e 200
Received for Cash Sales o e . = 375
Boaght Goods from Henry & Co. * ... e we 300
f.0ld Goods to W. Green ... e o 400 .
;Paid for Office Rent - . w 150
o Tm Salaries oo e - e 250
»s » Sundry Trade Expenses ... - we 35
* Purchased Goods for Cash o -y v 100
3ought Office Furnitare for Cash ... . e 75“

”» "» " from Deviji & Co. oo .oy ,500



CHAPTER IIL

LEDGER ACCOUNTS.

B

. The followmg Dngra.m shows the division of Accounts into
dnﬂ'erent classes:—

LEDGER l,acccnmrs;

PERSONAL ACCOUNTS. ‘JMPERSONAL 'Accomé'rs.
R R
| 1
Real Nominal
Accounts. Accounts,

_ As has bé:an already stated, the Ledger is the chief book of
Account, and it is ir this book that all the business transactions
would ultimately find their place under their respective accounts
in a duly classified form. This process of transferring the

" transactions which have be=n previously recorded in the Journal
into the appropriate accounts in the Ledger is called “ Posting.”
The debit aspects of the transactions as entered in the debit
columi of the Journal are posted to the debit side of the Ledger

. Accounts concerned whilst the credit aspects are entered on
the credzt side. In posting the entries from the 10urml there-
fore, each item is entered inta the Ledger, on the same side as
it appears in the journal ; thusLagebltamoununn the]ourml
would bécome a-debit Amount in the Ledgef and a credit amount
m the journal_xvould become a credit amount _in_the Ledger.

: The lmportance of transferring all the entries from the
Journal into the Ledger in a well-arranged and classitied form:
needs to be thoroughly understood. Now, one of the qli ects of
Book-keeping is to ascertain, with the least amount of :tfouble,
what is owing‘ to a dealer by each of his customers, and what is
owing by him to each of his creditors, and it is clear \fmt this
cannot be readily done by recording the transactionsiin the



LEDGER ACCOUNTS. 25

Journal alone. For mstance, if at different times I sell goods on

credit to A, and at different times he pays me cash on account
of "his debt. I cannot readily tell from a look at the Journal_
entries to what extent A _is indebted to me, on any one parti--
cular-date.” In- order to. geuhmformaf‘bri‘must search

throughatl-the—entries relating to ggggl_g_ggl_d_tg_A,_ancL;}\ms__
ascerfain the total value of the goods I have sold “him. Then

again, | must sort out entries rer'n"ﬁ?‘to\"fh‘ﬁﬁﬁ; sums of -
money I have received from him to find out the total amount

paid by him. It is clear, therefore, that if this process is to be

gone through in order to ascertain my position with every person

or firm I deal with, the object of Book- keeping would, be only'
partly realised. Some readier- means of bringing together "the

entries referring to each person or firm must, therefore, be

found. This is done by cpllecting and condensing in another
book, called the Ledger, in the form of Debtor and Creditor’
Accounts, all the entries relating to each pereon whlch so far
stand dispersed through the Journal. This is why the Ledger

becomes an indispensable book in Account-keeping.

The following examples would further 111ustrate the manner
in which Personal, Real and Nommal Accounts are wntten in:
the Ledger.

Example 3. N

L

T
Write out the Account of B, Thomas from the following  tran«
R e ‘
sactions :—

1928.7

Jan..1 Sold him Goods, |nvonced at Rs. 900/—
}’ w5 He sent me Rs. 350]="6n account. -
4 "*-Z Pe}hased from him Goods _worth Rs. 300/-.
..’10~Received from him further Cash Rs. 100}-.
o 11 Sold him Goods Rs. 150/-.
«» 12 He retarned to me Goods Rs, 50/-,
w 14 1lent him Rs, 125/-,

» 18 He repaid the loan Rs, 125/-,
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Dr. N B. THOMAS. Cr.

: g g
1928 t 3 Rs. 1928 35 Rs.
- L <%

s |, St p——— ' ———

Jan. 1 { To Qoods... 900 || Jan. 5 | By Cash ... 350
11 »w Goods... 150 w 7 » Goods... 300
, B4 |, Cash .| o 1254 , 10 w Cash ... 100

e 12 » €300ds... 50
w18 | , Cash ... 125
» 31 » Balance
: cdrried 1
. down ... 250
Ra. 1,175 ‘o Rs. 1,175
Feb.1 | To Balance R
brought :
down... 250
2 L ]

5‘

! »Eglample 4,

From the folléwing transaciio.ﬁs, make out the Account of S. Green:—

1928.
Feb. 7 Bought from him Goods worth Rs. 800.
12 Sent him Cash on account Rs. 200.

. »- 15 Supplied him Goods, as ordered Rs. 75.
v‘,;;-ﬂ Bought from him Goods, Rs. 100.

20 Sent him Goods Rs. 425.
21 Sent him Cash Rs. 100.

Dr: S. GREEN.
'S
1928 : = | Rs. 1928
1 = | J
o - ! . - - | ————

Feb. 12 { To Cash ... 200 | Feb. 7 | By Goods ...
. 15 ”» Goads... 75 " 17 YO DI T
w 20 |, e see 425 .

» 21 » Cash ... 100

.o 28 ,» Balance -
. carried .
down - 100
Rs. 9o ~

Mar. 1 | By Balance
~brought
down ,

K}
I Rs.
-
800
100
Rs.| 900
100
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. Example 5,
From my above transactions thh B. Thomas and S. Green,»
prepare my Cash Account a.nd Goods Account.

Dr. ' CASH ACCOUNT. - cr.
S NE g :
1928 * 18| Rs. |[1928". {81 B,
_ O o L RIS
Jan, 5 1To B. Thomas " 350 [Jan. 14/By B. Thomas| . [i.* 125
w 10 ], . o 100 ||Feb.12|,, S. Green N 200° .
" “18 » .\' ”» 4‘ 125 ” 21 ” ”» 100
. ° A fow e Balance .
) "f ] . dOﬂn,'
Rs.| 575 © i Rs)
~ Feb, 22 {To Balance - f
brought : , i
down ... 150 §f . . . . i R
Dr. GOODS ACCOUNT. o cen
T -~ - N N B ~r*
' Sl po )
1928 S| R || 19281 | 5| Re
- [
Jan. 7 'To B. Thomas " 300 fl Jan. 1lBy B. Tho-mas\ - 900
w 121, o ”" S0 w 11, w- | . 150
Feb. 7|, S.Green 800 ||Feb. 15|, S.Green | % . 75
w 1700w w 100}, 20, . . , [ 425

/53 K g !)"“:qé)J
e 7
‘/ THE PO[NTS TO BE NOTED ARE s -‘ - " -
The tra.nsactlons are entered in the Ledger Accounts in
or\d?('dates. T
2. Every entry must be dated, and the date shown[on the
left-hand sxde of the entry. PO . . .
3. ‘Each entry on the debit (left-hand) sxde of the Account
. commegnees with the word “To™. . " 7 -/ . ¢ .
‘ Each entry on the credit (right- hand) side of the ACCount

commences with the word “By.”
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\é. The transactions in respect of which the Accounts receive

. benefit from us in shape of cash or goods are entered on the debit

side and those which result in their giving us benefit in cash or
goods are entered on the credit side.

v( In the Folio Column of the I.edger Accounts would be
entered the pagés of the Journal from which the entries are here
posted i. e, trausferred Similarly, in the ‘roho Column of the
Journal, the page of the Ledger Account to whxch the entry is

i“posted'is entered, ' ‘

'BALANCING PERSONAL ACCOUNTS,
It will be remembered that “the Receiver is debited and the
. Giver is credited”,'and in order to find out, in casé of Personal
mm the person in questiop has received more than

- he has given, or vice versa, and consequently, whether there is _

any amount due by that person or due fo that person, on any

- . - : o T .
-particular date, it is necessary to balance that Account. This
process is known as “Balancing the Account” or “Striking the
Balance”, - )

Whenever it is desu’ed to balance an Account, the two sxdes

are added up, and if the debit and cred:t totals are unequal, the

'difference is inserted on. the lesser sxde, to make the two sides

equal. The amount which is thus found necessary to insert is the
balance of the account. ]

If the total of the debit side is heavier than the credit,

the balance will fall on credit side with the words “By Balance

- - T ———— —

-carried down”. It is important to note, however, that such a

balance would be called a “ Debit Balance ”, and, after closing
the Account, it will be shome debit side with the
words “ To_Balance brought_dgwn”. It would then mean that
the {person is our debtor to the extent of the balance on the date
the account is balanced,

If the credit total of an account is heavier than the deb'

the difference would signify a credit b(zlm‘z_cgA and the amoy .
_creail ba

will bhave tos be put on the debit side to make the two sxdq

equal, with the words * To Balance carried down.” Afte

closing the Account, the balance will ‘again “be shown on the

credit side with the words “ By Balance hrought ‘down .7 and it

.
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would then mean that the person is our cred:tor to the extent of ‘

‘the balance.

Balancing of Personal Accounts at periodical intervals is

very necessary in order that the result of the transactions with

any particular person for a given perlod. may. be seen at- a’

glance in a concrete form. .Besides, it is after balancing the
Personal Accounts’on any date that the dea.ler can ascertain the
total amount of his Debtors and ‘Creditors, i. e, the debts’
owing to the business and the amounts owing by the business.

In Example 3, the Account of B. Thomas .is debited w1th

&the value of the Goods and Cash he has recsivéd from us and is -

crelited with the value of the Goods and Cash he has given to
us. Itis found on 31st January, that whereas the total benefit
he has received from us during the month amounts to
Rs. 1,175/-, the total benefit imparted by him to us amounts to
Rs. 925/- only. His Account, therefore, shows a debit balance
of Rs. 250/, the debit side being heavier by that amount. . This

balance is shown on the credit side to make the two sides -

equal, and the same is brought down on the debit side to indicate -
that, to begin the month of February, he was our debtor for ~

Rs. 250/-.

In Example 4, S Green has imparted benefit to us to the
extent of Rs. 900/-, whereas the benefit he has received from us’
amounts only to Rs, 800/-. He is, therefore, our Creditor to
the extent of Rs. 100/, which fact is shown by bringing that

»

balance down on thz credit side of his Account. This indicates

that, on the Ist March, he was our creditor for Rs. 100.

CASH ACCOUNT,

"7 he ob)ect of Cash Account is to keep a record of all Cash )

i received and all Cash paid, from day to day. All sums received

e entered on the Debit (left-hand) Side, and all sums paid

« entered on the Credit (right-hand) Side  of the Cash

count This  Account belongs to the class of Real Accounts,
sit records dealings in property. -

When the total of the Receipts Side is the same as the
total of the Payments Side, it would signify that the whole of
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. the Cash’ recelved is used in payments, and there is no Cash on
hand.. If the Receipts Side is heavier than the Payments Side,
the difference would signify that there is so much Cash Balance.

+ on band. ’

" When it is desired to close the Cash Account, the difference

"between the two sides is entered oo the Cred:l Side, with the:

“words “ By Balance, carried - down ”. The two sides will now
be equal, and the balance will be brought down on the Debit

_'Side, with the words “ To Balance brought down ™,

L 1tis important to note that, if there is any balance of Cas’ é
on hand, the Cash Account must necessarily show a debi

balance. You can never pay away more cash than you have '
eceived, and, therefore, the Cradit Side of a Cash Account can

iLlever be greater than the Debit Side. l‘
All Money Orders, Postal Orders, Bank Naotes and Cheques

recewed should be treated as Cash.

The advantage of kesping a Cash Account lles in the fact
that it shows the trader his cash dealingd and belps him to check
the cash balancs on hand, from time to time. Ifat any time he
wishes to test the accuracy of the cash balance as found in the
cash box, he has to balance the Cash Account, i. e, find out by
‘what amount the receipts’are heavier than the payments. The
cash balance thus ascertained from the Cash Account must tally
with the actual 5um on hand. Should the apparent balance and
the actizal cash on hand -not agres, it is evident that either an
error has bsen made in entering up the Cash Account or some .
‘cash has been stolen. It is thus that the Cash Account serves
as a check on the Cash Balance ~—_{

In ExampleS'the Ca.sh ‘Account shows that the total Cash
received during the months of January and February amounts to’
Rs. 575/-, whereas the total Cash paid aut during the same
period amounts to Rs. 425/-. In other words, t.he total
receipts exceed the payments by Rs. 150/-. This balance is
shown on the credit side to make the two sides equal, and is
ag';aiq _brought down on the debit side to indicate that there
was a cash balance of Rs. 150/- on hand on the date of closing.

'
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- GOODS AGCOUNT,

The object of opening a Goods Account is' te record
therein all the Goods purchased and the Sales madé" thereout, in
otrder to enable a trader to find out for: himself as to -whether. hlS
dealings in Goods.have resulted ina proﬁt or loss.:

Lo

EETR

The Goods Actount is a Rea.l Account as it is an Account of
property, and not an Account-with a person

On the Debit Slde (left hand 51de) oE thls Account wdl/gq-
entered the value of all the Goods purchased by theittﬁder m~
order of dates, and on the Credit Side (right- h:}/mde) the .
value of all Goods sold. If all the Goods putchw.se are sold out,.
the Credit Side will be heaviers This is ev1d°nt, as the sales Wlll’f
have fetched a higher price than the cost of the purchase. "’ “The
credit balance will then represent the profi made by the dealer i i
the buying and selling of Goods. Thw’ profit, however, is ealled :

“Gross Profit”, and after all the other expenses mcurred incarry-.
ing on the business are feducted from it, the dea’fer would be able
to ﬁud out what his “Net Proﬁt" in the busmess has been, The
term *“ Net Profit”, therefore, means, “the actual proﬁt made
by the de+ler in the busmess, durm;g 4 p'trt!cular pgrlqd

e

A dealer, however, will most kaely have some, #nsold Goods on
hand, at the end of the year, as the whols of ‘the Goods purchased
may not have been sold. - In suclra case, bz sfore he: can find out”
profitor loss made on the buying and selling of Goods, he must
first mscertain the value of the Goods on hand, and enter this
amount on the Credit Side of the Goods Account. “This is neces-
sary, as unless the value of unsold Goads is shown on the same side
as the sale:s, the Goods Account would be mcomplete

The value of the unsold Goods on hand is aiWays ascertained
by taking stock, i. e., by making a list of all the articles unsold
and valuing these at cost price. It is after placing tfxe value of

the unsold stock on the Credit Slde of L_g__ogds_AggQunt that the ,
Uoods Accoung_ will be balanced. If the Credit Sxde is heav ier,

e
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the balance will represent gross profit 1If the Debit Side is
heavier, the difference will mean gross loss.

Fror;t Example 5, looking at the Goods Account it appears
that the value of the total Goods received during the months
of January and February amounts to Rs. 1,250/-, This fact is
indicated on 1he debit side of the Goods Account. The credit
side of this Account discloses the fact that the total Goods sold
during these two months amount to Rs. 1,550/-. - Thus, the total
Goods purchased amount to Rs. 1,250/~ whereas the sales
amount to Rs, 1,550/-. If the whole of the Goods purchased are
sold ‘out-and there is no balance of unsold Goods on hand, the

* credit balance of Rs. 300/— means that a profit of Rs. 300/-
» (Gross I?roﬁt) has been made on the buying and selling of Goods.
. If we assume, however, that on the date of closing there was
a balance of unsold Goods -amounting to Rs. 400, then this
amount will have to be shown on the credit side of the Goods
Account withe the words * &Balance After this value of
Closing Stock is placed_on ﬂ}e credit _side, the difference befween~_
thetwo &dé?of the Goods Account _will now show the gross

proﬁt

The following illustration serves to irdicate as to how the
Goods Account will be closed (a) when there is no balance of
unsold’ Stock on hand, and (b) when we assume that the unsold
Stock amounted to Rs.”400/-.

e

Dr.: .(a) _, GOODS ACCOUNT. cr.
W I, « RN ) .

1928 ~t |Fol| ma. | 1928 Fol| Rs.
Jan, 7 | To B. Thomas 300 lljan. 1] By B. Thomas 900
. »” 12 " ” " qo ll ” " " 150
¥eh. 7| ,, S.Green ... 800 [Feb.15 | . S.Green... b 75
” 17 ” » 11} 100 » 20 LLIS 1] ” Y 425

w 20! ,, Gross -

: Profit ... 300

Rs. 1550 || Rs.| 1,550
! _
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Dr. - (b) -GOODS ACCOUNT. . 'qr.
1928 Fol.] Rs. 1928 7 “1Fol.| Rs.
Jan. 7 | To B. Thomas. 300 |Jan.. 1| By B. Thomas . 900 .
w 121 4 o, ”» SOl A1) 5 o . 150
Feb, 71| ,, S. Green... 8CO ||Feb. 15, ,, S. Green ... 1 7%
w 17w o w 100 §) 5  20|.4 . - 425
w 201, Gross » U | TR R Balance
Profit ... 4700 -y} " carried - [ 4_,J'
oy . . down ... ‘; 400¢
Rs.|1,950 ' T |msay 1,950+
Feb. 21 | To Balance. ’ ’
brought

down ... 400

CLOSING OF REAL ACCOUNTS,

Real Accounts are always closed by Balance, and 'the,
balance would always be a Debit. Balance. ~ The reason' is
that whatever is in possession of the trader on ,Any: one ‘date
must have been received by him on some previous occasion,
and all incomings of assets or properties are entered. on the
debit side. As the student will learn later on, the balances
on Real Accounts are transferred by the trader to another
statement called the * Balance Sheet””, whenever he wishes to
ascertain his exact financial position . showing what Assets,
he pcssesses and what Lia.bilities he owes'on any one date.

CLOSING OF NOMINAL OR FIGTITIOUS AGOOUNTS

Whereas Real Accounts are accounts of thmgs which’ be-
long to the proprietor of the business in shape of property, '
cash or goods, and record the incomings and outgoings of
these, Nominal or Fictitious Accounts, are so called because,
unlike Real Accounts, they do not represent aaything real. They
are accounts showing the various heads of expenses and sources
of income, and help towards preparation of the Profit &Loss'
Account. By transferring all the gains on the credxt side of
Profit and Loss Account and setting off’ aaamst these all the
expenses incurred in carrying on the business on the debit

3
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- side, the dealer is able to find out what Net Profitor Net
Loss he has made during any given period. Nominal Accounts
are thus closed by transfer to Profit and Loss Account,

CAPITAL ACCOUNT,

The position of the trader in relation to his business is
reflected. in his Capital Account. The trader’s own account
in the business would, therefore, be his Capital Account which
would be written up just like any other Personal Account.

DRAWINGS ACCOUNT,

Tt is desirable, however, that the withdrawals of money from
out of the business by the proprietor for his personal use should
be shown, in the first instance, on a separate account called the
' Drawings Account”. At the end of each financial period, the

" total amount withdrawn as shown by the debit side cf the Draw-
ings Account should be transferred to the debit of the Capital
Account, The object of the Drawings Account is thus to show

* in details what sums of money the trader has withdrawn from
the business for his personal use. The reason for transferring
the total drawings to the Capital Account is that such with-
drawals necessanl.y reduce the capital the trader had ongmally
contributed in'the business.

SUMMARY.

1, All transactions originally entered in the Journal must
subsequently be transferred to their proper -accounts in the
Ledger.

2. The object of Ledger Accounts is to cleaﬂy indicate the
posxtlon of each account in relation to the trader. . .
. 3. The double effect of every transaction is thus reflected
Yo the Ledger in shape of accounts in a well-arranged form for.

.. clearness and easy reference.

4, Personal Accounts serve to indicate whether the person

‘is'a debtor or creditor of the trader on any one date.

5. Real Accounts serve to show the incomings and out-
goings of thes several assets dealt in by the trader.

6. Nominal Accounts serve to show under what headings
expenses were incurred in carrying on the .business ahd what
were the sources of income.

7. Personal and Real Accounts are closed by “balance "
and Nominal Accounts are closed by transfer to Profit and
Loss Account. y
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8. Goods Account should not be closed, until the value of
“unsold goods ” is shown on the credit side of that Account.

9. The difference between the debll total and the credit
total in any account is called the “Balance”.

10. If the debit total is larger, the balance is a debit
balance. This balance will be placed on the credit.side to
make the two sidds equal, and will be again brought down on
the debit side, after closing the account.

11. If the credit total is heavier, the balance is a credit
balance.. This balance will be placed on the debit side to make
the two sides equal, and will be again brought down.on the
credit, after closing the account,

12. Personal Accounts should only be deblted or credited
when there is 2 credit transaction. Where the transaction is
for cash there is no need to open a Personal Account.

13, The trader’s own account is known as  the Capital
Account. '

14, The Drawings Account serves to indicate in -details the
amount withdrawn by the trader for his personal use. '

15. Whereas the amount of Capital contributed by the trader
is shown on the credit side of his Capital Account, the sums’
withdrawn by him for personal use appear on the debit of the
Drawings Account.

16, At the end of each financial penod the "Drawings
Account is closed by transfer to the Capital Account.

QUESTIONS ON CHAPTER IIL.

1. What is an Account?

2. What do you mean by “ Balancing an Account”?

3. How do you close a Personal Account? What does

a Balance on a Personal Account signify ?

4. \Why should you maintain a Cash Account ?

5. How do you write upa Cash Account?

6. What balance would a Cash Account always show?

*  \Vhat would that Balance mean ? '
7. How do you close a Cash Account? WWhenmay there
be no Balance in a Cash Account ? :
What purpose do Real Agcounts serve ?

o0
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9,

10.

1L,

12.
13.

14,

15.

16.

17.
18.

19.

20.

21.

22.

How does a Real Account dnﬂ'er from a Personal
Account ?

How does a Nominal Account differ from a Real
Account ?

Why is a Goods Account kept?

How is Goods Account closed ?

Which side of the Goods Account“should be heavier,
. if I have gained on my Goods?

Name some of the Reag Accounts ordinarily opened
in a trader’s Ledger. .

AShow the value of Cash  Account in detectmg fraud

or mistake.

- How do you ‘expect Goods Account to show 1f I have

lost on my Goods ? :

Explain the meaning of “Stock-Taking,”

What do you understand by “Gross Proﬁt” and “Net
Profit?”

How are Real Accounts closed ?

How are Nominal Accounts closed ?

Explain the use of the Capital Account and the Draw-
ings Account.

How is'the Drawings Account closed ?

' EXERCISE No. 1.

Journalise the following transachons and post the same to their

respective Ledger Accounts:— FE 2
1929 ’ Rs.
Jan. 3 R. Rao commences business with - w 5,000
» -4 Puarchased from B. Bath, goods on credit e 600 -
»w 6 Soldto C. Cocktail, gcods ... e wes 500
w 7 » goods for cash e .o - 250
» 8 Bought goods from B. Butler ... .er ver 450
» 13 Sold goodsto D¢ Doctor . oo 750
» ‘15 Pufchased goods forcash ... 800
» 17 Sold goods for cash e e 350
» 20 Bought from T. Taylor, goods e ose 2. 900
n Sold to E. Earnest, goods e 275
» 21 » »F. Flower, ,, e 375
» 2% Received from C. Cocktail ... - 200

" w D. Docter .. - 400



1929

Jan.

”

25

26

31

LEDGER ACCOUNTS.

Paid to B. Bath on account e
» » T. Taylor . ese
Received from D. Doctor cheque ...
Bought goods for cash ... S
Paid to B, Butler s .
Sold goods t'o W. Turner ..
” ” » P. Pope .. ves
Bought goods from Thomson & Co.
" " o C. Maxwell . ...
Remitted cash to B. Bath .
" o » B. Buller een
" »w w» T. Taylor o
Received cash from C. Cocktail ...
” ” » D.Doctor ...
. » » E. Earnest ...
”» ” » F. Flower ...
Purchased goods for cash o
Sold goods for cash - -
E. Earnest returned goods .
F. Flower ”» ” e
W. Turner . » .
Returned goods to Thomson & Co. !
”» » » C. Maxwell .—
”» » » B. Butler
Received goods returned from P. Pope
Paid lor Office Rent ... -
» s Salaries .. e
w o Stationery s
Sent cash to C. Maxwell .se

R. Rao withdrew for his personal mse
Value of unsold goods on hand Rs. 1,900/-

37
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CHAPTER 1V.

SUB-DIVISIONS OF JOURNAL.

PURCHASES BOOK—-SALES BOOK—RETURNS
INWARDS AND OUTWARDS BOOKS.

From ‘' the previous pages, the student must have seen
how it.is possible to record any conceivable series of trans-
actions through. the two books—the Journal and the Ledger.
These are, no doubt, the main books in Double-entry Book-

keeping' even now; but, if all business transactions were
passed ‘through the Journal, the labour of recording each
transaction with' its separate nparration in the Journal and
then posting each such ‘entry to two different accounts in the
Ledger would be. enormous in a business of any.large dimen-
sions necessarily involving a large number  of transactions.
Lé.bour-saving.,methods “have, therefore, been applied to the
art of Book-keeping.

Experience has shown that trapsactions in a trading or
manufacturing concern consist mainly of :— ’

(1) Receipts or Payments of Cash; and

(2) . Purchases or Sales of Goods; and it has been found
that if -transacticns of a similar nature were recorded #o-
gether; through some altered forms of the Journal, a consider-
able amount of labouf can be saved. We find, therefore,
that in modern Book-keeping, the original Journal has been
superseded by subsidiary Journals, each used for recording a
certain class of transactions, :

The following Subsidiary Journals have thus found their
place in modern Book-keeping :— - o

(1) The "PURCHASES BOOK to record all Credit

~=Purchases.

(2) The SALES BOOK to record all Credit Sales.



SUB-DI VISIONS OF JOURNAL 39

(3) The RETURNS INWARDS BOOK to record all
goods returned to us by our customers. . -

() The RETURNS OUTWARDS BOOK to record all‘
goods returned by us to our suppliers.

l (5) - The CASH BOOK to record all cash received and pgid-

(6) The BILLS RECEIVABLE BOOK to record all
Bills received duly accepted by our debtors.

(7) The BILLS PAYABLE BOOK to record all Bills
" granted by us to our creditors. :

The original JOURNAL is now retained only for the
purpose of recording transactions of an extraordinary nature
which do not fall within any of the above sub-divisions.

We now proceed to consider the Purchases and the Sales
Books and the Returns Inwards and Outwards Books in this
Chapter.

THE PURCHASES EOOK. QGVQ“-E>

This book is used for the purpose of recording all Credit
Purchases of goods. It isalso known as the Invoice Book,
Bought Book or Purchases Journal. '

When goods are bought by us on credit, we receive throngh
the Post or along with the goods themselves, a statement giving
the particulars of the goods we have purchased. This statement
is called an Invoice. )

T -

On receipt of each such Invoice, the q;antities of goods as
shown therein will be compared with the quantities actually
received. It would also be seen as to whether the rates charged
are proper and that all calculations are correct. On the Invoice
having been checked in this manner, it would be given a running
number, after which the contents will be entered in the
Purchases Book. Each Invoice would then be properly ﬁled

in consecutive order.
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" The following illustration shows how a Purchase Invoice

will appea.r —
FORM OF INVOICE,

T. A. “Finestuff”, ) 117, New Street.
. ‘Cawnpore. - Cawnpore, 21st Jan. 1929.
Tel, 4158. :
Messrs- P. Culliandas & Co., Bombay.
.Bought of SMITHSON & Co.,
" Leather Merchants, Cawnpore.
Terms 2% per cent., 30 days. -

Rs. a.|p*

10 doz. Black Box Calf Stout 1287 ft. @ 12annasper ft.| 965 | 4| 0
4 ,, Coloured Box Calf Stout 469% ft. @ Re. 1 per ft. 469 (12 O
20 ,, Brown Calf @ Rs. 40 per doz. ... 800) 0] O
10° ,, Waxed Calf Quality No.1 296 lbs. @ Rs. 2/8 7401 0' O
- per 1b. N

. 29751 0} O

Less Trade Discount 107, |© 297 | 8] ©

Rs. | 2677|810

Per G.V I. P. Rly,, Carriage Paid.

It must be noted that only Credit Purchases should be
entered through this book. While entering the Invoices in the
Purchases Book, it is not at all necessary to record full details
in the Purchases Book, as the Invoices themselves are carefully
filed and are available for reference whenever it is necessary to
look into the details of any purchase.

The following example will enable the student to see how
Credit Purchases are entered in the Purchases Book:—

" Example 6,
Enter the following transactions in the Bought Book :—
1929,
Jan. 5 Bought of B.Bansilal, Bombay—
10 1bs. Cocoa at Re. 1 perlb.
15, Tea at Rs. 1-14 per 1b.
" 7 Bought of A. Arnold, Rangoon—
: 12 bags Rice at Rs. 20 2 bag.
s 10 Bought from C. Chatterji, Calcutta—
3 cwt.Sugar at Rs.14 per ewt..
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Jan. 15 Bought of D. Douglas, Madras—
5 Chests Tea each 28 lbs; @ Rs, 1/2 per Ib.
25 1bs. Coffee @ Re, 1/-per b,
» 22 Purchased from Desai & Co., Surat—
10 Boxes of Indian Biscuits each of 5 1bs. @ Ans. 6 a 1b, and
9 Boxes of Indian Sweets, each of 5 lbs. @ Ans. 12 per lb,
s 31 Bought of Damodar & Co Bombay—
2 cwt. Sugar @ Rs, 13/8 per cwt,
20 1bs. Tea @ Rs.- 1/3 per lb.
10 ,, Coffee @ Ans, 15 per ]b.

° PURCHASES BOOK.

Date. Particulars. L.F. Amount.
1920 : Rs. {as, | ps.
Jan. S| B. Bansilal, Bombay, . I
: Goods as per Invoice No, 1 o 3R 210
” 7 | A. Arnold, Rangoon, :
Goods as per Invoice No. 2 wd . 240 o] O
o 10} C, Chatterji, Calcutta, [
Goods as per Invoice No. 3- v ‘42 0] 0
» 15} D, Douglas, Madras, AR PR g
Goods as per Invoice No, 4 . ... 4182 i 8] 0
w 22| Desai & Co., Surat, o
Goods as per 'Invoice No. § T N 41 41 0
w31 Domodar & Co, Bombay,
Goods as per Invoice No. 6 - 60 210
Rs. | 6C4 0| 0

From the above, it would be seen that all that is necessary
is to enter in the Purchases Book the date of the purchase, the
name and address of the seller, the consecutive number of the
Invoice and the total amount of the Invoice. As has been said
before, it is useless to copy each Invoice in this book as it would
simply mean unnecessary duplication of work. By means of
references to the Invoice numbers in the Purchases Book, any .
details required as to .any particular purchase can be promptly
ascertained whenever desired. The Invoice File is carefully
retained by the purchaser as a permanent record of the purchase
and its costs. :

The student will thus remember that the entries in the
Purchases Journal originate from Invoices Inwards. .



42 FIRST STEPS IN DOUBLE-ENTRY BOOK-KEEPING.

POSTING THE PURCHASES BOOK.

% . A separate account will have to be opened in the Ledger
for each supplier of goods and the amount of each purchase
would be credited to its respective Personal Account. The
Double-Entry of this book would be completed by taking the
monthly total of the purchases ~and debiting the same to Goods
Account. ¢ T ‘

If every credit purchase were recorded in the Journal, the
entry for each such tramsaction would be-to debit the Goods
Account and credit the Personal Account of the supplier.
Further, eachk such entry would need to be posted, once to the
debit of the Goods Account and than again to the credit of the
Personal Account. There is, however, no particular advantage to
be gained by debiting each credit purchase individually to Goeds
Account, and a considerable saving of labour in posting is
brought about by adopting the subsidiary Jourpal called the
Purchases Book for the. record of all Credit Purchases. @_rom
this book, whereas individual credit would be given to each

Personal Account_concerned, the debit tp the Goods Account
need only be given in total periodically. )

- The above entries in the Purchases Book, when posted mto
the Ledger, will appmr as under :—

Dr. ) B. BANSILAL, Bombay. Cr.
Rs.|a. p" 1929 Rs.|a.|p.

! Jan. 5 [ By goods .| | 38|20

Dr. A. ARNOLD, 'Rangoon. Cr.

- [ ]
Rs. ja. p.‘! 1929 Rs. aj Pe
{ Jan 7 | By Goods ... 240 lo '

1 :|
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Dr. C. CHATTER]J!, Calcutta. Cr.
Rs. a.'p. 1929 , Rs. [a.[p.
Jan. 10 By Goods .. ‘ 42 10/0
Dr. » D. DOUGLAS, Madras. cr.
Rs.la.|p| 1929 . Rs. la.lp.
‘ Jan. 15 (By Goods ... 182‘8 0
Dr. DESAI & Co., Surat. cr.
Rs.|a.ip.|| 1929 IRs.lalp.
Jan. 22| By Goods' ... |41 [4[0
Dr. 'DAMODAR & Co., Bombay. - Cr.
Rs.|a|p./l 1929 Rs.|a, P.
, Jan, 31|By Goods ... 60 2|0
. il
Dr. GOODS ACCOUNT Cr.
1929 Rs. [ap. Rs.|ajp.
Jan. 31 |{To Sundries... 604/0( 0

THE SALES BOOK.

Inthe Sales Book are entered the particulars of Goods sold
on credit, from day today. As in majority of businesses the
largest number of transactions would cosist of Credit Sales, an

enormous amount of labour would be entailed

if all such tran-

sactions were passed through the Journal and then posted to the
Ledger Accounts concerned. The ordinary Journal entry for
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each Credit Sale'would be to debit the Personal Account of the
customer and credit the Goods Account. Thus, if there are a
hundred transactions of Credit Sales in one month, and if these
are entered through the Jourpal, there would be a bundred
debigs to be given to the Personal Accounts of the customers
concerned and a hundred credits to be given to the Goods
Account. '

Now, by entering all Credit Sales in a separate subsidiary
Journal called the Sales Book, the hundred individual credits to
Goods Account as above said, would be avoided, as the postings
from the Sales Day Book “would be to the debit of the Personal
Account of each customer and the credit would be to Goods
Account ii shape of the periodical total of the Sales Book.
Thus, a great ad\rantage is gained by pot recording the Credit
Sales through the Journal, but by entering them in a special
book called the Sales Book, or the Sales Day Book or the Sold
Book or the Sales Journal.

The entries in the Sales Book are made from the Out-
ward Invoice Book which will contain an exact copy
of each Invoice sent out to the customer. Each such Invoice
is numbered consecutivély, and the reference to each Invoice
number is given in the entry in the Sales Bock. There would,
therefore, be no necessity to give'the details of each sale in this
book. Each entry would indicate the date of the sale, the name
of the buyer, the number of the Qutward Invoice and the total
amount of the Invoice. On the Personal Account of the buyer
being debited in the Ledger, the folio of the Ledger Account

will be entered je Folio Column, -
OSTING THE SALES BOOK )

A separate Account will haveto be opened in the Ledger
for each customer to whom the goods have been sold on credit
and will be debited with the amount of each sale. At. the end of
the month, the credit sales would be added and the total thus
ascertained would be credited to Gocds Account. The Double
Entry of the Sales Book would thus be compleleda
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The following example will illustrate the use of the Sales
Book :—

Example 7.

Enter the following 'ransactlons in the Sales Book :—
1929, .,
Feb. 7 Sold to E. Evans, Calcutta,
20 Ibs. sugarat Rs. 1/4 aIb.
10 ,, tea at Re.1 per Ib,
» 10 Sold to C. Tripathi, Karachi,
15 tons of Coal at Rs. 2 per ton,
» 15 Sold to F. Francis, Madras,
. 20 bags of rice at Rs. 3 a bag,
. 15 Ibs. cocea at Rs.1/8 per Ib,
» 20 Sold to J, Jones, Rangoon,
10 doz. boxes of Indian Biscuits at Rs. 2/4 pér doze
» 23 Sold to T, Shah, Bombay, '
25 Ibs. sugar at Re. 1/2 per 1b.
5 ,, leaat ans.12 perlb.
5 , cocoa at Re.l per lb,

SALES BOOK.

oleo @ 0 o o

Date. |’ ‘Particulars, . L.E| .Amount.
1929 Rs. as.
Feb, 7 | E. Evans, Calcutta, ’ 0
. Goods as per Outward Invoice No, 1 35 .
w 10| C. Tripathi, Karachi, 0
- Goods as per Outward Invonce No. 2 30
» 15| F. Francis, Madras,
Goods as per Outward Invoicc No. 3 : 82
nw 20 17. Jones, Rangoon, 8
Goods as per-Outward Invoice No. 4 22 | 8
w 23 ; T. Shah, Bombay, 14
Gqods as per Outward Invoice No.$§ 36
* Rs. 206 14

The above entries when pested in the Ledger will appear as under :—

E. EVANS, Calcutta,

1929 .- Rs.|a]p) Rs.|alp.
Feb. 7 | To Goods ... 3510/0 :
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1

C. TRIPATHI, Karachi.

1929 Rs.[a.|p. ‘Re.|a.|p.
Feb. 10 | To Goods ..} [30]0 0
‘ |
F FRANCIS, Madras.
1929 Rs.|a. |p. Rs.[a.|p.
Feb, 15 | To Goods ... 82| 8 0
.
' J. JONES, Rangoon.
1929 Rs.{a.]p. Ra.la.ip.
Feb. 20 | To Goods ... |22]8 0
. ,
- --T. SHAH, Bombay.
. 1929 Rs.|a. [p. Rs.la.|p.
Feb. 23 | To Goods .. 36 |14| 0
GOODS ACCOUNT.
Rs.|a.|p|| 1929 Ra. a.lp.
Feb. 28| By Sundries..| | 206/14| 0

ES

The student will have noticed from the above that the form
of the Sales’ Book is exactly like that of the Purchases Book.
'cl"lxe Sales Book forms the basis for the entries in the Ledger
Accounfs of the various customers in respect of goods sold to

them on credzt)and the

@urchases Book forms the basis of the

entries in the Ledger Accounts of the various_creditors in

respect of the Goods bought from them on credzD

Evidently,

therefore, whereas each{Personal Account from the .Sales Book
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would be debited in the Ledger ‘with the. amount of the saleD
each Personal Account from the Purchases Book will, be
credited in the Ledger with the amount of ,the purchase. The -
periodical total of the Sales Book will, however, be. credited
to the Goods Account in the Ledger and that of the Purchases
Book would be debited to the Goods Account.)

RETURNS,

It frequently happens in actual business that a trader, in his
capacity as a purchaser, may have occasion to return goods to
the seller. It may also be that in his capacity as a seller, he
may have to accept goods returned to him by customers who
orginally bought the goods from. him. Such ‘ Returns "
generally arise in course of business for several reasoms, viz.,
that the goods may not be upto the sample or according to the
‘order, or they may have been sent in error or may be subject to

some other defects. .

On such “Returns” being accepted, the receiver of the goods"
usually sends a Credit Note, as shown below which states. the
particulars of the goods returned and the amount which is
credited by the recipient to the account of the sender. The
Credit Notes are generally printed in red |_ink to distinguish them
from Invoices. - 7

CREDIT NOTE. . ;
Bombay, 5th March 1929.

Messrs. Ram Govind & Son. \

Credited by RAM PRASAD & Co. \ -
By vauru§ ‘ Rs.| as. I p.‘
12, 11b. Tins of Cofee @ Re.1/- per 1b. .2l12]1 010

RETURNS INWARDS & OUTWARDS BOOKS., -

. . .

These ‘Returns are entered in books - called “Returns
Books”. Thé goods returned to the trader by his customers
are called “ Returns Inwards”, and are entered in the book
called the “ Inwards Returns Book”. The goods returned by
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the trader to his supplier§ are known as Returns OQutwards and
are entered ina book called the “Outwards Returns Book™.

The Rulings of these two books are similar to those of the -
Purchases and Sales Books, and the entries are made therein in
just the same manner as those made in the Purchases and Sales
Books.

A POSTINGS OF R_E'I'URNS BOOKS,

From the Inwards Returns Book, the postings would be to
credit the Personal Account of each customer concerned and to
debit the Goods Account with the periodical total of the book.’

~ From the Outwards Returns Book, ',the postings would be
todebit the Personal Account of each supplier concerned and to
credit the Goods Account with the periodical total of the book.

SUMMARY

“All Credit Purchases of Goods only are entered in the
"Pur_chases Book, and .from here the ‘account of each person
supplying.-the. goods.is individually credited in the Ledger.’

2. The periodical ‘total of the Purchases Book is debited to’
the Goods Account.

3. "The entries in the Purchases Book are made from
TInward Invoices. ‘

4. The details of the Inward Inv01ces are not copied in the
Purchases Book, but only the date of purchase, name of the
'supplier, the Invoice number -md the net Invoice amount are
entered. :

5. When goods are returned to the supplier, such returns
are entered in the Returns Outwards Book, which is ruled like
the Purchases Book.

6. The. posting from the Outward Returns Book are
to the debit of the suppliers individually and to the credit of
the Goods Account in periodical total.

J 7.- All Credzt Sales of Goods only are entered through

- the Sales Book, and from here, the account of each customer -
is individually debited in the Ledger,

8. The periodical total of the Sales Book is credited

tovtbe Goods Account. T )
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9. The entries in the Sales Book are tnade.fxtom- the
outgoing Invoices. ; '

10. It is not necessary to copy the Outward Invoices bodily
in the Sales Book, and only the date of~ each credit sale, the
customer’s name, the Invoice number and the net a.mount_of
the Invoice need be entered.

A . .
11. All Returns from Customers are entered in Returns

Inwards Book, which is ruled exactly like the Purchases or the

Sales Book, .- . .
j 12. The postings ffrom Returns Inwards Book are to the
credit of each customer individually and to the debit of Goods

Account in periodical total.

13. The entries in the Returns Outwards Book are made
. from the Debit Notes sent to the suppliers along with the
goods ; the entries in the Returns Inwards Book are made
from the Credit Notes sent out to the customers acknowledging
the Returns.

14, The Purchases Book, the Sales Book ‘and the Re-
turns Inwards and Outwards Books are sub- d1v1510ns of the
Journal devised with a view to save clerical labour.

QUESTIONS ON CHAPTER 1V, )

1. What is the difference between a Purchases Day Book and a2
Sales Day Book ? e !

2. What are the functions of the Purchases and Sales Returns Journals?

3. How are the entries contained in the Returns Books dealt with in
the Ledger ?

4. For what rcason would goods be returned by a purchaser ? .

S. From what documents would entries be made in (a! the Purchases‘
Book and (b) the Purchases Returns Book ?

" -

W

6. How would you post the Purchases Book ? : .
7. Is it necessary to enter details of each Invoice in the Purchases
Book? - . .o

8. What sales would appear in the Sales Book, antf how would this
Book be pgsted ?

9. Explain what is meant by "Deblt Note™, and *Credit Note" ..
10. What entries would you find on the debit and credit sudes of .the
Goods Account ?

4
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. 1l.- Explain what édvantgge is secured by entering the Credit Pur-

chases and Sales transactions in the Purchases and Sales Books instead of
recordlng them in the Iournal '

e 0

" 12. What balance would you expect a customers Account to show

generally ?

13 Explam the Double-enh'y workmg of lhe Purchases Book

1

" 14.- Show how the Double-entry principles are satisfied from the

Sales Book, )

P

EXERCISE No. 1.

- Enter the following transactions in their proper subsidiary Books and
. post tpe same fn the Ledger — :
1929 ' Rs.
Jan. 1 Purchased goods from C. Mehta ase e 200
;, "3 Sold rfoods to P. Pavri " ... aee - v 125
w_ 'w Sold goodsto K. Ayer ~ .. - 210
» "~ 5- Bought of S. Kanji, gdods s - - w 325
» 6. Bought of J- John, g00ds  uw e . e 220
» 9 'Received goods returned by P. Pavri ... e SO
" 10 .Purchased from G. Desai, goods . e . 345/
. » Returned goods to C. Mehta* - w715
» 13 Soldté W. Wadia, goods ... e 40077
w. 15 Returned goods to J.John . - - - 40°
o: 17 K; Ayer rcturned goods .- - . 637
e s Sold to K. Sykes, goods - - - w 310/
n 19 {Purchased goods from W, Whlte e . we 250
M _,20 Bought of S. Raje, goods ... - .. e 3@{.\ .
w 23 Soldgoodstol.Kale .. e 500 ¥
Cae e hecenved goods returned by W. Wadia e - v 125777
o 24 Returned to G. Desai, goods .o we 150~
o 25 Sold to K. Baxi goods - e we  350—
» 26 Soldte P. Pavri, goods - - . 21577
w »  Bought of C. Mehta, £00dS w. - 1757
» 28 Returned goods fo W. White . 75
» 30 Sold to K. Sykes, goods ase . et e 180
" 31 Purchased goods from S. Kanji ae e w 2007
w1 W, Wadia returned goods ... - 55°
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CHAPTER V.

THE CASH BOOK.

Probably, the most numerous items to be recorded in a
trader’s books would relate to Cash’ transactions. In actual
business, there are so many entries relating to Cash that a
special book is set apart for this purpose. . . 'The function of a
Cash Book is, therefore, to record all the Cash .transactlons.
i. e., Cash Receipts and Cash Payments from day to day.

The advantage of entering all Cash transactions in a
separate book arises this way. It is a matter of common
knowledge that all business dealings ultimately resolve them-
selves into cash transactions, and as a result, records of
dealings in cash in any business must naturally be by far the
largest. Now, if every cash transaction were recorded in the
Journal, an enormous amount of unnecessary labour would be
entailed in debiting or crediting Cash Account every time cash
is received or paid. "~ It is by this device of passing cash trans-
actions through the Cash Book, that the labour of " posting every
item of receipt or payment of cash individually to Cash Account
in the Ledger is avoided, and the advantage thas arising from
the use of the Cash Book is far greater than that appertaining
to the sub-divisions of the Journal into the Purchases, Sales and
Returns Bool\s.

In caséd-of a Caqh Book, one page is used for recording
money received and the opposite page for money paid out. In
fact, the Cash Book is written injust the same manner as the
Cash Account in the Ledger, as already explained. All Cash
received is recorded on the left-hand side of the Cash Book,
and all €ash payments on the right-hand side, the dxﬁ'erence
between the two totals representing Cash in hand.-

The student should regard this book as a book of Original
Entry, as entries relating to all Cash transactions are made
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direct into it, without passing through any other Subsidiary Book.
It may also be noted that it is nothing else but a part of the
Ledger, bound separately. The reason as to why Cash received
is entered on the debit side is that Cash Account receives the
benefit of the amount received. Similarly, when Cash is paid out,
Cash Account gives the benefit of the amount, and is
therefore, credited with the same. <

The simplest form of Cash Book will have the same rulings
as a Ledger Account, there being columns for the date, particulars,
folio and the amount. Beéides,A there are two sides as above
said, the left-hand side being used. to record all Cash received and
the right-hand side for all Cash paid.

As the Cash Book is written in form of a Ledger Account, it
takes the place of Cash Account, and it is not, therefore,
necessary to open a separate Cash Account in the Ledger.

The following example ‘will indicate as to how this form of
Cash Book is written up.
Example 8.
Write the following transactions in the simplest form of Cash Book:—

1929 Rs.
Jan. 5 Received from J. Jones ... e e 900
» 7 Paid Smith & Co. .. e . 200
- 10 Paid Palia & Co. . 100
w12 Received interest from C. Gupta on loan granted-to him... 450
. 13 Received from Cash Sales.., e on w375
» 15 Purchased goods for Cash Jo we * 125
» 16 Received from W, Walker . e’ e 93
» 17 Paid tp S. Sen & Co. aee e e 180
» 20 Remitted to Rao & Co. ... . w225
» 21 Paid for Office Furniture... e 300
» 24 -Received from Kirk & Co... e e w 115
s 27 Paid to Thomas & Co. ar v ve . we 140
w 29 Paid for Salaries - ... e o tee 165
s -—30-"Paid for Advertisement ... . w 35
» 31 Drew for personal use ... s e . 208

" » Paid Office Rent e . 125
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Dr. CASH BOOK. ‘Cr.
Date. Particulars. :: Amt. || Date. Particulars. z Amt.
. -
- 1929 Rs ) 1929 | Rs.
Jan. 5 |To]. Jones ... 900 [lJan. 7 |By Smith & Co.| | 200
w 12|, Interest Ajc. 450 » 10!, Palia & Co. 100
w 131, Goods Alc... 3751l ,, 15], Goods Afc... 125
w 161 ,, W, Walker., 95 w 17 14 S.Sen & Co.| - 80
» 24|, Kirk & Co. 1154 ,, 20|, Rao & Co.... 225
&bl ., 21, Office :
1q 39 . Furniture Ajc 300
v 27|, Thomas & .} - T
Co. 140
w 29|, Salaries Ajc 165
» 301, Advertise-
ment Alc 35
» 311, Drawings ,, 200
w w | » Office Rent ,, 125
» » | » Balance >
. carried \"%"
forward | : -| 240
Rs.|1,935 "~ |Rs.[1935
Feb. 1 |To Balance ‘ o
brought -
forward 240 o

CASH DISCOUNT,

The item of Cash Discount usually occurs in settlement of.
trade debts, and it is necessary for the student to understand at
this stage the exact meaning of this term. Cash Discount may
be defined as an allowance 'made by the receiver of Cash to the
payer for prompt payment,

I sell goodsto B. Cama for Rs. 100/- on terms of 23%
discount for payment within one month of delivery. The
object of this allowance offered by me is toinduce Cama to
pay me promptly by taking advantage of the 23% concession
in the way of discount., If he pays me within one month, he
need pay only Rs. 97/8 in full settlement of his debt for
Rs. 100/;, the difference of Rs. 2/8 being the Cash Discount
allowed by me to him. The reason why I am prompted to
make this allowance is that the Cash paid by him to me may
enable me to pay my creditors who will.in return make me a
similar or even greater allowance for prompt payment.
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~ _TRADE DISCOUNT.

The student, however, should not mix up Cash Discount
with Trade Discount. Trade Discount is an allowance made
‘by wholesale dealers to retailers off the Catalogue or Invoige
price. This allowance is thus made between buyers and
sellers engaged 'in the same class of trade. The object of
Trade Discount being allowed by the wholgsale dealer to the
retailer is to enable the latter to sell the goods at the price
mentioned ins the Catalogue or’ Price List issued by the
wholesale trader, The Trade Discount would enable the
retailer to meet all the necessary business expenses and yet’
leave him a margin of profit. The amount of Trade Discount
allowed varies considerably according to different trades and
‘even on different articles in the same trade.

Cash Discount is thus an allowance in addition to Trade
Discount made by the seller to the purchaser, provided the
latter settles his account promptly or within a specified time,
known as the * Period of Credit”.

Cash Discount being an allowance for the prompt payment
of the account may be either receivable or payable. It is
received by the trader when he pays his account promptly or
within the Period of Credit, and is allowed by him to his own
customers in consideration of the prompt settlement of amounts
due to him. In view of the fact that Cash Discount is always
allowed or received when the payment is made, it is necessary
to record this fact at the same place whete the cash transaction
is recorded. In order to enable this to be done, the Cash
Book is usually provided with two additional columns, one on
each side, the debit column being used for recording Discount
allowed on receipt of Cash, and the credit column for recording
Discount received at the time of payment.

In the books of the wholesale dealer, Trade Discount is
deducted from the Outward Invoice sent to the retailer, and the
entry in the Sales Book is also made of the net amount, because
the actual amount realisable by him is the Catalogue price less
the Trade Discount. Similarly, in the books of the tetailer,
the entry in the Purchases Book is made of the'net amount,
i. e the amount for which he is liable. Thus, Trade Di:count
as a rule does not appear in the books either of the seller or of
the- purchaser.
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POSTING OF CASH BOOK,

It must always be remembered that the account: which
receives the benefit is debited, and the account which yields the
benefit is credited. This is why the Cash Receipts are recorded
on the debit or left-hand side of the Cash Book and the Cash
Payments on the credit or right-hand side. On receipt of . Cash;
Cash Account rec#ives the benefit of the amount received, and
is consequently debited. The account of the person from whom
the Cash was received is credited, because that account has
yielded the benefit. Similarly, on Cash being paid, Cash Ac-
count yields the benefit of the amount and is, therefore, credited
with the same. The account of the person who receives the
Cash is debited because that account has received the beneﬁt
of the amount paid.

It would thus be seen that the postings from the debit side
of the Cash Book would be to the credit of the various accounts
concerned, and the postings from the credit side of the Cash
Book would be to the debit of the respective accounts.

- While posting the entries from the Receipts side of the Cash
Book, care must be taken to post the actual Cash received as also :
the Discount, if any, allowed to the credit of thé Personal
Account concerned. Similarly, while posting the entries from
the Payments side of the Cash Book, if any Discount is received
from the Creditor, the account of the latter should be debited

not only with the actual cash paid but a.lso thh the Discount
recelved from him,

It must further be understood that as Discouts -allowed by us
to our customers represent a loss to us, the Discount column on the
Receipts side of the Cash Book should be added up at periodical
intervals, and the total thus ascertained should be debifed to the
Discount Account in the Ledger. Similarly, as the Discounts
received by us on payment of accounts represent our gain, the
periodical total of the Discount column on ths Payments side of
the Cashe Boo'k must be credited to the Discount Account.

The figures in the Folio Column would represent the pages

in the Ledger on which the postings to the various accounts are
made.
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BALANCING THE CASH BOOK,

" The Cash Book is balanced in the same manner as a
Ledger Account. To ascertain that the entries have been
" correctly made, this should be done daily, but the balance need
not be entered in the Cash Book. If the entries have been
correctly: made, the Balance as shown by the Cash Book
will agree with the actual cash in hand. e

.As more Cash cannot be paid than received, the credit
side of the Cash Book can mnever exceed the debit side.
The Cash Balance, therefore, (if any) must ‘always be a
‘Debit Balance and should be entered on the credit side, for
the purpose of closing the Cash Book.  After closing the
Cash Book, the Balance must again be shown on the debit
side, as the Opening Balance of Cash in hand for the next

- period. S ‘

*The following illustration will serve to indicate how a Cash

Book with Cash and Discount Columns is written up and how
postings are made from Cash Book into the L.edger Accounts :—

Example 9,

From the following transactions, compile a Cash Book with Cash
and Discount columns, and post the same into the Ledger :—

1929 . Rs.
Jan, 1 Opening balance of Cash e we 450
" 3 Received from C. Cooper... e e ¢ e 380
and allowed him discount e 20

w 5 "Receiyed from B. Bamji .. e w290

. and allowed him as discount ... ae 10
" 7 Paid H. Hussein e e 315
and was allowed discount . 15

.» 9 Received Interest on Investments ... ' we 250
» 10 Paid L. Hosie ... we 200

" s 17 Sold goods for cash .. 185
» 20 Received from C, Gama ... w115

» 21 Bought of 8. Sethi for cash, goods ... . . 85

» 23 Paid for Office Furniture ... aen .. 275

w 28 Paid to P. Pitale on account e _— w120
who allowed us as discount ... - 10.

» 29 Paid for Salaries w190

w» - 30 Paid for Advertisement .., we 45
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Dr. CASH BOOK WITH CASH & DISCOUNT COLUMNS. Cr.
Date. | Particulars, | ; S |Cash.|| Date, | Particulars., = g | Cash,
LZ] o
a ' Q
1929 Rs.| Rs, 1929 Rs.] Rs.
Jan. 1| To Balance... 450 || Jan. 7 |By H. Hussein
" »w C Cooper| ) (Paidhimon
{Recd. from account) ...| [ 15 315
him on ajc.}t 20| 380 , 10/, L.Hosie
w S|, B.Bamiji (Being amt.
(Recd. from paid on ajc.) 200
him on ajc,) 101 290 , 21}, Goods Afc.
w91, Interestajc {Cash = Pur-
(Being chases) ... 85
Interest on » 23| ,, Office Fur-
Invest. " . niture Afc.
- ments for 6 (Furniture
months end- purchased g
ing 31st for cash) ... 275
, Dec. 1928 ) 250, 28}, P.Pitale
» 171, Goods A/c, : "] (Paid him
{Being .- onajc) .. {10 120
Cash Sales) 185 ,, 29| ,, Salaries AJc
w 20|, C. Gama {Salaries
(Recd. from| paid tostaff
him on a/c.) 115 for Dec.) . 190
» 301, Advertise-
ment Afc. ...
(Bill of
Times of
% India paid
for Dec)) ... 45
w 311}, Balance
carried .
forward . 440
Rs.| | 30 {1,670 Rs.) | 25] 1,670
Feb. 1 |To Balance
brought
forward 440
Dr., C. COOPER. Cr.
N .
> Rs.|alp.|| 1929 Rs.}a.|p.
Jan. 3| By Cash ... 380i 0|0
»w wn| » Discount. 20(0{0
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[}

Dr. B. BAMJIL Cr.
Re.|a.|p.| 1929 Rs. |a.|p.
Jan. 5 | By Cash ... 2901 0| O
l » s | .5 Discount. 10 OA 1]
¢
-Dr. C. GAMA. Cr.
Ra. |a.p.|| 1929 Ra.|a.[p.
Jan. 20| By Cash ... 115/ 0/ O
Dr. H. HUSSEIN. Cr,
1929 ) . Rs. |a.|p. Rs.la.|p.
Jan. 7| ToCash ... 3150l 0 :
» w| » Discount, 15{ 0} 0
Dr. 1.. HOSIE. Cr.
1929 Rs. |a. p.‘ Rs.|ap.
Jan. 10 | To Cash ... 200} 0 0|
Dr. P. PITALE. cr,
1929 Rs. |a. p., Rs.|a,p.
Jan. 28 | To Cash ... 1201 0, 0
» | » Discount, [ 10 Ol c
Dr. INTEREST ACCOUNT. Cr,
{]
Rae.|a.[p.l 1929 Rs, [a.]p.
Jan, 9| By Cash ... 250/ 01 0
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SALARIES ACCOUNT.

)

Dr. Cr.”
1929 Rs, a.'p.  Rs. [a.[p.
Jan. 29 | To Cash ... 190 0|<0
|l X
Dr. ADVERTISEMENT ACCOUNT. Cr.
1929 Rs.{a.|p “{Rs.la.|p.
Jan. 30 [ To Cash .., 45 | 0| 0]
Dr. OFFICE FURNITURE ACCOUNT. cr.
]
1929 Rs. |a. |p. Rs.la.|p.
Jan. 23 { To Cash .. 275 0} 0 i
Dr. GOODS ACCOUNT. Cr.
-1929 Rs.|a)p | 1929 Rs. fa.[p..
Jan. 21 {ToCash ..| |85]0|0fJan.17 |ByCash ..| [ 185/ 00
Dr. DISCOUNT ACCOUNT, Cr.
- i
1929 Rs. ja. p.[ 1929 | Rs.|a.|p..
Jan, 31 | To Sundries.. 30 | 0| O] Jan. 31 | By Sundries... 25(0{0
SUMMARY,

(1) As Cash transactions are numerous, they are recorded in
a separate book called the Cash Book,

(2) <The Cash Book is written in the same manner as the

Cash Accoutt,

(3) As the Cash Book represents Cash Account. and as Cash

is an asset, all receipts are debited and all payments credited.
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(4) From thg debit side of the Cash Book all items are posted
to the credit of the accounts concerned.

(5) From the credit side of the Cash Book the items are
posted to the debit of the accounts concerned.

(6) The total of the Discount Column on the debit side of
- the Cash Book is posted to the debit of stcount Account, as it
means g loss to the business.

i (7) The total of the Discount column on the credit side of the
Cash Book is credited to stcount Account as it means a gain

to the business.
. v

(8) Trade Discount is allowed by one trader to another and
is a deduction from the Invoice amount. As the entry by the
seller in the Sales Book and . the entry by the buyer in the
Purchases Book is made with the net Invoice amount, Trade
Discount does not appear in the Ledger.

{9) Cash Discount always accompanies payments of Cash.
_ The person receiving Cash allows discount, and the person paying
Cash -receives discount. As discount received is a gain and
discount allowed isa loss, it is necessary to bring these items
into record.

(10) Cash Discount is always recorded in the Discount
Columns opened in the Cash Book:

(11) While posting Cash received to the credit of the
payer, the discount allowed "to him should also be credited to
his. account.

,(12) "When posting the Cash paid out to the debit of the
receiver, the discount received from him should also be debited

to his account.-
[}

(13) The Cash columns of the Cash Book in themselves
represent the Cash Account, and it is not, therefore, necessary to
open another Cash Account in the Ledger.
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QUESTIONS ON CHAPTER V.
Distinguish between Cash Discount and Trade Discount.
Explain how Cash Discount is entered in the Cash Book.

. To what Class of Accounts does Discount Account belong ?

How is the Cash Book balanced at periodical intervals ?
How are entries in the Cash Book posted ?

- What Balance should a Cash Book always show ?
Trade Dlsoount as a rule, does not appear in the books of either

the buyer or the seller. Discuss this statement,

61

While balancing the Cash Pook, what procedure should be adopted

so far as Discount Columns are concerned ?

9. What advantage is secured by entering the Cash transactlons

0.

through the Cash Book instead of the Journal ?

Explam why it is not necessary to open 2 Cash Account
Ledrfer.

EXERCISE L

in the

From the following transactions, write out the necessary - subsidiary
Books and post them in the Ledger S

929
15
0
22
25

27
30
3

7

10
12
15
20
22
25
28

B. Basu commenced business with Cash .. .
Bought goods from J. Jones - o ' -
Sold goods to C. Chari & Co.
» " » R. Richards . vee e

w . forcash . B see
Purchased goods for cash .. we o
" » on credit from C. Smith . ... .

" Bought Office Furniture from Roberts & Co, on credit. ..
Paid Roberts & Co. on account s e

Received from C.Chari & Co. cash Rs.730 and allowed
them discount Rs. 20/-.

R. Richards paid Rs. 900 and was allowed discount s
Paid J. Jones on account ... - . .
» S.Smith on account ... - e o=
Sold goods to D, David ... wen . e

Bought goods from N. Nanavati e e .
Sold g.oods toS. Narayan

Purchased goods from Green & Co, . on
Paid Office Rent—January ... e T

» Staff Salaries—January .- .- e

" Rs.
2,000
" 1,000
750
975
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. 1929 . . Rs.
Mar. 1 D, David returned goods e oo w 50
and paid Cash Rs. 190 and wasallowed discount w 10

» 3 S. Narayan returned goods " e - - 45
w 4 Returned goods to Green & Co. . - - 85
» 6 Returned goods to N. Nanavati . - - 300
” 8 Made Cash Sales vee new aew e 1,250
» 10 S, Narayan paid Cash Rs. 110 and was allbwed discount ... 10
» 12 Received Cash from D, David on account . - w 75
» 15 Paid N, Nanavati Rs. 1,000 and was allowed discount .ee S0
w 17 Paid Green & Co. Rs. 188 and was allowed discount . 12
» 18 Returned goods to J. Jones o ase . 100
» 19 Paid S. Smith Rs. 300 and was allowed discount ase 20
» 20 Paid J. Jones Rs, 185 and was allowed discount o 15
‘o 21 Bought from W. White, goods - o . 575
« 25 Sold goods to Red &Co. _ - - 600
» 27 Paid for Advertising [_— e -, - 125

L e 28 ,, . Office Rent—Febroary .. .- ws 200
‘o 31 ,, Staff Salaries—February ' eee - -~ 400
w . Received for Cash Sales - - w700
» = Paid for Cash Purchases - e w500
‘s w - » Roberts & Co.in full %ettlement - - R
w '» Returned to W. White, goods e . - 75

Red & Co. returned us goods : - e w1350

EXERCISE I1.
Journalise all the above transactions and post the same to the Dedgcr
Accounts.
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BANKING TRANSACTIONS.

When a trader has at his &isposal an’ amount greatly in
excess of his immediate requirements, he lodges the same"v'v'ith
a banker. He opens an account with the banker with a certain
sum, and is at liberty to add thereto or ‘withdraw therefrom
amounts from time to time, as occasion ‘may reciuir’e. ""The casﬁ
so deposited with the banker is said to be on Current. Account '

The advantages of opening a 'Current‘ Accpunt with a
Banker are :—

(a) The money remains with the Bank in’ safe custody ;

(b) The banker allows a certain rate “of interest on the ’

. Cash placed in his keeping ; and .
(c) The payments by the merchant to hlS creditors. are

greatly faclhtated as these would be made by means of Cheques, )

i. e., orders on the banker. . o Do
On the trader wishing to dxscharge a debt, he signs’ a
" written order on the Banker, authorizing him to pay a certain

sum of money as mentioned therein to his creditor, This ordet -

is termed a cheque. The banker supplies the: trader with a

cheque book and a paying-in-slip book. The latter is utilised

from time to time. as and when the trader pays in further
sums, which amounts are duly credited to the trader’s account
in the books of the bank. :

Cheques are either payable to Bearer or to Order.. A
bearer cheque can be cashed at the bank by any person who
holds the same. When a cheque is drawn payable to order,
the person named in the cheque must sign his name on the back
of the document before parting with such cheque. In this case,
the cheque is said to be endorsed, and the signature on the back
of the cheque is called an endorsement, This makes the checiue

-
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negotiable, which. means that the holder can transfer the cheque
to some other person who acquires the right to be paid by the
Bank the sum stated upon it. After endorsement, the holder
of the cheque must present it to the bankers on whom it is
drawn, who, if they have funds belonging to the person who
originally drew the cheque, and are otherwise satisfied as to its
validity, pay to the person presenting the cheque the amount
named therein.

It is usual, however, for the holder ofa cheque to pay in
the same to his own account with his Bankers., The Bankers
_then would collect the proceeds of the cheque from the
Bankers on whom it is drawm, and credit the amount to the
account of their customer.

When a cheque is to be sent through the post, it is desir-
able to draw across it two parallel lines with or without the
words “ & Co.” between the lines. Thisis called crossing the
cheque. - The effect of such crossing is that the dayee, i. e.,

" the person to whom it has been made payable, cannot receive
_cash in exchange for it upon presentation at the Bank, but
" must pay the same into his own Bank Account. If the payee has

no Banking- Account, he must get a person possessing a Bank

Account t5 cash that cheque for him. The object of crossing

cheques -is to prevent their falling into wrong hands and their
. being cashed by persons for whom they are not intended.

The following age examples of the various ways of
crossing Cheques :—# °
GENERAL CROSSINGS,
2

-
w

ot

~

& Co,
Not Negoti e
. & Co,
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SPECIAL CROSSINGS.

Ltd, -

-~ The Afe. of py g,

of India 149

The ‘Bank of Indj,

The Banj;

Examples Nos. 1, 2 and 3 are specimens of General
Crossings and Nos. 4, 5 & 6 are specimens of Special Crossings
When a cheque is.specially crossed, only the special Bank named
therein can receive payment. Where the words “ Not Negoti-
able” are part of the crossing, such words do not destroy the

" negotiability of the cheque, and the cheque can still be trans-
The effect of such cross

ferred by endorsement and delwery.
ing would be -that the person taking a cheque so crossed

does not acquire a better title to it than the previous holder.
Thus, if X stole a cheque crossed “ Not  Negotiable’’ from-:Y, «
and endorsed it on to Z, X can only give to Z.as. good a title to .
the chbeque as he himself bad, which is no title at all. -, -
It happens sometimes that the person who has drawn; the
cheque bas not sufficient funds with his. Banl\er. in such a.
case, the Bankers will on presentation of such theque doubtless
refuse to cash the same, and the cheque will be said to be

dishonoured.

The receipt and payment of money by means of cheques
has obviated the necessity of the transfer of specie. The
trader now need no longer keep on hand large sums of mioney
in hard cash with all the attendant risks of theft or defalcations.
By opening a Current Account with a banker and by the use of

cheques, Be may carry out all his monetary transactions with-
Besides, ch=ques

out handling any actual cash whatever.
always present a bstter evidence of payment than cash, and

5
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the Bankers record of th; moneys deposited by the trader and
the wnthdrawls therefrom, is always ayailable to the trader
and this helps the latter considerably in checkmg his own
Bank transactions. The student would thus see to what con- -
siderable extent modern Banking practice offers facilities to

businessmen in conducting their cash transactions.
. [

RECORD OF BANK TRANSACTIONS,

When cheques are received from customers, they are to
be treated as Cash. The reason is that such cheques do not
affect the trader’s Banking Account until he pays them into
it. In the same manner, all documsznts payable on demand
-such as Bank Drafts, Postal Orders, etc., go to Cash Account.
In fact, everything that comes into the cash box or goes out’
of the cash box goes to the Cash Account.

In the books of the trader, the Bank Account will be
debited with the amounts paid into the Bank, and will be -
credited with the amounts drawn out of the Bank by means of
cheques. In other words, the Bank Account is treated just
like the Cash Account, i. e., it is debited with the receipts and
credited with the payments. )

Ordinarily, the Bank Account in a trader’s books will show
a debit balance and would represent the trader’s cash lying
with the Banker on. Current Account. Should =z trader,
however, draw out more money than he has lodged in the
bank, the balance will then be a Credit Balance, and will
mean an Overdmfl.

The method of recordmd Bank transactions in a Cash Book
with Cash and Discount Columns is illustrated by the following
example :—

Example 10,
1929
(1) Jan. 1 C, Peter commences business with Rs. 20,000/- in cash.
(2) , 3 HepaysRs. 19,000/~ into Bank Current Account.



( 3) Jan. 10
(9 , 15
(s) . 20
( 6) " 25
(9 . 27
(8 , 30
{9 . .
w) ., 31
(ll) 13 ”
uz) ”» "

(l 3) " ”
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He pays Rao & Co, by cheque Rs. 330/-and is allowed
discount Rs’20[-.

He receives cheque from W, White for Rs. 450[-, and
allows him discount Rs. 35/-.

He receives for Cash Sales Cash Rs. 75[- and cheque
Rs. 100/-.

He pays into Bank Rs, 1,200;'
He pays by cheque for Cash Purchases Rs. 2751-. :
He pays sundry expenses in Cash Rs. 50/-.

He pays John & Co. Rs.375)- in Cash and is allowed
discount Rs, 35/-.

He pays Office Rent by cheque Rs. 200~

He pays staff Salaries by cheque Rs. 300/

He draws by cheque for {)ersonal use Rs. 250/-.
He draws a cheque for office use Rs. 400/-.

NoTEe :—For want of space, the Cash Book is shown on thenext page.

The B;ank Aczcount when posted will appear in the Ledger

as under :—

Dr. BANK ACCOUNT. Cr.
Date. Particulars, : Amt. Date. Particulars. :: Amt.
5 T ' [
1929 Re. | 1920 “Rs. |
Ja. 3|ToCash  ..| |19,000|Jan 10| By Cash ~ ... 530
w 21w » 120007, 27| . w 275
” 31 ” » .'" %
AR I
”"” ” ” e . 400
. Balance o
- ' carried
forward ... 18,44{
» Rs.| 20,200 Rs.| 20,200
»
Feb. 1 | To Balance i
brought
forward ... 18,445




Dr.

CASH BOOK WITHOUT BANK COLUMNS, cr,
lg] | ERR
Date, PARTICULARS. &l g Cash. ||. Date. PARTICULARS, ' 5| § |cash.
' -l 171 .2
: : a8 Al
1929 , ' Re.| Rs, | 1929 ‘ Rs.| Rs.
Jan, 1| To Capital Account— 20,000 Jan. 3 ) By Bank Account.— 19,000
{Amount brought in by C. Peter) {Amt. paidin Bank) )
»w 10| ,, Bank Account— : ) 330 10| ,, Rao & Co,— . 120 330
(Amount received from'the Bank) {Amount paid to Rao & Co,)
w 15| ,, W. White— , 35| 450 » 25| ,, Bank Account— : 1,200
(Cheque received on Account) {Cash paid in the Bank)
w 20 ,, Goods Account-— 175 » 27} ,, Goods Account— 275
{Received for Cash Sales) (Cheque paid for Cash Purchases)
w 27 | , Bank Account— 275l s 30| ,, Sundry Expenses Account— S0
{Cash received from the Bank) (Sundry Expenses paid fcr the
n 31| ,, Bank Account— 200 month of —in cash)
(Amount received from the Bank) w n | , John & Co, 35| 378
" o sy Bank Account— 300 (Paid them on account)
(Cash received from Bank for w 31| ,, Rent Account— 200
salaries) {Office Rent for the month of ===
w w| » Bank Account— 250 paid)
(Cheque drawn) TERT) » Salaries Account— - 300
w oon s Bank Account— 400 (Salar!es paid to Stalf) .
(Che jue drawnor Office use) " n s Drawings Account— 250
- (Drawn for personal use)
w | , Balance carried forward 400
: Re. .| |35 '?:2;??_0; . Rs..| |55 22380
Feb. 1| To Balance brought forward Rs. ... b 400

89

*ONIJIIN-N00d AYINI-FTAN0A NI SIFLS 1SIIL



BANKING TRANSACTIONS, - 69

EXPLANATION OF THE ABQVE ENTRIES, o

(1) From the above example it would be seem that

Rs. 20,000/- as originally brought in by C. Peter are entered on
the Receipt side in the Cash Column. As C. Peter has brought

in this amount, Eis Capital Account will be credited in the .
Ledger with the same,

(2) As Rs. 13,000/- are paxd into the Bank, the amount is
shown in the Cash column on the Payments side, and as
the Bank has received the money, the Bank Account will
be debited in the Ledger.’ :

(3) 1n this case, as the payment is made by cheque
and the Bankers will pay the Cash for same, Rao & Co.’s
Account will have to be debited and Bank Account credited.
This is brought about by showing the. amount on the Receipts
side of the Cash Book as being received from the Bank and then
again entering it on the Payments side as paid to' Rao & Co.
From the Receipts side, the Bank Account will be credited, and
from the Payments side Rao & Co.’s Account will be debited.

(4) The cheque received is entered in the Cash column as ’
it has gone in the Cash Box. S oo .

(5) Here, both cash and cheque received are entered in
the Cash Column. ,

(6) As Cash is paid out and the Bank receives it,. the
Journal -entry would be to debit the Rank Account and credit
Cash Account. This is brought about by making an entry of the
amount on the Payments side from where the Bank Account will
be debited. The credit to Cash Account is automatically given
by the amount being entered on the credit in the Cash Column. :

(7) Here again, as the payment is made by cheque, the
amount will have to be shown 'on ‘the Receipts side .as baving
been received from the Bank and also ‘entered on the ‘Payments
side as a payment made by the trader. The Bank Account: will
be credited from the Receipts side ‘and the ‘Goods Account will -
be debited from the Payments side. The Cash Balance is not
affected as ,the amount appears-on- both the sides ‘of the Cash
Book. This is quite in keeping with the fact, as the payment is
made by cheque and the Cash Box Balance is not- affected
thereby.. : CoT
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(8) Sundry Expanses Account will be debited from the
Payments side of the Cash Book.
~ (9) John & Co.'s Account will be debited thh Cash and
Discount,
 (10) As the payment is made by cheque, it will be neces-
sary.to pass an entry on both the sides of the Cash Book, on the
Receipts side to show that the amount has been received from
the Bank and on the Payments side to indicate that Office Rent
has been paid. It is of the same nature as Transaction No. 7.

(11) Same as above.
~ (12) ‘Same as above. The withdrawals by the proprietor
of the business for his personal use are, instead of being debited
to his Capital Account in the first instance, debited to a separate
Account called *‘Drawings Account” and the debit total of this
latter Account is transferred to the debit of the Capital Account
at the end of the financial period. The advantage is that all the
details as to the withdrawals may be seen ata glance by a
reference to 'the Drawings Account, whereas the total amount
withdrawn during any period may be seen by a glance at-the
Capital Account. As these withdrawals go to .reduce the Capi-
tal as originally contributed, it is natural that they should be set
off against the Capital amount which appears on the credit side.

(13) 1In this case, the amount will be entered on the
Receipts side of the Cash Book with the words “To Bank
Account”, and from here, the Bank Account will be credited.
Thus, as Cash is received, Cash Account is debited in the Cash
Column, and as the Bank has paid the same, the Bank Account
is credited.

+ ; CASH BOOK WITH CASH AND BANK COLUMNS.

qu,.student ‘must have seen from the above, that when
there is a Bank Account and the Baunk transactions are entered
through a Cash Bdok with Cash and Discount Columns, every
time that the payment is made by a cheque, four distinct steps
have to be taken to record the fact. Two entries have' to be
made in the Cash Book, viz., one on the Receipts side to record
the fact of the amount being received from the Bank and the
other on the Payments side to record the fact that the payment
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has been made on some account. Then, again, both. these
entries will have to be posted, viz., one to the credit of the Bank
Account and the other to the debit of the Account in respect of
which the payment is made,

It is easy to understand that in a business where there is a
Bank Account, all important payments will necessarily be made
by means of cheques, and if in respect of every such payment
four steps have to be taken to record the same, as above ex-
plained, the Account-keeping would be rendered - highly cumber-
some. It is to avoid this labour that in modern Book-keeping
the Cash Book.is so devised as to have not only Cash and Dis-
count Columns but also a Bank Column on either side. The use
of such a Cash Book at once obviates the necessity of opening a
Bank Account in the Ledger and posting thereto all ths trans- -
actions with the Bank, inismuch as. the Bank Columns, in this
case, would serve the purpose of a Bank Account in the Ledger.

The same transactions as were given in the previous
Example are now here reproduced and are entered through
Cash Book with Discount, Cash and Bank Columns on the next
page. A comparative study of this with the previous Examplg
will help the student to clearly understand how an enormous
amount of unnscessary labour is sa.ved by the tise of thlS form
of Cash Book. :

The chief advantage of a Cash Book possessing Bank
Columns is that every time a cheque is drawn, the entry is mads
direct into the Bank Column on the credit side of the Cash -
Book, and it will only then be necessary to post the amount to
the dsbit of the account in respect of which the payment is'made.
There is no furthur entry nzeded on the Receipts side of the
Cash Book in thls case, and consequently- no further poshn
Another equally important advantage is that there is no need to
open a Bank Account in the Ledger, as the Bank‘Columas in
themselves represent the debit and credit sides of the. Bank:

Account. Whenever it is desired to ascertain what Bank'
Balance thete is on any particular date, all that is necessary to
do is to take'the totals of the Bank Columns on the debit and
credit sides of the Cash Book. The amount by which the dsbit
total is heavier than the credit represents the Balance with the -
DBankers.



Example 11,

Dr. . .CASH BOOK WITH CASH & BANK COLUMNS. Cr.
- Date, PARTICULARS, '". % 5 Cash Bank.|[ Date.’ PARTICLIARS olP- g'Cash. Bank.’
% . |39 8 a[=} ]
1929 : R ~|™Rs.| Re.| Rs. || 1929 Rs.| Rs.| Rs,
Jan, 1 | To Capital Account— : ) Jan. 3| By Bank— :
})A;no)unt brought in by C. 20,000 1ol (ﬁimt&pgd in Bank) - C 19,0001
eter ! ao 0,—
w 3 » (gash—t ’ b " 2 "(ll;aldthem bychequeon ajc)] | 20 330
=+ {Amount received the 1w 1 Bank .
Bank) y . A|{ g ’ (Amount paidin Bank),- |C| .~ 1,200
15 W. White . C A |19,000 27{ , Goods Account K
i 5y - ‘ . ount—= .
" 2 (C(:wqge x;{:cenved on afc)’ 35| 450 " i)l’axc}l‘ for )(.ash Purchases 2
. Goods Account— y cheque . o 3
" " (Cash re«,ewed for Cash ‘ » 30| ,, Sundry Expenses Afc.— :
e Sétle;) - 175 (“s]undry :.hxptf:nses paid for s
. ash—e ¢ month Of-—mem) -
" { " {Amount received by the. .. " ow » John & Co,— B
(. Bank) e wlc - % 11,200 {Paid them on account) .. [ 35| 375
w 31 "Bgnk— - w o s Office Rent Account—
. (Cheque drawn for office {Oifice Rent paid for the
use) e s o|C 400 month of~=—)... . 200
’ n 311 ,, Salaries Account—
(Salaries paid to Staff) ..p 300
~ non ,y Drawings Account—
-4 (Cheque drawn by C. Peter
R for personal use) e 250
yy Casha
W on (Drawn for Office use) .| C 400
- Rs —_ »» Balance carried forward .. 400[18,345
| (35 [2102520,200| |, |, ' Rs. .| | 5521025 20,200
Feb. 1 ! To Balance brought forward l 4C0‘18.445‘ - -

(44
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THE POINTS TO BE NOTED ARE—

Whenever an amount is paid into the Bank, the same
must be credited to Cash Account in the Cask . Column to
record the fact of cash having gone out. The corresponding
debit to Bank Account for theé payment into the Bank would
be given by entering the amount in the Bank Column on the
debit side of the Gash Book, as this column represents the debit
side of the Bank Account. As no posting is necessary iny
respect of this transaction, the letter C is entered in the Folio
Column against this entry on each side of the Cash Book to

indicate that the contrg effect of this transaction is recorded on
the opposite side. i

When Cash is withdrawn from the Bank by a chequ:,{ for
Office use, two entries would be needed to record this fact.
The credit to Bank Account is given by entering the 'amot\m‘t
in the Credit Bank Column, and the debit to Cash Account is
effected by an entry in the Debit Cash Column. No posting in
the Ledger is needed for this transaction and the letter C is,
therefore, marked in the Folio Column against this entry on
either side of the Cash Book.

CASH BOOK WITH BANK COLUMNS ONLY. ; v

A common practice in modern business is to pay all cash
received into the Bank, and to make all payments by cheques."
In a business of any magnitude, this method bas been found to

be safer and more expedient.
Where this is the case, it .is not necsssary to bave Cash

Columans at all in the Cash Book. The Cash Book then need
only have Bank and Discount columns on either side. .

When cash is received, the date _and particulars are
entered in their appropriate columns, and the amduqt is entered
in the Bank column on the receipts side. As each” amount
received is paid into the Bank, the Bank Account naturally
gets the debit by the amount being placed in the debit Bank
column., The only other thing necessary to complete the double-
entry is Yo ppst the amounts to the credit of the accounts from
which the moneys are received. .

When payments are made, the date and partnculats are
entered in their appropriate columns, and the amounts are
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entered in the Bank column on the payments side. Since all
payments are made by cheques, the Bank Account needs to be
credited with these amounts, and this is brought about by en-
tering them in the Bank column on the credit. The double-entry
-of the payments side of the Cash Book would then be completed
by posting each amount to the debit of the account concerned.

As to the Discount columns, these would be entered up
and posted in just the same manner as explained in the previous
Chapter.

The Cash Boolk, in this case, becomes a pure Bank Cash
‘Book containing only the payments into the Bank and the
withdrawals therefrom by means of cheques. No Bank
Account would then be opened in the Ledger as the Bank
columns will take the place of the Bank Account.

Where such a system is in use, a Cash Book as shown in
the following -example will be found to meet all the require-
ments.

Many traders, however, would not ‘bank all their cash
receipts, and- would not make all their payments by cheques.
-Such a circumstances would call for a more elaborate ruling of
the Cash Book with Discount, Cash and Bank columns on
either side. The Cash Book would then cembine in itself a
Cash Account and a Bank Account, and the working of this
‘form ¢f Book' has already been explained in Example No. 11
on page 72.

Example 12,

. Compile a Cash Bnok with Discount and Bank Columns only from
the following transactions, assuming that all receipts are banked and all
payments are made by cheques :—

1929 ) . Rs.

Jan. 10 Opened Bank Account with . 10,000
» 12 Made Cash purchases of goods ... " ves . 1,700

» 15 Sold goods for Cash ... . e 1,200

» 20 Receivcd cheque from Smithson & Co ' 450
and allowed them discount ...’ ee 22

» 21 Robinson paid us Cash ... 725
we allowed him discount ~ ... 25

» 25 Paid Harris & Co. e C e 790
They allowed us discount ... 45

» 27 Purchased Office Furniture for Cash 900
» 28 Received for Cash sales . € aue 300
Lo 29 Paid for Cash purchases s e 400
» 30 Drew cheque for Petty Cash 200

. » 31 Drew for personal use ... . 375
" » Paid Office Rent 225

» » Paid Staff Salaries .- 575



Dr.

CASH BOOK WITHOUT CASH COLUMNS, Cr,
Dat Particul L.F.| D |pan || Date Particulars L. F. | Di* I Bank
ate. | . articulars, < B | oant /Bank. . r . - F.|ount. .
1929 Rs. | Rs, | 1929 Rs. | Rs.
Jan, 10 | To Capital Account— 10,000 Jan.12 | By Goods Acceunt— 1,700
»w 15| , Goods Account— 1,200 - (Goods purchased for cash)
(Cash Sales) » 25| , Harris & Co.— - 45 790
w 20| ,» Smithson & Co.— 22 450, (Paid to them on account)
(Received from them on v 271 ,, Office Furniture Account— - 900
account) : (Purchase of Office Kur- )
» 21| . Robinson— 2 725 niture for Cash)
(Amount received onac) ’ w 29| 4 Goods Account— 400
» 281 , Goods Accounte= 300 (Cash purchases) )
(Received for Cash Sales) w 301 ,, Petty Cash Account— 200
i (Cheque drawn for Petty
Cash)
w 31 , Drawings Account— 375
" (Drawn for personal use)
w 1| » Office Rent Account— 225
(Office Rent for the month
of ——paid)
w wn | » Salaries Account— 575
(Salaries to Staff paid)
w w»| w» Balance carried forward 7,510
Rs, 47 112,675 . Rs. 45 112,675
Feb, 1 | To Balance brought forward, 7,5101

*SNOILOVSNVYL DNDINVL
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PETTY CASH BOOK. .

Where ‘all cash receipts are paid into the Bank and all
payments are made by cheques, it bacomes necessary to keep
another Subsidiary Cash Book known as the Petty Cash Book.
This book is used for recording petty cash payments made
from out of cheques drawn periodically for this purpose. In
every business, there are necessat‘xly certain small expenses
which are too insignificant -to be paid .by cheques. Such ex-
pehses include items . ‘of ‘carriage, cartage, cooly hire, postages,
etc. These can ‘only be conveniently paid in cash, and it is

_ hefe that the Petty Cash Book comes in useful,

! The periodical cheques drawn for Petty Expenses are
det)ited to Petty Cash Account from the Cash Book. From
time to time, as the Petty Cashier presents his summary of
expenses, the several Nominal Accounts indicating the heads of

expenditure are debited and the Petty Cash Account is
crédited. -

The Petty LCash- Book is: written just. like the Cash Book
the amounts received by the Petty Cashier being entered on the
de:bit_ side and the payments on the credit side. The excess of

" the debit side over the credit on any date would represent the
'un:_spent balance of Petty Cash with the Petty Cashier.
i f ’

: SUMMARY,
. (1) The simplest form of Cash Book is with Cash
columns only on either side; when discount is received and

allowed there would also be a Dlscount Column on either
sxde .

) (2) Where a trader, having a currént account with a
Bank; banks surplus cash therein and makes some payments
in cash and some by cheques, the Cash Book is provnded
wnth Discount, Cash and Bank columns on either side,

" (3) Where there are Bank Columns in the Cash Book
there is no need for a Bank Account m the Ledger.

(4) Where every receipt is b'-mked and all .payments are
madé* by cheques, the Cash Book need only. have Bank and
. Discount Columps, Petty payments would then be made
out of Petty Cash kept in the office.
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(5) The Petty Cash Book is maintained to record pay-
ments of petty expenses, ‘

(6) When cash or cheque. is received in office, the
entry is to debit Cash Account and credit the Payer; when
sent to bank, debit Bank Account and Credit Cash Account.

(7) When a -payment is made by -cheque, debit  the
Payee or Nominal Account concerned and credit Bank.

(8 When a cheque is dra.wn fot office use, deblt Cash
and credit Bank. :

(9) Whena cheque is drawn for Petty Cash debit PettY
Cash Account and credit Bank.

(10) On receipt of Petty Cashier’s summary of expenses,
debit each Nominal Account with its appropriate amount and
credit Petty Cash Account,

QUESTIONS ON CHAPTER VI
Define the term “Cheque.”
Why does a trader keep a Bank Account ?

To what class of Accounts does a Bank Account belonﬂ ?
State the advantages to be derived from the system of paying all
cash received into bank, and making all payments by cheques.

6. Give the rulings of a Cash Bogk where all Cash receipts are paid
into bank, and all payments are made by cheques, and -enter- therein
twelve specimen entries.

1.

2

3. How shold I treat a cheque received by me ?
4

s.

7. . State the effect of crossing a cheque.
8. Give specimens df the usual crossings of cheques.
9. State the advantages of having Bank Columns in the Cash Book.

10. Under what circumstance would the Cash Book be ruled with
Discount, Cash and Bank Columns on either side ? -

11. ‘When would it be necessary to have a2 Bank Account in the
Ledger? ‘

12. Explain how payments made by cheques are entered in a Cash
Book without Bank Columns. . v

13. How would payments by cheques be entered through .2 Cash
Book with Bank Columns? .,
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14, How would payments mlo Bank be entered in a Cash Book
without Bank Columns? .

15. How would you enter payments into B:mk in 2 Cash Book with -
Cash and Bank Columns?

-16, How are withdrawals from Bank for office use entered in a Cash
' Book without Bank Columns ?

17 How should such withdrawals .be entered in a Cash Book with
Cash and Bank Columns?

18, Describe the three distinct forms of Cash Book

19 How are petty payments made and recorded in a business where
all Cash receipts are banked ?

20, Explain how Petty Cash Account is debited and credited in the
Ledger.

EXERCISE 1.
Enter the following transactions of Ganesh Krishna in a Cash Book
with columns for Cash and Discount only, and close the Cash Book.

1929 ' Rs.
March 1 Ganesh Krishna has cash in hand we 1,650
- w »n He paysinto Bank e 1,000

» » -He receives a Cheque of Rs. 65 on account from

- M.Shaw
» - »n He receives Cash for goods sold . . 345
» 8 He purchases goods and pays in cash e 600
» w Vasant Gopal sends him a cheque on account which
be pays into the Bank - o . 350
He is allowed a discount of Rs. 15

v 10 He draws a cheque for petty cash e 50
» » He pays for stationery in cash ... © e 25
T ' » S. Bomanji sends him a cheque for commission e 450 .
“w w» His manager sells th® smpties for cash e w.  22-8
,» 13 Sold goods for cash ... Laee . 35
N » 16 Pays into Banking account 600
» 18 Draws a cheque for personaluse , * 100,

» 19 Purchased of Deviji & Co. table for oﬂice use and
’ paid cash nes 80
» 21 Received cheque from ]ones & Co. L wes e 450
and allowed them discount ... 40
» 25 Paid Henry & Co. by cheque e Y e e 290
and was allowed discount e e ® e 25
), 26 Paid Manager his monthly salary by cheque - 150
w » Paidsalaries in cash ... s 200

» 27 Paid wages by cheque * -d . e 75



1929
Mar. 27
w 28
n 29
” 3‘-
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Purchased Postage Stamps for cash «. s TS
Issued a cheque in payment of office rent -
Purchased Government Securmes and paid for same
by cheque ... e e ave
P. Green sends cheque on account e
and allowed him discount . . o
Remitted cheque to Vakil & Co. ... s o
and was allowed discount aes . e

EXERCISE II.

79

Rs.
20
275

200

375
25

225
20

Show how the above transactions would be recorded in a Cash Book
with Discount, Cash and Bank columns.

EXERCISE IiI

Enter the following transactions in a Cash Book, with Cash Bank
and Discount columns :—

1929
March 1
” 3
” ”
" "
" 6
” "
w 8
” ”
» 10
”” 13
” ”
o0’ 14
” 17
w 20
[ ”
w 22

J. Clark commenced business with cash ...
Paid intno Bank e e P
Received from D. Desai ' o von ose

and allowed him discount ... e
Paid H, Hari on account 2 chejue for e

and was allowed discount .. ane o
Bought goods for cash . . wee

Received a cheque of Rs. 450 for cash sales
Purchased Office Furniture and paid for same by

cheque ... e ves - oo e
. Settled R. Ramiji’s account for Rs. 550 by cheque
and was allowed discount .er
Paid into Bank . . . .o

W. White paid him by chequc Rs. 430 which he paid
into bank
Made cash purchases and paid for same by cheque cee

-Drew for personal use - - ere
S. Raje purchased goods for cash e
Received from S. Shah a cheque for . s

and allowed him as discount .
Settled R. Rao's account by cheque oo o
Paid S. Green on account cash ven o

Received a cheque for Rs. 175 and cash Rs, 50 for
* Cagh Sales

Paid for advertisement in Cash .on e
Rec;w(;.‘d Interest on Investments and paid same into
an .o s e Py vee

Paid into Bank .. o
o

Rs.
19,000
18,500

200
20
450
35
300

750

50
800

380
250
150
450
40
300
125

75

375
500



80

1929
Mar,
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22
24

27
29
30
»
”

31

P

Received from ]. Kanji Cash ... -

and allowed him as disccunt
Drew for office use ... s o
Paid for Postage Stamps in cash -
Paid for Stationery by cheque e
Drew Cash for Salaries
Paid Office Rent by cheque ...

Remitted Cash to B, Black on account ..
Paid P, Palia by cheque in full settlement

and was allowed discount ... ves
Received from D. Devji Cash ... .
Paid for:sundry -expenses in Cash -

EXERCISE 1V,

Rs,

75
10

150
£0
125
750
300
85
280
25
100
75

* Enter the fol]owmg transactions in a Cash Book with Bank and

Discount columns only.

that all payments aré made by cheques :—

1929
Feb,

19

'™
”

n .
¢

1

”

10.

13

15

»”

17

18

21

24’

Opened Bank Account with
.. Made cash purchases " ene P
Sold goods for cash ... *ene
Received cash from Desai & Co...,
and allowed them discount ... e
Received -cheque of S, Grey on account ...
-Paid to S. Raje on account . ...
+ and was allowed discount ...
‘Purchased Furniture for Cash ...
Drew cheque for Petty Cash ... -
Received Interest on Investments [
Paid E. Earl in full setliment ... e
. and was allowed discount ...
Paid for advertisement L e -
Received from W, Wells to settle his account
allowed him as discount
Purchased goods for cash . Ve
Received for Cash Sales .
Sold goods to K. Wadia for Cash
Paid for Stationery ... e
Drew for personal use -
Remitted to D. Das .. see e
He allowed discount

.--
K. Kanji paid Rs. 280 and was allowed as diséount ..,

Sold goods for Cash .. .

Received cash from B, Black in fuu settlement

* and was allowed discount -
S e ety

wew

It is assumed that all receipts are banked and

“Rs,
15,000 -
600

450
375

25
150

285

15 -
750
150
325
550

45 -
150
230
25
350
425
255
85
275
425
3%
20
385
- 325
25



1929
Feb. 25

BANKING TRANSACTIONS.

Paid for Salaries . R e
Paid for Electric light - -
Received from J. Jones on account T e
Received of K. Mukerji to settle his account for
and was allowed as discount ... e
Paid Office Rent e e .
Received for Cash Sales s -
Bought of C.Keshav goods for Cash -
Settled B. Bapuji's account for _—
]

EXERCISE V.

Record the following transactions in a Cash Book best suited
purpose, Also balance the Cash Book and bring down the balance.

1929
May 1

”

2
3

16
18
19

20
24

25
31

Cash balance “eee e
Bank balance . .re .
Cash received from Sale of Shares ane
Paid into Bank - . R
Paid John Jules by cheque os
Discount allowed by him . .
Paid Wages by Cash . ... -
Received from A, Hale, cheque ...
Allowed him discount ... . -
Paid A. Hale's cheque into Bank ... o
Paid for Stationeryin Cash - .. - .
Bought goods fer Cash e Caew
Paid F. Wales by cheque vee e
Discount allowed by him .. e
Drew from Bank aee oon sos
Cash Withdrawn for Personal Expenses vee
Received for Cash Sates . -
Received from W, Robins oee ae
Allowed him discount ... . T e
Paid into Bank e s o

Gave cheque for Cash Parchase ...

81

Rs.
675
-250
175
325
25
375
280
175
360

for the

Rs.
100

. 450
6,000
5,000

- 1,200

250
980

20
980
150

370

300
200
170
1,800

1,700
200



CHAPTER VIL
BILL TRANSACTIONS.

A seller do=s not always get cash in immediate payment
for goods sold, .but instexd, he is generally satisfied to .take
from the purchaser what is called a Bill of Exchange. A Bill
of Exchange is a written acknowledgment of debt, given by
oné. person to ‘another, thesum due and the time of payment as
well as the date and place of payment being set down.

t A B]l,l of Exchange is legally defined as “ an unconditional
“order in ‘writing addressed by one person to another, signed
by the person giving it, requiring the person to whom it is
" addressed to pay on demand or at a fixed or determinable
future time a sum certain in money to or to the order of a

specnhed pérson or to bearer.

Bxlls of Exchange are freely employed in modern com-
mercial transactxons because of the followmg advantages ac-
“cruing therefrom —_ D

(1) As a Blll of Exchange fixes the date of -payment, the
creditor knows when to expect his money, and the debtor . also
knows when he will have to pay.

(2) The debtor thus enjoys his full period of credit, as he
can never be called upon to pay the amount of the Bill before
the due date.

~ (3) The creditor need not necessarily lock up his money
till the due date of the Bill as the latter can be turned into cash
by being discounted. ‘

(4) ‘Asit is a written and signed acknowledgment of debt,
it affords conclusive proof of indebtedness, and there can
be no defence to an action at Law on a debt due on a Bill of
Exchange.
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(5) A Bill of Exchange is a negotiable instrument and
can be transferred froin hand to hand in‘settlemernt of debts.

(6) A Bill of Exchange affords an easy means of trans-
" mitting money from one place to another.

It is for the facility thus afforded in the matter of payment
that the buyer may be induced to purchase'goods and accept a
Bill drawn on him by the seller, if he is not prepared to make a -
cash payment at the time of purchase.

Let us assume that P. Naidu has purchased Goods from
R. Pandit to the value of Rs. 450, and has agreed to a.cCept B
bill to be drawn on him by R. Pandxt for the above amount

The following document known as Draft is sent by'. Pandxt»
to Naidu— . ;

Stamp. | ‘ 3, Lir;gachetty Street,
9 As, Madras, 12th January 1929.

Three months after date, pay to me or ";
my order, the sum of Rupees Four Hundred and Fifty
for value received. .

R. PANDIT.

Rs. 450/-
To P. NAIDU Esg., ‘ "o
15, William Street, o

Madras.

From the above form, it would be seen that a Bill of Ex-
change is a request for payment signed by the creditot, and
addressed to the debtor.

‘The points to be noted are that—

(1) The one who draws the Bill is called the Drawer.

(2) The person on whom it is drawn is called the Drawee



84 FIRST STEPS IN DOUBLE-ENTRY BOOK-KEEPING, '

(3) The person in whose favour the Bill is drawn is called

the Payee.
7.4

(4) The time after which the paym.ent’is to be made is
called the term of the B.u—m this case, three
months,

(5) ‘The Bill itself is called the Draf?.

(6) The amount is stated in words in the body of the draft,
and in figures in left-hand corner.

(7)1t bears'a stamp according to the amount of the draft.

ACOEPTANOE OF A BILL,

" The mere fact that a bill is drawn by one person upon
another does not make the drawee liable for its value. The
drawee must accept liability before he can be made liable, On
receipt of the draft, therefore, the drawee accepts the bill,
This is effected by the drawee writing the word “accepted ”
‘across the face of the bill together with his signature, or by
merely putting his signature across the face of the bill.

After the drawee has accepted ‘the bill, he is known as
the Acceptor. The zcceptor returns the bill to the drawer,
after acceptance. After. the Bill is accepted and retumed to the
.drawer, it is known as an Acceptance.

On receipt of a bill duly accepted by the draweé, the drawer
has in his possession a document representing money or money’s
worth. He can retain this bill in his possession, or exchange
it with another person for either cash or goods. Before trans-
ferrinvg the bill, the drawer has to write his name upon the
back of it. This is called an endorsement, the drawer is now
called an endorser, the person to whom it is endorsed, an
endorsee, and the bill is said to have been endorsed.

NEGOTIATION OF A BILL,

Bills of Exchange are known as Negotiable Instruments, -

i. e., documents representmg money or money'’s worth the title
to which can be transferred from one person to another by en-
dorsement and delivery only. After a bill is endorsed ‘and
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delivered to a third person, it would become payable to him,
instead of to the original holder; and he may again endorse .it
over to a fourtl' person, and so on. But if the words *
order” are omitted, then the bill becomes payable to the
person named, and to him alone.

ENDORSEMENT ON A BILL,

Any holder may transfer a bill unless the bill bears a
restrictive endorsement, i. e., an endorsement containing words
prohibiting its transfer. If a bill i§ payable to bearer, it is
transferable by mere delivery; if payable to order, it is
transferable by endorsement and _delivery. Thus, an order

bill will require the holder’s sxgnature Qn the back of it before
transfer. - :

An endorsement may be blank, special or restrictive.-

An  Endcrsement in Blank consists of the endorser’s
signature and specifies no endorsee. The bill so endorsed be-
comes payable fo bearer. ' ‘

A Special Endorsement specifies the person to whom or
to whose order the bill is to be payable, as “ Pay A. B.
or Order.” A bill thus endorsed will require A.B.'s signature
before further negotiation. -

A Restrictive Endersement prohibits the * further nego-
tiation of the bill, as * Pay A. B. only.”

LIABILITY ON A BILL OF EXCHANGE. !

The acceptor is always the person who is primarily liable
for the payment of a bill ; and when the drawer transfers the
bill to another by endorsement, he in his turn becomes liable
with the acceptor to the holder of the bill, and so does every
subsequent endorser, the security thus increasing with eag:h
endorsement,

’ DAYS OF GRACE.

A Bill may be drawn payable on demand, or at sight, or at’
some fixed future time, i. e., two months after date. If a bill
is not payable on demand or at sight, three. days of grace
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are allowed in which to meet the bill, from the date fixed
upon the bill. Thus, a bill dated 15th March, for three
months becomes payable on the 18th June. This latter date
is called the due date.

PRESENTATION FOR PAYMENT,

A Bill must be duly presented for payment, otherwise
the drawer and the endorsers will be discharged from their
liability to pay the amount to the holder.

When a Bill is paid at maturity, it is said to be met, taken
up or honoured.

DISHONOUR OF BILLS.

If a Bill is not paid on the date of maturity, it is said to
be dishonoured. When a ‘Bill is thus dishonoured, immediate
notice must be given to all the other parties, including the
endotsers, whose names appear on the Bill, If this is not done,
the holder of the Bill cannot sue for the amount.

Whenever a Bill is dishonoured, all expenses connected
therewith must be debited to the person from whom the Bill
was received.

Although the acceptor of a Bill is primarily liable on it,
the holder has a right of action against the other parties to the
Bill. He imay sue the drawer and every endorser of the bill,
If he likes, he ma); sue the immediate endorser, and if the latter
pays the amount, that endorser.can sue any previous endotser
or thedrawer. Usually, the drawer takes up the bill on dishonour
and then exercises his rights against the acceptor.

'STAMP DUTY IN INDIA,

Every Bill of Exchange requirtes to be stamped. The
following is the scale of stamp duty on Bills of Exchange, in
India, '

- Where payable on demand. : Nil
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Where payable otherwise than on demand but not more
than one year after date or sight :—

Rs. as.
If the amount of the bill does rot exceed Rs. 200 O '3 °
if it exceeds Rs, 200 but ,, " "y 400 O 6
" " w 400 ,, . - s 600 O 9.
” ” » 600 " ” » " 8C0 .0 12
" " " 800 ., " " w 1000 0 15
” ” 1) 1,000 " » i'- o o» 1,200 L2
w ooow " 1,200 " " . 1,600 1 8 .
v o w w - 1600 ,, o w2500 2 4
" " " 2,500 ,, w o , 5000 4 8
" » ”» 5.0C0 " ,, ” " . 7,500 6 12
" " » 7,500 ,, » ‘s » 10000 9 O
" » " . 10000 ,, " ,, . ., 15,000 - 13 8
" " . 15,000 ,, » ,, » 20,000 18 O
»”» ”» " 20,000 ,, "» o» » 25000 22 8.
» " " 25,000 » » » 30,000 27 O
and for every additional Rs, 10,000 or part thereof in
excess of Rs. 30,(00. e - - T 9.0

Where payable at more than one year after date or sight,
the duty will be the same as on a Bond for the same amount.

The rates of stamp duty on Promissory Notes are as =
under :— - O

(a) Where payable on demand.

(i) When the amount or value does
not exceéed Rs. 250 ose " 4. lanna

- (iil} When the amount or value exceeds'
Rs. 250 but does not exceed Rs. 1,000 ... 2 as.

(iii) In any other case e -4,

(b) Where paya.ble otherwise than on demand, the duty is |
, the same as on a Bill of Exchange.

’ STAMP DUTY IN ENGLAND, :

The (ad valorem) stamp duty, in ‘the United Kingdom, on
inland Bills' of Exchange is as follows :—
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. {a) Bills of Exchange payable on demand, or at sight, or
on presentation, or within 3 days after date or
sight, . ad.

(b) Any other Bill of Exchange, or Promissory Note, if
drawn or payable or actually paid, or endorsed, or
otherwise negotiated in the United Kingdom,

: . . sh. d.

when the amount does not exceed Y 10 s 0o 2
exceeds £ 10 but does not exceed 4 25 . 0 3
” £ ’ 25 ”, ” . £ 50 sen e 0 6

w & 50 " . £ 75 e .. 09

. » & 78 . v 4 100 1 0
and for every £ 100, or fractional part thereof e eam 1 0

() A Promissory Note, even if payable on demand, re-
quires an ad'valorem stamp.

BILLS RECEIVABLE & BILLS PAYABLE.

_For the purpose of recording Bill Transactions, Bills are
divided into Bills ‘Receivable and Bills Payable.

_ Bills Recei‘vablvé are Accepted Drafts in the possession of
the trader for which he is to receive cash on ths due dates.

Bills Payable are Drafts accepted by the trader and for
* which be is liable to pay cash on the due dates.

It must be noted that the same Bill is a Bill Receivable to
one party and a Bill Payable to the other party. The person
who is 10 receive money on it calls it his Bill Receivable,
whereas the person who is liable to pay money for it knows it
as his Bill Payable.

~ DISCOUNTING BILLS,

If a trader holds a Bill Receivable which has a long term
to run and if he wishes to obtain cash for it before it matures,
he sells the bill to a banker or some other person. The

" purchaser deducts a certain amount of discount (which is
interest for the time the bill has yet to run) from the face value
of the bill and pays the amount of the bill less the discount
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to the holder of the bill. This is called Discounting a
Bill.

As the purchaser now has to wait for his money till the bill
becomes due, the discount, which is the difference between the
face value of the bill that he will recover and the present value
that he has paid for it, is his gain. To the trader who has sold
the Bill, this Discount is his loss. :

ENTRIES FOR BILL TRAﬁSAGTIONS.

As Bills of Exchange represent money or money’s worth,
they belong to the class of Real Accounts. Therefore, Bills
Receivable Account is debited when a Bill is received duly
accepted by the drawee, and it is credited when parted with.

Hete agzin, in order to avoid unnecessary labour in post-
ing, Bill Transactions are not passed through the Journal, but -
are entered in special Subsidiary Journmals provided for the
purpose. Thus, there are the Bills Receivable and Bills Pay-
able Books to record these transactions. The object of these
books is to form a convenient medium for a detailed record of
each Bill received or given.

The usual form of Bills Receivable Book is as under :—

- BILLS RECEIVABLE BOOK.

. . . - . o |, o4 -

w 1,55 |.e2l 518 es] |25 S| g
o_ |2 o eEl 9] = (&5l & -] ]

=l22ie=Z235 3| E |58 o |30 m=l g

CE su;-&'g 29l & R $S| Amount. |13 £

z-R8q-mzgl s8] =] 2 jm= FE

- bt Q‘1 P [a] S 4

Rs. as. p.
|

T

On each Bill Receivable being received duly accepted, full
details thereof are entered in the appropriate columns of the Bills
Receivable Bosk as shown above.




90 FIRST STEPS IN DOUBLE-ENTRY BOOK-KEEPING.
PGSTINGS FROM BILLS RECEIVABLE BOOK.

The postings from this Book would be to the credit of
.each individual person from whom the bill is received. The
monthly total of this Book is debited to Bills ° Receivable
’Account in the Ledger.

BILI.G_ RECEIVABLE ACCOUNT,

The periodiéal tota] of the Bills Receivable Book would
be debited to Bills Receivable Account as above said.

On cash beiné received on account of a Rill Receivable on
‘dué date, the amount will be posted to the credit of the Bills
Receivable Account from the Cash Book.

When a Bill Reéeivab_le is discounted, the actual cash re-
ceived and the discount allowed would be credited to Bills -
Receivable Account from the receipts side of the Cash Book.

When a Bill Receivable is endorsed over to a creditor in

satisfaction of a debt owing to him, the Journal entry necessary

to’ record such a transaction would be to debit the Creditor’s
Account and credit Bills Receivable Account.

The Bills Receivable Account is theé Account of an asset
and would always chow a debit balance. The debit balance on
the Bills Receivable Account on any date would represent Bills
'Receivable unmatured and on hand.

COLLEGTION OF BILLS BY BANKERS,

When a trader receives several Bills Receivable from time
to time, he generally sends these to his bankers for collection.

On ‘a2 Bill Receivable being sent to the bank for collection,
the entry would be to debit an account called ‘“Bank Account
for Collection of Bi_l‘ls" and credit the Bills Receivable Account.

¢+ On receipt of ‘intimation from the banker, thaf a Bill
“Receivable has been collected by hLim, the entry would be to
‘debit the Bank Account ( Bank Current Account) and credit
the * Bank Account for Collection of Bills.”
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If the banker intimates that the bill that had been lodged
for collection is dishonoured for payment, the entry would be to
debit the acceptor or the endorser and credit the “ Bank Account
for Collection of Bills.” Tt :

The Bank Account for Collection of Bills would generally
show a debit balance and such a balance would signify the total
amount worth of bills lying with the bankers for collection.
When the banker has collected all the bills. s2nt to him for
collection, the “Bank Account for Collection of Bills” will not
show any balance.

ENTRIES ON DISHONOUR OF BILLS,

When a Bill Receivable is dishonoured, (i.e.. not paid on
the date of maturity), the entry made on receipt of the Ac-
ceptance should bs reversed. Thus, the Account of the person
who gave the Bill would be debited and the Bills Receivable
Account would be credited. ThlS entry would be passed through
the Journal.

When a Bill Receivable which had been discounted is
dishonoured, the trader will have to pay the Banker with whom
he discounted, immediately on receipt of Notice of Dishonour,
The entry then would be to debit the person from whom the
bill was received (who may either "be the acceptor or an
endorser) and credit Bank, The posting will come from the
Cash Book. - ’

When a Bill Receivable’ which had been endorsed over to a
creditor is dishonoured, the Journal entry necessary to record
this would be to debit the account of the person from whom the
Bill was received and credit the Creditor’s Account-

° PROMISSORY NOTES,

Sometimes the debtor gives to the creditor a promise in
writing o pay to the creditor a certain sum of money either on
demand or at a fixed future date. Such a promise is signed by
the debtor and handed over to the creditor, and is called a
Promissory Note. ’
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A Promissory Note is legally defined as “an unconditional
promise in writing made by one person to another signed by the
maker engaging to pay on demand or at a fixed or determinable
future time a sum certain in money to or to the order of a

speclﬁed person, or to bearer.”
. -

The main points of difference between a Bill of Exchange
~and a Promissory Note are :— e

1. A Bill of Exchange is an order drawn by a creditor on his
debtor ; but a Promissory Note is a promise .made out by a
debtor in favour of his creditor.

2 There are three parties to a Bill of Exchange, viz., the
drawer, the acceptor and the payee, whereas there are only two
parties to a Promissory Note, viz., the maker who draws the
note and signs it, and the payee i. e. the creditor to whom the
amount is payable. '

3 A Bill of Exchange requires acceptance, but a Promxssory
Note does not. :

The usual form of a Promissory Note is as follows :(—

PROMISSORY NOTE,

Stam 115, Esplanade Road,
‘15 AE . Bombay, 26th February 1929.

Three months after date, I prom::e to pay
A J. Yones the sum of Rupees one thousand, for value
received.

Rs. 1,000/

3

R. Robinson,

A Promissory Note is treated by the receiver jugt like a
Bill Receivable, and by the giver like a Bill Payable. The
entries regarding Promissory Notes follow on. the same lines
as those of Bills Receivable and Bills Payable, A Promissory
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-Note does not need any acceptance, as it is written and signed

by the debtor and handed over to the creditor.

RENEWAL OF BILLS,

It happens sometimes that the acceptor of a Bill finds .
himself unable to meet his acceptance on the due date. Underr
such a circumstance, rather than allow such a Bill to mature
and dishonour it on presentation, he would approach the drawer

of the Bill before the due date and ask him to cancel the
original bill and draw on him another one for an extended .

period. The acceptor in this case would, of -course, be pre-

pared to pay interest for the extension of time: This is called.
Renewal of a Bill,

Tbe- entries on Renewal of Bills can best be understood
from the following illustration :—

Examplé 13.

Jones having iccepled a bill for Rs. 500/~ is unable to meet the same.
Before the due date, he i'equ_ests Green to receive Rs, 320/~ in cash (Rs. 20}- '

Abeing‘for interest) and to draw on him a ‘new biill for Rs. 200/~ for a

further period of 3 months, and cancel the old bill which is shortly to
become due. Green agrees to this proposal. The entries in the books
of Green tq Jecord the above facts would be as under :— ‘

. P\&QJ ‘R
S | . Rs. |a] pJ s. [a.]p.
r xt nes .- DI, 500} 0] 0
w / To Bills Receivable Acconnt . ... | 500 00
: (For cancellation of the old bill)
Cash wee see «.Dr- 320i0( 0 ~
FoJones ... . o 3001 0| O .
» Interest Account o 20| 0] O
{Being the amount received h'o
Jones including Interest). Y
Bills Receivable Account _ wDr, 200{ 0| 0
To Jonss ... ' _ 200 Of ©.

{Being the amount of ncw bill ao-
cepted by h;m)
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The same transaction would be recurded in the books ef Jones as
follows :—
Rs, [a)pl Rs. [a|p.
Bills Payable Account ... «.Dr. 500| 0 0

To Green ... oo SC010 0
{Bcing the cancellation of the old

bill). N
Green e o «Dr, 300, 0, O
Interest Account oo e gy 20 0| 0

To Cash ... e , { 320, 0| 0

{Being the cash paid m part pay-
ment of the old bill including
Rs. 20]- for Interest).

Green Dr. 200| 0| ©

To Bills Payable Account ' e 200| 0; O
{Being the amount of the fresh

acceptance).

Example 14. K
e ‘Bcfore the due date of the :acceptance for Rs. 1,000/~. Das & Co.
approéch Laxminarayan & Co.,. the drawers, to renew the bill by
accepting Rs. 500/- in cash and :drawing on them another bill for
Rs. 525/ for a further period of 4 months, Rs. 25/~ being for interest.
Laxminarayan & Co, accept this proposal and the transaction is carried
into effect, This would appear in the books of both the parties as
uuder:—
. In the Bcoks of Laxminarayan & Co.
' ] Rs.la[p] Rs. {a.'p.

Das and Co. ... . Dr. 1,000| 0| 0
To Bills Recelvable Account aee 1,000 0, 0
(Bemg)the cancellation of the old ‘
. bill). .

Cash v s - .eDr, 500{ 0| O
" To Das and Co. . 500{ 0} 0

(Being the amount received in part
. satisfaction of the old bill).

- | Bills Receivable Account ... Dr. 525 0| 0
. To Interest Account ... e - <250 0
. Das and Co. . 5000 0 O
(Bemg the amount of the new
acceptance).
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In the Books of Das & Co. .
Rs. [a,|p.] Rs.a.fp.

Bills Payable Account ... wDr 1,000} 0| 0
To Laxminarayan & Co. 1,000, 0] O

(Bemg the cancellation of the old | i
bill).

Laxminarayan & Co. ... «.Dr. . 500! 0| 0

To Cash ... - . ] . ' 500 0| O
(Being the amount paid on account). . . |
Laxminarayan & Co. ... wDr. | - 500 0} 0
Interest Account ” 25,0 0 .

To Bills Payable Account we , 1 : 525 0f O
(Being the amount of the new : .

acceptance granted), N

NOTE :— It must be noted that a bill can only be renewed before
it is due, and provided the drawer is still in possession of such bill and
has not negotiated it to any one.

RETIRING A BILL UNDER DISGOUNT.

It frequently happens that the acceptor of a bill is pre-
pared to pay the amount of his acceptance before the due date,
provided he is allowed some Rebate. This is called Retiring
a Bill under Discount.

BILLS PAYABLE,

When a trader accepts a bill, it .is payable by him at some
future date, and is, therefore, called his Bill Payable. Eachtime
that a bill is thus accepted by a trader, all the details thereof are
entered in the Bills Payable Book, the rulings of w}xich are shown
below :—

BILLS PAYABLE BOOK.

- . e of © "9: :g u;
S_.l° §= §|g|glicZ|a 8¢ 3 |og| =
= =lcg |z Qg0 g&|© b= a .2,
Slo= > ] =| Amount, =

-— > £ <
SHIzE| B2 g | SiSh5e|le |88 . 2158 B
ARttt HES % |35 &

- Be. as.p.' O O ;

——— e
——

’l

|

o

.

1
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POSTINGS OF BILLS PAYABLE BOOK.

The postings from this book would be to debit each person
to whom the bill is granted and to credit the periodical total of
this book to Bills Payable Account in the Ledger.

The student should note that when a dealer accepts a bill
drawn on him, his liability to the creditor on personal account
in respect of the amount for which such bill is drawn is dis-
charged, and, therefore, from the standpoint of Book-keeping,
the personal account of the creditor . should be closed and the
liability arising from the accepting of Bill Payable will now
appear on the Bills Payable Account.

BILLS PAYAELE ACCOUNT.

The Bills Payable Account, representing as it does the
liability of the trader in respect of the bills accepted by him,
-‘will always show a credit balance, if any. The credit balance
of this account on any one particular date must agree with that
total amount worth of Bills Payable unmatured as ascertained
from the Bills Payable Book.

DISHONOUR OF BILLS PAYABLE,

"When a Bill Payable is dishonoured, tile following entry
would be made through the Journal :—

Debit Bills Payable Account, and credit the person on
whese account it was accepted.

This means a cancellation of the entry that had been
originally passed w_hen the Bill Payable was accepted.

RENEWAL OF EiLLS PAYABLE.

When a Bill Payble is renewed, the following entqes would
be necessary :—

1. Debit Bills Payable Account, and credit the person on
whoce account the Bill was accepted.
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This entry would be passed through the Journal to write
back the cancelled Bill.

2. The record of the new acceptance would be passed through
the Bills Payable Book in the same manner as other acceptances.

RETIRING BILL PAYABLE UNDER DISGOUNf.

When a Bill Payable is paid before the due date, it is said
to have been ‘' retired under dlscount, as the party mal\mg the
payment would naturally receive some dnscount.

The entry would be passed on the credit side of the
Cash Book under the heading Bills Payable Account,
the amounts being shown in the Bank and Discount columns,
Thoe posting would then be to the debit of Bills Payable Account-

Example 15.

Enter the following transactmns in the Bills Receivable and Bllls
Payable Books and post the same in the Ledger :— :

1929
(i) Jan, 7 Received from §. Mittra bill .duly accepted for Rs. 1,325,
dated January 4, payable 3 months after date.
(2) . 9 Accepted S. Warden's draft for Rs, 970 at 2 months.

(33 . 13 P. Pradhan drew on me at 3 months’ date and I.accepted
his draft for Rs, 390.

(4} ., 14 Drew on R, Limiji at one month for Rs. 2:0 and he accepted
next day.

{¥) ., 18 Gave my acceptance at 2 months for Rs.420to S. Parker.
6) . 21 Received from G. Ghosh his acceptance for Rs, 310 at 2

months,

(7) .22 Received from C. Chichga.r, A Vakil's aéceptancp for
Rs. 200 at 3 months from 17th Jannary.

S

(8) . 23 R, Kanga accepted my draft at one month for Rs. 300,

9N .27, Recenved from C, Shah bill for Rs. 350, dated ]anuaryZO
accepted by P, Parson and drawn by M. Iuayer, payable
two months after date,: .

(10) ,, 3t Gave my acceptance for Rs, 215, at one month to R, Robert.



BILLS  RECEIVABLE BOOK,

— - —
. [=] o
by Date y 56 (=34 ™
©=| Date From whom Where | Due (&2 .S o
S 5 [received é’-fn received, | Drawer. | Acceptor. payable. | TE'™. | pate, |©o| Amount. "3 g
Z 111, ’ . R S.:. g;;. é
. - (&) ;
1929 | 1929 [ ¥ : ‘ 1929 Rs. Ja.|p.
1 |Jan. 7 |Jan. 4 |S. Mittra ...|Self ~ «os{S. Mittra .. Bombay | 3 months| April 7 1,325 [ 0| O
2 17,157, 14 R Limji wf . iwJR. Limji. ..} Lahore | 1 month | Feb. 17 250 [ 0] 0
3 n 21} , 21 |G. Ghosh... w.|G. Ghosh ...| Calcutta| 2 months| Mar. 24 310 |0 O
4 w 22} , 17 |C. Chichgar'C Chlchgar. A, Vakil .. 3 " April 20 200 |0l O
5 s 23| 5 23 |[R. Kanga...|S «|R. Kanga ... Bombay 1 month | Feb. 26 3000 0
6 w 271 4, 20 (C.Shah .. M Mayer w.|P Parson ,..| Madras | 2 months| Mar. 23 350 |0/ 0
’ Rs.[2735 | 0 of
BILLS PAYABLE BOOK.
. o 'g ]
C Date | 1, whom v -2 Qe &
= Vhere | Term of Due |to= Date |£.E =
S& B?lfl given. Drawer. Payee. | payable. | the Bill. Date. |g£| A™oUnt | raig. 3 g
Z . - - Ll 5]
Q &
1929 1929 Rs. [a.|p.
1 | Jan. 9 | S. Warden | S. Warden Madras | 2 months| Mar. 12 970§ 0| O
2 » 13 | P. Pradhan| P. Pradhan Bombay n | April 16 39010/ 0
3 | 4 18 |S.Parker |S. Parker Calcutta {2, | Mar, 21 420 {0 O
-4 | ,, 31 | R. Robert |R. Robert " ! month !Mar, 3 2150/ 0
Rs.i1,9951 0/ 0

86
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Dr, S. MITTRA. “Cr:
Rs. [a.ip.{| 1929 Rs. [a.[p.
Jan 7. | By Bills ,
Receivable 1,325|01 0
Dr. S. WARDEN. Cr. °
19.9 Rs. a.p.' Rs. [a.|P.
Jan. 9 | To Bills .
Payable... 970 | of 0
Dr. P. PRADHAN. cr.
1929 Rs. la.lp. Rs. [a.lp
Jan. 13 | To Bills
Payable... 390 | 0} 0
2
Dr. R. LIMJL Cr.
Rs. a.]p.l 1929 Rs.[a.] p
Jan. 15:( By Bills -
. Receivable 250{ O o
Dr. S. PARKER. Cr.
1929 ) Rs. a.‘p, Rs. {a|p.
]ilt. 18} To Bills
Payable 420 o] 0
Dr. 'G. GHOSH. cr.
* -
* Rs. |ap.l 1920  Rs. |a.p.
Jan. 21| By Bills
Receivable 310 {O| 0
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" C. CHICHGAR. cr.
Rs. |a-|p.f| 1929 Rs. [a.|p-
Jan, 22| By Bills
Receivable, 200/ 0[ O
Dr. R. KANGA. Cr.
Rs. Jalp.|| 1929 Rs. fa.|p.
Jan. 23 | By Rills
Receivable 301 0
pr. " C.SHAH. Cr.
" Rs. 1a.p. 1929, Rs. |a.|p.
Jan. 27| By Bills
Rece ivable 350{ 0i O
Dr R, ROBERT. Cr.
tii)29. ‘ Rs, {a. p.' Rs. a.!p.
Jan 31| ToBills | |
' Payable...; 215 0 O
-~ Dr. BILLS RECEIVABLE ACCOUNT, Cr.
T 1929 Rs. la.|p. Rs. [a.p
Jan. 31 | To Sundries| | 2,735| of o
Dr. BILLS PAYABLE ACCOUNT. Cr.
Rs. |a.|p. 19.297 ‘ Rs. [a.[p.
Tan. 31 |By Sundries 1,995| 0{ O
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(1)

(2

(3

(s
{ 6)
(7

(8

9

(10

1929
Jan. 7

(1] 9

» 23

» 31

Bills Receivable Account. Dr.
To S. Mittra
(Bill received from S. Mittra
duly accepted) i

S. Warden . Dr.
To Bills Payable Account
(S. Warden’s draft accepted)

P. Pradhan . Dr.
To Bills Payable Account
(P Pradhan’s draft accepted)

B:Ils Receivable Account = Dr,
To R. Limji .
{Bill Recewed from R. Limji
- duly accepted)

S. Parker Dr.
To Bills Payable Account
(Bill drawn by S. Parker
accepted)

Bills Receivable Account  Dr.

- To G. Ghosh

{Bill received from G. Ghosh)

Bills Receivable Account Dr.
To C. Chichgar
(A. Vakil's acceptance re-
ceived from C. Chichgar)

Bills Receivable Account Dr.
To R. Kanga
(Bill received from R. Kanga
duly accepted)

Bills Receivable Account Dr.
To C. Shah
(Bill drawn by M. Mayer
and accepted by P. Par-
son, received from C.
Shah)

R. Robert Dr.
To Bills Payable Account
{My acceptance given to R,
Robert)

1,325

970
-390

250
420

310

300

215

Rs.

0
1,325

970 :

3%

250

420

310

300

350

215

20 ol

4,730

4730|
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Enter the following transactions in thcir proper Subsidiary Books >—
1929

Jan, 2,

»

Mar. 1.

s

T

Apr.

10

10

18

19

23

31
21

Received from P. Mistry his Acceptance at 2 months for
Rs. 900.

J. Kanga drew on me for Rs, 750 and I accepted his draft at
1 month, - :

R. Rustom accepted my draft at 2 months for Rs, 500.
Discounted P. Mistry’s Acceptance receiving Rs, 880.
Smith & Co. accepted my draft for Rs, 300 at 2 months.
Accepted 'B. Bhimiji’s draft for "Rs. 800 at 1 month.

Gave "W, Wilson R. Rustom’s Acceptance in settlement of his
account,

Bill Payable, due this date in favour of J. Kanga, duly paid.
Received Cash for Demand Draft Rs. 1,650 from Swift & Co.

Received {from C. Shah his Acceptance at one month for
Rs. 450. c

Renewed my acceptance in favour of B. Bhimji for Rs. 800.
Faid him -cash Rs. 43¢ including Rs. 30 for -interest and accepted
his new draft for Rs, 400 at 2 months, )

P. Mistryfs acceptance returned dishonoured by -Bank.

Discountefl C. Shah’s Acceptance receiving in Cash Rs. 435;
discount charged Ks. 15.

- W. Wilson returned to us R. Rustom’s acceptance dishonoured ;

Noting charges paid by him Rs, .20,

Paid W. Wilson {o settle his account for Rs. 520 including
Rs, 20 for Noting charges. )

C. Chavan drew on me at 2 months for Rs, 550 and I accepted
his draft,

Drew on H. Hari at 2" months for Rs. 950 which he accepted.
Smith & Co, dishonoured their acceptance.
H

Rene\ve&’ H.. Hari's' ;éceptance fnr‘Rs. 9:0. He raid Rs. 300 in
Cash and drew on him another bill for Rs. 690, including Rs, 40

for inter;st, at 2 months,

«



BILLS RECEIVABLE BOOK.

. - ]
- Date |.. . . 18 g 3 :
©=! Date From whom \Where erm. Due =2l L B8 R
S @received gy, | received, Drawer. | Acceptor. lpayaple| TE™™ | Date, g: ount. 53 emarks,
Q
1920 1929 . 1929 Rs, a.|p.
1 |Jan, '2]an. 2\P. Mistry ... [Self o P. Mistry .../Bombay| 2 months./Mar, 3 G6CO | O] O Dishnour ed
2{, 15, 5/R. Rustomn | ,, «..|R. Rustom...] 2 , 18 5001 0] 0 "
3 28 28ismith & Ce,! ,, -w.[Simth & Co.!Lahore.{2 ,, w 31 300 | 0} 0 "
4 l-'eb. 20l-eb. 20|C. Shah  wf o «/C, Shah . Calcutta) 1 month, | ,, 2 450 | 0’ 0 Discounted.
S |Mar, 25|Mar. 25|H. Bari ..!,, o H.Hari . 2 month+./May 28 950 { 0| O "
6 |April 21 April 21 H. Hari ..} ,, woH. Hari o, ?months. June 24 95019 2 Renewed,
Rs. 3,790 | 0l 0
BILLS PAYABLE BOOK,
'- g
‘2 =] Date T , Tcrm & e e
1= of o whom | praywer, Payee, Where Due 132} Amount, | Date |@.2 Remarks,
z°r-n Bill. given, Payable. the Bill. Date, LK £ paid. -Eg
3]
1929 | Reo .
1 |Jan. 10(]. Kanga ..|]. Kanga ...J Kang1 . Karachi, lmonth... ("eb 13 75010 OFeb. 13 Paid,
2 |Feb. 1|B. Bhimji ...B. Bhimji .. ; Bombayl w edMar, 800 | 0] O Renewed .
3 (Mar, 1|B.Bhimiji ...B. Bhimji ... » |2 monthsMay 4| 400 ' 010
4 iMar, 23/C.Chavan...[C. Chavan... " w |2 months, May 26, - 550 00
’ ‘ |Rs. 2.500 0l 0
W

*SNOILOVSNVAL T11d

€01
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Dr. CASH BOOK. Cr.
Date. | Particulars, | 5 | 3wCash.| Date. | Particulars, < | 8 |Cash,
32T ¢|.2
= a =/
. 1929 Rs.| Rs. 1929 Re.; Ra.
Jan. 27|To Bills Feb. 13|By Bills
Receivablel |- : Payable
Account 20| 880 Account 750
Feb. 1§ ,, Swift & Co, 1,650 || Mar.1| ,;B. Bhimji 400
Mar. 10! , Bills - " »| »Interest .
Receivablel .Account 30
Account 15| 4354 . 5| » P. Mistry...| 900
April 21] ,, H. Hari ... xoh , 19, W. Wilson 520
April 30| ,, Balance
carried
forward, 665
Rs.| |35 [3.265 Rs, 3265
May - 1], Balance '
brought
forward... 665 J
. - N .
_ JOURNAL.
1 _ Rs. |a{p| Rs. |a|p.
Feb. 3| W. Wilson Dr. €00 |0 0 .
. To Bills Receivable Account 500 | 0 O
{R. Rustom’s acceptance endor-
sed over .to, W, Wilson in
settlement of his account)
Mar, 1 Rills Payable Account Dr. 8o 0|0
To B. Bhimji . 80!0 0
*(Being the entry for the can-
cellation of our Bill Payable
to B. Bhimji)
» 18 R, Rustom Dr. 520 | O ‘W ’
To W. Wilson 520 { 01 0
(R. Rustom’s acceptance re-
turned dishenoured by W,
Wilson and Noting charges
thereon.)
31| Smith & Co. ' Dr. 300 |0, 0
” (]
To Bills Receivable Account b [ 30000
(Being the entry for dishonour
of Smith & Co.’s accept-
ance.)
J




1929
Apl. 21

The

1929

Jan, 2
w 10
n 15
w 27

» 28

Feb.1

” 3
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" -JOURNAL.—{contd.)

H. Hari l#«:

To Bills Receivable Account

(Being entry for the cancella-
tion of old billy.

H, BHari Dr.
To Interest Account
{Being the entry for interest
charged 1o H. Hari’)

above {ransactions, if journalised, will appear as under :

JOURNAL.

Rills Receivable Account Dr.
To P, Mistry
(Being the entry for Bill re-
ceived from P. Mistry.) .

J. Kanga ~ Dr.,
To Bills Payable Account
(Being my acceptance glven to
J. Kanga.)

Bills Receivable Account Dr.
To R. Rustom
(k. Rustom’s acceptance received.)

Cash Dr.
Discount eee

To Bills Receivable Account
{P. Mistry’s Bill discounted)

Bills Receivable Account Dr.

To Smith & Co.

(Being the entry for the re-
ceipt of Smith & Co.’s
acceptance,)

B. Bhimii Dr.

To Bills Payable Account

(Being the entry for the ac-
ceptance of B, Bhimii's

, drait.)

W. Wilson Dr.

To Bills Receivable Account

(R. Rustom's acceptance en-
dorsed over to W. Wilson}

..“-_r o
¥ ]

-

«Rs. 'n. p.|

950

40

J

Rs.

750

880

20

300

800

2. P.

00
oo

Rs.

950

10

750

5C0

900

300

- 500

105

. [a.{p.
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1929
Feb. 13

»w 15

.Mar. 1

¥ ”

Mar. 5

o 18

n 19

FIRST STEPS IN DOUBLE-ENTRY BOOK-KEEPING.

JOURNAL.~( Contd.)

Bills pPayable Account Dr.

To Cash
{ Bill Payable due this date paid. )
Cash Dr.
To Swift & Co.
{ Cash received for Demand
' Draft from Swift & Co.)
Bills Receivable Account Dr.
To C. Shah
{ C. Shah's acceptance received.)
Bills Payable Account Dr.
To B. Bhimji
{ Being the entry for cancellation
- of our Bill Payable to B. Bhimji.)
B. Bhimii Dr.
Interest Account o
To Cash :

( Being the cash paid in part
pavment of ‘the old hill
including Rs. 30 for In-
terest.)

B. Bhimji - ' Dr.

To Bills Payable Account

{ Being the amount of the
fresh acceptance. )

P. Mistry Dr.

To Cash

{ P. Mistry’s acceptance re-
turned dishonoured by
Bank. )

Cash Dr.
Discount e "o. »
To Bills Receivable Account

{ C. Shah's acceptance dis-
counted, )

R. Rostom . Dr..

To W. Wilson .

{ R. Rustom's acceptance re-
turned dishonoured by W-
Wilson and Noting charges
paid by him.)

W. Wilson Dr.
To-Cash . ]
{ Cash paid to W. Wilson in
settlement of his accotint, )

750

1,650

450

800

400
30

400

9C0

435

15

520

520

750

1,650

430

430

400

450

520

520
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JOURNAL.—{ Contd. }

1929 Rs. (a.ps] Rse a.p.
Mar. 23 [ C. Chavan Dr. 550 {00
: To Bills Payable Account _ 550 | o 0
( C. Chavan's draft accepted )
» 25 | Bills Receivable Account Dr. 950 {0/ O .
To H. Hari : 950 | o[ O

{ Being the entry for H. Hari's
acceptance. )

w 31| Smith & Co. - Dr. | - 300)| 0] O :

' To Bills Receivable Account . . 3001 0 0

( Entry for the dishonour of
Smith & Co.'s acceptance.)

Apr. 21 | H. Hari Dr. 950 ;0! 0 .
To Bills Receivable Account < 950 [ 0] O

{ Being the cancellation of the c
old bill. )

» | Cash Dr. 300,900 : .
" To H. Hari ‘ [ F - 30000
( Being the amount received in
partsatisfaction of the old
bill. )

» w» | Bills Receivable Account Dr. | " | 6% 00 ’
To Interest Account . 630 | 0} O
» H. Hari 50100

{ Being the amount of the new
acceptanec,)

SUMMARY,

1. On receipt of a Bill Receivable duly accepted, it is
entered in Bills Receivable Book.

2. The postings of Bills Recelvable Book are to credit
each person with the amount of the Bill received from him and
to debit Bills Receivable Account with the periodical total. .

3. When a Bill Receivable is met, enter the transaction
on debit side of Cash Book, and from there credit Bills Receiv-
able Account.

4. To discount a Bill Receivable is to sell it for its present -
worth.

5. On'a Bill Receivable being discounted, pass the entry
through Cash Book debiting Cash and Discount and crediting
the Bills Receivable Account with the full amount of the Bill.
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6. When a Bill Receivable is dishonoured, the previous
entry relating thereto must be teversed in order to bring about
the position prior to the receipt of the Bill, ’

7. When a Bill Receivable is’ endorsed over to a creditor,

debit the Creditor's Account and credit Bills Receivable -
Account.

8. On such a Bill being dishonoured, debit th= person
from whom the Bill was received and credit the Creditor’s
Account

9. When a Blll Receivable which had been discounted is
“dishonoured, debit the person from whom the Bill was re-
ceived and credit Bank,

- -10. - All expenses'on dishonour should be charged up to the
person from whom the Bill was received.

11. On a Bill Receivable being sent to a bank for
. collection, debit “ Bank Account for Collection of "Bills”’ and
credit Bllls Receivable Account,

' 12. On the Bill bemg collected by the Bank, debit the Bank
(Current) Aceount and credit “Bank Account for Collection of
- Bills”

13, On any one' of such Bills being dishonoured, debit
' the person’ from whom the Bill was received and credit “Bank
Account for ColIecnon of Bills.”

14. The debit balance of the BlllS Receivable Account on
auyuda.te will always agres with the total amount of Bills
Receivable remaining on hand unmatured.

15. On-accepting a Bill Payable. enter it in Bills Paya.ble
Book

iﬁ. The posting of the Bills Payable Book isto debit each
, person with the amount of the Bill given and to credit Bills
Payable Account with tke periodical total.
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17. On meeting the Bill on due date, enter it through
Cash Book credit side and debxt Bills Pa.ya.ble Account. ’

18. When a Bill Payable is dishonoured, debit the Bxlls
Payable Account and credit the drawer.

19. Debit General Expenses Account with the noting
charges incurred and credit the drawer.

20. The credit balance on the Bills Payable Account on
any one date will always agrze with the total of thc Bills Pay-
able outstanding unmatured and not paid. )

‘ QUESTIONS ON CHAPTER VIIL
1. What is a Bill of Exchange?
2. Who are the parties to a Bill of Exchange?
3. What do you understand by the »tern; Negotiable Instrument ?
4. What is the effect of endorsing a Bill of Exchange ?
5. What are Days of Grace ?
6. Give the rulings for (a ) Bills Receivable Book, and (b} Bills Payable

Book and enter therein three specimen entries.
7 What Bllls are discounted and explam the discounting of a Bill.

8 Explam “ honourmg v, retmng ”, and “ notlng
9. When is a Bill called a Draft and when an Accept_gnce ?

10. What items appear on the debit and credit sides of the Bills Rec.eiv-
able Account in the Ledger ? : .

11. What entries are posted on the debit and credlt sides of "the Bllls
Payable Account ? !

12, What are the postings of the Bills Receivable Book ?

13. How do you post the Bills Payable Book ?

14. Explain the advantage derived from entering up the Blll transac-
tions through the Subsidiary Bill Journals and not through the Journal
Proper,

15. Throagh which Subsidiary Bock would you pass transactions per-
taining to Pishonour of Bills?

16. What are the necessary requisites for a Bill of Exchange ?.
17. What entry do you pass when a Bill is discounted ?

18, What entry is passed when an Acceptanée is dishonoured ?
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~

- 19, How would you record the endorsement and delivery of a Bill
Receivable to a creditor ?

20, What entry js passed when a discounted Bill Receivable is dis-
honoured ? )

21. How would you record the dishonour of a Bill Receivable that has
been endorsed over by you to your creditor ?

22, What do you understand by retiring a Bill under Discount ?

23, What entries are passed on renewal of a Bill Receivable ?

;2% How do you distinguish between a Promissory Note and an Accep-
tance? ’
2, : . .

". 25. How would you record Bills sent o Bankers for collection ?

7,.26. What entry would you pass on dishonour of a Bill sent to Bankers
for collection?

__27. What balance, if,:'any'. would Bank Account for Collection of Bills
show, and what whould it signify ?

'28. How is Renewal of a Bill Payable recorded ?

29, How is Retirement of a Bill Payable under Discount brought
into record ¢ :

30. Explain the reason why Bills sent to Bankers for collection are
not debited to the Bank Current Account straight away,

EXERCISE 1.

Enter the following transactious in their preper Subsidiary Books and
post the same to the necessary Ledger Accounts =—

1929 Rs.
Jan. 1 Commeﬁced business with cash - aee - 10,000
» o PaidintoBank .. .. 7,000
w2 Bought goéds for cash pwa ‘ e 900
» 3 Soldto H, Henry goods on credit . . 700
» 5 Purchased Furniture for cash .. aee 550
»» 10 Bought of B. Bode goods worth .ed o, Gore 850
» 1 Accepted B, Bode’s draft at one month for e 850

S

» 15 H. Henry endorsed over to me his Bill Receivable dated 5th
January at 2 months accepled by W, Wilson for oo 500
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1929, .
Jan. 20 Purchased from Kharas & Co. g00dS ..

» 23 Received cheque from H, Henry on account -

w 24 G. Madon purchased goods on credit ...
w 25 Received from G. Madon cheque for ...
and his acceptance at 2 months for ...
allowed him discount .

» 29 Endorsed over G. Madon’s acceptance to Kharas & Co

» 30 Paid Salaries by cheque ... .ee

w o Drew for personal use . ase

» w» Kharas & Co. drew on me at 2 months in
account s e

» 31 Paid Office Rent by cheque e

Feb, 1 Discounted H, Henry's bill receiving cash
»w 5 V. Vijay purchased goods on credit ...
» 6 Received from V, Vijay cheque ..
» 7 Paid into Bank .

settlement of his

» 10 Drewon V., Vuay at 2 months and he accepted the same

allowed him as discount oon

» 13 Bill Payable in favour of B. Bode honoured by Bank e

» 21 H. Henry purchased goods worth ...

» 23 Received from H. Henry cheque s
» 28 Bought goods and paid for same by cheque e ..
Mar. $ Paid salaries by cheque—February ... e ae
s s Office Rent by cheque ”» . aen oo - e
» 8 Bill Receivable, received from H. Henry, returned dis-
honoured by Bank e e ..
«» 10 Received from H, Henry cheque . e v
s 19 Paid cash for Stationery ... res s -

»» 28 Kharas & Co. returned G. Madon’s acceptance dis-

honoured, Noting charges paid by them
» 30 Paid Kharas & Co. by cheque don

» 31 G.Madan paid Rs. 85 in cash including interest Rs, 35 and

accepted 2 new draft at 2 months for_
EXERCISE 1II.
Journalise the following transactions =—
1929 *

Jan. 3 Accepted ]J. Brown’'s draft at 1 month for Rs. 900.

» 7 Received from B, Butcher his acceptance at 1 month for Rs,

11

1,500
150

-1,775

725

1,000

.50

1,300

" 500
300
475

1,150
500

2,800
600

950
200
600
500
300

" 750

520

1,050

1,000

1,200.
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Jan,12

n 20
» 23
» 30
Feb,
”»

o O w»ni

» 10

» 23
Mar. 1

n 3

» 10

" 25

» 30

Apr. 4
» 11

" 15

FIRST STEPS IN DOUBLE-ENTRY BOOK-KEEPING.

Drew on Fancy & Co. at 3 months for Rs, 1,400 and they accepted
my draft.

Gave my acceptance at 1 month for Rs. 1,250 to Mercury & Co.
Endorsed over to C. Sharp, B. Butcher’s acceptance,

Gave Swift & Co, 2 Promissory Note for Rs, 1,300 at 3 months.

" Discounted Fancy & Co.’s acceptance receiving cash Rs. 1,360,

Rattanshaw & Sons accepted my draft at 2 months for Rs. 1750.
Bill Payable, due this date, drawn by J. Brown, duly met,

Received from C. Roberts, Waverly & Co.'s Promissory Note
for Rs.1,100 at 3 months, dated January 8. )

C. Sharp returned B. Butcher's acceptance dishonoured; Noting

charges. paid by him Rs. 35. ’ )

» 1

Bill Payable in favbur of Mercury & Co. dishonoured.
P. Shroff gave me a Promissory Note for Rs. 1,700 at 1 month.

A_..'B. C. & Co. drew on me at 1 month for Rs. 1,300 and I accepted
their draft.

Renewed Rattanshaw & Sons acceptance for Rs. 1,750. They paid’

cash Rs. 645 including Rs. 95 for Interest and accepted a
new draft for Rs, 1,200 at 2 months.

Renewed my acceptance in favour of A, B. C. & Co. for Rs. 1,300.
. Paid them cash Rs.50 being interest for the extended period
. and accepted their new draft for Rs. 1,300 at 2 months,

‘Received from Star & Co,, their acceptance at 2 months fgr
Rs. 1,400.

Received césh for P. Shroff's Promissory Note, due this date.

Received cheque Rs. 1,100 for Promissory Note, due this date,
from Waverley & Co.

Fancy & Co.’s acceptance returned dichonoured by Bank ; Noting

- charges paid by them Rs. 55.
EXCERCISE 111

On 1st June 1931, Ramdas & Co., Allahabad, drew a bill of exchange
upon Jiwanji Bros,, of Nagpur, for Rs. 3,250/- at 4 months’ date. This
was duly accepted payable at the C. P. Bank Ltd., Nagpur ; after accep-
fance, the bill was endorsed to Adamji Lookmanji of Nagpur. Draw the
bill of exchange showing the acceptance, the endorsement, and the
stamp duty, '
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EXERCISE 1V.

Pass Journal Entries in the books of Ramdas & Co., Jiwanji Bros,
and Adamji Lookmaniji to record the above transaction, assuming that the
Bill was honoured on the due date.

EXERCISE V.

Assuming that the above bill was dishonoured on due date and the
endorsee arranges with the endorser to accept a new bill of exchange at four
months plus interest at 5 p. a. for the period and Rs. 25/~ for expenses,
make the Journal entries in the books of the endorser and the endorsee.

EXERCISE VI

On 15th July 1930, H. Jamshedji bought a pearl necklace for Rs. 12,500/
from Motiram, and accepted two bills of exchange in settlement, one for
Rs. 5,000/~ due 4 months, and the other for Rs. 7,500/~ due 6 months after
date, The first bill was met on the due date, but before the second bill fell
due it was withdrawn by mutual arrangement and a new three months’
bill was accepted by Jamshedji, Rs. 100/ being added for the extension of

credit. Set out th= entries in the books of both the parties, recording the
above transactions. '

EXERCISE VII,

On 1st January 1930, X sold to Y goods of the value of Rs. 1,300 and
drew upon him at three months for that amount. On 1st Febrnary 1930,
X purchased from Z goods valued Rs. 2 600, and in payment he handed Z Y's
acceptance and a cheque for Rs, 1,267, Z allowing Rs, 33 by way of discount.
Onmaturity, Y's Bill was dishonoured, and X had to take it up. Show the

necessary entries to record the above transactions in the books of X, Y
and Z,

EXERCISE VIIIL.

What is a Promissory Note? Draw the following Promissory Note
and show the stamp duty :—

Promissory Note for Rs. 1,150 given by Mulchand Mehta of Ahmedabad
on Lst September 1930, to Govindrao Anandrao of Bombay, payable 4
months after date.

EXERCISE IX,

A draws a Billon B for Rs. 1,000. On return of the acceptance by B,
A discounts it with his Bankers for Rs. 960. On due date the Bill is
dishonoured. Pass entries in the books of A and B.

8
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EXERCISE X.
C receives D's acceptance for Rs, 1,200. He endorses over the same
to E. E discounts it with his Bankers for Rs. 1,140. The Bill is dishonoured
on due date. Pass entriesin the books of C, D and E, :

. EXERCISE XI.

D '!eceives E’s acceptance, for Rs. 1,500. Before the due date E
appro‘a.ches D with Rs. 500 cash and offers to accept another Bill for
Rs. 1,100 including interest for extension of time in cancellation of the ori-
‘ginal bill, ~ D agrees to these terms and draws another bill for Rs. 1,100 in
place of the old one. Pass the necessary entries in the books of D and E.

EXERCISE XIIL

- A" draws a Bill for R, 700 on B, B accepts it and A endorses over
the sameto C. C discounts it with his Bankers for Rs. 665. Before the
‘due date, B-approaches the holders in due course and arranges for a new
“Bill of Rs.750 to be drawn on him incancellation of the old one., The
- second Bill €s then duly honoured by him on the due date. Passthe
" necessary entries in the books of all the parties concerned.



CHAPTER VIIL

THE JOURNAL PROPER.

_ As has been said in the previous pages, originally, tliere was
only one book of prime record, viz, the Journal,” through"
which all business transactions were passed without exception,
and it was from there that subsequent entries were made in the
Ledger Accounts. It wasthen soon found that if transactions
of any one class such as, Credit Purchases, Credit Sales, Cash
Transactions, Bill Transactions or Returns were - passed through
separate subsidiary Tournals, a considerable saving of clerical
labour would be effected, This gave rise to the use' of the
Purchases Journal, the Sales Journal, the Cash Book, the Bills
Journals and the Returns Journals which have 'already been
described in the previous Chapters. The general use of Journal
is thus very much restricted in modern Book-keeping, and
through this book are now passed onmly such transactions as
cannot be conveniently recorded in any of the other books of
Prime Engtry. g '

. Y o
Generally speaking, the='use of the Journal proper is now
confined to the record of the following transactions :—
.

(l) Opening Entries;

. (2) Transfers from one account to another;
(3) Rectification of Errors;
(4)  Adjusting Entries;

(5) Closing Entries; i.e., transfers from the Nominal
Accounts to the Profit and Loss Account;

), Entries relating to Dishonour of Bills; and

(7) Such other transactions for which there is no special
book of Prime Entry, such as, Consignment
Transactions, etc. ‘ :
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The double aspsct of every transaction is given effect to in
the Journal by tha two money columns provided, the left-hand
columa being used for dabit entries, and the right-hand for the
credit. In order to make each entry self-explanatory, it is

-essential that a concise explanation giving the reasons for the
entry should be appended to every entry. This is known as
the narration, and the student should note that the narration
in a Journal entry is as important as the figures comprising it.

, OPENING ENTRIES,

If a trader commences business with cash, furniture and
stock, all these accounts must be shown in his Ledger. But
as they cannot appear direct into thd JLedger without passing
through any subsidiary book, the Journal comes in useful for

»

this purpose. .

“Thus, if J. Smith commences business with Cash
Rs. 2,000/-, Furniture Rs. 500/~ and Stock Rs. 5,000/, the
Journal entry to record this fact would be : —

Rs. @.p] Rs. a.jp.
Cash w Dr, .. 2,000 | 0| 0].
Fuarniture ... e 0y ee 500 | O] O
Stock of Geods w  eee 5,000 | O} O
To J. Smith's Capital Account... | 750000
Being the assets brought in by |Ra. |7,500 | 0/ of 7,500 | 0/ 0

Lim to commence business. ——

Opening Entries are also passed to record the balances of
Assets and Liabilities brought forward from ‘previous period
into current year's books. In passing such entry, the rule to

be" followed is—-
Debit all Assets ;
. Credit all Liabilities ; and
(%

Credit the excess ,of Assets over Liabilities to Capital

Account.
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Example 17. .

P. Chinoy carried on business as a Draper, and on '3tst December
1928, the following balances stood in his books. Pass the opening entry
in his Journal on 1st January 1929 =

. Rs,-
Stock on hand . . - 7,500
Fixtures & Fittings s e 800
Cash at Bank .. « - s e 1200
Cash in Office ... e * aee s 100
Debtors—
P. White R e _ - 325
W. Brown s . ave s 400 .
C. Black . - 600
Creditors—
Sultan & Co. ..+ ‘o 1,400
Haroon & Co. ... s s « 900,
Loan from Smith & Co,, ... T e e 2,600¢ -
JOURNAL ENTRY.
1929 . ’ Rs. jJa.[p.] Rs.a.p.
-
Jan. 1 | Cash ... e ... Dr » 100{ 0 i
Bank see e e 1,200| O] 0|
Stock-in--trade - ... . - 7,500{ 0} 0
Fixtures and Fittings R 800, 0 0
P. White w w| .} 32500
W, Brown - e | )* 400 O} O
C.Black  _, .. . - 600 0} 0
To Sultan & Co. ... . : 1,400, 0} 0
+» Haroon & Co. PYPR * 900] 0) O
+» Loan Account e 2,000 g 0
«» Capital Account - 6,625 Oy O
(Being the opening Assets and
Liabilities brought over from the‘ l
previous year.) : !
Rs. 110925 of 0/10,925].0] 0

&Ec'rchﬂou OF ERRORS,
Jourl.;al fs also used for the Jurpose of recording entries
necessary to rectify errors, The fqllowing example will serve
to indicate how to pass rectifying Journal ;ntries —
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Example 18,

(1) Goods sold to B, Basu for Rs.115/10 have heen wrongly passed
through the Sales Book as Rs, 110/15.

{2) Goods sold to R, Ramrao for Rs. 275/- have been wrongly entered .
in the Sales Book as Rs, 723/-.

(3) A purchase of goods from C. Croft of Rs. 200/~ has been wrongly
debited to Furniture Account.

(4)  An amount of Rs. 500/~ received for commission has been wrongly
entered in the Cash Book as received for interest,

{5) A purchase of goods from D. David amounting to Rs. 150/~ has been
wrongly entered through the Sales Book. .

(6) A credit sale of Rs.120/-to R. Peter has been wrongly passed
through the Purchases Book.:

(7) Rs. 300/~ Salary paid to the cashner B. Naidu stands wrongly debited

to his Personal Account.
{8 Rs. 100/~ received from Shaw & Co,, have been wrongly entered as

from Shah & Co,
The Journal . entries necessary lo rectify the above errors will be as
follows :—
Rs. a.p. Rs. a. p-

(1) B. Basu ... - e Dr| 411 0 |
-~ To Gonds Account . 411 0
Being the rectification. of a Credit
Sale of Rs. 115—10—0 wrongly
entered in the Sales Book as
Rs.110—15—0. '
+
(2) Goods‘Account . w Dr 430{ 0/ 0 <
To R, Ramrao 450/ 0 0
" Being the entry to rectify an ex-
‘ cess debit of Rs. 450/- passed
from the Sales Book.
{3) Goods Account... Dr. 20010 0
To Office Furniture Account 20¢) 0 0
Being the wrong debit givento
Furniture Account set right. -
(4) Interest Account... Dr. 500! 0 0
To Commission Account 500| 0; O
Being the rectification of the
amount received for commission
wrongly credited to Interest .
Account,
{35) Goods Account Dr. 300{0 0 1
To D. David k 300/00
Being the entry to rectifly the i
purchase of goods of Rs. 150/~ !
from D. David wrongly entered ‘
through the Sales Bock. f
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LF. Rs. a p. Rs, 2.p.

(®) R. Peter Dr. 2401 0 0
To Goods Account 240/ 0/ 0
Being the entry to rectify a sale of
Rs.120{-made to R.Peter wrongly
entered through the Purchases
Book. )
{7) Salaries Account Dr, 3001 0f o}
To B. Naidu 300{ | 0
Being the rectiiication of the Salary - )
amount wrongly debited to the
Personal Account'of the Cashier
instead of the Salaries Account.
(8) Shah & Co. w. Dr 1660, ¢
To Shaw & Co. : . 100{ 0; 0
- Being the-rectification of a wrong . -
credlt given.

EXPLANATION OF THE ABOVE ENTRIES

(1) In this case, as B. Basu’s Account has ongmally got an
under-debit and the Goods Account an under- credzt, ‘the same
is now adjusted by giving a further debit ‘to B. Basu’s Account
and a further credit to Goods Account of Rs. 4-11 through
the Journal.

(2) Here, as R. Ramrao's Account has been overdebited
with Rs. 450/~ and Goods Account overcredited by Rs. 450/—,"
the error is set right by debiting the Goods Account with -
Rs. 450/- and creliting R. Ramrao’s Account with Rs, 450/-+

(3) As Furniture Account has been wrongly debited with
an amount which should have been charged to Goods Account,
the Furniture Accouat is credited with the same amount so as
to nullify the effect of the wrong debit, and the Goods Account
is debited with the amount which should have been debited

thereto. .

(4) As Interest Acconnt has got a wrong credit for
Rs. 500/-, the same is nullified by debiting the Interest Account
with a similar amount., The Commission Account gets the
corresponding credit, as the amount was received on account of -
commission. »

(5) Inthis case, the original entry should have been ta
debit Goods Account and credit D, David's Account with
Rs. 150/-. But as the entry has gone through. the Sales Book-
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instead of the Purchases Book, D. David has got a debit of
Rs. +150/- and the Goods Account a credit of Rs., 150/-. i,
therefore, an entry of double the amount is passed through the
Journal, the effect of such entry would be to wipe off the wrong
debit of Rs. 150/-to D, David and wrong credit to Goods
Account of Rs. 150/-, and instead leave a debit of Rs. 150/-
to Goods Account and a credit of Rs, 150/- to D. David’s
Account. :

(6) As a result of the Credit Sale, R. Peter's Account
should have got the debit and Goods Account the credit for
Rs. '120/-. As, however, this transaction has wrongly passed
through the Purchases Book, the reverse has happened, viz.,
Goods -Account has got the debit and R. Peter the credit for
Rs. 120/-. In order, therefore, to set this error right, a Journal
entry is needed debiting R. Peter and crediting the Goods
Account with double the amount,

(7) When an amount is paid for salary, it would be wrong
to debit the Personal Account of the  employee, as the payment
of such salary does not render the employee a debtor
to the employer. The rectifying entry is, therefore, to debit
Salaries Account and credit the Employee’s Account. The
effect of the credit given to the latter Account is to wipe off the
wrong debit already given.

(8) When one Personal Account is wrongly credited for
another, the error is set right by debiting the Account that has
already been given the wrong credit and by crediting the right
party.

N ADJUSTING & CLOSING ENTRIES.

The Journal is also used for making necessary adjustments
in final accounts and for transferring the balances of Nominal
Accounts representing expenses and gains to Profit and Loss

. Account. Transferring the balances to Profit and Loss Account
at the end of each financial period is called closing the books,
and the Journal entries necessary to bring this about, are
called Closing Entriess These entries are explained in the
Chapter on Profit and Loss Account,
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THEORETICAL USE . OF JOURNAL.

As the ruling of the Journal is so designed as to show .the
debit and credit effect of every transaction, students in examina-

tions are often asked to journalise all the transactions i a given
business. This, however, is only a test of theor‘):fﬁnd 7‘the student
should not hesitate to pass all transactions through the Journal
where so demanded in examination exercise. When, however,
he 15 asked to enter a given series of transactions through their
proper Subsidiary Books, only such entries as cannot be con-
veniently passed through any of the other books of prime entry
should then be journalised.

SUMMARY

(1) Theorencnlly, any business transaction can be recorded
in the Journal,

(2) 1In practice, the use of Journal is restricted to record-
ing such trainsactions as cannot be passed through' any other
Subsidiary Book.

(3) In modern Book-keeping, the Journal Proper is used.
for passing Opening Entries, Closing Entries, Adjusting Entries,
Transfers. Rectification Entries ant Transactions appertaining
to Consignments and Joint Ventures. .

(4) - Every Journal entry must have a “ parration ”’, i.e, an
explanation immediately after the entry. '

QUESTIONS,

(1) What is the function of the Journal Proper in modern Book-
keeping ?

(2) How far is the Cash Book a Journal ?

(3) What do you understand by Purchases Journal and Sales Journal ?
Why are these called Journals ? ‘

(4) Explain & Opening Entries " and * Closing Entries ",

(5) What is a *“ Narration **, and why is it necesssary ?

(6) How are the posting made from the Journal ?
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EXERCISE 1. N
A Laud on 31st December 1928 found his bnlances as follows ;—
Debtors
G. May . e - .
R, Gay . e e .
W. Joy & Co. ... vee vee .
Crgditars
L. Merry s o . oo
H. Hope . o -
Goods ane e .se
'Bills Receivable. .. . e »on
Bills Payable ... e
Cash in hand e - . can
Cash in Bank ans ane .t ase
Furniture and Fittings e e .

FIRST STEPS IN DOUBLE-ENTRY BJOOK-KREPING.-

In the month of January his transactions were :—

1929, .

Jan.
”
”

"

”
21

"!
»
"
”
£

”
»

2

tn P ) e

10

"

12
(1]

13

17
19

Bought of L. Merry goods ... s o
Bill Payable No. 1 due this day paid at Bank .
Sold to B. Comfort goods® ... . e
Received from B. Comfort Cheque e 2,111-3-2
Lzss Discount ... o 105-3-2
Received of G. May his acceptance at one month ...
Sold goods for cash aes
Accepted L. Merry’s Draft at 2 months for s
Paid into Bank s o oo
Purchased goods from H. Hope . e
Sold goods to R. Gay - i s
Drew cheque for personal use T e o
Returned to H. Hope goods . ~ . e
Received cheque for Bill Receivable No.1
Endorsed over to H. Hope, in part satisfaction,

Bill Receivable No. 2 due February 3, for nes
R. Gay rcturned goods worth ane .ee
Sold to J, Cooper goods . e
Drew on W, Joy & Co. at 2months and they *

accepted my draft for e .. .
Bought goods for Cash e o

W. Joy & Co. purchased goods on crednt ae

Rs,

2,509
1,155
1,126

2,364
3.826
3,885
6,350
6,160

985
4,490
3,400

Rs.

1.495
1,550
2,111

2,006

2,300
1,187
3,860
3,500
2,895
4,326
1,155

316
1,350

3,775
193

1,485

1,100
1,233
3,042

a, p.

2
S
7

9
13

oVaooOow

N

(- 30 K -]

CNOVOoOOPRWL

N QO

OCNPUNMNOOHL O (-]

o

L~ -]
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Jan. 21 Renewed G. May's acceptimce for Rs. 2,300.
Received Cash Rs- 875 { Rs. 75 being for Interest)
* and drew on him a new bill at 1 month for -

» w Received from R. Gay Promissory Note at 1 month

for ace v ase e

Allowed him discount e - o

« « Paid for Printing and Stationery in cash ' [
w = Sold to G. May Goods e -
«» 2% Paid Salaries by Cheque e eee e
» w Paid Office Rent by Cheque ... e s
» 25 Received from G. May Cheque !,430-0—0 e’
Allowed him discount e 82-1-3 ...

28 Bill Receivable No. 3accepted by J. Hugh due this
date dishonoured e ase oee

29 Gave H. Hope a Promissory Note at 1 month for ...

- «» He allowed me discount on .on -
«» 31 Paid for Electric Light by cheque oo -
- » Received for Cash Sales Cheque oo e
”» ., Paid into Bank e . e © aes

You are required to journalise the above transactions,

EXERCISE II.

123

Rs. a. p-

1,

3,

500 0 0

500 0
88 5

178 4

1,563 12
750 ©

0
3
3
1302 14 9
e
6

1512 1 3

1,

225 0

1,550 ©

500

2,496 2
5000 0-

0
0
8014 6
0
1
0

The Balance Sheet of Abdul Rehman disclcsed the following position

on 31st Decen,ber 1930:—

Creditors:— Rs. .

B. Renjamin ... e 2,500 Cash at Bank. ...
S. Sopher oee e 1,200 Petty Cash ove
Bills Payable:-~ Bills Receivable:—
D. Dohbs e ws 700 G. Gannon ...
N. Nathan ... . S00 M. Dubash ...

Capital e eee 78,3C0 Debtorss—
A. B, Irani ..
N. Mahomad ...
Stock:~ .
Crockery o
Cutlery ass

Land and Ruildings

7
g

s

Rs.
8,990
110

1,000
1,600

1,150
650

9,140
12,560
48,000

———

Rs. 83,200
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NOTE :—ﬂ-meptmdvdmm— the same dayand all
paymeais m-nde_bycheq-n
His transactions during Jaouary 1931 were as follows >—

Jan. 3 Received chegque for cash sales— Rs. Rs.
' Cutlery — — - SO0
Crockery . - - 320 20
- 4 Roughtfrom B. Beojamin—
Cutlery - — - 550
Crockery . - o 130 700
‘- 5 Soid to K. Khodabuz—
- . Crockery - — - 10
- 6 M. Dubash’s bill discomnted for Re. 1,540
- 7 Soldto A. B Yrami—
o Cuflery - -— — 900
Crockery -— -~ - 500 1,900
" Received cheque from bim in fall sctticment
of bhis previoas accoant mup to the end of
. 1930 - - - - 1120
- 8 Paid to B. Benjamin oa accoant by cheqee ... 2,000
- 9 Paid from Petty Cash for—
. Postage - 50
Stationery an— o - 32-8
Telegrams -— - - 5% 6212
,,b io Returued to S.  Sopher—
Crockexy - - - 40
- Catlery - — - 160 200
» 11 Eoaght from D. Dobbs— -
Catlery - - - S50
Boaght from Jarvis & Co.—
' Crockery — . - 300
« ' 12 A. B. Irani returned goods— <
a Cutiery - - - 160

- 13 'G. Gaumom’s bill dsc to day dishomomred
Noting charges paid Rs. 8.



Jan. 14

"

”

s

17

18

»

19

20
23

25
26

27

28

29
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Sold to K. Munshi— Rs.
Cutlery . ase e -, 400
Crockery  w.  w we 375
Retired D. Dobb's Bill due 18th March by
cheque by getting discount Rs. 25/-.

Bank returned Irani’s cheque as dishonoured,
Drew on K. Munshi at 4 months including
Rs. 10/~ for interest.... - T e

Sold to J. Fernandez—

Cutlery oo s 150
Crockery e e e 210

Sold for cash— . L e
Cutlery an e e 100
Crockery - we 10

Accepted D. Dobb's draft at 2 months,

including Rs. 60, as interest. .. on o
Drew for personal use e on P
Paid bill of the Indiaa Electric Co. for

Lights, Fans and Fittings, ~
Borrowed from Safe Security Ltd., Rs. 6,000

at 77, p.a.on the secority of Land and

Buildings. .
M. Mahomed paid on account ... . ane
G. Gannon gavea new bill at 3 months

including interest Rs.17, . .. e e

Paid from Petty Cash for - . )
Telegrams ... e . Rs.4-8
Postage ... » 2-14
Sundries . . » 8712

M. Dubash’s bill previously discounted with
Bank, now returned dishonoured,

Nt Nathan'’s bill due to-day paid at Bank..,

Abdul Rehman took for personal use
Crockery Rs. 45/~, Cutlery Rs. 25/~

Drew from Petty cash for personal use

—

125

Rs,

s

1,120

785

360
170

5,360
250

240

150

1,025

16-2

20
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Jan. 31 Sold for cash-

Cuotlery ... o - Rs. 45
Crockery " een e w 75 120

You are required to journalise the above transactions.

EXERCISE III.

Journalise the following transactions :—

Apr. 1
w. 2

NV aow

O

"
w 10
o 11
w 16
w17
w 19
" 20
v 24
o 26
w29
» 30

Je Kussy brought in as Capital Cash £ 930-

He arranged for an overdraft with the Midland Bank to the extent
of £ 4,000 and bought goods for cheque £ 2,400,

Sold to F. Featherstoné, goods £ 670.
SJld for cash, goods £ 1,090.

Paid sundry expenss- in cash £ 30.
Paid into Bank, cash £ 1,500.

Received and banked cheque from F.Featherstone, £ 630, and
allowed him discount £ 20.

Paid in cash, wages £ 25 and Furniture & Fittings £ 50-
Bought from M. Johnson, goods £ 1,060.

Sold to K. Kirkberg, goods £ 1,870.

Returned goods to M, Johason £ 51.

Sent cheque to M. Johnsen £ 1,000 and got discount £ 9.
Sold goods for cash £ 490,

Paid into Bank £ 400.

Drew cash from office for perso nal use £ 50.

Bank éharged >£ 19-10 interest on overdraft.

Paid cheque for stationery £ 50.

Bought from M. Ma_lcar(;ni. good§ £1,040.

Received from K. Kirkberg on account £ 600.

Banked £ 650 from office cash.

EXERCISE IV.

On June 1st 1930, B. Kirtikar's books showed the lyllowrlng S

. Rs. a. p.
Assets: Cash inhand ... e . 890 14 9
» atBank .. eve ae 1,509 6 4
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Assets, “Stock . .

H, Ganesh owed

S. Lord ’e e

P. Rodrick ,, T e

Bill Receivable = = ...

- Furniture os

Liabilities : To Waman Desai
w T. ]ﬁsab' o .,..

Bill Payable :

Loan from K, Dixit

. 115560 ©

The following are his transactions for the month :—
June 2 Sold goods for cash and banked

‘4 . , toS.Lord
6 Received from P. Rodrick .
8 Bought goods from Waman Desai

11 Paid Waman Desai his old account by cheque,

14 Sold to H. Ganesh, goods
16 Sold goods to B. Barod for cash

nis

P

19 Received from S, Lord a bill at one month
for Rs. 2,000 in full settlement of account.

20 Received cash for B/R e

- 21 Paid into Bank e

22 Retired through Bank the bill for Rs. 930
‘ due on July 13th, receiving Rs. 20/~ by

way of discount.

23 Gave a bill to T. Jusab for Rs, 700/~ in full

“sejtlement of account,

24 Gaveacheque in part payment of loan to

K. Dixit ... [ e
26 Sold goods to E. Hardayal .

osn

27 Bought goods and paid for same by cash

28 *Bought goods from T, Jusab
29 Paid Trade Expenses by c¢ash’ ...
30 Drew from cash for personal use
w Drew cheque for office rent oos .

s

Rs,

190
1,506
371
460
450

3,000

2,500
500
371
150

430
157

460
500

1,200
1,600
330
150
120
150
100

,4;

0
360 15
710 10
930°

© o o ©
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0

0.
0

0
0
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o o
¢

i
1)

2 oo wnm oo
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EXERCISE V.,
. On April 1st 1931, the position of S. Dallas was as follows :—

Cashin office Rs.435 and at Bank Rs. 5,300 ; Bill Receivable (J. Padshah,
due April 29th 1931) Rs. 2,000; owing by E. Bamji & Co. Rs. 3,050°and by
F, Arnold Rs.1,560; goods in stack valued at-Tea Rs. 17,000 and Coffee
Rs. 14,700 ; PRusiness Premises Rs.20,000. He owed Bennett & Co. Ltd.
Rs. 4,000 ; Marshall Bros. Rs. 3,750 ; Bill Payable in favour of B. Chatterji
Rs. 1,230 ; PN given to George Ponsonby due on 21st April Rs. 825.

(NoTE : All receipts are banked intact andall payments are made by
cheques, unless otherwise stated),

1931, :
_ April 2 Sold to 1% Bamji & Co. 600 lbs. Tea Rs. 475/~ and 450 1bs.
Coffee Rs. 260/-.

"o 3’ Discounted J. Padshah's bill at Bank, for Rs. 1,990.

w., S Bou,;;ht of Marshall Bros. 5,400 Ibs- tea at annas 12 per Ib. and '
' gavé them our acceptance at 3 months for the amount of
their bill, Paid carriage on the above Rs. 70.

w9 Received from E.Bamji & Co. their cheque for Rs. 1,000/ )
and their acceptance at one month for Rs. 2,000/- in fuil
settlement of their account upto April 1st 1931.

«» 14 Sold to Kazi & Co. 440 1bs. tea Rs. 390 and 220 1bs. coffee

o Rs. 125,
» 18 Honoured our acceptance to B. Chatterii by forwarding a
- cheque for Rs. 1,250]-.

» .19 Bought of Bennett & Co. Ltd., 6000 Ibs_coffec at 8 annas per ib.

» 20 Bought of Marshall Bros. 4,000 lbs. tea at 12 annasper 1b.

n 21 .My banker paid to George Ponsonby against my P/N to him,
w 25 Paid Marshall Bros. Rs. 3,730, in full settlement of account
upto April 1st by cheque. :

‘w29 Bill Receivable of J. Padshah dishonoured, noting charges, etc,

paid by Bank Rs. 15.

» 30 Drew cheques for salaries Rs.425]-, rent, rates and taxes
Rs. 365/-, and sundry trade expenses Rs. 70/~

Charge S. Dallas with the value of tea Rs. 20/- and Coffee
Re. 10/~ taken by him for personal use,

» ”

a
«

Lo EXERCISE VI.
Ramkrishna Bhandari had the following Assets and Liabilities on
February 1st 1931 :—
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Cash Rs. 630 ; Bank Rs. 23,100 ; B/R. Rs. 6,750 ; Stock Rs, 26,400
B/P Rs. 3,000 ; owing to Marathe & Co. Rs. 3,600.

OO ® N DU a W oy

e e T~
[~ " -

17
18
20
21
22
23
24

25

26
27
28

Advanced to Petty Cash out of office cash Rs. 300.
Discounted B/R with Bank for Rs. 6,700.

Sold to Bapat Bros, goods Rs, 1,400.

Bought goods from Lala Jaichand Rs. 1,440.

Carriage on above paid out of Petty Cash Rs, 35.

Sold to Ganamal, goods Rs, 3,120 for cash.

Sold to A. Chitre goods Rs, 6,00. :
Paid Marathe & Co, by cheque in full settlement less 217%.
Returned goods to Lala Jaichand, Rs. 60. -

Bought from Chatterji & Co. goods Rs. 6,300.

Received back goods from Bapat Bros. Rs. 70.

Gave advance to travelling salesman Rs. 100.

Sold goods for cash Rs. 800.

Paid out of Petty Cash for stationery Rs. 66 and for postage
and telegrams Rs. 15.

Received back some goods from Ganamal Rs. 90.
Paid for office furniture Rs. 700 by cheque.
Bought goods for cash Rs. 300. o

Returned goods to Chatterji & Co. Rs. 150.
Sold goods to K.P. Reddy 350.

Bought goods of S. Ramchand Rs. 730.
Accepted Chatterji & Co's draft for Rs. 6,000.
Paid salaries and wages by cheque Rs. 300.

A, Chitre returned goods Rs, 200.

K. P. Reddy sent us a P/N for Rs. 350.

Sold goods for cash Rs. 230,

Received trom the travelling salesman his account of travelling
expenses for Rs. 127/-. Sent him a cheque for Rs, 107/-
including Rs.60/- for his salary and Rs. 20/= for commission
due to him, '



CHAPTER '1X.

THE TRIAL BALANCE.

- 'The chief advantage of the system of Double-Entry Book-
keeping is that it enables the trader to prove the arithmetical
accuracy of the entries as recorded in the Books of Accounts.

-~ The student will remember that the fundamental principle
of Double-Entry is that ‘ for every debit th corres-
ponding credit,” Now, in course of making Book-keeping entries
in the wvarious records, if it is seen that for every debit
entry that is given to an account or for every series of debits
given to several accounts there is a credit or a series of credits
of an equal amount given to some other accounts and vice versa,
then it follows that the sum of the debit entries should equal
the sum of the credit entries..

If - the total of the debit amounts does not tally with the
total of the credit amounts, then evidently some errors must
have been made in the records, and it will be necessary to find
out where the errors have occurred.

It will be ussful - at this stage to recapitulate briefly
the names and uses of the several books of prime record and to
see’how in posting the entries from these books into the Ledger
the fundamental principle of Double-Entry has been applied.

1. THE INVOICE BOJDK or THE PURCHASES
BOOK, in which are recorded credit purchases of goods
acquired for resale. The entries in this book are made from
the Invoices rendered by the suppliers. From hete, each item
of purchase is posted to the crzdit of the supplier concerned,
and the monthly total of this book representing the credit pur-
chases for the month is posted to the debit of the Goods Account.
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2, THE RETURNS OUTWARDS BOOK, in - which
are recorded particulars of the goods returned to thd suppliers
by the dealer. This book is written up from the Debit Notes
sent to the suppliers along with the returns, a.nd, which are’
acknowledged by their corresponding Credit. Notes sent by the.
suppliers, The amount of each such return outward is posted
to the debit of the supplier concerned, and the monthly total of
this book is posted to the credit of Goods Account. - .

3. THE DAY BOOK or THE SALES BOOK, in
which the credit sales made to customers are recorded. This
book is entered up from the Outward Invoices 'sent to the
customers. The postings are to the debit of each customer
concerned with the amount of the goods sold to him and to the
credit of Goods Account in shape of the monthly total of
the book. .

4. THE RETURNS INWARDS BOOK, in which are -
entered particulars of the goods returned by customers fo the
dealer. The entries in this book are made from the Credlt
Notes- sent to the customers. The amount of each return
inward is posted to the credit of the customer concerned, and
the monthly total of thlS book is posted to the deb:t of
Goods Account.

5. THE CASH BOOK with columns for Discount, Cash
and Bank on either side. The entries on the debit side represent
cash receipts and are posted individually to the credit of their
respective personal or other accounts. The amounts as entered
in the Cash or Bank coluinns in themselves represent debits to
Cash Account or Bank Account. The monthly total of the
debit Discount column is debits1 to Discount Account. Thus,
from the debit side of the Cash Book, whereas the various
personal or other accounts get individual credit, the corres-
ponding dePits go to Discount, Cash and Bank Accounts,

The credi side of the Cash Book records all payments.
Each amount paid 'is debited to the personal or other account
concerned, and the Cash Account or Bank Account is automati-
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cally credited by means of the amounts being entered in these
columns on’ the credit side. The monthly total of the credit
Discount column is credited to Discount Account, Thus, from
the credit side of the’ Cash Book, whereas the several accounts
concerned get individual debit, the corresponding credits are
given to Discount, Cash and Bank Accounts.

‘6. THE BILLS RECEIVABLE BOOK, to record
particulars of all Bills Receivable received from debtors. The
personal account of each party from whom the Bill is received
~ is individually credifed, and the monthly total of the book is
debited to Bills Receivable Account.

. 7. _THE BILLS PAYABLE BOOK, to record particu-
lars of all Bills Payable granted by us. The personal account
of each party to whom such Bill Payable is granted is debited
and the monthly total of this book is credited to Bills Payable
Account. :

: 8 THE PETTY CASH BOOK to record payments of
Petty Expenses The Petty Cash Account is debited each .
time a cheque for Petty Cash is given to the Petty Cashier, and
the Bank Account is credited from the Cash Book. At perio-
dical intervals, a Journal entry is passed with the summary of
petty cash payments, debiting the appropriate Nominal
Accounts of expenses for which monies were paid and crediting
t}le Petty Cash Account.

9. THE JOURNAL PROPER, to accommodate such

other transactions as cannot come under any one of the above’

~ classifications, In this book, the double aspect of every tran-

saction is’ given effect to by at once debiting one account and
crediting some other account.

From the above, the student must have observed how, while
. transferring into the Ledger the entries from the( foregoing
. books of original entry, the underlying principles of Double-
Entry are most faithfully applied by giving effect to the two-
fold aspect of every transaction or each series of transactions.
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WHAT A TRIAL BALANGCE IS.

Since accounts are thus debxted and credited with like
amounts to give effect to the double a.spect of every transac-
"tion, it Yollows that the total of the debit entries must equal
in amount the total of the credit entries. It also follows as
a corollary that the total debit balances mist equal the total
credit balances. This, however, would be irrespective of the
number of accounts opened or the numbsr of postings miade.

When, therefore, all the transactions for a particular
period have been duly entered in the books and properly
posted, you will need #o ¢£ry whether you have correctly trans-
ferred all the entries from the Original Records into the Ledger.
With this object in view, you will prepare a Trial Balance,
i.e., a list of Balances debit or credlt standing in the baoks ,of
a trader at any given date.

-

The agreement of the Trial Balance provides.a very useful
checkk upon the Ledger postings. As a matter of fact, it proves
two things, viz,, .

(1) That both the aspects of ea.ch £ransact|on are
recorded ; and

(2) That the books are arithmetically accurate.

“ Should the Trial Balance disagree, it reveals the presence of
errors whlch must be found and rectified.

HOW TO PREPARE A TRIAL BALANCE,

A Trial Balancs is usually preparad on loose shests ruled in
a form similar to that of the Journal, i. e., with debit apd credit
money columns side by side- Each account is given a line, and
the name of the account is written in the particulars column.
The date column is used for entering the folio or page of the
Ledger on which the account appears. The first money column
is used fot engering the total of the debit sids of each. Ledger
Account, and the second column’ for the total of the credit side
of the account, If the books are correct, the Dabit Total will
equal the Credit Total, thus:—
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TRIAL BALANCE WITH DEBIT & CREDIT TOTALS.

Capital Account ...
Drawings Account ...
Cash .. .
Bank e
Stock at commence;nent
Purchases Account ...
Sales Account .
Returns lnwards" Account
Returns Qutwards Account
Bills Receivable Account
Bills Payable Account

D. Marker

wen

J- K. & Sons ane
R. Ravii ) “uee
Press & Co.

P Sonnie & Co, ser
. Office Fixtures Account

"Discount and Allowances Account

Postage Stamps Account
Advertisement Account

Printing and Stationery Account

Salaries Account ...
Office Rent Account ...

Dr,

Rs. a, p.

17,700 0

1,712 12
26,000 0
18,858 14
23457 3

1,676 10

3,900 0

" 3,000 0

1,603 4
'8,278 2
9,252 12
1,633 4
1,980 4
2,700 0
893 10
150 12
375 8
850 13
2,500 0
2975 0

w oo WO

(-]

0
0
3
0
3
2
0
0
6
3
(1]
4
0
0

Cr.

Rs. a, p.

45,000
5,200
1,492

17,783

o N & O

40,263 10

986 12
2,700 ©
3,600 0
2955 8
1,850 ©
3,002 12
2553 3
1,375 6

753714

o 0 o0

W w e w o Oaw

Rs.1,29,518 14 9 1,20518 14 9

. Insfead of entering the debit.' and credit totals of each
Ledget Account, a method that is generally followed in prac-
tice is to extract the balance of each Ledger Accbunt(and then
to enter all Debit Balances in the debit (left-hand) column and

all Credit Balancss in the credit column, thus—
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TRIAL BALANCE WITH DEBIT OR CREDIT BALANCES.

Dr. ) Cr.
Rs, a. p Rs. a.’p.
Capital Account ... S ) : 45000 0 O
Drawings Account ... w 1249912° 0 '
Cash Balance - - o 22010 3
Bank Balance .. . C e 3,21410 O
Stock at commencement p— - 18858 14 6
Purchases Account - . .. 23457 3 3 ;
Sales Account - - - © 40263 10 2
Returns Inwards Account e w1676 IQ 0 .
Rel urns Ou\(wards Account .2 ver o986 12,3
Bills Redeivable Account . 1200 8°C - R
Bills Payable Account e " e ' 600 0 07
D. Marker - - v 1352 470
J. K. & Bons . s e 6,428 2 0 .
R. Ravil - 16,250 0 0 .
Press & Co, ves v 89915 3
P. Sonnle & Co. ... - .. 60413 9 ' ‘
Office Fixtures Account e we 2700 0 O
Discount and Allowances Account e 13912 4
Postage Stamp Account e e 150 12 3
Advertisement Account . 373 8 0,
Printing and Stationery Account wee 850 13 4
Salaries Account vee w 2500 0 O
Office Rfent Account s s e 2975 0 0
Rs. 89,102 9 8

89,102 9 8

-

An important point to be borne in mind in the preparation
of the Trial Balance is to include the Cash Balance and the

Bank Balance as indicated by the Cash and Bank columns of

the Cash B?ok. The reason is that these columns represent

Cash and Bank Accounts and. it is only for convenience that
cash transactions are recorded in a separate book instead of

being entered in shape of Ledger Accounts. '



136 FIRST STEPS IN DOUBLE-ENTRY BOOK-KEEPING.

E_RRORS NOT DISCLOSED BY TRIAL BALANCE,

It has been stated bsfors, that, if the two totals of the
Trial Balance are in agreement, it may safely be assumed that
the books have bsen written up correctly. This statement,

““however, is partially true, It must be remembered that the
Trial Balance serves to prove only the arithmetical accuracy
.of the books. " There are several classes of errors which mav
-exist and may remain undisclosed in spite of the agreement of
‘the Trial Balance.

The following errors will remain undetected and will not
Affect the agreement of the Trial Balance :—

Errors of Omission.

Wrong Entries in any Original Record.

1.

2.

3. Errors of Principle.
| 4, Cdmppusa‘ting'Errors.
5.

Posting to Wrong Heads of Accm_mts.

ERRORS OF OMISSION:—An Error of Omission is
one where a tramsaction has- been absolutely omitted to be
recorded, i.e., a Credit Purchase omitted to bz recorded in the .
Purchases Book or an item of Return Inwards omitted to be
recorded in the Returns Inwards Book.

WRONG ENTRY IN ORIGINAL RECORD:—This
occurs where a transaction has been wrongly entered in a
Subsidiary Book. Thus, a Credit Sale of Rs, 175/- to
Dickson & Co., may have been entered in the Day Book as
of Rs, 275/-.

ERRORS OF PRINCIPLE:—An Error of Principle
is one where a trapsaction is recorded in total disregard of the
fundamental principles of Double Entry. Thus, a purchase of
Plant & Machinery may have been wrongly passed through
the Purchases Book or Repairs to Building may have been
wrongly debited to Building Account. -
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COMPENSATING ERRORS: —A Compensating - Error
in Account-keeping is an error on one side of an account Wwhich
is balanced by an error or a series of errors in .the aggregate
of the same value, in opposite direction. Thus, if the
Purchases Book is undercast by Rs. 100/-, and the Sales
Book is also undercast to the extent of the same amount, this
will not affect the agreement of the Trial Balance. -

POSTING TO WRONG HEADS OF ACCOUNTS:—

Such errors will arise where an amount is wrongly posted to
one account instead of to another. Thus, a sale of Rs. 200/-
to Robert & .Son may have been wrongly debited to Robert-
son & Co. from the Day Book. -Such an error will not prevent
the Trial Balance from agreeing masmuch as the amount of
Rs. 200/- is there on the debit just the’ same, and the Trial
Balance only proves that the books are arithmetically correct.

ERRORS DISCLOSED >BY TRIAL BAI.ANOE.
The agreement of the Trial Balance will be’ a.ﬂ'ected by
the presence of any of the following errors:—

1, Omission to post an entry from any Subsidiary
Record.

. .
2. Posting a wrong amount to a Ledger Account.

3. Posting an amount on the wrong side of a
Ledger Account,

4, Errorsin casting Subsidiary Records or Ledger
Accounts,

5. Errors in balancing any Ledger Accounts,

6. Omission of a balance of any Account in the
Trial Balance. V

SUMMARY.

1. In Dguble-Entry, as the two-fold effect of every tran-s .
saction is recorded by debiting one account and ¢rediting another -
account, it follows that the sum of the debit totals of the Ledger

Ac-ounts must equal the sum of their credit totals, on any date.
N . S



133" FIRST STEPS IN DOUBLE-ENTRY BOOK-KEEPING.

2. The acithmetical accuracy of ths books is proved by
taking out a Trial Balance.

3. A Trial Balance can be prepared either by taking the
debit and credit totals of each account or by taking the debit or
credit balance of each account.

- 4. The Cash and Bank Balances must be included in the
Trial Balance.

5. The agreement of a Trial Balance is not a conclusive
proof as to the accuracy of the books. There are several types
-of errors which a Trial Balance fails to disclose.

‘ ) QUESTIONS,.
1. What is a Trial Balance ?
2. Explain how you would set about preparing a Trial Balance. -

3. Prepare. a Trial Balance made up of Ledger Balances with
imaginary figures.

4, 'What would you understand if a Trial Balance agrees ?.

5. Why should Cash and Bank Balances be included in a Trial
Balance ?

6. What items are usually to be found in a Trial Balance?
7. What types of erross does a Trial Balance fail to disclose?

8. Mention the different classes of errors the presence of which
would prevent a Trial Balance from agreeing.

EXERCISE L.

Prepare a Trial Balance from the following items :—

. Rs.

R’s Capital Account ... - . 41,000~

. R's Drawings Accoant e 2,000
Opening Stock v 17,000}
Machinery - . - s 20,000" 2
Office Furniture - ., Teee 1,500 -
Sundry Debtors .an e 38,000 .
Sundry Creditors iee T eee e 45,000
Cash at Bank - . * s 18,200 ™
Cashin hand e e 750

Purchases - . e 30,000
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Discount allowed to Customers
Sales oes e
Carriage Inwards

Insurance . -
Printing and Stationery o
Rent and Taxes ave ane
Office Salaries . e

Returns Inwards ans [
" Outwards .
Bills Receivable s

Rills Payable o

EXERCISE IL

s

»

Rs:
1.200% -
55,0006
1,300%
8004
675 &
1,100 &
8,300 &
1,000
925¢
1,700 X
1,600 L

139:

From the following balances extracted from the Ledgder, you are

required to prepare a Trial Balance:—

A. Brown's Drawings Account

. » Capital Account
Sundry Creditors s ose
Bills Payable aes s
Surdry Debtors .
Bills ikeceivable .
Loan advnaced to Rao & Co, ...
Fixtures and Fittings...

Stock at commencement s
Cash in office o
Cash at the Imperial Bank son

Overdraft with the Central Bank

Purchases ... s ase
Duty & Clearing Charges e
Sales wer e ? e
Staff Salaries oo

Returns from Customers
Returns to Creditors «.. o

Cowimission & Travelling Expenses
Trade E’xpenses... -
Rent Account e
Discount received ...

Rs. A
6,000 vV~
24 000 ¢

143,000 v

4,000 v <
51,000 v
5,000 YA
10,000 & —
4,500 & |
47,000 A
900 A
12,500 O
6,000 &~
50,000 &
3,500 & .

e 128,000 *

e

9,500 %
1,000 ¢
1,100 2
4,700 A
2,500 &
2,000 &
'4,000 v .



CHAPTER X.

THE TRADING ACCOUNT.

The arithmetical accuracy of the books having bezn
tested by means of Trial Balance, the next step is to collect
the information, which. lies scattered about in these books of
accounts, in a manner as would show the resulting profit or
loss and also how the business stands financially,

The Trial Balance beinga list of all the balances stand-
ing in the books of a trader at a given date, it naturally
-includes balances of Personal Accounts, Real Accounts and
Nominal Accounts.

The nufnber,of Personal Accounts which will have to be
opened in a trader’s Ledger must necessarily depend upon
the number of customers and creditors with whom he deals,

The number of Real and Nominal Accounts to be opened
will depend upon the nature of the business and the -quantitv
of information the frader deésires to secure from his books of
accounts. The larger the ‘number of Real and Nominal
Accounts opened, the more detailed and analytical information
.would hederive from his books. Thus, a dealer may, for in-
stance, record his permanent assets under one account styled
“ Plant and Fixtures Account” and "all his transactions in
goods in a " Goods' Account”, Another may record his per-
manent assets under separate heads, such as, Plant and Machi-
pery Account, Furniture and Fixtures Account, Loose Tools
Account, etc., and may have instead of the oue Goods
Account separate accounts, such as Purchases Account, Sales
Account, Returns Inwards Account, Returns Outwards Account,
and Stock Account. Again, one trader may charge all his
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business expenses to ome account styled . ' Office Expenses:
Account” or “Trade Expenses Account”, whereas another
one may find it desirable to show the trade expenses under
several heads, viz.,, Rent Account, Salaries Account, Advertising

Account, Printing and Stationery Account, Travelling Expenses
Account, etc., etc.

It is thus apparent that the moredetailed the analysis of
the business expenditure is maintained, the greater will be the
amount of information obtained. from the books. It further
follows that the more detailed information a business man can
have about his business transactions, the greater will be his con-
trol over that business, and the better he will be in a position to
locate leakages or waste, and to effect economy  where needed.

Having proved the accuracy of the business records, the
next step for the trader would be ‘to ascertain (1) whether the
business has been profitable or otherwise and (2)  what the
financial position of the business.is. In order to determine what
profit or loss he has mads, he will have to prepare a Profit
and Loss Account, and to ascertain the true financial position

of the business, he will have to preparea statement called a
Balance Sheet.

CAPITAL & REVENUE EXPENDITURE.

Before we proceed to a consideration of how the above
statements are prepared, it 'is necessary~at this stage for the
student to acquaint himself with the exact distinction between
Capital Expenditure and Revenue Expenditure.

/

Alexpenditure incurred in the acquisition of property of
a permanent nature which is held for the purpose of carrying on
the business, such_as, Land, Buildings, Plant, Trade Utensils
and_Implements, Furniture and Fixtures, etc., is known as
Capital Expenditure. Such expenditure maintains a per-

manent value to the business except for the wear and tear the
assets undergo on account of their use, and itis with the, help
of these assets that the business is carried on.
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\Vhere an amount is exbended on_an existing asset either by
way, of an_extension or_structural alteration or_improveman
whereby_t_e_[evgnue -earning _capacity of that assst is increass],

M ——— . o —— ettt
such an_amount should be trexted as Capital Expenditure. Ths
book value of the acset would thus be incretsad by d=bitinz tha

- amouat expznde] to the existing assst account.)

76“4{@:1:!1'&:@@"& in_buying th= goyls for rzmle
or converting raw materials _into manufactured articles, or in-
cidental to the conduct and financing of the busmes. ot_sﬂ
as is iocurred towards the up-ke=p and muntsotnce of ths pae-
manent_property of the busin cvenue Ex-
penditure.) Thus, Revenue Expenditare inctudes cost of pur:
chase of goods in which the business deals, and amounts pxid
for rent, wages, taxes, insurance, interest on loans, repairs ta
Plant, Baildings, etc. Such expenses are foc things which are
used up or consumed in the business. and must be set off
against the earnings of the period. They are classed as
Revenue Expznditure as thzy are all traasferred to Rsvenns
Account i. e. Profit anl Loss Account 2t thz enl of each
financial period for the purpose of arriving at ths profit or loss
resulting from the business.

THE TRADING ATCOUNT,

The Profit & Loss Account is divide] into two sections:—
A (1) The Trading Account; and -

(2) The Profit and Loss Account.

The Trading Account is an account which shows the
result of the buving and selling of goods. It, therefore, con-
tains in a2 summairized form all the transictions occarrinz
during a trading periol which have direct relationa to the
goods dealt in by the business.

In preparing this account the general establish:nent charges
are ignored, and only the transactions ¢s goods are included,
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On the debit side of the Tradmg Account wxll be found
the following items:—

(V Goods__m_StonLaL_,the_mmmencement_oL_.the

(2) Purchases of Goods__during the period, Jess the
value of such of the purchases as have been
returned; and :

(3) Direct_Charges on the Purchase of Goods, such as,
Freight, Duty, Clearing Charges, Carriage In-
wards, etc.

On the credit side will be found :—

(1) Sales, less the value of goods réturned by cuétomers.;.
and

{2) Stock of Goods on hand at the close of the period.

The balance of the Trading Account represents _the &ress
Profit on trading for the period, i. e., the excess of -the selling
price of the goods sold over their purchase price.

SUEBDIVISION OF GOODS ACCOUNT.

The student would do well to note here that in order to
enable a Trading Account to be prepared as above, it would be
necessary to sub-divide the Goods Account,  Instead of the
one GGoods Account that the student has learnt so far, there
will be several accounts to represent dealings in goods, as_
under :— -

PURCHASES ACCOUNT :—To this account would be
debited the monthly total of the Purchasas Book.  To the same-
account would be debited all Cash Purchases from the Cash
Book. °

. RETURNS OUTWARDS ACCOUNT :—This account
would be credited with the monthly total of the Returns
Outwards Book,
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SALES ACCOUNT :—The_monthly total of the Sales
B&ok would be credited to this Account. All Cash Sales
would also be creditel from ths Cash Book to this
Account. . ’

RETURNS INWARD3 ACCOJNT:—This account
will get its periodical dsbit from thz Returns Inwards
Book. _

It go2s without saying that if it is desired to record Cash
Purchases separately from Credit Purchases and Cash Sales
as distinct from Credit Sales for the sake of more detailed
-information, then the Purchases ‘Account would have to be
subdivided inta Cash Putchases Account. and Credit® Pur-
chases Account and instead of the one Sales Account, there

will be two accounts, viz, Cash Sales Account and Credit
Sales. Account, ’

INCLUSION OF $TOGK !N TRADING ACCOUNT.
The stock of goods on hand at the opening and close of
each trading period must be taken intoaccount for the purpase
of .arriving, at the proﬁt made on the buving and s:lling of
goods. If these stocks are not brought into azcount, the mere
difference batween the purchases and th= siles would fail to
" indicate the profit or loss'on goods.

E_'xam pie 19.

Assuming that a trader had 100 articles of Re. 1 each
on hand and he bought further 500 articles at Re. 1 each
and sold 300 articles of these at Re. 1/8 each, let us see how
the result of these dealings would be shown,

If we igl'lore the opening and closing stocks, and take
merely ths difference bstween the purchases and siles, the
résult wonld appear thus—

Cost of purchase of 300 Articles at Re. 1 each « Rs. 5C0
- Amount realised on sale of 300 Articles at Rs. 1/38/- each w 430

Difference Rs. 50
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If we simply consider the above, it would seem that the
tradec has lost Rs. 50/-. This, however, is not: the fact,
because out of the 600 articles that he had, there are still
300 articles unsold, and the value of these must be included
in order to find out the true result of his buying and selling.

Hence the necessity of bringing into account the opening and
closing stocks thus'

Cost of 100 Artlcles he had on hand at Re. 1 each » ~ Rs.10C -
Cost of purchase of further 500 Articles at Re, 1 each » 500
o : SR Total Cost Rs. 600
Amount realised on sale of 300 Articles at Rs. 1/8 each . Rs,. 450 :
Cost Price of 300 Articles he has on hand at Re.1 each Rs. 300
- ‘Total worth now:  Rs. 750

The surplus of Rs. 150/- represen‘ts his profit. The same

" result can be achieved by showing the above fa.cts in form -of
a Trading Account, thus:—

THE TRADING ACCOUNT.

No, of o o No. of p
" Articles,{ Value . Articles, | - Value, -
" Rs v Rs.
To Opening By Sales . _ R 300 | 450
Stock at -» Balance of
Cost ... 100! 100 nsold Stock §
» Purchases 500 500 at cost 300, . 300
s GTOSS ' ’
Profit ... 150 , o )
600 | Rs. 730 - 600} Rs. 750
To Balance 7 .
of unsold N
stock 300 | Rs. 300

From the ahove illustration, it is clear that the actual profit on
buying and selling of goods cannot be ascertained until account
is taken of the stock at the commencement and the stock at the
cltlng of the trading period.
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A further fact that is appa.rent from the above example is
that the closmg stock of any one period automatically becomas
the opening stock of the succeedmg period.

VALUATION OF STOCK. -

As the item of closing stock materially affects the gross
profit, it is essential that greatest possible care should be taken
in the prop°r valuation of the same. For this purpose, an
mventory of the unsold goods on hand at the close of the
trading period should be prepared most carefully and should be
valued at*cost _price.

1

An important point to bear in mind in this connection is
that ‘unsold stock ’should never bes valued at selling price
if that price exceeds the cost price. If the unsold goods are
valued at selling price, the result would be to anticipate a
profit upon them which ‘may or may not bs realised. In
other words, ‘the profit on' goods should only bz brought
into account when the goods are actually sold and delivered.

. If, however, the market price is less than.the cost price,
thén a loss has evidently been incurred, since the godds can
only be sold at a loss,-and under such a circumstance, the
'gooas should be valued at theu- market price.

'
-

The student wxll remember, that the figure of closing
stock has to be shown on the credit side of ths Trading
Accounr in order to ascertain the gross profit, and will thzn
understand how. any over-valuation or under-valuation of this
item will show results at once misleading and false,

The followp“, principles inay, therefore, be laid down
as sound in determining the valuz of the stocl\ of unsold goods
on hand, v.z.,

(1) " Profit on goods is deémsd to have baen earned only
i when the goods are.actually. sold ; R

(2)‘ No profit should be anticipated and taken credit for
e ‘until it is earned; .
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(3) Iithere is any chance of a loss likely to arise, the
same must immediately be pravided :fot;’ and
following the above rules, it follows that - !

(4) The stock of unsold goods should always . be valued
at cost price or market price, whichever 15 the
lower. . ) N

HOW YO BRING CLOSING S‘I‘OOK INTO ACOOUN‘I‘

o"‘GThe value of the closing stock havmg been a.scertamed,'
the sums is brought into account by means of a Journal entry
debiting Stock account and crediting the Trading Acaount. The
reason why Stock Account should be debited is that unsold
goods represent -an asset, and all assets are _debit balances.
As to why the Trading Account should be credited with the
value of stock at the close has already bsen explamed ea.rher
in this chapter.

PURCHASES & SALES RETURNS.

As Returns Outwards Account represents. . outgoings ‘of
goods. it always shows a credit balance.” Similarly, Returns
Mds “Account representing incomings of goods always
shows a debit balance. Ordinarily, there would bz nothing

wrong, therefore, if Returns Outwards were shown on the
credit side of the Trading Account and Returns Inwards on
the debit. But, as Returns Outwards mean goods returned
by the trader from out of his purchases and as Returns Inwaids-
mean goods returned by the customers from out of the goods
sold to them, it follows that the effect of the Returns Outwards
is to reduce the purchases and that of the Returns Inwards is'to
reduce the sales, This effect can thus be more clearly expressed
by showing the item Returns Outwé.rds as'a deduction from
the Purchases on the debit side of the Trading Account and
Returns Inwardsas a deduction from the Sales on the éredi_t
side of the Trading Account, so that the Purchases and Sales
may appeac at their actual net figures.

FREIGHT, DUTY & CARRIAGE INWARDS,

When goods are iaported from a foreign ’coun'try, fur-
ther expenses such as Freight, Duty, -Dock Duyes, Clearing
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- Charges, etc., have to be incurred over and above the Invoice

Price of the goods purchased. As these items aid to ths cost
of the goods purchased, they are naturally shown in ths
Trading Account on the debit side immsdiately under the
*item" ‘Purchases. Even the expenses incurred by way of
carriage or cartage for bringing the goods right upto the
trader’s warehouse have to be treated as additional cost of
the goods and must find their place in the Trading Account.

., Example 20,

Prepare a Trading Account from the following particulars ;-

. ) Rs.
Stock of goods at commencement . 25,007
Purchases e e - 75,000
Sales “ - 1,25,00)
Returns Inwards e, . 1,500
" Qutwards ...~ e 1,200
Carriage Inwards ... . 1,000
Puty and Clearing Charges ... e 2,502
Stock at'the clase .. ... s wre 20,000
TRADING ACCOUNT (OF A TRADER).
) Rs. Rs.
”_l‘ o Stock at commencement | 23,000|| By Sales 1,25,000
.y Purchases 75,000 Less .
- Less oL l . Returns 1,500 | 1 23500
‘Returns - 1,200 73,800 —1
. : » Stock at close ... 20,000
.y Carriage Inwards . 1,000
,» Duty and Clearing
Charges ke .| 2,500
4 Gross Profit carried to .
Profit & Loss Account...| 41,200 .
Rs. 1,43;(70 . Rs, 1,43,500

:

TRADIN.G' ACCOUNT OF A MANUFATTURER.

'As the student has already seen, a Trading Accoun.t
should contain all items of expenditure incurrel in relation to
the goods themselves, including the cost of getting them into
the tradef's warehouse (i. e- Carriage Inwards). In case of
a trader; this process does not present any dificulty, as all

* his: purghases are of - ready-made goods and- the buying price .
of these goods has.to bs set off agaiast thzs:lling price ta
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ascertain the gross profit.

however, where the purchases are of raw materials
the sales are of finished articles, all the manufacturing costs
incurred in makiny the goods ready for sale will have to be

included in the Trading Account.
than contain the following items:—

Stock at commencement:—
Raw Materials
Partly-Finished Goods -
Finished Goods

Purchases:— .
Raw Materials
Finished goods *~—

Carriage Inwards
Manufacturing Wages
Coal Consumed |
Factory Rent

Li htmg’& Heating
ro Proﬁ )
(.Aca [ }\- N

"149

In case of a manufacturing concern,

but

will .

The Trading Account
Sales W AAND
Stock at close:— -

-- Raw Materials
Partly-Finished Goods
Finished Goods

AL b/
Example 21,( wﬂlﬂ'mzod ¢

Prepare a Trading Account from the following parhculars —

Stuck at commencement:—

~ Finished goods e
- Partly Finished goods
~  Raw Materials e

™ Purchases of Raw Materials
“. Freight and Cartage on above
. Manufacturing Wages

*. Factory Rent T s
7 Gas and Water for Factory
t(‘ Sa‘es e .

-Stock at close:—
- Finished Goods e
_ Partly Finished Goods

\~ Raw Materials e
-
& Returns Inwards e
» Outwards

Rs. Rs.
we . 75000 - :
. 3,000 =
. . 20,000 _
« 98800
s - '80.000" ‘
s s 60,000
- 4,500
3,000
- .2,10,000
we 80,000
. 5000
we 18000 ‘
. == 1,03000
- © 2,000

2,200
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TRADING ACCOUNT (OF A MANUFACTURER).

Ras. Rs. / Rs,
To 'Stock at' commence- By Sales 2,10,000
: ment :~— Ra . ess e
Raw Materials 20,000 Returns 2,000
Partlv Finished e 2,08,000
Gnods 3,000 »w Stock at close:
Finished Goods 75 000 Raw Materials
) 98,000 18,000
+»» Purchases - 20,000 . Partly
Less Returns 2,200 Finished
“ 77 R00f Gonds 5,0C0
. Manufacturmg\l'a"es.. 60,000 Finished
» Freight & Cartage ... 2,500, : Goods 80,000
m Gas, W ater, etc. e 3.000! 1,03,000
» Factory Rent . - 4,500
Gross  Profit carried to
Profit & Loss Account,| 65,200~
— ‘ ” e
Rs. | 3,11,000 Rs.| 3.11,000
—v— ————

ADVANTACES OF TRADING ACCOUNT,

‘The trader having ascertained the gross profit for a
period can strike the percentage of such profit on the cost of
the goods sold, and thus find out for hjmself whether he has
gctually earned the percentage he had determined upon or not.
Thus, if goods which cost Re. 1 were sold for Re. 1-4, and
if every article for sale was marked with 25% tacked on to the
"cost, the result should show a gross profit of 25% on the cost
of the goods sold. Assuming that the percentage of gross profit
as shown by the Trading Account actually worked out at 20%,
the trader would naturally feel that there is obviously some-
thing wrong with the records. It may mean that some
purchases have been recorded twice in error, or some sales
have been omitted to be entered, or the closing stock has been
und_g_—la!ued. Inany case, this fact will put him to *enquiry
and will help him to find out the accuracy or otherwise of
his Arecords‘. \ ) '

%
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The Trading Account also helps the dealer -to .compare.
his Opening and Closing Stocks in order to ascertain whether
the purchases have been judicious. It also affords facilities for
comparing the figure of sales with similar figure of previous
year in order to ascertain whether the business is on the up-

grade or vice versa.

Apother equally important advaﬁtage secured by the per-
centage of Gross Profit is that it serves as a ready guide in the

" adjusting of the sale prices.

CLOSING ENTRIES FOR TRADING' ACCOUNT,

The Journal entries necessary to transfer the Opening,

Stock, Purchases, Sales and Returns

Trading Account are called Closing Entries as they serve -

to close these accounts,

Example 22,

The Closing Entries appertaining to items in Example 20, on page

148, will be as follows—

Trading Accoynt Dr,
To Stock Accoght .
» Purchases Account
» Returns Inwards Account
~ u Carriage Inwards Accousnt
vw Duty & Clearing - Charges
Account
(For transferring the above accounts
to Trading Account), .

Sales AccountC Dr,
Returns Qutwards Account ”
To Trading Account t

(For transfey ring Sales and Returns
Outwards to Trading Accouni),

Stock Accodnt Dr,
To Trading Account

{For bringing the Clcsing Stock into -
account). .

Rs.

" 1,05,000

1,25,000
200

* 20,000

Rs.

23.

* Accounts to the -

75,000 *
1,500

1,000

2,500

1,26,200

20,000
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Example 23,

o The Closing Entries appertaining to items in Example 21, on page
,149, will be as follows:—

- Rs. Rs.
Ttading Account Dr. ) 2,50,000
To Stock Account 08,000
»» Purchases Account 80.000
» Returns Inwards Account ' 2,000
_w» Freight & Cartage Account 2,500
»» Gas & Water Account 3,000
» Manufacturing Wages Account 60,000
w Factory Rent Account . 4,500

(For transferring the above accounts
to Trading Account.)

Sales Account " Dr 2,10,000
Returns Outwards Account . » . 2,200
Tq TradingAccount . 2,12,200

{For transferring Sales and Returns
g Outm('ard,s_tg_:llidingvAccount.)

- Stoék Accoun‘t / ) Dx. 1,03,000
.. To Trading -Aécount 1,03,000
“{For bringing the Closing Stock into

account.)

.. THE POINTS TO BE NOTED ARE:—

(l) The Deblt Balance of an account can only be
transferred to the Deblt of another account.

‘(2) The Credit Balance of am account can only be

transferre:l to-the Credrt of anather account.

(3) While transferrmg the balance of one account to
anotber, the account wnth a debit balance must be credited, and
the one with a credit balance must be debited so as to close the
accounts thus transferred. ' -

(4) The debit balaice of Returns Inwards Account is
shown on the credit side of the Trading Account as a deduc-
tion from Sales, and the credit balance of Returns Outwards
Account is shown on the debit side of the Trading Account as

a deduction from Purchases. for reasons alrendy ° explained.
- -
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SUMMARY.

1. Trading Account is prepared at the end of each ,
financial petiod with a view to ascertain Gross Profit. i. e.
profit on the buying and selling of goods.

2. In a trading concern, the debit side of the Trading
Account will show stock at commencement, purchases durmd‘
the period Zess returns and direct charges on purchases. '

3. In case of a manufacturmg concern, all - other
expenses of manufacture, such as manufacturing wages, coal,
fuel and power consumed, factory rent, etc., ‘are added to the
debit side of the Trading Account

4, On the credit side are shown 'Sa.le"s less Returns #nd
Stock at the close of the trading period.

5. The Balance of Tradmg Account represents .Gross
Profit and is transferred to Profit and Loss Account.

6. Unsold Stock should always be valued at. Cost Prxce_

or Market Price whichever is lower. ,

7. The great importance of proper valuation of Closing
Stock lies in the fact that thlS item dlrectly aﬂ’ects the gross
profit.

QUESTIONS,
1. Describe the two main divisions of Profit & Loss Account,
2. Explain the terms Gross-Profit and Net Proft.

3. How would you deal with Purchases and Sales Returns in a Trad-
ing Account ?

4. What items would you include on the deblt side of 2 manu-
facturer's Trading Account ?

.

5. Why should Closing Stock be valued at cost price or market price,
whichever is lower ? : .

6. Discuss the advantages s&.ured by the preparatlon of a2 Trading
Acco\unt - . S B
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EXERCISE 1,

© . . Pick out items from the following figures, and construct a Trading
Account {(only}:—

" 2931 . . £

January 1 *Stock . s v e 850
ne - 30 .Purchases... P e 3,100
D + . YWages (Productive) ... - . 2,000
T » Sales e, wee s 10,000
v w Jreight on goods bought ves - 830
»w .. _w. JMarine Insurance on putchases s e 100
‘w  » Duty on goods imported .. . = 370
w° " w\Salaries to clerks ... - e 85
a0 e OWages to Office & Shop Assnstants e - 125
o » \/Rent of Office & Shop . - 125
. " undry Expenses ... - e aee 90
Th T o gStock . - 2,650
” » Motive Power ace 40
" w  » YOffice Lighting & Heating ... w 13
vy 0 s eCarriage Inwards .. e 75

EXERC[SE 1I.

! X
Write up Tradmg Account (only; from the following particulars:—

- 1931 o Ra.
< July© 1 :Stock . .. e aee e - 5,400
Dec. 31 .rRaw Materials purchased . s » 43,200
‘C,,_ !, 7Carriage on same .. | e . w 4,000
" » '~ Discounts received .,. . 420
» »» & Sales e e ws 73,000
» . » ® Wages (Manufacturing) w 14,400
” y» YSalaries  am . o - 1,720
w  n YXRent & Rates ' .. e w1050
” " \LSundry Expenses | ... aee © e e 390
" ,7 CFire Insurance of Omce e s 150
v - wPStack .. . v 6,700
w »  Wages (Unproductive} - ... . 475
) _ EXERCISE IIIL
Prepare Trading Account (only) from the following figures:-—
1931 , Re. As Ps.
January 1 Stock at date e 1,546 14 1
Dec. . 31 Cash & Credit Purchases e Y s 2,689 13 4

" » Cash & Credit Sales ... 4945 9 4
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Stock at date wes
Trade expenses
Postage and Telegrams
Commission (received)
Discount (allowed) ...
Rent paid ... .
Returns Inwards ...
Returns Outwards ...
Carriage Outwards ,..

155

Rs. As.Ps,
".1,613 13 7
513 4
8 6 0
244 6 8
113 5 6
1,20 0 O
140 6 9
126 8 O
216 7 0



CHAPTER XL

THE PROFIT & LOSS ACCOUNT.

- After the preparation of the Trading Account and the
ascertainment of the Gross Profit, the next step is to prepare
the Profit & Loss Account. The function of the Profit and
Loss Account is to show to the trader the mnet profit or loss
resulting from his transactions duting a certain period.

- HOW TO PREPARE A PROFIT & LOSS ACCOUNT.

The Profit & Loss Account is credited with the amount of
the Gross Profit as shown by the Trading Account. Tt is also
credited with other items of gain, such as rents received,
interest earned, discount earned, etc. It is then debited with
all the expenses incidental to the carrying on of the business,
such as office rent, salaries, trade expenses, printing, advprtis-
ing, etc., and any other #em of expemse as bas not been charged
to the Trading Account.

If the credit total of this Account is heavier, the result
represents net profit to the extent of the difference, and, if the
~ debit side is heavier, it means net loss. :
_9?‘—,_'_—___’_—-——“-\-—.

TRANSFER OF NET PROFIT OR LOSS.

The Profit & Loss Account is closed by transfer of the
resultant net profit or loss to the Capital Account of the trader.
1f the result shows net profit, then the entry would be to debit
the Profit & Loss Account and credit the proprietos’s Capital -
Account. If there is net loss, the entry would be to debit the
Capital Account and credit the Profit & Loss Account.  The
result of such an entry would bes to close the Profit & Loss
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-)
Account on the one hand, ‘and to indicate the fact of the pro-
prietor’s capital having increased’ as a result of proﬁt:,. or

hhvipg diminished as a result of loss, °

ADJUSTMENT OF NOMINAL ACCOUNTS,

It must be noted .that the balances standing on Nominal
Accounts as appearing in the Trial Balance are not transferred
to the Profit & Loss Account without due scrutiny to ascertaip;
that they all properly relate ta the period of trading. .

It frequently happens that certain expenses relating to.a
trading period do not appear in the books of that period, simply
because they have not been paid or the demand notes .in
respect of them have not bzen-received. - On the other hand,
it happens that expenses under- éex‘@in heads, .such as .Fire
Insurance Premium, Telephone, Subscription, etc., are paid for
a year in advance, and it may bs that the period for which’
services are to be received in return for these payms=nts extends
far beyond the closs of the financial period. It will be
necessary, therefore, to ca.refully examine all items of expendi-
ture to ascertain that all expeases paid or unpaid but_relating
to the period of trading are brought into. account, * Further, if -
any, item of expenditute is paid for in advance, the same must
be properly apportioned between the’ period that has nlreadf
expired and the period that has yet to expire, so that proper .
adjustment may be made in this bshalf. All items of gains will
also have to be similarly scritinised to se= that all gains relating
to the period whether ¢eceived or not are brought into account.

The following adjustments are thus usually made on_
nominal account balances before they are transferred to Profit
& Loss Account. These adjustments are important in view of
the fact ti’lﬂ.t in order' to arrive at an accurate figure of ths
actual net profit mads or net loss sustained during any parti-
cular perfod it is necessary to see that only items of expenses or
gains relating to that sime period. are brouaht ints the Profit &
Loss Account,
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DOUTSTANDING .EXPENSES,

+ In -most. businesses, it. is usual. to pay items of expenses
such as, rent, salaries, wages, etc., of each month in the subss-
_ quent month, If then the trading period of such a business
" ends on the 31st December, it would follow that the office rent,
staff salaries and wages, eic., for the month of December, not
having been paid in that month, will not appear in the booke
for the period ended 31st December; and yet, as expenses under
these heads have been -incurred and as they belong to the
Arading period ending with 31st December,, it is necessary that
they be charged. to the Proﬁt & Loss éccount of the period.
Hence the importance (of bringing - all such outstanding liabilities

for expenses intoaccount,: . .. .

- Such an "adjustment is ma‘de'by means of a Journal entry
'_debiting' the ' various nominal ° accounts concerned with the
amounts due and crediting an account called “ Outstanding
Liabijlities for Expenses”. The latter account will appear as a
iiability in the Balance Sheet as explained in the next Chapter.'

Example 24, [

P. Cursetii & Co. on-balancing their books on 31st December 1928
found that the following expenses incurred during the trading period had
%ot been brought into account. \

" ‘Rent for November and December Rs. 100 pér month; 2 bill for
_Legal Charges- incurred in October Rs. 450; salaries to staff for December
Rs, 600 and Bill for Electric Lighting Rs. 50. Pass the necessary Journal
entry to brmg these items into acceunt,

S "JOURNAL ENTRY. '
1928 ' )  Rs. Rs.

Dec. 31 Rent Account ) Dr. 200
Legal Charges - 450
Electric Lighting » w 50
Salaries : w 620
To Outstanding Liabilities for Expcnses « 1,300

Being the Outstanding Expenses for
" the period brought into account,
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The effect of the 'above “Journal entry”is to bring the
Expenses Accounts concerned to their proper-level representing
the total expenditure under each head' for-the trading ~period
under review, and at the same time to’ disclose the fact that.on
the close of the financial period there was a Liability for
Expenses incurred and unpaid amounting to Rs. 1,300. -

PREPAID EXPENSES

Where - expenses have been paid in advance, the nominal
accounts concerned should be adjusted, so that the proportionate
amount applicable to the period of trading ¢only may be’ charged
off to the Profit & Loss Account as expenses for the period,
and the amount paid in advance thay be carried forward - to the
next period by being shownin the Balance Sheet as an. asset
under the heading “ Expenses Prepaid  or “ Expenses Paid in
Advance.” This is done by means of a Journal entry debiting
Expenses Prepaid Account and crediting the nominal account
concerned with the amount to be carried forward.

H

Example 25.

The books of a business were closed on 30th June l'f.‘g. -

(a) On 1st March 1928, a sum of Rs. 120 had been pald as annual‘
premium on a fire insurance pohcy, expiring on 28th Fehruary 1929..

(by On’ 1st October 1927, a telephone was lnstalled and the annual
subscription of Ra. 300 was paid on that date.

Show what adjustments would be necessnry on 30th June 1928, and
how the Ledger Accounts would appear after the adjustments. . . -

(a) In the first case, eight months’ Insurance ‘Premium amounting t¢
Rs. 80 has been paid in advance, and consequently this amount wiil have
to he treated as a pavment in advance, This adjustment would be made
by debiting Insurance Prepaid Account and crediting Insurance Account
with Rs. 80, The credit of Rs. 80 will serve to reduce the debit balance
of Insurance Account to Rs. 40, i.e., the amount applicable to the period
ending with 30th Tune 1928. This amount will be transferred to Profit
& Loss Account. The debit of Insurance Prepaid Account is an Asset
inasmuch as it represents a prepayment in respect of which some benefit
has yet to b, received, and will, therefore, be shown as an Asset in the
Balance Sheet urlder the heading of Expenses Prepaid.

The Insurance Account, after this ad;ustm,’g entry has been made,
will show as follows :—
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INSURANCE ACCOUNT.

1928 Rs. 1928 ; Rs,
"Mar.1 | ToBank' ... 120+ || June 30{ By Insnrincq
’ B . Prepaid
R . Account 80
" . Profit ‘&
Toss
Acceunt-
Tran fer] 40
Rs. 120 ' Rs 120
T INSURANCE PREPAID ACCOUNT.
198 | - Rs. fi 198 | Rs.
June 30 { To Insurance ne June 30, By Ralance \
* Account..) T 80 © carried {
. A . . . forward. .80
July 1 |To Balance = T
brought 1 . : . ;
forward. le. 80 :

{bl. In thiscase, as the books are closed _on the 30th June 1923, nine"
months have elapsed since the installation of the telephone on 1st October
1927. As, however, Rs.300 represents one year’s subscription paid, it .
follows that three months® telephone charges have been paidin advance.
‘This pre-payment will, therefore, have to be adjusted by a Journal entry
debiting Telephone Prepaid Account with Rs. 75 and crediting Telephode
Charges Account. The Telephone Charges Account will then be closed
by transfer to Profit & Loss Account, and the Telephone Prepaid Account
will be closed by balance and shown as an Asset in the Balance Sheet.

The Ledger Accounts will appear thus : — .

TELEPHONE CHARGES ACCOUNT.

¢ ; J

1927

Oct.1 | To Bank ... 300 ||{June 30| By Telephone
. : - Prepaid

_ Account 75

Rs. 1928 Rs.

- Profit&
Loss
’ ‘ Accouant
Transfer, 223

Rs. 300 Rs. _
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TELEPHONE PREPAID. ACCOUNT. .

1928 * Rs. 1928 : Sl oRsa
June 30 {To Telephone ’ " ilJune 30} By Balance ’
Charges : carried | 1
© Account.. 75 | o forward. . 75

July 1 To Balance e b .
brought ‘ . '
forward. 735

BAD DEBTS

Itis tbe common experience of every dealer that some of
the debtors fail to pay their debts in full. Such debts which’
are thus found to be irrecoverable are called Bad Debts, and
will have to be written off as such. “The Journal entry neces-
sary to write of Bad Debts would be to debit Bad Debts
Account and credit the Personal Accounts of ths customers
who have failed to pay. The Dabit Balance of Bad Debt$
: Account represents a loss and will be transferred to Profit and
\Loss Account by means of a Journal entry debiting Profit-and
Loss Account and crediting Bad Debts Account.” T he Bad
Debts Account would appea.r m the Ledger as undes:

BAD DEBTS ACCOUNT.

1928 Rs. | .1928 o ] Rs -
Dec. 31| To (. Gupta 120 | Dec. 3t By Profit & ‘
» Se¢ Sen.,. 400 © Loss
w R Whitej . 30 to _Account- . .
transfer,| - - {- 820°
Rs. 820 ¢ , . Rs.| 820 -
[— -

RESERV: FOR. DDUBTFUI- DEBTS
After all known Bad Debts hive bzen written off to° Proﬁt
and Loss Atcoyat it is usual to find that there are still accounts
o( several customzrs as to the ultimate recovery of whiclr the

11
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dealer begins to. feel doubtful. Such Debts are called Doubtful -
Debts, and in order to arrive at an accurate figure of the net
"profit made’ in any particular trading period, it is necessary to
provide for Doubtful Debts. This is done by estimating the
further loss likely to be sustdined on recovery of Book Debts
and passing a' ]gurnal entry with the amount debiting Profit and
Loss . Account! and crediting Reserve for Doubtful Debts
Account. The Reserve for Doubtful Debts Account Credit
Balance is shown in the Balance Sheet as a deduction from the
Asset ‘Sundry Debtors’ so that the net estimated realisable
amount of Sundry Debtors may be shown in the outer column.

It should be clearly understood that the Personal Account
of a customer is never written off as a Bad Debt until the
amount ' is 'found fo. bn absolutely irrecoverable. In case,
therefore, where a debt is doubtful of recovery, the Personal
Account of the custome; concerned would be left untouched and
whereas Profit & L.oss Account would be debited with such a
likely loss, the correspondmg credit would be given to a separate
Account styled. Reserve for Doubtful Debts Account.

: RESERVE FOR  DISCOUNTS.

The ysual experience of a trader is thata large number of
customers. is always anxious to take the beznefit of the cash
discount allowed in return for payment within the stipulated
time limit. This being the case, it follows that this loss on
recovery of debts arising by way of cash discount to be allowed
to those customers who settle their accounts within the pre-
scribed time will have to be estimated and brought inte account.
The whole underlying object in so doing is to see that the
item of Sundry Debtors is not shown in the Balance Sheet at
anything beyond its likely  realisable amount. That is why
all bad debts have to be written off from the sundry debtors, a
reasonable provision has to be made in respect of doubtful
debts and a fair estimate has also 1o be made in respect of. the
loss likely to be suffered by way of discount to be allowed to
the customers. - v

a

At the end of each financial period, ‘therefore, it becomes
necessary to estimate this loss of discount that will have to be
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a

‘allowed to customers and make a provxslon in this respect.

This provision is made by way of a certain _‘percentage being
calculated on the total amount -of. Sundry Debtors at the close
of the financial period, and by debiting the Discount Account
and crediting Reserve for Discount Account with the amount
thus arrived at. The credit balance o(n the Reserve for Discount
Account will then have to be shown by -way of  deduction from,
the item ‘Sundry Debtors’ on the assets side of the Balance Sheet.

Similarly, if 2 trader constantly receivés the benefit of the
discount by making payments to his suppliers within the pre-
scribed time limit, he would be equa.lly ]ustxﬁed in brmgmg into
account the discount that he stands to earn this ‘way. . This
credit for discount is also estimated by way of a certain percen-
tage calculated. on the total amount of Sundry Credltors as at
the close of the financial period and then passing a Journal entry '
debiting Reserve for Discount Account and crediting Discount™
Account with the amount ascertained. The. debit- bala.nce on
Reserve for Discount Account will be shown = by way-
of deduction from the item of Sundry Credltors on the liabilities
side of the Balance Sheet. ) !

INCOME REOEIVED lN ADVANGE

If a trader finds at the end of the financial period tha.t he
has received money on some account, in respect of which the
full service has not been rendered by kim, it becomes. necessaryf
for him to treat as income only such portxon thereof in respect
of which the service has been rendered, and to treat the balance
as a liability. This is brought about by.ascertammg the pro-
portion of the amount received in respect of.which the service
stil] remains to be rendered and . passing a' Journal entry there-
with debiting the Nominal Account concerned and crediting an
account styléd ,° Income Received in Advance.” This credit
balance on the latter account will be shownas a liability on the
Balance Sheet. At the commencement of the succeeding penod
the above entry would be reversed.

A



164 © FIRST STEPS IN DOUBLE-ENTRY BOJK--KEEPING.

DEPRECIATION,

The term Depreciation as applied to the assets of a
business means permanent decline in value of the Assets due to
wear and tear or from any other cause, '

- Itis a matter of common knowledge that all Assets have
either a definite or an estimated period of utility to the business
in which they are employed, but as the years roll by, their
sphere of usefulness diminishes with the result that they have to
be discarded when eventually the proprietors find them useless.
This dlmmutlon in value of the Assets, however. takes place
from year to year, and inasmuch as it results from the use of
these assets for the purpose of earning income, it i8 but fair that
such loss must be estimated from year to year and brought into
the accounts of each year. This loss is known as Depreciation.

If the loss sustained by way of depreciation in the wvalue
of the assets is not charged off to Profit and Loss Account each
year, the annual final accounts will fail to show the true facts.
" The depreciation arising from the use of the assets is properly
. chargeable in the period to which it relates, irrespective of

whether a proﬁt or loss has been made.

«The method of. providing for depreclatlon is to estimate
how long the assets in question will be of use to the business,
and then to charge off a proportionate zmount to the Profit and
Loss Account each year, so that while the assets become uszless,
their book value may also be brought down to their residual
or scrap value,

The Journal entry to write off depreciation on any asset is
to debit Depreciation Account and credit that Assec Account
with the amount of each year’s depreciation. The effect of such
an entry would be to reduce the book value of the asset from
year to year and also to enable such a loss to be charged to Profit
and Loss Account of each year.

Example 26, ¢

. K. Kalianji acquired Plant & Machinery worth Rs. 65,000/~ on st
January 1928. On 31st December of the same year, the elfective life of
this asset is estimated at 10 years, after which it will probably realise
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about Rs. 5,000/~ as break-up value, Show hew you would arrive at the
amount of depreciation to be written off at the end of the first year. Show
also the Ledger Accounts concerned. .

As Rs. 65,000/~ is the original cost and the break-up value at the
end of ten years is estimated at Rs.5000/-; it follows that the business
will lose Rs. 60,000)- in course of the 10 years asa result of the use of
this asset. One-tenth of this losy sheuld, therefote, be charged to the
Profit and Loss Account of each of/the ten years : }

At the cud of the first year the Ledger Acconnts will appcar thus +—

., DEPKECIATION ACCOUNT.

Y . 84

1928 ) k. || 1928 | . Rs.

Dec. 31 | To Plant and Dec.31|By Pkt & ! .
Machinery " Loss ‘Ac| T .
Account ... 6,000 count ..J 6,000

PLANT AND HACHINEI?—Y ACCOUNT.

1928 Rs. | 1928 || Rs
Jan.1 | To Bank -.. 65,000 {f Dec. 31 | By Deprecia-L
tion Aca
i count ... 6.000
) «» Balamce
‘ carried
) forward
! ¢ 59,000
Rs.! 65,000 | Rs.| 65.000
1929 !
‘Jan. 1 |To Ralance |

hrought
forward Rs.| 590000

INTEREST ON CAPITAL

A businessman naturally expects bis business to yield a
much better return on the capital employed than would be
earned if that, same amjunt were invested in gilt-edged secu-
rities. This is because of the extra risks and efforts involved
in carrying en the business for the purpose of earning profits,
In order to find out. thaerefore, whether his business has really
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yielded any profit in excess of the current rate of interest, he
charges that interest to his Profit and Loss Account and credits
the same to his Capital Account. In other words, the Capital
brought-in.- by him is -looked upon as if it were a loan granted
to the business. - The interest om Cap.tal paxd by the business
to the proprietor is thus a loss or an expense to the business and
a gain to the owner, v i

If any such Interest om Capital is:ta be adjusted at the end
of the trading period, a Journal entry has to be passed debiting
-Interest Account and erediting:the .Capital Account with the
amount of interest chargeable to the business. :

B L . . bl e
INTEREST ON'DRAWINGS, |

A _trader generally draws out of his business certain sums
of money at his convenience in order to pay expenses notf
connected with the business. Such withdrawals naturally
reduce the capital he has invested in the business, and are,
therefore, debited to his Capital Account. In som= casss, such
“drawings” are debited to a separate account called *“Drawings
Account,” and this account is then closed by transfer to the
Capital Account at the end of each trading period.

Where a business is charged interest on the Capital
‘employed therein, it is but fair that it should alsobe credited
with interest on the money withdrawn by the owner for his
personal use,

Interest on all such amounts drawn by the proprietor is,
thereiore, calculated from the date of withdrawal to the date of
the close of the financial period, and the amount thus ascer-
tained is debited to the Capital Account and credited to
Interest Account through Journal, The owner isthus charged
with mtei’eag on the sums drawn, by him and the business gets

credit for the same,

"PROFIT AND LOSS ACCOUNT,

N i - ‘ . . ¢ ¢
Having made all necessary adjustments in respect of the
outstanding liabilities for expenses, expenses prepaid, as also
for bad and doubtful debts, depreciation and interest on

<
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capital as above explained, we can now complle a Proﬁt and
Loss Account,

The steps to be taken in this connection would be as
under :— . ’

(1) To transfer the Gross Profit .as’ shown by the Trading
Account to the credit of the Profit and L.oss Account;

(2) To transfer all debit balances of the Nominal Accounts
from the Trial Balance (after adjustment) to the debit side of
the Profit and Loss Account;

(3) To transfer all credit ba.la.nces of the Nominal
Accounts from the Trial Balance ( after adjustment) to the
credit of the Profit and Loss Account ; and .

(4) To close the Profit and Loss Account by transferring
the Net Profit or Net Loss to the Capital Account of the
proprietor. .

The Proht and Loss Account will then appear as
follows :—

PROFIT AND LOSS ACCOUNT
for the year ended 3ist December ;l9”8. N

To Salaries By Gross Profit brought
. Rent and Taxes from Trading Account
» Insurance « Discount received
. Printing and Stationery » Interest earned
. Repairs and Renewals - BT

» Discounts allowed
» Travelling Expenses
« Postage and Telegrams
+w Sundry Expenses
~w N<t Profit transferred
: to Capital Account

-
PR

i oo
. ALy [ NPV VN

The following two Examples would clearly indicate how to-

prepare Tradmﬂ and Proﬁt and Loss Accounts.
w!i
Example 27 *
Prepare Trading and Profit and Lo:s' Account from t he following
Trial Balance as at 31st December 1928. Pass-also the neccessary Adjusting
and Closing Entries.
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-~ Rs. * Rs.
D. Dandekar’s Capital A"Eount e s 25,000 v
" " Drawings Account... e 2,800
Lease of Warehouse (10 years to run from 1s¢ , -
Jjanuary 1928) s e e ( 5.000‘! p)
‘4 Stack, 1st January 1928 ... e 25, (r
Bills Receivable s [ 4,000 ;
A sales e . . - 1,40,000 ¥
Trivedi & Co., Loan Account - .o 3,000
WPurchases  «.. .. e . 75,000 ‘/
Creditors - e e e 40,000
?Salaries and Wages . vee 6, OOOV
PInsurance s o~ we . e 400y
Debtors o e e cor 65,000
A Carriage Inwards .o e e 1,700 /
' Outwards e - . ee e 2,900 ¢
Commission ... s nee . 1,500
Ofnterest . wa | o .. 1,800 ¢
? Stationery & Printing ... o aee S00v
Bills Payable ... 6,300
Retarns Inwards =~ ... e s 2.60()/
»  Outwards .. e 1,000 §
P Trade Expenses s e 670 /
. Office Fiktures ... e en . (;Q_ma
Cash in Office ... e _— (500
Cash at Bank ... e e ee 10,000 ;
URent and Taxes e .. 2,000y
' ' . '
. ’ Rs. 212,300 Rs. 212,300

The Stock at 3ist December 1928 was Rsx/jo,ooo. Rs. 400 for Rent and
Rs. 600 for Salaries were outstanding. Rs. 100 were prepaid i respect of

Insurance. The Lease is to be written off by 107, and Offize Fixtures by 5%

_ TRADING AND PROFIT AND LO3S ACCOUNT.

.~ . for the year ended 31st December 1928,
Rs. : Ra.
To Stock—1st January 1928 25009 By Sales 1,40,000 2
» Purchases 75000 Less
Less Returns 1,000 Returns 2,60 |1,37,400
. 74,000 o —————
. 5 Carriage Inwards 1,700 » Stock—31st * Dec.
e Gross Profit carried down 66,7C0 1928 ° 30,000
Rs. [1,67,400 | - Rs.| 1,67,400
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TRADING AND PROFIT AND LOS3 ACCOUNT.—{continued.)

Rs, . N
To Salaries and Wages 6,670 || By Gross Profit brought
» Rent and Taxes 2,400 Down
«» Insurance 300
w» Carriage Cutwards 2,900
» Trade Expenses 600
n Stationery & Printing 500
» Commission 1.500
» Interest 1,800
» Depreciation :—
» Lease 10 - 500
» Office Fixtures 57 100
-— 600
» Net Profit transferred to
* Capital Account 49,500
Rs.| 66.700 | - Ra.
ADJUSTING ENTRIES. .
. Rs.
Rent Account Drf ™ 400
Salaries Account o 600
To Qutstanding Creditors Account :
(Being the outstanding liabilities
brought into 'wcount).
Prepaid Expenses Account Dr. 190
To Insurance Account
(Being the entry for prepaid Insur~
ance carried forward). :
Deoreciation Account Dr 600
To l.ease of Warehouse
. Olfice Fixtures
{Being 10} Depreciation on Lease
and 57, on Office h(tures written _ ]
I 2 R T {»‘J .l «wx
v L.
© CLOSING ENTR[ S.
VIS SRS R R S 2 C.'
Trading Account l.Oi 300 o
To Stock Account "
« Purchases Account : i
» Returns Inwards Account ; I
« Carriage Inwards Account : h
¢ {For transferring the above accounts "
to Trading Account), .
—_— i . .
Sales Account Dr. 1,40,000
Returns OAtwgrds Account . ( 1,000
To Trading Account .

(For the transfer of Sales and
Returns Outwards to Trading *
Account.) !

. Rs.
" 66,703

109
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CLOSING ENTRIE3.—(continued).

- Stock Account
-To Trading Account
(For bringing the Closing Stock into
Account),

Dr.

Profit and Loss Account

To Salaries and Wages Account »

» Rent and Taxes Account

«» Insurance Account

» Carriage Outwards Account
‘e Trade Expenses Account

»» Stationery and Printing Account

» Commission Account
« Interest Account
+» Depreciation Account
{For transferring the above items to
Profit and Loss Account).

-

™I
N

Profit and Loss Account
To Capital Account

{For the transfer of Net Profit to D.
Dandekar's Capital Account).

- Example 28,

Dr,

Rs.
30,00
30.000

17,200
6.6n0
2,400

2,900
600
500

1,500

1,800
600

49,500 :
49,500

. ‘Prepare Trading and P'roﬁt and Loss Account from the following

# ﬁgres —
‘ A

\_. C. Patel’s éapital Account -

(W _ » s Drawings Account
€

- wmsk Purchases

Y\ Investments in Government Securities

¢ Interest on above .. .

-~ Wages e o -

. Sundry Debtors | ... ..
\ Legal Expenses e

f\ Cash in hand
4 Cash at Bank
R Freehold Property
& Machinery and Plant
. Bills pPayable = ...
f\ Bills Receivable .
() Salaries - oo aae "
‘ Office’ Expenses
Discount Account
—a= Sales

TRIAL BALANCE, 30th June 1929,

Rs., Rs.
2,10,000
13,0C0
80,000 ,
20,000
1,000

ﬂo"oog
70,800
4,000 <
1,200
11,000
60,000
1,20,000
6,500
7,000
13,000
3,000 -
4,500
2,20,000

¢

\
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TRIAL BALANCE, 30th June 1929.—{continued):

P . Rs. " 'Rs,
Stock on 1st July 1928 ... sose 45,000

Rent (Office)/ .. .. e 2400:*
J3ad Debts . T »N../"vm

Insurance L ves 1,500,~

Gas and Fuel... - Tt L2700

Freight and Carriage .. h oo Ly 3500

Loose Tools | P T ke = 4,500F- )
\Pateat Rights—3 years une‘(plred " e 6000° . -
‘Factory Lighting e - '5,000 -
\Sundry Creditors o e . o - 50,000 -
-Returns Inwards e e 3,27)0 ' | :
L( w  Outwards . e " 4,000
,Creditor‘s for Loans ' b - e 30,000
1Qffice Furniture and Fittings ~ ,.. w5000

e Ra. 52,500  Rs. 521500

Stock on;'_:f}_(-)th June 1925)_\vas Rs. 3)033 There were outsta.ndmf’
liabilities in regpect of Wa«es ‘Rs.%S'llanes Rs. 600,1 and Office
Rent Rs. 4C0. Insurance was paid in advance to. th° extent of Rs 450.
Depreciate Freehold Property by 2%, Plant and Machi?’lery by lO/m
Office Furniture by 5,0, Patent Rights by 207 and Loqse l‘ogls by 23/0-

Write off further Rs as Bad Debts and Provndn 5% on D‘ebtm‘s as
Reserve for Doubtful” Debt s.

»

Y
You are also required to pass the Adjusting and Cl'osing Entries.

TRADING AND PROFIT AND LOSS ACCOUNT

for the year ended 30th Iunc 1929, , - Cx
(BLY , Pl ‘
Rs. 4 Rs. .-
To Stock - 1st, July 1928 ...l 45,000| By Sales +2,20,000 |
» Purchases 80,000 Less Returns 3,200 |- i
Less Returns 4,000 —_ 2,16 800
——— | 76000 || Stovk—mth June 1979 " 50,000
» Freight and €arriage ... 3500 ||
» Gas and Fuel 2,700 ’
,» Factory Lighting 5,000 o
. Wages 2 .| 86400 ! '

[}

w Gross Profit, carncd down! u8, 200 ) s
Rs. | 266800 Rs. | 266,800
‘ e —_—
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TRADING AND PROFIT AND LOSS ACCOUNT . —~(continued).

Rs, Rs,
To Salaries «-| 13,600 || By Gross Profit brought
» Rent 2,800 down 93,200 .
» Insurance e 1,050 » Interest 1,000
» Office’ Expenses 3,000
» Legal Expenses s 4,000
»w Discount . 4,500
w- Bad Debts e 2,000 i
" Reserve for Doubtful
. ? e | 3,500
" Deprec ation ;—
Freehold Prope}ty
Plant and Mach-
inery 10% 12,000
Office Furmture 5‘7 250 ,
Patent Rights 20% 1 200 |
Loose Tools 25% 1,125
) 15,775
Net Profit transferredt
C. Patels Capital|
Account | 48,975
i f——.
Rs.| 9,200 Rs.| 99.200
ADJUSTING ENTRIES.
. . Rs, Rs.
Wades Account . Dr. 2,400
Salaries Account " 0N )
Office Rent Account 4ce 3400
To Outstanding Creditors Account s
(Belng the‘outstandm" liabilities
brought into accmmt) .
Prepaid Expenses Account Dr. . 450, 450
To Insurance Account
(Being the amount prepaid for Insur-
___ance carried forward), o
Deprecnahonv -Account Dr. 15,775 1,200
To Freehold Property ' 12:000
» Plant. and Machme;"_y 250
in Officé Furniture 1.200
» Patent Rights 1123
»_Loose Tools ’ R .
(Being 7% Depreclahnn on_ Freehold
Property, 10% on Plant & Machmery.
5% on- Office Furmture, 207, on
Patent Rights & 25% on Leose
Tools written_off). . -

Bad Debts Account Dr, “ @\v ﬁ
To Sundry Debtors . -
{Being the Bad Debts written off). a0 ¢ .

Profit & Loss Account Dr. . 3.500
To Reserve for Doubiful Debts 3,500
Account ’
{Being 57 provision for Doubtful
Debts on Sundry Debtors),
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CLOSING ENTRIES,

Trading Account Dr.
To Stock Account
** Purchases Account
** Returns Inwards Account
" Freight and Carriage Account
" Gas and Fuel Account .
" Factory Lighting Account
™ Wages Account
(For transferring the above items to
Trading Account).

Sales Account Dr.
Returns Outwards Account
To Trading Account
(For transfer of Sales and Returns
Outwards to Trading Account.

Stock Account Dr.

7('. To Trading Account
TFor bringing the Closing Stock
into account),

Profit and Loss Account Dr.
To Salaries Account
« Rent Account
» Insurance Account
» Office Expenses Account
» Legal Expenses Account
» Discount Account
» Bad Debts Account
« Depreciation Account
(For transferring the above accounts
to Profit and Loss Account). -

Interest Accoaunt Dr.
To Profit and Loss Account

{Being the entry for transferring
Interest to Profit and Loss Account).

Profit and Loss Account Dr.
To C Patel’s Capital Account
(Being the entry for the trausfer of

Net Profit to C. Patel's Capital
Account).

SUMMARY,

Rs.
1,75.800

2,20,000
4,000

’ 50.000

46,725

1,000

'48960‘

*

2,24,000

50,600

48,960

1. The Proft and Loss Account is op»nﬂd in order to

ascertain’the, Net Profit or Loss.
2. After the Trading Account

prep‘tréd all other

halances on Nominal Accounts remaining in the T¥tial Ba'lance
are transferred to the Profit and Loss Account,
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3. The first item on the Profit and Loss Account is a
cfedit by way of transfer of Gross Profit from the Trading
Account.

4. All debit balances on Nominal Accounts representing
"Losses or Expenses are shown on the debit side, and all credit
‘balances representing gains are shown on the credit side.

5. Before transferring these balances on the Profit and
Loss Account, all necessary adjustments in regard to Bad
Debts, Reserve for Doubtful Debts, Depreciation, Outstanding
Expenses, Prepaid Expenses and Interest on Capital should
be made.

6. These adjustments are made by means of journal
entries which are called Adjusting Entries.

7. The transfers of Nominal Account Balances on Profit
and Loss Account are made through the Journal and the entries
are called Closing Entries. .

8. Closing Entries are so called because they serve to
close all the Nominal Accounts in the Ledger.

9. The Profit and Loss Account is finally closed by
Jransferring the Net Profit or Loss to the Canital Account of
the proprietor, .

10. The Credit Balance of Profit and Loss Account
represents Net Profit and as Profit adds. to the Capital, it is
carried to the credit of the Capital Account. '

11. The Debit Balance represents Net Loss, and as Loss
reduces the Cap:tal the same is carried to the debit of the
Capital Account '

QUESTIONS, ,

1. Where does Gross Profit appear in th(?_ Profit and Loss Account ?

2. What is the object of preparing a Profit and Logs Account?

3. How do you close the Profit and Loss Account?

4. What balances are transferred to Proﬁt and Loss Account from
. Trial Balance ?
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5. What do you understand by Adjusting Entries ? -

6. Why should Outstanding Expenses be provided for ?

7. - Discuss the necessity of providing for Depreciation on 'Ass‘ets_
from year to year. .
8. Why should Prepaid Expenses be adjusted ?

9. Why should Doubtful Debts be provided for ?
10. Define Closing Entries, o Lo

11. Why should you credit Net Profit to the Capital Account ?

12, Why does a trader charge his business with, Interest 6n Capital ?
13. Explain what you understand by Bad Debts and Doubtful Debts.
14. What entry would you pass to write off Bad Debts ?

EXERCISE I. o
Construct a Trading and Profit and Loss Account from the following
Trial Balance and adjustments:—

Trial Balance as at 30th June 1930, -

Dr. S
Salaries e 540 '
Rates and Insurance , ... s 250
. Cash in hand . . 48
Purchases .. - . 8417 . :
Rent (received) ... - 315
. Discount 213 .
, kills Payable ... 390
Sundry Debtors ... ee 3,800
Stock, January 1st, 1930 ... oo 2,950
Bank Overdraft - . 970
Carriage Inwards 220
Loan to A. Donald .- e 320
Sundry Creditors . .. 740
» Trade Expenges vou wenan . 490 S
Returns Inwards e 470 -
Machinery e es 1,200
Wages e e 4,500
Sales aes e . 14,720
Returns Qutwards ree e 390
H. Markham's. Capi tal . ) 5,890

£, 23415 - £, 23,415
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Provide for (1) Wages due and mot paid £ 68: salaries due and
unpaid £ 75; (2) Interest on Loan to A. Donald £ 25; (3) 5%, for discount on
debtors. Depreciate machinery at 747, p. a. and calculate Interest on Capital
at 57, p-a. Stock on June 30th was valued at £ 3,620

EXERTISE II.

From the following Trial Balance and adjustments of Ram Narayan,
. prepare Trading and Profit and Loss Account for the year ended 30th
. September 1930 :—

. ¢ Rs. Rs.
Sundry Debtors sve 30,000
Stock, 1st October 1929 ... - 23,000
Cash in hand ’ e e 3
» at Bank - . P 2,045
Plant and Machinery ... .- 18,000
Sundry Creditors wou .. 9,650
Trade E£xpenses . . - . 1.475
‘Sales . ... . . - . 1.35.000
Salaries e .- - 1,825 .
Carriage Outwards e R 400
Rent ane | .. - e . 930
Rills Payable - . 3,000
‘Purchases . . o 1.18,470
Discounts ase - —ae 1,300
Business Premises een 35,000
Capital 1st October, 1929... - 80.000

Rs. 2.3260 Rs 2.3265)

= The Stock on 30th September 1930 was Rs, 12,350. Rent was unpaid to
the extent of Rs, 75/~ and Rs. 150/- were outstanding for Trade Expenses,
Rs. 400]- are to be written off as Bad Debts, out of the above debtors, and
5% is to be provided for Doubtful Debts.

*  EXERCISE 1L
From the following Trial Balance of F. Moscley, prepare Trading

and Profit and Loss Account for the year endm" 23th Kebruary 1931, after
making the adjustments given below:—

R Dr. . Cr.
Purchases . ave 10,030 9 0
Salaries oie 832 4 0
Stock, 1st March 1930 . 2129 5 0
Dlscount allowed ... .en 135 0 0
Cash at Bank .o ace 159 9 0
F. Moseley's Drawings 113 0 2
Sundry Debtors ... e 163 0 O
Bad Debts . see 107 0 0
Leaschold Premises aee - 4,162 0 O
Rent, Taxes, etc., . 720 3 0

Rent (received), ae . ) 7 00
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EXERCISE TIL—{continued.)

. Dr ) Cr,
Advertisement ...’ T 5198 0 '
Furniture and Fittings - 40 0 0
Postage and Telegrams e 157 0 0
Printing and Stationery . 100 0 O

F. Moseley's Capital

: 4,000 0, 0
Sales ... . een aen 13611 9 0
Sundry Creditors .., e . 1,157 8 O
Bills Payable - e 1,043 7 0 -
Returns Inwards ... we. 121 6 O

£.19869 4 © £19869 4 O

Taxes were paid in advahce amounting to £ 40; Interest at 55, p. 2.
was to be calculated on Capital; £ 13 were to be provided for doubt{ul

debts, Depreciate Lease by £ 162 and Furniture at 57;. Stock at end
amounted to 4§ 1,500. A

EXERCISE IV.

The following are the final balances as on December 31st 1929, and you
are requested to prepare a Trading and Profit and Loss Account
therefrom, after taking the following adjustments into consideration:— '

Purchases . can v we Rs, 16,450
Manufacturing wages PR ase we 3 * 2,150
Sales . e .o e 5 24,800
Bamiji's Capital _ e - - 7,000

" Drawings ... o - . [, 800
Stock, 1st Jan. 1929 ... - e [ 3,c00
Salaries vow . we n 820

Rates and Taxes

.o - es e . 325
Premium on Lease (6 years unexpired as nn .

1st Jan. 1929) e g 2,400
Sundry Creditors ee oo e w9 15345
L.oan on Mortgage e - 3 5,000
Freebold Land and Buildings ... e we » 8,00
Plant and Machirery e e e 90 4,000
Reserve for Doubtful Debts (1st Jan. 1929) o 600
Sundry Debtors orn s oee e 3p ' 13,100
Cash at Banle e e w 1,200
Trade Charges s o e w - 400
Bad Debts w100

12



178  FIRST STEPS’IN DOUBLE--ENTRY BOOK--KEEPING.

Calculate Interest on Loan for one full year at 67 p. a. Depreciate

Plant and Machinery at 73%. Write the necessary amount off the Lease

Account, Rates and Taxes are prepaid to the extent of Rs. 25/-, whereas

wages and salaries are {:npaid :to the extent of Rs. 125/- and Rs. 75/~

respectively, " Increase Reserve for Doubtful Debts to 5% on Sundry

Debtors. Stock on December 31st, 1929 has been valued at Rs, 3,425, Interest
Cat 67 is to be calculated on Capital,

EXERCISE V.

Pass Journal Entries giving effect to the adjustments as required in
Exercises I & II above,

EXERCISE VL

) lee Journal Entrles relating to the adjustments to be made in
Exercises 31 & IV above.



CHAPTER XIL

THE BALANCE SHEET.

OBJECT OF BALANCE SHEET.

The information conveyed by the Trading and Profit and
Loss Account is no doubt very valuable to the owner of a
business, as it enables him to determine the Gross and. Net
Profits resulting from his dealings during a certain period.
This, however, is not the only point on which a business man"
wants to be enlightened.. As his Assets and Liabilities change
from day to day, as a result of business transactions, he a.lso}
wants to find out what his true financial position is at the end of
each trading period. In the first place, he would like to know
whether the net profit as is disclosed by the Profit and Loss
Account is correctly arrived at, for if so, his Capital at the end of
the period must necessarily increase by that amount. He is
equally anxious to see for himself as to how such Capital  i®
locked up, i.e, what the component Assets and Liabilities are
of which this Capital is made up. In order, therefore, to obtain.
this information at ths end of the trading period, he has to set
out his several Assets and Liabilities as at that date in shape of
a statement and this statement is called the Balance Sheet.

DEFINITION OF BALANCE SHEET,

A Balance Sheet may, therefore, be defined as 3 Statement
prepared with a view to measure the exact financial position of a
business on a certain fixed date. It is prepared from the Trial
Balance, after all the balances on Nominal Accounts are trans-,.
ferred to the’ Trading and Profit and Loss Account and. the
corresponding Accounts in the Ledger are closed, The balances
now left in the Trial Balance and remaining open in the Ledger
represent either Personal Accounts or Real Accounts. In other
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words, they represent either Assets or Liabilities existing at
the date of the financial close.

All such Assets and Liabilities are set out in the Balance
Sheet in a classified form, On the right-hand side are showa
the various Assets or possessions of the business, and on the
left-band side, the various Liabilities, i.e., the amounts owing
by the business. The excess of Assets over Liabilities then
represents the then Capital of the owner. This figure of Capital
must tally with the closing balance of the Capital Account in the
Ledger after the net profit or loss has been transferred thereto

BALANCE SHEET INCLUDES PROFIT,

As the balance of Profit and Loss Account is transferred to
the Capital Account, and as the closing balance on the Capital
‘Account is shown in the Balance Sheet, it is clear that the
Balance Sheet shows the position inclusive of the profit or loss
made during the trading period.

!BALA'NCE, SHEET MUST REFLECT TRUE POSITION.

It is important to note that jf the Balance Sheet is to reflact
the true financial condition of a business, it must be drawn up
<most carefully. For this purpose, every Asset should be brought
in at its true worth and every Liability properly inserted.
Even the balance of Profit and Loss Account included therein
should be correctly arrived at. It must be further understood
that inasmuch as the figure of net profit or net loss as shown
by the Profit and l.oss Account ultimately finds its place in the
Balance Sheet, both these Statements of Final Accounts are
closely interdependent on each other. It follows, therefore, that
if any item of expense or income is omitted or is over or
understated, it will not only affect the accuracy of the-Net Profit
or Loss but will equally affect the correctness of the Balance
Sheet. Similarly, if any Asset or Liability is omitted to be
shown in the Balance Sheet or is over or under-valued, not
only would this affect the correctness of the Balance Sheet but
it would equally falsify the net resultant Profit or Loss as disclos-
ed by the Profit and Loss Account.
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VALUATION OF ASSETS.

From the above, it is clear that all assets must be properly
valued for the purpose of bzing included in a Balance Sheet.

Agsets are mainly divided into two classes, viz.,, (1) Fixed
Assets and (2) Floating Assets.

FIXED ASSETS are Assets which are held by way of
equipment and not for the purpose of re-sale. Thay are of a
permanent nature, and it is by their help that the business is
carried on. Examples are: Land, Buildings, Plant, Machinery,
Tools, Furniture, Fittings, etc. :

FLOATING ASSETS are such as are acquired by the
business for the purpose of re-sale, such as Stock-in-Trade, or
such assets as are constantly circulating and arise out of usual
business dealings. They are held temporarily for subsequent

conversion into money. These are Book Debts, Bills Receivable,
Cash at Banlk, etc.

Since the Fixed Assets are held by a business for a purpose
quite different from that of the Floating Assets, it follows that
the mode of valuation in each case would differ.” .

Fixed Assets which- are used for the purpose of earnings
revenue and not for re-sale must be valued on the basis of their

-usefulness to the business as a going concern. Thus, so long as

the business continues, the value of the fixed Assets must be
determined from their capacity to earn revenue, and the main
question that will have to be asked at the end of each financial
period in arriving at the percentage of depreciation to be written
off will be “ For how many more years would these assets be of
use to the business?” Having estimated the period of the
probable life of these-assets, what remains todo is to take the
original cost of each such asset, deduct therefrom the residual
or break-up value the assetis likely to realise when discarded,
and divide the,balance by the number of years for which the
asset has been estimated to last., The fAgure thus arrived at

would represent the amount of depreciation to bs written off
each year.
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Floating assets, being held tor the purpose of immsdiate
conversion into cash, must be valued at the figures which they
are likely to realise when so converted. This is, provided no
such asset is valued in excess of its original .cost. Thus, the
clasing stock is never valued at anything more than its original
cost, whereas if the market price is less than the cost, it is
valued at market price. Again, Book Debts, for this very
reason, are valued at their realisable price, and that is why all
accrued and likely losses thereon by way of Bad and Doubtful
Debts are always provided for.

FORM OF BALANCE SHEET.

. As the Balance Sheet purports to show the financial posi-
tion of the business, it follows that it should bz drawn out in
some intelligible form or order.

The Assets and” Liabilities should be grouped together and
properly classified under appropriate headings, so as to convey
the . information in a summarised form. The Debtors and
Creditors need not be shown in shape of individual balances
but must be set out in total. Further, the balances owing by
Customers must be shown separately under the heading of
* Trade Debtors” or Book Debts” and must not be mixed up
with Debtors for Loans or Prepaid Expenses. Similarly,
Trade Creditors must be distinguished from Creditors for
Loans, or from Liabilities for Expenses. In fact, the whole of
the Assets and Liabilities must be disclosed in a manner as
would present a clear view of the true state of affairs to any
one reading the Balance Sheet.

No definite rules can be laid down as to the correct order
in which the Assets and Liabilities shall appear in the Balance
Sheet. It is usual, however, to start with the Fixed Assets,
and follow on with the Floating Assets in the order in which
they are more difficult of realisation. Similarly, the fixed
liabilities are stated first and are followed by Flaxting Liabi-
lities. There are concerns, however, which pr‘éfer to reverse
this order, and in Partnership Accounts, usually the asscts are
shown in the natural order of their realisability and the liabi-
lities in the order in which they are payable.
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Again, Banks usually prefer to state their assets in ordér of
their realisability. Thus the most liquid assets are set out first
and are followed by Assets which are more difficult of realisation.

DATING THE FINAL ACCOUNTS. .

The student should carefully study the method of dating the
Final Accounts, which is an important point.. The Trading and
Profit and Loss Account, being a summary of the transactions
relating to trading during a given penod should always be
headed this way—

TRADING AND PRO¥IT AND LOSS: ACCOUNT
far the year ended__. .-

On the other hand, the Balance Sheet, being a list of
balances outstanding on the books of a trader on a _particular
date, should be headed this wise—

BALANCE SHEET,
as af

The name of the trader should also always appear at the

head of the Final Accounts.

SUNDRY' DEBTORS AND SUNDRY CREDITORS,

It is important to note that the items Sundry Debtors and
Sundry Creditors which are usually found in the .Trial’Balance
are not represented by any Ledger Accounts under the same
heads. As the student has seen already, each individual debtor
or creditor has his account in the Ledger. At the end of each
financial period, all the outstanding balances of debtors and
creditors are taken out from the Ledger and separé.te lists are
made of these. The total of the list of balances of customers’
accounts is called Sundry Debtors and. is embodied in the Trial
Balance under this head. Similarly, the total of the list showing
the outstanding balances of creditors’ accounts is styled Sundry
Creditors and is included in the Trial Balance under this head.

f/  GLOSING STOGK NOT IN TRIAL BALANCE,

The item of stock which is found in Trial Balance always
represenis Stocks at commencement of the trading period. Stock
at end, as a rule, does not appear in ‘the Trial Balance, as it is’
brought in the final accounts at the time of preparing the
Trading Account.
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Let us prepare Balance Sheets from the Trial Balances of
Examples Nos. 27 and 28. The items marked thus () in
these Trial Balances have already been transferred to the
Trading and Profit and Loss Accounts as worked on pages 167-168
and 172, and what remains for the student mow is to study
how the remaining balances are arranged and presentsgd in
form of a Balance Sheet.

Example 29
Prepare a Balance Sheet from the following information: —

TRIAL BALANCE as at 31 December 1928.

Rs. Rs
D. Dandekar's Capital Account ... vee 23,000
w - Drawings Account - 2800 °
Lease of Warehouse (10 years to run from 1st
January 1928) - - - 5000
* Stock, 1st January 1928 we 25,0008
Bills Receivable . e e 40004
* Sales - 1,40,000 -
Trivedi & Co., Loan Account ... - 3.000w
% Purchases ... -  aem we 73000
Creditors ... - .- 40,002
* Salaries and Wages ... " aee w. 6,000
* Insurance aee - - 400
Debtors ’ e 63,0000
* Carriage Inwards ... - w1700
* o Outwards ... - -~ 2900
* Commission - - e 1,500
* Interest ... . e - 1,800
* Stationery & Printing e . 500
Bills Payable e - N 6,300°
* Returns Inwards ... - - 2,600 ‘
* ,, Outwards ... - - - 1,000
* Trade Expenses - I - 600
Office Fixtures - e 2,000
Cash in Office e s - 004
Cash at Bank we 10,000¢
* Rent and Taxes oo - - 2,000

Rs. 2,12300 Rs 2,12.300

The Stock at 31st December 1928 was Rs. 30,000. Rs. 400 for Rent and

s. 600 for Salaries were outstanding. Rs. 100 were prepand in respect of
lusurauce. The Lease is to be written off by 107, and Offite Fixtures by 573
Note:—The items which are marked thus (*) have already appeared in

the Trading and Profit and Loss Account prepared on pages 167.168 and the
student is requested to study this Balance Sheet along with that Account.
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BALANCE SHEET, as at 31st December 1928.

LIABILITIES.

SUNDRY CREDITORS:—
For Bills Payable
On Open Accounts

Outstanding for Rent and]
1,000

Salaries

CAPITAL ACCOUNT:—-
Balance on.1st January 1928
Add Profits during the year

Less Drawings during the year

6,300
40,000

25,000
49,500

74,500
2,800

Rs.

47,300

71,700

 1,19,000

ASSETS,

CASH IN HAND
CASH AT BANK

LOAN—TRIVEDI & CO.

.SUNDRY DEBTORS:— -

For Bills Receivable
On Open Accounts

EXPENSES PREPAID

STOCK

OFFICE FIXTURES
Less Depreciation %t 5%

LEASE OF WAREHOUSE

. Less Depreciation at 10%

10,000

Rs.
500

4,000~
65,000

2,000

100

5,0C0
500

Rs,

Rs.

© 10,500

3,C00

69,000
100

30,000
1,900

- 4,500

1,19,000

. *1YHgHS HONVIVE HHL
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If the same Assets are arranged in the reversz ordsr, viz,, ths order of their permanence,

_Balance sheet would then appear as under:—

BALANCE SHEET, as at 31st December 1928,

LIABILITIES. Rs.
SUNDRY CREDITORS:— | - - -
For Bills Payable 6,300
On Open Accounts 40,000

Outstanding for Rent and
:} Salaries | 1,000
ICAPITAL. ACCOUNT:—
. Balance on Ist January 1928 25,000
Add Profits during the year 49,500
: 74,500
\ Less Drawingsduring the year 2,800
Rs.

Rs,

47,3C0

71,700

1,19.000_

'ASSETS. -

LEASE OF WAREHQUSE
Less Dapreciation at 10%

OFFICE FIXTURES
Less Depreciation at'5%

STOCK

SUNDRY DEBTORS: -
For Bills Receivable
On Open Accounts

EXPENSES PREPAID
LOAN—TRIVEDI & CO.
CASH AT BANK

CASH IN HAND -

Rs,
15,000
500

2,000
100

4,020
- 65,000

10,000
500

Rs.

Rs.

4,500

1,900
30,000

69,000
100
3,00

10,500

119,000

the

*ONIJIIA-H009 AYINT-A1EN0d NI S.dEllS 15413

981
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- Example 30,
Prepare a Balance Sheet from Lhe following mfo:m:l.hon--
" TRIAL BALANCE, 30th June 1929. ..

] Rs. Rs.
C. Patel's Capital Account ves - 2,10,000 -
s+ w DrawingsAccount = .. - 13000 oo
* Purchases e et - 850,000
Investments in Government Securities .. 20,000 . .
* Interest on above ... L e ’ 1,000
* .Wages - e - - 31,000
Sundry Debtors se . v 70,300
* Legal Expenses . ane e 4,000
Cash in hand - s ven 1,200
Cash at Bank - 11,000
Freehold Property ... wom v eee 60,000
Machinery and Plant .... v .= 1,20,000 : i
Rills Payable - " a- e . 6,500
Bills Receivable. — - .- 7.000 -
*® Salaries . . eus e e - 13,000 °
* Office Expenses - e ™ 3000
* Discount Account - are e - 4,500 oo
* Sales S - - . 2,20,000
* Stock on Ist July 1928 e .e 45,000 - ’
* Rent {(Office) ave [ aee 240 .
* Bad Debts .. e von 1,700
* Insurance e e - 1,500°
* Gas and Fuel . . .- 2,700
* Freight and Carriage ... - 3,500
Loose Tools - . w 4,500
Patent Rights—S5 years unexpired - 6,000
¢ Pactory Lighting e e e 5.000
Sundry Creditors - . ie s --50,000
* Returns Inwards - w . 3,200 ‘ I
¢ .. Outwards ... e . , 4,000
Creditors for Loan ... T e : 30,000
Office Furniture and Fittings -as - 3.000 :

Rs. 521,500 'Rs. :.ZISOOA

Stock on 30th June 1929 was Rs. 50.000. There were outstandmg
liabilities in respect of Wages Rs. 2,4C0 Salaries Rs, 600 and Ofhce Rent
Rs. 400. Insurance was paid in advance to the extent of Rs. 450.
Depreciate Freehold Property by 27/, Plant and Machinery by 107,
Otice Furnitdre by 5. Patcnt Rights by 207 and Loose Tools by 25%.
Write off further Rs. 300 as Bad Debts and proude 5% ou Debtors as
Reserve for Doubtful Debts, .

Note:—The items which are marked thas (*) have already appeared
in the Trading & Profit & Loss Account prepared om page 172 & the
student is re;ne:ted to study this Balance Sheet along with that Account.
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LIABILITIES,

SUNDRY CREDITORS :=
¥or Bills Payable

On Ogen Accgugggi
For an

Outstanding for Wages,
Salaries & Rent

CAPITAL ACCOUNT :—
Balance on 1st July 1928

Add Profits during the year

Less drawings During the
year,

‘Rs.

- 6,500
- 50,000
30,000

3,400

. o

2,1¢,000
48,975

2,58,975
13,000

Rs.

89,900

2,45,975

-

3,35,875

Rs.

ASSETS.
CASH IN HAND 1,200
CASH AT BANK. + 11,000 -
INVESTMENTS m Government
Securities
SUNDRY DEBTORS :—  Rs,
For Bills Keceivable : 7,000
On Open Account 70,000
€ss
Doubtful Debts 3,500 66,500
EXPENSES PREPAID
STOCK
FURNITURE & [‘lT TINGS 5,000
Less Depreciation at 52 -250
LOOSE TOOLS . 4,500
Less Depreciation at 25% 1,125
PATENT RIGHTS 76,000 |
Less Depreciation at 20% 1,200
PLANT AND MACHINERY 1,20,0C0
Less Depreciation at 107 12,000 |
FREEHOLD PROPERTY €0,000
Less Depreciation at 27, 1,200
Rs.

-12,200
20,000

73,500
50, 0co

4,750
3,375
4,800
1,08,000

58,800
335075

881
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1f the same Assets are arranged in the reverse order, viz., th: order of
Balance sheet would appear as under;—
BALANCE SHEET, as at 30th June 1929,

their petminency, the
-

Rs.

LIABILITIES. Rs Rs. ASSETS. Rs.
+ SUNDRY CREDITORS 1= . FREEHOLD PROPERTY 60,000,
“  For Bills Payable 6,500 Less Depreciation at 2, 1,200
On Open Accounts 50,000 —— 58,8C0
For Loan . 30,000 PLANT AND MACHINERY 1,20,000
Outstanding for wages Less Depreciation at 109 12,000 .
. Salaries & Rent, 3,400 89.9 —_——— 1,08,000
—1 89900 | pATENT RIGHTS 6,000
CAPITAL ACCOUNT — i Less Depreciation at 20% 1,200
Balance on Ist July 1928 2,10,C00 —_——— 4,800
, Add Profits during the year 48975 | LOOSE TOOLS 4,500
—— Less Depreciation at 25% 1,125
. . 2,58,975 ! I e 3,375
L‘ Less Drawings during the year 13,00 : FURNITURE AND FITTINGS 5,000
- ——— 2450975 .Less Depreciation at 5% 250
- —— 4,750
STOCK 50,000
SUNDRY DEBTORS :— .
For Bills Receivable . 7,000
On Open Accounts 70 0CO
-Less Reserve for .
Doubtful Debts 3,500 '
— 66,500 .
e ———— | 73,500
EXPENSES PREPAID . 450
INVESTMENTS in (owvern.
* ment Securities ) 20,00
CASH AT BANK 11,000
CASH IN HAND 1,200 12,200
Rs. 3,35.875 Rs. 3,35.875

S LITHS FIONVIVE FHL
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SUMMARY,

l  All the Ledger Balances appearing in a Trial Balancs
must find their place in the Final Accounts, either in the Trad-
ing and Profit & Loss Account or in the Balance Shest,

- 2. All balances relating to goods will eo in the Trading
Account .

3. All bahnces relating to expenses or gams ‘will go in the
Proﬁt & Loss Account

« 4. All the remaining balances will go in the Ba.lance
Sheet. :

» 5. The Balance Sheet serves to show the Assets, Liabi-
lities and the Capital of a concern on any one date.

6. 'The Capital of a concern on any date must equal the

difference between the total assets and the total liabilities on that
date. ’

- 7. Assets are always debit balances. and Llabllltles credit
_balances. - :

8. The object.of a Balance Sheet is to present the corrett
ﬁnqncial position of a concern on any given date,

9, The Assets are shown on the right-hand side of the
Balance Sheet, and the Liabilities and Capltal on the left-hand
side, ° :

10, The Reserve for Doubtful Debts must be shown as a

deduction from the item Sundry Debtors on the assets side of
the Balance Sheet.

11. The Depreciation, if written off from any asset, must
be shogn as a deduction from the Asset in the Balance Sheet.

12. Fixed Assets are those with the help of which the
busmess is carried on,

13. Floating Assets are lhose which are ne]d for re-sale
or are held temporarily for immediate conversion into cash.

« 14, Fixed Assets are always valued on the basis of thenr
utility to the business.
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15. Floating Assets are always valued on the basxs of
their realxsabxhty.

16. While settmg out the Assets and ~ " Liabilities 'in a
"Balance  Sheet, they must be . 6rouped together in some
intelligent and readable form.;

17. ' 1f. the Assets are. arranced in order of their realisa-
bility, the Liabilities should then be set out in the order in
which they are payable. -

18. If the Assets are arranged .in order of their 'perma.-'

nency, then Fixed Liabilities should be set out against- leed
Assets.

QUESTIONS.
1. Distinguish between Fixed Assets and Floatmd AssetS. GIVG
examples of each. :

2. What is the relahonsh:p of Capxtal to the remammg Llablhtles
and Assets of the business? - -

3. What purpose does a Balance Sheet serve’ '

4. Explain why the Final Accounts would be mcom.plete without a
Balance Sheet, .

5. How should Fixed Assets be valued in a.Balance Sheet?.
6. On what basis should’ Floating Assets bé valued?

EXERCISE 1.

From the following figures, prepare Trading and Proﬁt and Less
Account and Balance Sheet:—

) . ‘e . Bs
A. Brown's Drawings Account - e , e . 6000
A. Brown’s Capital Account . ae e s, 24,000
Sundry Greditors... . v Tem e o 43000
Bills Payablt ., " pee vos - e 4,000
Sundry Debtors .,. - " ves .y " enn s 51,000
Bills Receivable ... - - v 5,000
Loan advanced te Rao & Co. T e " ens R 100,000

Fixtures & Fittings oo - N 4,500
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. Rs.
Stock at commencement s - e 47,000
Cash in Office e s 900
Cash at the Imperi:l Bank ... - 12 500

. Overdraft with the Central Bank e e . 6,000
_Purchases ... - - 50,000
Duty and Clearm" Charges . oee . 3,500

- Sales ... e eee’ oon s - 1,28,000
Staff Salaries e coe - 9,50
Returns from: Customers . oe s 1,0C0
Returns to Creditors 1.100

“‘Commission and Travelling Expenses ... . e 4,760

! Trade- Expenses ... - e 2,500
Rent Account e e s .- . 2,000
Discount received--... . o - " ens 4,000

The Closing Stock amounted to Rs. 52,000, and Rs. 300 were out-
standing for Clearing Charges.

: EXERCISE 1L
From the followmg figures, prepare Trading and Profit and Loss
Account and Balance Sheet 1 —

. Rs.

R’s Capital Account . . e 41,000
R’s Drawings Account ™ aee 2,000
yvOrpening Stock . e e . e 17,000
% Machinery - e 20,000
 Office Furniture ... 1,500
Sundry Debtors” ... - e 38,000
Sundry Creditors ... - . 45,000
Cash at Bank .. e o e e 18,200
Cash in hand e 750
wvPurchases [ L eas e 30,000
v Discount allowed to Customers 1,200
w Sales . . s 55,000
\~Carriage Inwards vee ..o - vae 1,300
\ Insurance e 800
+Printing and Stationery v - 675
\-Rent and Taxes .. T e s 1,100
'\/Ofﬁce Salaries . " e s * ees . 8,300
o Retiirns Inwards ... S 1,00(-)
w~Returns Outwards .. e " e e - 925
Bills Receivable . . 1,700

. . Bills Payable e _— 1,600

\/'I he Closing Stock was Rs. 30,000.
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EXERCISE HI.

The following figures are given to you as a Trial Balance of J. Peerbhoy
at 30th June 1929 :— . -
Dr. Cr.

Rs, Rs,

Sales e ane .o . : 84,000
Purchases ... . - s 21,000 Lo
Machinery ... . . © e~ 10,000 .
Tools and Plant - w. . 5000
Buildings ... ee - 50,000, S
Loan on Mortgage ... - e ‘ .. 25,000
Bankers .. e 10,000
Printing and Stationery . 500 '
Wages 15,500 *
Repairs e - - e 200
Salaries . e e s 2,500
Stock at 1st January 1929 . o, 45,000 -
Discounts ... e e - 250
Rates and Taxes - we e - 500 : :
Coal and Gas ... . ... - e 260
Carriage Inwards e - v 1,500
General Expenses e s 1,250
Patents - ... o o 800 .
Wood Blocks for Printing, etc. ... asw 200
§. Peerbhoy's Capital ... . 34,960

Rs. 1,54,210 Rs, 1,54,210.

You are required to write off depteclahon from the followmg —

Machinery * 5 per cent per annum,
Tools and Plant 10 »
Patents 20 " - "
Blocks 50 »

and credit J. Peerbhoy’s Capital with interest at 5 per cent, per annum,

Make out a2 Trading and Profit and Loss Account and Balance Sheet.
Stock at the above date was valued at Rs. 60,000,

EXERCISE. IV.

From the’ foljowing Trial Balance, prepare Trading and Profit and
Loss Account and Balance Sheet as at December 31, 1928 ;—

14 ;
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Trial Balance—3{st December 1928.

Dr. Cr.
Rs. Rs.
- John Bull's Capital e see e s 15,000
Interest ... e oo 500
Office Rent - - one e 250 .
Taxes and Insurance 100
Machinery and Plant® ... . - - 10,000
Sundry Debtors ... - e e e 20,000
Bills Receivable oo . - s 1,500
Sundry Creditors ... v e e e 12,000
Bankers ... e " ues . © 1,000
Business Premises . - 20,000
Loan on Mortgage ee s 15,000
Interest on Loan .. s 250
4 Wages .. e e 15,000
Stock at 1st January 1928... . - R 2,500
Salaries . e . we . 3,500
Rills Payable ... »ee ee 5,000
L.oose Tools .. ves . e e 500
Cash in hand o - e ase 500
Books and Stationery .. . T e e 250
Office Expenses s . . . 350
Sales e e s - " 48,200
"Purchases * - - - . 21,000
- . Rs. 96,200 Rs. 96,200

The stock at close was Rs. 4,000

EXERCISE V.

The following was the Trial Balance of the books of P. Ramnath on
31st December 1928, from which you are required to prepare Trading and
Profit and Loss Account and Balance Sheet :-

Reserve for Doubtful Debts 5% on Debtors.

Allow Interest on Capital at 5%.

Insurance unexpired Re 90,

Rent, etc,, due and accrued at 31st December 1928 #e 300.
Intérest on Mortgage at 73 7 for the last two monlps unpaid.
Loose Tools were revalued at 31st December 1928 at Rs 4,500,
and Stock at Rs. 30,000,



THE BALANCE SHEET. . ;9.?

Freehold Works e
Mortgage on same .o
Plant and Machinery ...
Loose Tools 1st July 1928

Bills Payable ... .
Sundry Debtors .o
Sales... .on .

Cash at Bank ... wes
Stock 1st July 1928 - ...
Insurance . oo
Bad Debts written off ...
Sundry Creditors o

Bills Receivable
Purchases ose :..
Cash in hand... e
Rent, Rates, etc. er
Interest
Wages . avs
TradeExpenses ose
Salaries oos oo
Repairs to Plant, etc...
Carriage oin ‘osn

Discounts received ...
Discounts allowed ...
P. Ramnath’s Drawings
" ‘Capital- ees

EXERCISE VI.

TRIAL BALANCE.
aen L1l "Il‘

‘Dr. ~  Cr.
Rs, Rs.
35000 :
20,000
45,500 :
5,600 .
3,400
18,200 .
1,21,500
11,000
10,500
300
¢ 560
. 15,600
5,400
'50.000'
610
1,300
250
10,700
- 150
1,560
875 -
350
. 175
290 .
2,500 »
40,000

Rs. 2,00,675 Rs. 2,00,675

On 30th June 1929, the Trial Balance of the books of C, Peacock was

as follows s

C. Peacock': Capital
Do. . DCrawings

Stock—-1st July 1928

Purchases .. o

[

TRIAL BALANCE.

Dr, ) Cr. .

Rs, ' Rs,
35000

11,000 |

30000 -

75000
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Returns to Creditors e

(11] 1,300

Sales e o e 1,25,000
Returns from Customers ... e 2,700

General Trade Expenses s e e 755

VVageS wae see ase ves . 3,500

Salaries vos s e e 5,600

Travelling Kxpenses ... o 830

Advertising .. e oo e 500
- Rent, Rates, Taxes and Insurance ... s 2,800

Discounts - e e 300

Bank Interest and Commxss:on v e 0 215 -

Bad Debts written off . noe e 400

Premises v e s we 6,000

Machinery and Plant - e e 10,000

Fixtures and Fittings es - 5,000

Sundry Debtors e we 46,000

Sundry Creditors nes [ e 30,000
Cash in hand oee s s 680

Balance at Bank (overdraft) ee 10,000

Rs. 2,01,300 Rs. 2,01,300

The Stock on hand on 30th June 1929 was Rs. 45,000.

Draw up a Trading and Profit and Loss Account and Balance Sheet
after making the following adjustments;—

(a) Depreciate Machinery and Plant by 10%, Fixtures and Fnttmgs

by 10%.
(b) Make a reserve for Doubtful Debts at 57, on Debtors,

« {c) Insurances are paid in advance to the extent of Rs, 150.

EXERCISE VII, ) -

From the following Trial Balance of C. Cooper, make out Trading
and Profit and Loss Account and Balance Sheet for the year ending 31st
December 1928, Depreciate Plant and Machinery, Office Furniture,
Patterns and Patents at a uniform rate of 717 per annum.

Provide Reserve for Bad and Doubtful Debts at 5% on Sundry
Debtors, |

Stock on hand at the above date was taken at Rs. 30,000.

TRIAL BALANCE, ’
- Dr. Cr.
: Rs, Rs.
C. Cooper’s Capital . s e ¢ 150,000
Do. Drawings ... 15,000

Freehold Premises e e « 20,000
L]
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Plant and Machinery o, e 25,000 -
Stock—31st December 1927 e . 45,000
Office Furniture R . we 8,000
Patterns , ace e o . ) 12.000
Patents o e wr 19,000
Sundry Debtors o or e 75,000 :
Sundry Creditors oo “esn ove . -1 60,000
Cash in hand e o . 950
Cash at Bank—Current Account . we 10,000
Cash at Bank on Deposit e e 20,000
Bills Payable ... ses os vor 12,000
Sales e e .en . “uie - *1,65,000
Purchases . s e - 90,000
Manufacturing Wages ... e 7,000
Repairs and Renewals ... - ee 2,500
Coal ws 1,500
Gas and Water i e . 1,800
Rates, Taxes and Insurence cn 3,700
Office Salaries.., s asn e 12,000
Travelling Expenses = ... T e - 2,500
General Expenses ven 1,300
Discount allowed I e Teew - 2,8007
Do. received . s o S '1.3,950
Interest on Bank Deposit ... on e 1,000
Bad Debts . o aes s 1,400 .
Bills Receivable e e e 15,000

Rs, 391,950 Rs, 3,91,950

EXERCISE VIII,

From the following Trial Balance of S, Spaggetti, Caterer and
Confectioner, prepare Profit and Loss Account and Balance Sheet after
taking into account the adjustments noted hereunder=— .

Make reserve for discounts on Debtors and Creditors at 2&,4 and
reserve for Doubtful Debts at 5),. Depreciate Business Premises by 249,
and Furnitare and Fittings by 5%. Salaries outstanding are Rs, 150, and
Rent outstanding is Rs. 75 There is commission recelved. but not
earned, Rs. 90, Calculate interest on Capital at 5%.



198 FIRST STEPS IN DOUBLE-ENTRY BOOK-KEEPING.

TRIAL BALANCE AS ON 3ist March 1931,

Rent s 525

Business Premises s 4,700

Creditors e e s 1,200
Bank Teee e w 1,110

Capital, 1st April 1930 ... e o 13,400
Commission P POU 420
' Gross Profit Y e T et 7,600
Discount o - 175
Furniture and Fittings ... 600

Drawings .. .. 1,000

Salaries e . e e 1,650

Bills Payable . 1,350
Bad Debts nes 240

Debtors . e 8,400

Bills Receivable o .. 1,920

Stock 31st March 1931 ... e 4,000

Rs. 24,145 Rs. 24,145

EXERCISE IX

The following balances were, on 3lst December 1930, extracted
from the books of F, Rass, who carried on business as a manufacturing
Stationer:— _

" F. Ross, Capital o - w & 10,000
Furniture & Fittings ... e . 342
Land & Buildings .. - 2,172
Drawings oo’ e e 420
Cash at Bank 243
Manufacturing Wages ... . e 3,125
Discounts Allowed ... - s 264

»  Received ... 199
Bank Charges etc. ... . s 7
Loan from J. Barker ... I 1,000
Office Salaries I © e 428
Purchases e o 13,272
° 'w Returns .. e . 97
Stock, 1st Jan, 1930 ... - o 4,017
Cash in hand wen .o s 15
Sales e . o ee 18,767

»  Returns e - - ‘ 125
Carriage ... . - 345
General Expenses aen e ase 241
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Plant & Machinery ... e . £ 1,443
Reserve for Bad and Dountful Debts eas 310
Sundry Creditors e vee e 1,245
Advertising . . . - 271
Rent & Taxes . e " ees 242
Sundry Debtors one «se * ean 4,383
Bad Debts e . e 92
Insurance . awe . 47
Bills Receivable we  amr - 124

You are required to prepare Trading and Profit and Loss Account
for the year ended 3ist December 1930, and a Balance Sheet as on that
date, after takinginto consideration the following:— ' :

(1) 10% depreciation is to be written off Plant & Machinery. '

12) A new machine had been installed in November at a cost
of £ 250, but was not paid for, nor has any entry been passed
in the books, .

3) s% deprecmtxon is to be written off Furniture and Fxttings.

(4) Stationery used out of stock :for business purposes
amounted to 4 47.

{S) The Reserve for Bad and Doubtful Debts is to be brought
up to £ 500. .

(6) The unexpired insurance amounted to £ 12 S

{7V £ 15 were due on 31st December 1930 for interest on the loan
from J. Barker, and had not becn put through the books.

(8) The stock on 31st December 1930 was valued at £ 4,247,



CHAPTER XIIL

'PARTNERSHIP ACCOUNTS.

Occasionally, in. order to meet the requirements of a
g_rowing business, two or more persons may become joint
owners thereof, fach bringing in a certain amount of capital
and sharing the profits in agreed proportions. Such a relation-
ship is' called a Partnership. Partnership Accounts do not
introduce any new principles of book-keeping other than what
have been explained in the previous pages. There are, how-
ever, several new points in regard to record of capitals, draw-
‘ings, interest on capital, division of profits, etc. arising in
partnership accounts which it is proposed to discuss here.

PARTNERSHIP AGREEMENT.

Partnership is, therefore, the result of an agreement
between two .or more persons to carry on a business jointly for
the common. benefit of all. It is not legally necessary for a
parinership agreement to be in writing. It is highly desirable,
however, that there be a written -agreement between the
partners, * mal;ing provision for the following matters in
particular :—

1. Capital of each partner. -
2. Division'of profits or losses.
3. Drawings, -

4, Interest on Capital,

5. Partners’ Salaries.

6. Keeping of Accounts.

7. Re-payment of Capital.
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RULES IN ABSENCE OF AGREEMENT.

In the absence of special agreement between the partners,
the following rules hold good:—

(2) Each partner has a right to share equally in the
Profits.

(b) Each partner must contribute equally to losses
whether of Capital or otherwise.

(c) No partner is entitled to any interest on Capital.

(d) -No partner is entitled to any salary or remunera-
tion. '

(¢) The partnership books must be kept at the
principal place of business, and all partners
are entitled to have access to same and take
copies. .

(f) Advances in excess of Capital shall bear interest

" at the rate of 5% per annum.

CAPITAL, -

It is for the partners to decide as to what amount each one
should introduce as capital. It is not necessary that capital
should be contributed equally or even in proportion to profit-
sharing arrangements. There are instances where capitals are
contributed equally and yet the profits are shared in- unequal
prqportions. There are also cases where the profits are shared

equally and the capitals are contributed in unequal proportions.
Thus, as to what capital each of them should contnbute is
merely the result of an agreement between the partners.

A separate Capital Account would have to be opened for

. each partner, and the amount introduced by him will be credlted
to this account. -

v,

INTEREST ON CAPITAL:

For & ptpper and equitable adjustment of accounts :betwéen]

the partners, it is advisable to bring the question of - interest on
capital in partnership accounts,
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Where the partners share profits or losses equally but have
contributed capitals in unequal amounts and if no interest is calcu-
lated on capitals, the partner who has brought the larger amount
of capital will naturally get no recompense for the additional
capital he has brought in, and this would obviously be unfair to
him. Again, where the capitals are equal, but the partners share
profits unequally, the partner receiving the smaller share of
profit will lose, if no interest on capital is calculated. Itcan thus
.. be'seen how necessary it is to calculate interest at a certain rate
per cent on the capital of each partner.

Even where capitals are equal and profits are shared
equally, it is advisable to charge the business with interest on
capital to enable ‘the partners to see whether the net profits
(after charging interest on capital) are a sufficient return on the
capital invested in the business, having due- regard to therisks
involved in carrying on such business.

Having -ascertained the interest to be credited to each
partner on his capital, ' the Journal entry to bring this into record
would be to debit Interest Account and credit the Capital
Account of the partner concerned.

L e DRAWINGS,

Tt is usual for the partners to decide as to what maximum
amount each one should be allowed to withdraw from the
business in anticipation of his share of profits. This is very
necessary, for if there is no such arrangement, any partner
_might be tempted to draw a much larger amount than would be -
represented by his legitimate share of profit, and this might lead
to unpleasantness. '

~ 'The amounts’ "thus withdrawn by each partner from the
business . from time to time are debited to a separate account
called the Drawings Account.

INTEREST ON DRAWINGS. .

Where the capitals bear interest, it is usual for the partners
to charge the same percentage of interest on the amounts with-
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drawn by each partner from the date of ea.ch dra.wmg to the
close of the period. :

The entry for bringing the interest on drawings into account
would be to debit the Capital Account of. each partner and
credit Interest Account with the respective amount,

It must, however, be clearly understood that 1f it is desn‘ed
" to charge interest on the drawings of each partner, there must be
a distinct clause in the agreement or a ‘clear understanding
amongst the partners to that effect. '

SALARIES TO. PARTNERS.

Frequently it happens that one or more of the partners put.
ina much larger amount of work than others, and would then
naturally expect to be paid some fixed amount as salary in
return for this extra work, before the division of profits, It is,
therefore, usual for the partners to agree to allow a fixed salary
to one or more of their number, before dividing the net profits
each year,

If any partner is thus entitled to a salary, the entry
necessary to adjust this item would be to debits Partners’
Salaries Account and credit his Ca.'pita.l_Account.

Itis important to note that in the absence of any express
agreement amongst the partners, no partner can claim any salary
from the firm even if he devotes his entire time and energy
towards the partnership business.

BOOKS OF ACCOUNTS.

It is usual for the partnership books to be kept at the
principal place of business and all partners are entitled to have
access to these books, In order toavoid any dispute in the matter
of accounts, it is desirable that the Profit and Loss Account and
Balance Sheet ,be made out each year and each partner on his

being satisfied as to the correctness of such accounts be made to
sign them. ’
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DIVISION OF PROFITS OR LOSSES.

~ Asto what share each partner is to take in the profit or loss
arising from the business will depend on the partnership
agreement. It is open to the partners to share profits in any
proportions they deem fit, and such proportions need not
necessarily have any bearing on the capital contributions. As
has been. said before, the capitals may be contributed equally,
and yet the partners may share profits -in unequal proportions.
On the other hand, the capital contributions may be unequal and
yet the partners may agree to share profits equally.

Usually, losses if any arisiflg from partnership business
have to be borne by the partners in the same proportions in which
‘they share’ proﬁts. There are instances, however, where the
partners agree to share profits in certain stated proportions and
to bear losses, if any, in quite different proportions.

For the proper adjustment of the share of profit dus to
each partner or the share of ‘loss to be borne by him, it is
- necessary to consult the partnership agreement. .

Having ' ascertained the share of profit due to each partner,
the same should be transferred by means of a Journal entry
‘debiting Profit and Loss Account and crediting the Capital
Account or Drawings Account of each’ partner. If there is loss,
the Journal entry would be to debit the Capital or Drawings
Account of each partner with his respective share of loss ‘and
credit the Profit and Loss Account.

LOAN BY A PARTNER. .

‘ 1f-a partner advances by way. of a loan a sum of money
beyond the amount of Capital he has agreed to contribute, a
Loan Account of this’ partner should be opened quite distinct
from his Capital Account, In the absence of any agreement
to the contrary: such' a loan will carry 5% interest irrespective

of whether the capitals bear any interest or not.
<
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CAPITAL & DRAWING ACCOUNTS.

There will be a separate Capital Account and a Drawings
Account for each partner.

There are two distinct methods of keeping the Capital and
Drawings Accounts. :

One method is to debit all the amounts withdrawn by each
partner to his Drawings Account, and .at the end of the
financial period to close the Drawings Account by transferring
the total drawings to the Capital Account of the partner con-
cerned. The Capital Account would then be credited with sums
introduced as Capital, with Interest on Capital (if any), with
. salary due to the partner (if any) and with share of profits. It
would be debited with the total drawings as transferred from
the Drawings Account, with Interest on Drawings (if any), and’
with the share of loss, if any. The Account would then ‘bé’
closed by balance representing the Capital of each partner as at
the date of the financial close. ‘

The second method is to debit the Drawings Account with -
the various amounts withdrawn by each partner. The total
drawings thus shown on the debit of this Account are‘'then not
transferred to the Capital Account -at the close of the financial
period, as under the first method, but are left there on the '
Drawings Account. All the other adjustments in respect of
Interest on Capital and Drawings (if any), the salary to any
partner and the share or profit or loss are made on the Drawings
Account. The balance of Drawings Account is ultlmately
transferred to the respective Capital Account. .

The first method is undoubtedly the more desirable one to
be followed inasmuch as the object of the Drawings Account is
only to show how the total amount withdrawn by each partner
is made up. Besides, if all the other adjustments are made on.
the Drawings Account and the ultimate balance only of .the;
Drawings Accolnt is transferred to the Capital Account, the
latter Account would fail to show how the closing balance on

the Capital Acccount is brought about, o
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‘Where the several adjustments in respect of interest and
share of profit or loss are made on the Drawings Account, it

is desirable to style this Account as a Current Account which
would be more appropriate in this case.

The following example serves to indicate how the Capital
and Drawings Accounts of each partner would appear when
worked under. each of the above methods :—

Example 31.

A, Band C were partners with Capitals of Rs-. 10,000/, Rs. 20,000/-
and Rs. 30,000/- respectively on ist Janmary 1929. The profits were.
shared equally and 5% interest is to be calculated on the Capital and
Drawings of each partner. The Drawings were as follows :— A—
February 1 Rs. 300/~ April 1 Rs. 400/- June 1 Rs, 500/-, October 1
Rs. 200/- and December 1 Rs- 400/-; B— Rs, 200/- on the first of each
month and C— Rs. 500/- ou March 1, Rs. 600/- on May 1, Rs. 500/- on
July 1 and Rs. 500/~ on September 1. The Profit and Loss Account
showed a net profit of Rs. 9,000/- at the end of the year. Band C were

. entitled to a monthly salary of Rs.100[- and Rs. 150/~ respectively and
the adjustment in respect of this item was made at the end of the year.
Show the Capital and Drawings Accounts of each partner under both
the methods.

First Method

A’s CAPITAL ACCOUNT.

1929 : Rs. |a.p.|| 1929 Rs, [a |p.
Dec. 31 | To A's Dra-| Jan. 1] By Balance| [10,000] 0; ¢
wings || Dec. 3t} ,, Interest 500| 0; 0
Account . » 38 , Profit—
transfer| 1,800 0} 0 1/3rd
w | o Interest|- 478 0 share 3,000( 0] 0
. » Balance .
carried
down 11,652 8/ 0
Rs, | ]13,500| 0 0 Rs, | ¢ 113,500 0 0
1930 ¢ ==
Jan. 1. | By Balance
brought;
< down 11,6521 8 0
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A’s DRAWINGS ACCOUNT.
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1929 Rs a.’p. 1929 . Rs. Jalp.
Feb. 1| To Bank 300] 0] O||Dec. 31 | By A’s
April 1 ” » 400 0 0 ' Capital
June 1| » 500 0‘ 0 Account
Oct. 1 ”» ” 200 ol 0 transfer 1,800 0, 0
Dcc. 1| " 400 ol 0
Rs, 1,800 0 0 Rs. | [ 1,800 0/ 0
: I
B’s CAPITAL ACCOUNT.
1929 Rs. |ap.i 1929 Rs. |ajp.
Dec. 31 ; To B's Dra- Jan. 1| By Balance| 20,000 ] 0] O
wings Dec. 31} ,, Salaries 1,200} 0] O
Account- » »» Interest 1,000} 0| 0
transfer 2,400} O] 0 » Profit-
» Interest 65{ 0] O 1/3rd :
» Balance » Share 3,000( 00
. carried g
down | [22,735] 0} O, .
Re | [25.200] 0! 0 Rs. | 125,200 0/ 0
1930 By Balance
Jan, 1 brought
! down, |* [22735) 0l 0
B's DRAWINGS ACCOUNT. *
192) . Re-. a.jp.| 1929 Rs. |a.p.
Jan. 1] To Bank 200 | 0] 0{ Dec. 31 | By B's
Feb, 1| w » 200 { 0] O Capital
Mar, 1| ,, . 200 | 0] 0 Account
April 1} ,, . "200 | 0} o transfer 2400| 0] ©
May 1) ., o 200 |0/ 0 .
June 1¢( ,, . 200 | 0} O
July 1| » 2001010
Aug, 1} 4, o 200 |00
Sept. 1] 4 200 | 0 O] .
Oct. 1 [ " 20010/ 0 +
Nov, 1] ,, 200 | 0] O
Dec, 1 "w, o» 200f0 0
'R | | 2400| 0f 0f Rs. | | 24000/ 0
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Cs CAPITAL ACCOUNT.

1929 Re [a.|p.|| 1929 Rs.|a.|p.
Dec. 31 To C’s Jan. 1 | By Balance| | 30,000 0 0
Drawings Dec. 31{,, Salaries 1,800 Of O
Account- w w4 Interest 1,500, Ol 0
transfer 2,100] 0] O » Profit-
w w jn Interest 61]10| 8 1/3rd
n » » Balance Share, 3,000 0 0
Carried i
down 34,138 5I 4
Rs. | (36,300 0! 0 Re.| (363000 0
| 1930 —
Jan. 1 By Balance
brought
down. 34,138/ 5 1
C’s DRAWINGS ACCOUNT,
1929 Rs, [a.p. || 1929 Rs-.|ajp.
Mar. 1 | To Bank 500{ 0/ 0 || Dec. 31| By C's
May 1 " » . 600 O/ 0 Capital
July 1 | ,, » 500/ 0/ 0 Account-
Sept.1 we o 500, 0.0 transfer 2,100 O/ 0
Rs. 2,100 0] 0 Rs.| | 2100 0 0
<
Second Method
A’s CAPITAL ACCOUNT.
1925 Rs. |alp.|| 1929 Rs. ja.[p
Dec, 31 | To Balance Jan. 1 | By Balance| [10,000 0f 0
’ ) Dec31| ., A’s
carried ) Draw-
: ings
down| [11,652| 8 0 Account
) transfer, 1,652 8 0
Rs. ;,-ggZ -; 0 Rs. 11,652 8 O
1930
Jan. 1.| By Balance
brought
down 11,652| 8/ 0
«
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A’s DRAWINGS ACCOUNT. ~
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1929 Rs. |a.|p. 1929 | Rs. la[p.
Feb 1 | To Bank 300 | 0l 0 §§ Dec. 31] By Interest] ‘| 500 | G} 0
‘Apritn | L . 400 0|0 R : :
June 1 | ., . sooiojoki . °, 1 » Proht-

Oct. 1| . o 200 | O] © o -

i Dec. 1| w W 400 | 0, 0 : 1/3rd.
» 31 » Interest 47 1 8. 0 C
w o | e A'S ! ‘Share| 13,0001 0] 0
. Capital .
Account- :
Transfer| |1,652| 8 0
Rei 350000 Rs. 35001 0] 0
3 .
- B's DRAWINGS ACCOUNT.

1929 Rs. |a.[p Rs. é.ip.
jan. 1| To Bank 200 | 0| 0}l Dec. 31| By Salaries| {1,200{0 0
¥eb. 11 , 200 | 0 » Interest| {1,000l0 0 -
Mar. L] , - 200{0 o Profit-

Aprit 1l , 200 | 0 1{3rd
May 1} ,, 200 {0 share! |3,000] 0l O
June 1} 200 | o
July 1y, 200 1
A“g' 1 » ”» 200 0
Sept, 1| ,, " 200 | 0
Oct. 1| ,, - 200
Nov. 1] , - 200 ﬁ
Dec. 1}, . 200 | o

w 31] , Interest 65 | o

- " w B's . 4

Capital .
Account
tsansfer| {2735, 0 ‘s
. . r
Rs. | |5.200] of Rs.| | 5200 B‘o
=

15 ¢
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B’s CATITAL ACCOUNT.

1929 Rs, fa.lp-l| 1929 Rs. |alp.
Dec. 31 |To Balance Jan, 1 |By Balance 20,000 0| 0
carried Dec- 31 , B's
down 22735| 0] 0 Draw-
[ ’ | ings
Accourit-
transfer 2,735 0] O
Rs. | (22,735 0] 0 Rs. | |22735 0 0
| 1930 sl NN
Jan.1 [By Balance
brought
down 22735 Cl O
- C's CAPITAL ACCOUNT.
1929 Rs, |a |p.)| 1929 Rs. a.[p.
Dee, 31 { To Balance Jan. 1 By Balance 30,000{ 0, O
: ‘ carried | Dec. 31 w C's
down 34,138 5 4 Draw- y
: ings
Account-
. transfer 4,138 5/ 4
Rs. | (34034 o[ 4 Rs. | 39138 54
Jan. 1 By Balance |
brought
down 34,138' 5 4
~ C’s DRAWINGS ACCOUNT.
L Rs ‘a
1929 Rs. |alp)| 1929 - 3P
» Bank sc0| 0| ofl Dec. 31 | Bydalaries 1,800| 0| 0
m; ! r." au 600 0| O o w | w Interest 1,500 | 0| 0
lllly 1 » ;l - 500} 0] O 3 ] ”» Profit-
sept. 1 | w 5C0{ 0 O § Share 3.000{ Of O
Dec. 31 . Interest 61{10) 8
[1] » L3 C'S
Capital
Account- «
Transfer 4138 5/ 4 PN S
ks. | [63000 Rs. 630 ol
= === l
¢ L1
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Example 32,
C.Hemrajand D, Choksi were in partnershxp sharing proﬁts in
proportion of 3/5 ths and 2)5 ths. The Partnership Agreement provxded
_inter alia=— .
{1} That D. Choksi should receive a salary of Rs. 250/~ per month ;
{2) That each partner should receive 5% interest on hls Capltal and
should be charged 57; interest on Drawings. ‘
The following is a list of balances abstracted from the books as on
31st December 1928 : L

Dr. Cr.
Rs. . Rs.
C. Hemrap s Capital - E 30.000
D. Choksi's Capital N . ,25’000
C. Hemraj's Drawings 2,900
D. Choksi's Drawmﬂs 3,000
Office Furniture ) 1,800
Purchases 30,800 '
Do. Returns . 1,500
Qil and Fuel 1,700 .
&mt. Rates and Insurance 13‘388
ages [ -
Sales : 75,000
Do. Returns 1,300
Cartage 1,100 .
General Expenses 870 ’
Travelling Expenses 1,340
Advertising 1,875
Plant 17,500
Stock 1st Jan, 1038 < 8,500 .
Sundry Debtors 30,600
Bills Pavable 12,000
Commission 1,260
Accountancy Charges 1,000 .
Sundry Creditors 18,200
Rills Receivable 18,000 .
Cash in hand 285
Cash at Bank 15,000
Office Salaries 6,200
Discount 2,130
Motive Power . : 2,400

Rs.’l.63,830 Rs. ,1,63,830

The Stock on h1nd on 31st December 1978 was valued at Rs. 11,400, -
Write off Rs. 400 from Office Furniture and 107 off Plant as Deprecia-
tion. Createa Reserve of 10% on Sundry Debtors. The Interest on
Drawings chargeable to Hemraj and Choksi amounted to Rs. 60 and
Rs. 75 respectivdly, - :

Prepare Profit and Loss Account and Balance Sheet and pass the
necessary adjusting entries,
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HEMRAJ AND CHOKSI.
TRADING AND PROFIT AND LOSS ACCOUNT.
for the year ended 31st December 1928.

Stock
- Purchases 30,800
Less Returns 1,500
Wages ) .-
; Cartage .
Motive Power
Oil & Fuel
Gross Profit carried down
Rs.

To Salaries

”»

Rent, Rates and Insu-

rance
Partners’ Salary = ..
Advertising e
Commission

Travelling Expenses
General Expenses

Accountancy Charges ...

Reserve fer Doubtful
Debts
Depreciation :—
Office Furniture 400
-Plant 107, 1,750

a———

Interest on Capital
Net Profit transferred to
Partners’ Capital
Accounts :—
C. Hemraj 3/3ths 2,676

D. Cheksi 2/5ths 1,784

—— s

Rs.

Rs.
8,600

29,300,

- 13,200
1,100

- 2,400
1,700
28,800

| 85,100

6,800
2,500
1 875
1,260
1,340

870
1,000;

3,060,

2,150
2,615

4,360

30,930

By Sales 75,000
Less Returns 1,300

* 5 Stock
- Rs.
By Gross Profit brouﬂht
down N

» Discount

73,700
11,400

28.800
2,150

30,9308
taaiaine




HEMRA] AND CHOKSI.

BALANCE SHEKT,

as at 31st December 1928

. Rs. - Rs, Rs, Rs.
LIABILITIES, ASSETS.
SUNDRY CREDITORS i— CASH IN HAND . 285
For Hills Payable 12,000
On open Accounts 18,200 . CASH AT BANK 15,000
—— 30,200 s e 15,285
CAPITAL ACCOUNTS 1~ SUNDRY DEBTORS:= ‘
C. Hemnraj's Capital .
Balance on 1st January 1928, 30.000 For Bills Receivable - 18,000
Add Interest 1,500 On Open Accounts 30,600 f
i Profits 2,676 Less Reserve for [ |
———— Doubtful Debts 3,060 27,540
34,176 45,540
Less Drawings 2,900 :
w Interest 60 2,5¢0 31,216 :
*\ i
D. Choksi's Capital :— : R : STOCK : - 11,400 -
Balance on 1st January 1928 25,000 OFFICE FURNITURE " 1,800
Add Salary } 3000 Less Depreciation . - : 400 .
»n Interst 1,250 1,400
o Profits . 1,784 o
e e PLANT 17,500
;o 31,034 . i Less Depreciation at 107 1,750
Less ll)rtawlntgs 3,0?0 3 oS . , —— 15,750
nterest . 5 .
" —_—— 27,959 .
Ras. _ 89,375 - ‘Ra, 89,375

-"SLNAOJDV JIHSYANIIYVI

£1Z
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ADJUSTING ENTRIES, ) )
Rs. | Rs.

Partners’ Salavies Accnunt Dr. 3,600
To D. Choksi’s Capital Account 3,000
{Salary to D. Choksi for the year credited
~ to his Capital Account)
Interest Account Dr 2,750
To C. Hemraj's Capital Account - 1,500
» D. Choksi’s . " 1,230
(Interost at 5% credited to partners
. Accounts)
C Hemra] s Capital Account Dr, 60
D. Choksi's . ,, . ol 75 )
' To Interest Acceunt - - ) ) 135
(Interest on partners drawm«s brouﬂht
inte account)
- Depreciation Account - Dr. 2,150
To Office Furniture . - ann
i Plant . ’ 1,750
- {Rs.400/- on Office I'urmture & 10 7/ on| -
Plant written off)
Profit and Loss Account Dr. 3,060
- To Reserve for Doubtful Debts | 3.070
(107 reserve created on Sundry Debters) . '

‘ADMISSION OF A NEW PARTNER.

« A trader may decide to admit an outsider into his . busi-
ness with:-a view to secure more capital or fresh skill, energy
or influence. for the business; or, it may be that he wishes to
reward the faithful services of a valuable employee by admitting
him into partmership.

‘When a new partner is thus admitted in an old established
business, it is usual for the old proprietors to ask from the new
comer some compensatien in return for the share of profits that
they will have to forego in the future to make room for him.
This reward or compensation by way of a sum of mpney whiéh
the newly admitted partner is to bring in, in réturn for the
share that he is to take in the future profits of the business,
is chlled “ Goolwill ’. Of course, this goedwill or premium
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which the newcomer must bring will be over and above the
capital he will be called upon to contribute.

It must be made clear that as soon as -a new partner is
admitted into a firm, he acquires the following legal rights by
virtue of his position as a partoer :— :

(1) The right to share in the partnership assets, and
(2) The right to take a share in the future profits.

The amount that the new partner brings in for the right.
to share in the partnership assets is called his capital and is
credited to his Capital Account; whereas the consideration
which he pays to the old partners for the right to participate
in the division of future profits is called Goodwill.

GOODWILL.-

Goodwill may thus be defined as an extra value attach-
ing to an old established business over and above the worth
of the assets employed therein because of its past connections,
continued prosperity and reputation and the hope that” the .
same profit-earning capacity that the business had enjoyed in
the past will be equally maintained in the future, by reason of
the old customers continuing to deal with the firm dgspite the
change in proprietorship.

The goodwill payable by the incoming partner to the old»
proprietors may be satisfied in any of the three ways:—

(1) By a cash payment to the firm, the amount being
withdrawn by the old partners.

(2) By a cash payment to tke firm, the amount being
retained in the business as additional capital.

{3) By bringing into record the Goodwill of the firm
at its full value and adjusting the old partners
Capital Accounts.

WHERE GOODWILL IS RECEiVED IN CASH AND IS8
WIFHDRAWN BY THE OLD PARTNERS,

(1) \Vhen an amount is brought in by the newly admitted
partner by way of Goodwill, the same should be credited to
Goodwill Account in the first instance,
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(2) “The credit balance on Goodwill Account will then be
transferred to the Capital Accounts of the old proprietors in
their profit-sharing propodtions. The entry to bring this about
will be to debit the Goodwill Account and credit the Capital
Account of each of the old proprietors in his respective pro-
fit-sharing propertion.

(3) On each of the old partners withdrawing his goodwill

amount, the entry would be to debit his Capital Account and
credit ' Bank ‘' Account.

(4) The amount brought in by the newcomar by way of
- his capital will be credited to a new Capital Account to be
“‘opened in his mame.

Example 33,

A & B with capitals of Rs, 3,000 and Rs. 4,000 respectively and sharing
profits egnally, agree to admit D as an equal partner on the condition that
he brings in Rs, 5,000 as Capital and ‘Rs. 2,000 as his share of Goodwill. It
was further agreed that the amount brought in as Goodwill should not

remain in the firm, Pass Journal Entries te record the above and show the
Ledger Ac.counts.

Dr. Cr.
Rs, Rs,
i
Bank Account. Dr, 7,000
To D's Caoital Account 5,000
. Goodwill Account, 2,000
. Being the amount brought in by D ia
respect of Capital and Gondwill.
Goodwill Account -+ - Dr. 2,000
To A’s Capital Aecount 1,000
., B's Capital Aceount. 1,L00
Being the adjustment of cash brought
in for Goedwill to the Capital Afcs. of
the old partwers in their profit-shar-
ing- proportions.
A's Capital Account Dr. ; 1.00
B’s Capital Account - . €,000 R
To Bank. . . : 2000
Being the withdrawal of amount credited
in respect of Goodwill by the old
€ partners. | . i
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Dr. A's CAPITAL ACCOCUNT. o Cr.
Ra. ' ‘ .Rs.
To Rank 1,000 By Balance bjd. 3,000
«» Balance ¢jd. 3,000 » Goodwill 1,000
Rs. 4,000 , - Rs. 4000
.. By. Balance bjd. Rs. 3,000
Dr. B's éAPITAL ACCOUNT. Cr._ﬁ
Rs. Rs.
To Bank 1,000 By Balance bjd.’ 4,000 -
«» Balance cfd. 4,000 s» Goodwill 1,000
Rs. 5000 Rs._5,000 -
By Balance b/d. Rs. 4,000
Dr. D's CAPITAL ACCOUNT. Cr.
-! ‘ - Rs.
‘ By Bank 5,000
P
Dr. GOODWILL ACCOUNT. Cr.
»
Rs. . . Rs,
To A's Capital Account 1,000 By Bank 2,000
w B’s Capital Account 1,000
) Ra, 2000 _Ra. 2000

WHERE THE CASH RECEIVED FOR GOODﬁII.I. 1S
RETAINED IN THE BUSINESS.

Where the amount btougbf_ in by the imcoming pariner

as bis shdre,of the goodwill is retained in she business, the
effect would be to increase the capitals of the old paviners to
the extent to which the goodwil amount - has been c;egited
to their individual Capital Accounts.
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Example 34.

X and Y with Capitals of Rs. 10,000 and Rs. 7,500 respectively and sharing
profits in two-thirds and one-third, agree to admit Z into partnership on
condition that he brings in Ks. 8,000 as_Capital and Rs. 6,000 as Goodwill
in return for a fourth share in the profits. The goodwill amount is to be
retained in the business. Pass the necessary entries and open the Ledger
Accounts. Show also the future proportions in regard to division of profits
among the partners.

Dr. Cr.
. . Rs. Rs,
Bank-Account Dr. 11,0C0
To Z's Capital Account 8,000
. Goodwill 6,000
Being cash brought in by Z in respect of A
his Capital and Goodwill.
Goodwill Dr. 6,000
To X's Capital Account 4,000
«w Y's Capital Account 2,000
Being the transfer of Goodwill amount .
to the old partners’ accounts in their | |
profit-sharing proportions. |
Dr. X’s CAPITAL ACCOUNT. Cr.
Rs. Ks.
To Balance cfd. 14,000 By Ralance b/d. 10,000
. -_— » Goodwill 4,000
Rs. 14,000 —_—
; Rs. 14,000
* By Balance b/d. Ks. 14,000
br. ¥’s CAPITAL ACCOUNT. cr.
. . Rs. Rs.
To Balance c/d. 9,5¢0 By Balance bjd. 7,500
» Goodwill 2,000
Rs. 9,500 Rs. 0300
By Balance b/d. Rs. 9,500

Note —In this case, as the goodwill amount has been retained in the
business, it has served to increase the Capitals of the old partners in their
proﬁt -sharing proportions.

The future profit-sharing proportions of X, Y anch would be as
under :—

X will get 2/3x 3/4 =1/2
Y will dv.,t 1/3x3/4=1/4
Z will det 1/4
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WHERE THE INCOMING PARTNER.DOES NOT BRING HIS
’ SHARE OF GOODWILL IN CASH,

(1) Where the mcommg partner brings in cash in respect
of his capital only and does not pay anything in respect of
his share of goodwill, it becomes’ necessary to raise a Goodwill
Account in’ the books of the firm,

(2) This is done by debiting Goodwxll Account with an
amount as agreed to between ths old partners and ‘the new'_
comer and crediting the old partners’ Capital Accounts in their
respectjve profit-sharing proportions. - The idea. underlying’
this adjustment is' to bring an hitherto unrecorded asset in the
books of the firm in order that each of the old proprietor’s
Capital- Account may get its legitimate credit in this respect. -

- (3) The Goodwill Account will now represent an asset

belonging to the ﬁrm. and will appear as such in the Balance
Sheet.

Example 35,

C & D ace in partnership with capitals of Rs. 20,000 °and Rs. 15,000
respectively and sharing profits in proportions of three-fourths and one-
fourth, They admit A into the business on condition that he pays Rs. 10000
as his capital in return for one-fifth share in the fature profits. The goodwill
of the old firm is valued at Rs. 12,000 and as A does not bring his propor-.
tionate share thereof, the old partmers’ capitals have to beadjusted by bringing
this assest into record. Pass the necessary Journal Entries, open Ledger
Accounts and show in what propertions the profits would be d-lvxded among
the partners, in the future, -

Rs. . Rs,

Dank Dr. 10,000
To A’s Capital AJc. o 10,600
Being the amount brought in by A )
as his Capital.
Goodwill Alc. ‘Dr. 12,000 ’
To C's Capital Alc. i 9,000
D's Capital Ajc. 3,000
Being the adjustment of Goodwill Alc.
to the Capltal Accounts of the old
partners in their profit-sharing pro-
portions,
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Dr.

C's CAPITAL ACCOUNT. Cr.
Rs. R,
To Balance c/d. 29,000 By Balance b/d. 20,000
S . o Goodwill Ajc. 9,000
Rs. 29,000 Rs. 29,000
By Balasce bjd. Rs 29,000
Dr. D’s CAPTIAL ACCOUNT. Cr.
Rs. Ra.
To Balance cfd. 18,000 By Balance b/d. 15,000
» Goodwill Ajc. X
Rs. 18,000 Rs. 18,000
- By Balance bjd. Rs. 18,000
Dr. A’s CAPITAL ACCOUNT. Cr.
Rs.
By Bank 1v,000
<
Dr. - GOODWILL ACCOUNT. Cr.
Rs- Rs.
To C's Capital Account. 9,000 By Balance c/d. 12,000
. D's Capital - 3000
Rs.12000 Rs. 12,000
To Balance bjd. Rs. 12,000

The future profit-sharing proportions of C, D and A would be arrived at

as ander }—

C will get 34 x4/5=13/3
Dwillget I4x45=1}5
A will get 15
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RE-VALUATION OF ASSETS ON ADMISSION OF A NEW PARTNER.

It may further happen that before admittinga new person
into partnership, the parties may agree to a re-valuation of the
assets of the business, so that it would be on the basis of this
fresh valuation as mutually agreed upon that the newcomer may
step in. :

Under such a circumstance, a “special account styled “Profit
and Loss Adjustment Account” will have to be opened and all
the necessary adjustments would have to be made thereon. .

The ultimate balance on this account representing profit or
loss as arising from such re-valuation _will then be tramsferred
to the Capital Accounts of the old proprietors in their profit-
sharing proportions.

Example 36,

The followinug was the Balance Sheet of P & Q who were shanud
profits two-thirds and one-third on 31st December 1930 :—

BALANCE SHEET OF P & Q on 31st December 1930,

" Rs. ' - Rs.
Creditors 65,900 Cash at Bank 1,200
Capitals =~ Sundry Debtors . 9,700
P, 30,00 Stock . 20,000
Q. g 20,000 Plant & Machinery 35,000
3 Building 50,000
Rs. 1,15,900 h Rs. 1,15,900

They agreed to admit R into partnership on the following termsi—-

{1} R was to be given one-third share in, profits, and was to bring
Rs. 15,000]- as his capital and Rs. 6,000/- as his share of goodwill;

(?) That the values of Stock and Plant were to be reduced by 107,;

{3) That a Reserve of 5%, was to be created in respect of Sundry
Debtors; .

, . .
() Thatdhe Ruilding Account was to be appreciated by 20%; and

) That the goodwill amount was to be withc.lra\ﬁn‘ by the old
partners, o
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Draft Journal Entries to give effect to the above arrangement,
show the Profit and Loss Adjustment Account and prepare the opening
_ Balance Sheet of the new firm,

JOURNAL ENTRIES.

Rs. a. p| Rs. a. p.

Profit & Loss Adjustment Accuunt Dr. 5985 0 0O - -
. To Stock . : . 2000 0 0
s . Plant and Machinrery "3,500 0 O

‘Reserve for Doubtful Debts 485 0 0
Bemg the amounts written off Stock, .
Plant and Machinery and the provi-
sion made for Doubtful Debts as
per agreement dated————

Building Account Dr. 10,00 0 ©
To Profit & Loss Adjustment Alc. : . 10000 0 ©
Being the appreciation in the value .
of Building brought into account,
as per agreement dated—

‘Profit & Loss Adjustment Account  Dr. 4015 0 0
~To P's Capital Account . 2,626 10 8
»w Q's Capital Account 1,338 5 4

Being the transfer of credit balance
on the - Profit & Loss Adjustment
Account to the. old partners’
accounts in their proﬁt-sharxnrf
proportiohs.. -

“Bank - pr]  |21,000 0

. To R's Capital Account. 15,288 g 8
s Goodwill Account. o,

Being the amount of cash brought in

- by R in respect of his share of
Capital and Goodwili.

Goodwill Account .. Dbrl" 6,000 0 0
To P's Capital Account - . 4000 0 0
» Q's Capital Account 2,000 ¢ ©

Peing the allocation of Goodwill

- amount among the old partners in -
their profit-sharing proportions.

P's Capital Account . . Dr, 4,000
's Capital Account 2 .
To Bank ~ ' ) 6000 0 0

Bemﬂ withdrawals by the old part- - -
‘ners-of their share &f goodwill, )
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PROFIT & LOSS ADJUSTMENT ACCQUNT-" )

Rs.
~ To Stock By Building Account 10,000
» Plant & Machinery
« Reserve for Doubtful
Debts
" Transfef of Profit to
Capital Afcs:—
P—2/3rds Rs. a p.
Share 2,676 10 8
Q—1/3rd
Share 1,338 5 4
Res Rs.| 10,000
BALANCE OF P, Q & R as on 1st Jan. 1331,
Credit ) 16300
reditors
Cagitals.—- Re. a. bl Cash at Bank » 200
. 32,676 10 & Sundry Debtors  * 9,700} -
Q.. 21,338 § ﬁ less Reservedor
R. 15000 O Doubtful Debts 485 -
SR~ 9,215
'Stock 18,000 .
?
Plant & Machinery 31,500
Building ‘ 60,000
Re |1, ’ Rs | 134915

>

REYIREMENTY OF A PARTNER.
When a partner retires from an established ﬂrm, the
goodwill of the business will have to be valued and the retiring
partner’s Capital Account will have to be credited with his
proportionatd share thereof. The total amount then due tothe -
retiring partner as per his Capital Account will have to be
paid over to him either in one sum or by instalmsats, as gy be

mutually agreed,
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Where - the amount due to him is ‘payable by instalments,
_the ‘balance standing on the retiring partner’s Capital Account
"will 'have to be transferred to his Loan Account, and this
Account will carry interest at an agreed rate till the whole
amount due is paid out. . '

"The entry for crediting the proportion of goodwill due to the
retiring ‘partner will be to debit Goodwill Account and credit
the retiring partner’s Capital Account with the necessary sum.

The debit balance on Goodwill Account must then be written
back tothe Capital Accounts of the remaining partners in their
profit-sharing proportions.

Example 37,

X, Y and Z were partners in a firm with Capitals of Rs, 15,00, Rs. 9.500
and Rs. 10,000 respectively and sharing profits in proportions of §, $ and {. On
31st December 1928, Y retires and for the purpose of his retirement, the
goodwill of the firm has been valued at Rs. 12,000, Pass the necessary entries
assuming that Y has been paid the amount ascertained and show the Capital
Accounts of-all phrtﬁers.

_ Rs. Rs.
" Goodwill Account Dr. 3,000
© To Y'sCapital Ajc. 3.000
Being the fourth share of goodwill
credited to the retiring partner. ,
1
Y’s Capital Account - Dr. . 12,500 :
* "\To Bank . _ 12,500
Being the amount paid to Y in satis- :
faction of his Capital & ‘Goodwill.
X's Capital Account ’ Dr.| - 2,000
Z’s Capital Account ’ 1,000
To Goodwiil Account } 3,000
Being the Goodwill Account written
-back to the Capital Accounts of
the continuing partners in their
profit-sharing proportions.
Dr. . X's CAPITAL ACCOUNT. : Cr.
‘Rs. Rs.
"To Goodwill Account 2,000 | By Balance 15,000
.. Balance c/d. 13,000
Rs:—IS.OOO . Rs. 15,000

By Balance b/d. Rs. 13,900
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Dr. ¥'s CAPITAL ACCOUNT. _ Cr.
. Rs. X ) ’ ' Rs.
Te Bank . 12,500 | By Balance 9,500
) . Goodwill Als. - 3,000
Rs. 12,500 ' .. Rs. 12,500
Dr. Z's CAPITAL ACCOUNT. o Cr.
Rs. - Rs.
To Goodwill Afc. . 1,000 By Balance ) 10,000
» Balauce cjd. 9,000 X v
Rs. 10,000 ) Rs.’ 10,000
By Balance b/d. Rs. 9,000
Dr. GOODWILL ACCOUNT. cr.
Rs. ) Rs.
To, Y’s Capital Account 3,600 By X's Capital Afc. ' 2.000
w 2's Capital Alc. -~ . 1,000
Rs. 3,000 * Rs. 3,000

Example 38.

Assuming that the payment to Y was agreed as follows, viz: Rs. 2,500 to
be paid immediately and a sum of Rs. 5,000 with accrued interestat 5% on
318t Desember 1929 and 31st December 1930 respectively, Y’'s Account will .
appear as under s—

NOTE :—When the outgoing partner is not paid out the whele amount,
due to him immediately en retirement, the halance due as shown by his -
Capital Account should be transferred to a sepasate Loan Account opened _
in his name, and all the payments.as also the adjustment in respect of interest
should be shown on this Account, .

' Rs. " Rs.
¥’'s Capital Alc. Dr. 12,500

To Y's Loan Alc, 12,300

Being the transfer of tetal amnunt
due to him as per Gapital Afc. to his . )
Lean Afc. . *

Y's Loan Acecount Dr. l 2,300 R .
To Bank Ajc. - ; 2.500

Being the first payment to him as per -
agreement.

To Y's Lman Ajc.

Being one year's Iaterest at 5 om
Rs, }0,000{- credited at the end of
the first year.

16

|

i ,
Interest Accoupt Dr-] : : 380 { s

I

!
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Rs. Rs,

-Y’s Loan Alc, Dr. 550 |
To Bank - ’ 5,500

Being the payment of instalment of
Rs. 5,000/- with accrued interest
on 31st December 1929.

Interest Account . . Dr. 250
ToY's Loan Alc ! ' 250

Being one year’s [Interest af 57 on
Rs. 5,000 due to him.

Y's Loan Account ‘ Dr’

To Bank - 320 5,250
Being the final payment of balance .

of Rs 5.000/- with accrued lnterest .
_ on 31st December 1930. NN

SHARE OF A DECEASED PARTNER.

On the death of a partner, the representatives of the deceased

partner have the right, subject to any agreement, to have the

_value of the firm’s goodwill ascertained and to be paid the deceased
partner’s share thereof,

After the deceased partner’s share of goodwill is ascertained,
the entry necessary to bring this into effect is to debit Goodwill
Account and credit the decea.sed partner’s Capital Account with
such sum, *

The total amount then due to the deceased partner as shown
‘Dy his Capital Account is transferred to a new Account to
be opened in the name of the Executors of the deceased.

On payment of the sum due, this latter Account wil! be debited
and Bank Ac-zount credited.

Tbe debit balance on Goodwill Account must be written back
to the Capital Accounts-of the surviving partners in their profit-
sharing proportions.

Example 39, . .

C. D and E are partners sharing profits equally, with Capitals of
2%, 10,000, Rs. 12.000 and Rs. 8,000 respectively. E dies on st Jnne 1930 and -
fot the purpose of adjusting his account, the share of profit due to him from
the date of thelast Balance Sheet to the date of his death bas been ascertained
to be Rs. 3,000. The gondwill of the firm has been agreed at Rs. 15,000.
Assuming that the deceased partner's Executors are piid out the full
amount on ascertainment, pass the necessary entries and show the Ledger
Accounts con~erned.
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Rs. Rs.

P. & L. Account, Dr. ,3,000
To E's Capital Alc,

Being the share of profits accrued
to cate of death credited.

Goodwill Account Dr. 5,000 5,000
To E's Capital Alc. !

Being the adjustment of one-third
share of Goodwill due to E.

E's Capital Account, Dr. 16,000 16.000
To rixecutors-of E deceased ’

Being the transfer of the total
amount due to E on final ad-
iustment to the latter account

Executors of E deceased Dr. 16,600
To Bank :

Being the payment te the Executors
of E by the firm.

16,000

NOTE :—If the Executors agree to receive the deceased partner's share
by instalments in order not to cripple the financial resources of the firm,
interest at an agreed rate will have to be .brought into account, and the
adjustment in this respect will be made onthe Account of the Executors, in
the same manner as already illustrated in Example 38. :

.
PDISSOLUTION OF PARTNERSHIP.

On a dissolution of a partnership, the following steps are’
neoessary, ‘

(1) The partnership assets are sold.

(2) The proceeds thus realised are first utilised in paying off
the debts and liabilities of the firm to persons who are
not partners therein.

(3) Any partmer who has advanced money to the firm will
then be paid out his loan.

(4) Fach partner will then be paid rateably what is due from
the firm to him in respect of his Capital.

»

(5) [If there®is any surplus arising from the realisation of
assets and left after the above payments, the same will
be divided ameng the partners in the proportion in which
profits are divisible,
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REALISATION ACCOUNT.

Accounts will naturally have to be maintained showing what-
amounts were realised on sale of the assets, what liabilities were
liq uldated what profit or loss arose asa result of the realisation
and how the partners’ accounts were adjusted inter se.

A special account styled * Realisation Account” will have to
be opened for this purpose, in order that the whole of the above
mformatxon may be ascertained therefrom.

DISSOLUTION ENTRIES.

The entries in the books will be passed in the followmg
order :—

(1) » T}'ansfer all the Asset Accounts (other than Cash and
Bank Accounts) to Realisation Account at . book values,

~by debiting Realisation Account and credltlng each
Asset Account,

‘The effect_ of ‘this entry will be to close all the separate
asset accounts in the books, and to show thelr total book value on
the Realisation Account

-(2) 'Eransfer all the Liabilities (other than Loan from a
partner) to the Realisation Account at book value. by,
debiting each  Liability Account and crediting the
Realisation Account,

.

The effect of this entry would be to close all the separate
liability accounts in the books and bring them on the credit of
Realisation Account.

(3) Debit Bank Account and credit Realisation Account with
the amount realised on the sale of each asset.

(4) Debit Realisation Account and credit Bank Account with
the amounts paid out in respect of Labilities.

(5) Debit Realisation Account and credit Bank Account with
any expenses incurred in connection wifi the dissolution.

(6) ‘The balance on the Realisation Account will now give
© ° -the profit or loss on realisation.
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(7) Transfer such proﬁt‘ or loss to the partner’s Capital
Accounts in the proportions in which they share profits
or losses.

(R). If there isa loan by a Partner, the samae will be. paid
out and the entry will be to deblt the Partner’s Loan
Account and credit Bank. . :

{9) Each partner will now be paid out what is ultimately
owing to him by the firm as shown by his respective~
Capital Account. The -entry will be to debit each
partner’s Capital Account and to credlt the Bank
~Account.

NOTES '——If any partner buys over any asset at an agreed
value, debit such partner’s Capital Account and credit Realisation
Account with the amount. )

If there isany Cash Balance at the date of 'diséolution, the
same should be transferred over to the Bank Account; ‘and the
amount should be paid into the Bank. e

The reason why the balance on Bank Account should not be
transferred to the' Realisation Account is that this Account will
have to be operated upon till the ﬁual payments are made to the
partners.

-

Example 40,

The following is the Balance Sheel of P Qand R, on 31st December, 1930,
the partners sharing profits in proportions of one-half, one-third and one
sixth respectively s

BALANCE SHEET OF P, Q and R as at 315t December 1930."

. Rs. | Rs.
Creditors 32,000, Cash at Rank - : 1,000
Loan from P 30,000)| Debtors Rs. 20.000)

. Less Resérve for
Capital Accounts:—  Rs. Doubtful Debts. 1,00
P. 30,000 | : . 19,000
Q. ' 23,000 | Stosk . S 25.000
K. 15,000 | Investments 10,000
=1 70,000, Fixtures - . 2,000
! Plant X . 35.000
1 Freehold Property - 40,000
Rs. {1,32,000% ' Rs. | 1,52,000
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The partnership was dissolved, and the assets realised the following
amounts :—

Stock and Investments realised 10% iess than the book values, Debters
realised Rs. 17,500 and Plant Rs. 25,000. Freehold Property was sold for
Rs. 75,000 and the Fixtures were taken over by P at an agreed value of
Rs, 1,200. The creditors were paid off at a discount of 5%, and the expenses
of realisation amounted to Rs. 700. Pass the Journal Entries to give effect
to the above and show the necessary Ledger Accounts,

‘ Ks. Rs.
Realisation Account Dr, 1,32,000
To Debtors . 20,000
» Stock 25,000
.. Investments 10,000
» Kixtores 2,000
» Plant - 35.000
. . Freehold Property 40,000
Being the transfer of the various
assets to Realisation Account at
book values. .
Creditors-- Dr. 32,000
Reserve for Doubtful Debts. . 1,000 :
To Realisation Account 33.000
‘Being the transfer of Liabilities and
the Reserve for Doubtful Debis
Account to the Realisation
Account.
Bank Account Dr. 1,49,000
To Realisation Alc. 1,49.0CC
Being the amounts realised on sale
of the assets as under:—

. Rs.

« Stock 22,500
Investments 9000
Debtors 17.,5C0
Plant 25.000
¥reehold 75 000
P's Capital Account. Dr. 1,200

To Realisation Ajc. 1,200
Being the agreed value of Fixtures
taken over by him. .
Realisation Account : Dr. - 30,400
To Bank - 30,400
Being the payment to creditors at a
discount of 53 in full satisfaction
of their claims.
Realisation Account : Dr. 700
To Bank 700
Being the payment of Realisation .
Expenses. €
s Loan Account Dr. 30,000
To Bank 30,000
Being the loan from one of the
Rartners paid off.
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T Rs |  Rs’

Realisation Account . Dr. - 20100 10 0‘0
To P's Capital Ac.. . 6,700

. O's Capital Afc. ’ 3,350

, K's Capital Ajc.
Being the transfer of proﬁt on . i
Peahsauon to the partners’ Capitat "'} | - .. -
Ajcs. in therr proﬁt-sharmg pro-

. portions, P
P's Capital Afc. Dr. . 38,850 -
Q’s Capital Alc, ! 31,700
R's Capital Afc. 18, 350

To Bank : : - - 880007
Being the final payment to partners : :
as per their Capital Accounts,

REALISATION ACCOUNT.

Rs. Rs.
To Debtors 20,000 | By Creditors 32,000,
w Stock 25000 » Reserve for Doubtful - 1.000
.» Investments 10,000 Debts 1,000
. Fixtures . 2.000 o * Bank:— .
» Plant 35,000 Stock - 722500
» Frechold 40.000 Investments | 9.000
» Bank-Creditors 30400 || - - Debtors - 17,500
w « Expenses 700 %} - . Plant 25000
.. Profit on Realisation . Free Hold 75.000 |~
transferred: — © ] 1,49,000
Rs. :
P's Capital 10,050 ’ . .
Qs 6,700 ! e
K's. 3,350 . P's Capital afc.
———| 20,100 Fixtures 1,200
. it
Rs. [1,83,200 {| .- Rs: {1,83,200
BANK ACCOUNT,
Rs. I Rs,
To Balance:— 1,000 By Reahsahon Afc:- Rs.
" Reallsatmn Ajc:= Rs. . Creditors 30400 !

. Stock 22,500 E :.pense': 700
Investments 9,000 — 1 31,100
Debtors 17..‘00 ! : .
Plant 25,000 , P's Loan A!c. 30,000
Freehold 75,000 iy » ' Capital Ajcs. -Rs.- L

=i 1,49,(00, P. 38,850
1 Q. - 31,700
. . 18,
l R .__.__350___ 88.900
. e e g = e o i
Rs. | 1,50 000|. - Rs. | 150,000
| i
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Dr, o P'S LOAN ACCOUNT. Cr.
] ] Rs Rs.

To Bank 30,000 | By Balance 30,000
Dr, ) P'S CAPITAL ACCOUNT. Cr.
L Rs, Rs.

To !j\’_eahsahon Alc.— By Balance 30,000

Fixtures 1,200 » Realisation Afc.—

«» Bank 38,850 4 share of profits 10,050

Rs. 40,050 Rs. 40.050

Dr. < . Q'S CAPITAL ACCOUNT. Cr.
* Rs. Rs.

To Bank . 31,700 By Balance 25,000

,» Realisation Ajc.—
1/3 share of profits. 6,700

——— —

h Rs, 31,700 Rs. 31700
Dr. ) R'S CAPITAL ACCOUNT. : Cr-
‘ Ks. ‘ . Rs.
© To Bank : 18,350 By Balance 15,000
l » Realisation AJc.—
. | 1 share of Prefits. 3,350
oo _ Rs. 18,30 | , . Rs. 18.3:0
< |
SUMMARY.

1. The Accounts of a Partnership Business do not differ
frorp those of a sole trader, so far as the record of ordinary
business transactions is concerned,

. 2. There would, of course; be separate Capital and Draw-
ings Accounts for each partner.

3. Pariners must decide by agresement what capital each
should bring in, 'what amount each of them should bz atlowel
to withdraw, whether capital and drawings should bear any
interest, how they would share profits or lossss, and whether
any partn:r would be entitled to any salary. .

4. Where there is no agreement to the contrary, all pirtners
are entitled to share profits or losses equally,

5. No partoer can claim any interest on capital unless it
is sd agreed.
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6. In the absence of any agreement, no partner can claim
any salary from the firm.

7. The Drawings Account: of each partner should be used
for recording his drawings only, and the debit balance of this
Account should be transferred to his Caplta.l Account at the end
of each financial period.

8. The Capital Account of each partner would show, on
the credit, the balance of Capital at the commencement of each
trading period, and the total drawings as transferred from the -
Drawings Account at the end of the period. The other adjust-
ments in respect of salary due to a partner ( if any ), interest on
capital and drawings { if any ) and the share of profit or loss
would also be made on the Capital Account at the end of the
financial period.

9. The Capital Account of each partner would thus serve
to indicate at a glance what his capital was at the commence-
ment of each period, what other adjustments are made in
respect of drawings, share of profit or loss, interest on .capitals
etc.. and how the closing balance on Capital Account is brought
about,

10. Where a new partner is admitted into an established
firm, the amount of compensation that he is called upon to pay to

the old proprietors for the nght to share in future profits is called
Goodwill.

11.  The peculiarities of Goodwill are—(1) tha.t it is always
an unrecorded asset, (2) that it exists only in such businesses as
have been yielding super-profits in the past and as bave equal
chances of returning equally handsome profits in.the futare, (3) that
it fluctuates in value according to the profits made by the concern
from time to time, and (4)- that it is non-visible.

12. The Goodwill amount brought in by the incoming partner
is shared bys the old proprietors in the same proportions in
which profits are divisible.

13. \Where the incoming p:zrtnef do=s not bring his share of
Goodwill in cash, a Goodwill Account has to be opened ir? the



234 FIRST STEPS IN DOUBLE-ENTRY BOOK-KEEPINGC.

firm's books at its full value, the corresponding credit being - given
to each of the old partners in his profit-sharing proportion.’

 14." Tn case of 4 partner retiring or dying, it becomes neces-
sary to value the Goodwill of the firm so that the retiring or the
deceased partner’s Capital Account may be given its proportionate
share of credit in respect of Goodwill.

15. The Goodwill Account, in the above case, will only
be debited with such an amount as is necessary to credit the outgo-
ing partner with, and will then be immediately written back to
the Capital_ Accounts of the continuing or ‘surviving partners in
their profit-sharing proportions.

16. 'In case of admission of a new partner or a partner
retiring, where there is ‘any re-valuation of the assets agreed
upon, the x;ecessaty adjustments must be made through a special
account styled “ Profit & Loss Adjustment Account “.

17. The special account to be opened with a view to
ascertain the resultant profit or loss on dissolution of a partner-
ship is styled “ Realisation Account ”.

QUESTIONS.
« 1. What rules govern the payment of interest on capital, and the pay-'

ment of salaries to partners ?

3. What is a Drawings Account, and how is this Account closed at
the end of each financial period ?

3. What information is conveyed by the Capital Account of a
partner ?’ : ’

4. How are profits or losses shared in a partnership firm ?

5 In what proportion should partners contribute capital ?

6. Under what clrcumstances would you know the Drawings Account
of a partner as his Current Account ?

7. What is lhe position of a partner in regard to interest on sums

4

advanced by him beyond the amount of capital ha has agreed to
contribute ? - )

8. What entry would you passin respect of interest on capital due
to andtnterest on Drawings chargeable to a partner ?
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9. How would you adjust salary due to a partner ?
10. What do you understand by Goodwill ?

11. Explain how the Goodwill amount brought in by an incoming
partner is adjusted?

12. How should Goodwill be adjusted when the incoming partner does.
not bring in his share of goodwill in cash ? J

13, Explain the circumstance under which it becomes necessary to open
a Profit and Loss Adjustment Account, and how this Account is closed.

14. How is Goodwill adjusted in case of a retiring or a deceased
partner ? .

15. In case of dissolution of a partnership firm, mention the order in.
which the proceeds from the sale of assets have to be utilised,

16. Give the Book-kecping entries necessary to be passed in case of -
dissolution of a firm-

17. What is Realisation Account and what are the usual items that
appear on the debit and credit side of this account ?

18, How should the Realisation Account be closed?

EXERCISE 1.

From the following Trial Balance of J. Jeejibhoy and K. Kikabhoy
sharing profits and losses in the proportion of 3/5ths and Zlaths prepare
Trading and Profit and Loss Account and Balance Sheet as at 3tst
‘ December 1928, Give also Adjusting and Closing Entries.

TRIAL BALANCE..

Rs. Rs,

I. Jeejibhoy's Capital e 35,000
K. Kikabhoy's ,, 33000
J. Jeejibhoy's Drawings ... . 9,000

K. Kikabhoy's " . s 8800

Sundry Debtors . e 45,060

Plant and Machinery - 15,000

Fixtures and Fittings e - 11,000

Stock 1st January 1928 e ... 30,000

Cash in hand, .., ee - 350

Cash at Bank *... «e 10,000

Purchases . «s 50,000

Wages - e 16.000

Salaries

e -« 1200



236 FIRST STEPS IN DOUBLE--ENTRY BODK--KEEPING.

TRTAL BALANCE.

Rs. . Rs,
Insurance . 330
Returns from Customers - .., we 1,200
Carriage [nwards 400
Returns to Creditors e 1,030
Commission & Travelling Expenses. 850
Rent, Rates and Taxes - 5,500
Discount - 200
Trade Expenses ... - - ... e 600
Bad Debts et e L e 230
Sundry Creditors T : 39.000
Bills Pavable - ... e - 12,000
Rills Receivable e e 14,000 ' :
Loan Account ... 10,000
.Sales - . ‘1 03,500

Rs. 2,30,300 Rs. 230500

Allow interest on partners’ Capitals at 5%. Interest on Drawings :—
J. Jeejibhoy—Rs. 275)- and K. Kikabhoy—Rs. 190/-, Depreciate Plant and
Machinery by 107, Fixtares and Fittings by 5% and provide for BRadand
Doubtful Debts at_5}, on Sundry Debtors. Outstandinrg liabilities were in
respect of Wages Rs. 300/-, Salaries Rs, 175/- and Rent Rs. 200/-. Insurance
" was prepaid tp the extent of Rs. 73/-. Stock was valued at the above date
at Rs. 50,000.

‘

« "EXERCISE 1L

Messrs. Shroff and Dalal are partners on the following terms:—(1)
To receive 57, interest upon their respective partnership Capitals ; (2}
Shroff to receive Rs. 150 per month as Salary, (3) Interest to be charged
at 5%, on their respective Drawings, (4) Depreciation at 107, to be wriiten
off Fuarniture and Fixtures ; (5} Provisinn at 5% for Doubtful Debts to he
reserved on Sundry Debtors ; (6} The net profit or 1nss- to be shared thus—
Shroff 2/3rds and Dalal 1/3rd, On 30th June 1928, the following was the
Trial Balance :—

- ) Rs. Rs.

Shroff’'s Capital /50,000
balal’s " e 40,200
Shroff's Drawings ... 7,800

Dalal's " es 9,000

Parchases _ e 82,000

Investments 2,000 -

Inierest on above . : 1,000

bcundry Debtors e e 55,000
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Rs. Rs.'

Legal Expenses . e 1,100
Stock 1st Tuly 1927 ... e 40,000
Accountancy charges ... ~ - wen 1,000
Cash e o 150
Bank [ s w - 10,000
Furniture and Fixtures o 5,000
Sundry Creditors . . 35,000
Bills Receivable e . 20,000 - .
Bills Payable - Lon 17,000
Salaries . w 8,000
Office Expenses e e 1,700
Discount e . 1,250
Rent, Rates, etc, - - 2,300
Sales - - 1,25,000
Returns Inwards - © e 1,300 o
»w  Outwards es . - 1,000
Carriage Inwards . - 1600
Commission e e 1,800
Rs. 269000  Rs, 2,69.000

Rs. 300 are outstanding for Salaries and Rs. 100 for Legal Expenses.
Interest on Shroff Drawings amouuted to Rs.150 and on Dalal's Dravy-
ings Rs, 175. Closing Stock at the end of the period was Rs. 65,000

Prepare Trading and Profit and Loss Account and Balance Sheet and
pass the necessary Adjusting and Closing Entnes. '

EXERCISE 111,

C. Wadia and D Mistry are pariners sharing profits . and losses
equally and have agreed that 5% interest shall be credited to their Capital
Accounts. Plant and Machinery is to be depreciated by 10% and Rs. 500
to be written off Freehold Premises, Reserve 57 on Sundry Debtors for

Doubtfal Debts. The following is the Trial Balance of their books as at
3ist December 1928 :—

. Rs. - Rs.
Purchases - - . 33,000 ’
Stock 1Ist january 1928 e T e 45,000
Sundry Debtors s .- . 20,000
Sundry Creditor ... - . on e " 18,000
Factory Expe'nses e ves 1,500
Otiice Expenses . - e 1,800 .
Plant and Machinery ose ... 15000

Discount
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: Rs. Rs.
Salaries ... - - - 1,800
Frechold Premises ... e - 25000
Rent, Rates, Taxes & Insurance 1,700
Repairs ... - e - 400
Wages ... .- © aes 2,300
Bad Debts .- - e 500
Sales 90,000
Cash in hand .- e . e 220
Cash at Bank .- .. e 11,000
C. Wadia's Capital... e 25,000
D. wmistry’s ., - _— 30,000
C. Wadia's Drawings - - 1,700
D. Mistry’'s - - 1,900
Returns Inwards ... - . 1,800
w» Outwards ... . - . 1,100
Rs. 1,614,620 Rs, 1,61.620

You are required to make out 2 Trading and Profit and Loss Account
and Balance Sheet after making following further adjustments:—
(1) Rs. 400 are outstanding for Salaries and Rs, 500 for wages.
(2) Insurance is paid in advance to the extent of Rs. 90.
(3} Closing Stock at the above date was Rs. 33,000.
Give the necessary Adjusting and Clesing Entries.

€
EXERCISE IV.

¢ P, Ghosh and B. Baldev are in partnership sharing profits and losses
equally. Before the division of profits, the following adjustments are
necessary : —5% depreciation is to be writien oif Plamt and Machinery,
10% off Leose Tools, 155, off Patents, 5], provision is to be made for
Bad and Doubtful Debts. Rs- 60/- are paid in advance for Insurance.
Rs.  3%00J- are outstanding $or salaries and Rs. 200)- for wages. Stock as
on 3tst December 1928 was valued at Rs. 60,000/-. You are required to
prepare Profit and Loss Account and Balance Sheet as at 31st Decemter
1928 with Adjusting and Closing Eniries from the Trial Balance given

below »—
TRIAL BALANCE.

Rs. 23,
P. Ghash’s Capial - ... 36,000
B. Baldgy's . o . 30,000
P. Ghosh's Drawings ... o 2,890
B- Baldev's o - 2,000
Stock 1st January 1928 ... 40,000

B#ls Receivable .- . 5,000
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TRIAL BALANCE-—-(contdI '

. Rs. Rs,

Purchases wer e ' © . 55,000
Sales . - , - 80,000
Bills Payable - s ‘ 12,000
Returns Inwards Cvas . . 1,000

. Outwards see - . 900
Plaut and Machinery ... . . 20,000
Loose Tools ~ . - e 5,0C0
Patents . 5000
Sundry Debtors we . 25000

»  Creditors - e ) . 28,0000
Cash ven e B ; 210
Bank . - 15,000
Salarics s 2,200
Wages e . . 3,800
Repairs . .. T 300
Rates and Taxes - - 1,500
Insurance 600
Printing and Stationery R : 400
General Expenses . 1,300
Coal and Gas C e _— - 700

PO ——

Rs. 1,86,900 Rs. 1,86,900

Prre et

EXERCISE V.

The following was the Balance Sheet of Dinshaw, Edulji and Framji who
' were equal partyers on 1st June 1931,

Lialitities, Assets,
Rs, ‘ ) Rs,
Rills Pavable . 3,200 | Cash : : 600
Creditors 6,000 | Debtors _ 10,800 -
Capital Accounts:—  Rs. Stock , + 11,400
Dinshaw 16.R00 Fuarpiture - . 2400
Eduliji 12,600 Building Accoant L 19,500
Framji 6,000 :
. ————— 35,400 .
Rs. 44,7(*0 Rs, 44,700 -

They agreed to take Hirji into partnership and give him a fourth share
in the profits ol the following terms:—

(1) That Hirji should bring in Rs. 9,000 for Goodwil}' and Rs, 15,000 as
Capital. *

(2) That the half of the Goodwill shall be withdrawn in cash hy the
old partners,
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(3) That Stock and Furniture be depreciated by 10 per cent,
4) - That a Reserve of 5 per cent on Debtors be created for Doubtfut

Debts.

(5) That the value of the Building having appreciated, the Building

Account should be raised by Rs. 7,500.

Pass the entries necessary to give effect to the above arrangement,
prepare the Profit and Loss Adjustment Account and the opening Balance
Sheet of the Firm as newly constituted.

EXERCISE VI
X and Y are in partnership and their position is shown by the following

Balance Sheet :—

BALANCE SHEET OF X AND Y.

Rs. . Rs.
Creditors 9,000 | Plant 7.000
X's Capital ) 20,000 | Stock 25,000
+ Y's Capital 10,000 ! Debtors 6,000
_ Cash 1,000
Rs. 39,000 Rs. 39,000

It was decided to admit Z into partnership on the following terms :—

The firm’s Goodwill is valued at Rs. 6,000; Stock is to be written down
by 10% and Plant by 123%. A reserve of 57 is to be made on Sundry
Debtors. Zis to bring in Rs. 10,000 as his Capital and his proportionate

share of Goodwill in cash.

Pass ]our‘nal Entries to give effect to tke above arrangement and show
the Profit and Loss Adjustment Account and the Balance Sheet of the new

fitm,

EXERCISE VII.
P & Q are in partnership sharing profits two-thirds and one-third. Their

Balance Sheet is as follows :—

Liabilities.
Re.
Greditors 13,500
P’s Capitad 30,000
Q's ”» 20,00
Rs. 63,500

Asscts,
Rs,
Gash 1,060
Stock 20,000
Plant 30,000
Debtors 5.080
Investmownts 7,500
Rs. 63,500

They agree to admit U into partnership on condition that he brings in
Rs. 12,000 a& Capital for one-ffth sharé in the business. ¢The Goodwill of
the Firmis to be valued at Rs. 10,000, and adjustied on to the Capital Accounts
of the old proprietors. Stock isto be depreciated by 107, and Plant to be
appregiated by 10%. A 5% reserve isto be created on Sundry Debtors, and
the investments are to be brought in the new firm at an agreed value of
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Rs, 6,000. Pass the necessary Journal Entries to give effect to the above.
Show the Profit and Loss Adjustment Account,and the Capital Accou’nts :
and prepare the opening Balance Sheet of _the new partnership.

EXERCISE VIIL .
The Balance Sheet of A B and C on 31st May 1931 stood as follows =—

. Rs. o Rs.
Creditors 23,500 | Cash at Bank ‘ - 3,500
Capitals :— Debtors - 35.000

s’ Stock 15,000
A 15 000 :
H 7,500
c 7,500 :
— 30,000
' Rs. 53,500 Rs. 53,500 .

On that date A retires from the.ﬁmi and for this purpose Goodwill of
the firm has been valued at Rs. 6,000. Stock has been revalued at Rs. 18,000
and a Reserve of Rs. 3,000 for Doubtful Debts has been agreed to be created.
Show how the Capital Accounts of the partners would appear after the
necessary adjustments have been made. Also prepare the Profit and Loss
Adjustment Account. ’

EXERCISE IX.
Wardrobe and Dresser are equal partners in a refail concern, They

decide to retire and sell their business on 3lst March, the position of aflairs
on this date bcmg as follows ;-

BALANCE SHEET.

Liabilities, Assets.
i Rs. Rs. -
Sundry Creditors 4,500 | Cash at Bank 5,000
Capital Accounts:— Rs, Sundry Debtors i 9,500
\Wardrobe 30,000 Stock 25,000
Dresser 20,090 Fixtures & Fitlings - 5,000
_— Lease 10,009

50,00

54,500 Rs, 54,500

The Lease was sold fur Rs, 15,000, Fixtures for Rs. 3.500 and Stock
for Rs. 23,000. The Book Debts realised only Rs, 9,000, The Creditors were
paid Rs 4.300ia fl)l“ settlement, The expenses of winding up were Rs. 320,
Close the books of the firm, showing the result of the re'lllsatlon and
detailing the various Ledger Accounts, Show also the pavment ta each
partner of the amount actually dae to him,

17 - . . - >
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EXERCISE X.

O, Pand Q are partners sharing profits 4, 2 and 3. Their Balance
Shest is as under :— . i

Liabilities, r Assets,
Rs. Rs.
Creditors 18,000 | Stock 20,000
Capital, O 15,000 | Debtors T 25000
" P ) 10,000 | Fixtures 2.000
» Q 5,000 | Cash at Bank 1,000
Rs. 48,000 ‘ Rs. 48,000

— e . .=

On a dissolution of the firm the debtors realise 107, less and the Stock
realises 109, more than the book value, The Fixtures are taken over by P
at an agreed value of Rs, 1,200, The Creditors are fully satisfied by a pay-
ment of Rs. 15000, The expenses of realisation amounted to Rs. 1,000. Pass
the Journal Entries to give effect to the above, and show Bank Account,
Realisation Account and Capital Accounts of the partners,



CHAPTER XIV.
CONSIGNMENT ACCOUNTS.

Manufacturers and producers of all kinds generally employ
agents in their own as also in foreign countries to dispose off
their products. The agents thus employed merely hold the
goods to be sold by them on behalf and™ at the risk of their
principals, and are remunerated for the services rendered in
shape of commission by way of a certain percentage on the
gross proceeds realised from the sales. .

Goods which are sent out in this way are said to be “on
consignment’”’ and, of course, cannot be treated as ordinary

sales. Consignment transactions are, therefores passed through
the Journal.

| OUTWARD & INWARD CONSIGNMENTS.

To the principals, the goods thus sent out would be known
as “OUTWARD CONSIGNMENTS”, whereas to  the
awents, they would be known as “INWARD -CONSIGN-
MENTS". = The persons sending out the goods are called
CONSIGNORS, and, those receiving the -goods are called
CONSIGNEES- .

PRO FORMA INVOICE,

Although the consignee does not buy the goods but only
agrees to sell them on behalf of the consignor, it is usual for
the consignor to make out an invoice called a “Pro Forma
Iavoice” and send it along with the consignment. Such an
invoice woul® cpntain particulars as to the description, quantity
ard price of the goods, marking, packing, etc. ~ The price
quoted would represent a certain percentage above cost and the
minimum under which the consignee is not supposed to sell.
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CONSIGNMENT ACCOUNT,

In the books of the consignor, a separate account will
-have to bé opened for each such consignment in order that the
exact profit or loss on each consignment can be ascertained.
Each such account would be debited with the cost of the goods
sent out and all the éxpenses incurred thereon by the consignor
as well -as the consignee. It will then be credited with the
gross proceeds realised from the sale and the value of closing
stock, if any. As a result of these entries, the Consignment
Acc‘qunt ‘will show what profit or loss is made thereon.

CONSIGNMENT EXPENSES.

VWhen goods are sent abroad on comsignment, the consignor
will have to incur some expenses by way of Carriage to the
Docks, Freight, Insurance against loss on tranmsit, etc- All such
expenses _incurred on -any . consignment must be Lkept quite
- distinct from the other business expenses and should be charged
to the ‘Consignment Account.

° ADVANCE AGAINST CONSIGNMENT.

The consignes is usually asked to remit a certain sum of
(money as an advance against the consignment, and on such
amount being received, the sameis credited to the Personal
Account of.the consignee. '

~
A

SPECIAL CONSIGNMENT BOOKS.

Where the consigninents are numerous, it is usual for the
consignor to keep a separate book called the Consignments Day
Book in which would be entered the particulars of each con-
signment, the name of the place to which the goods have been
sent, the name .of the consignee and the terms and conditions
on which the consignee is to act. Eachhconsign’nént is given a
running number for facility of reference and the same number
is indicated on the corresponding Ledger Account.
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Similarly, where a consignee receives several consxgnments
from time to time., he maintains a detailed record of these in a
special book styled - * Consignments : Received Book,” or
“Consignments Inward Book.”

| accounv_sares]

At periodical - intervals, the consignee accounts to the
consignor by means of a statement called Account Sales. In the
Account Sales rendered by the consignee to the consignor, the
former would give details of the goods sold by hlm. the price -
realised, the expenses incurred by him, the commission pa.yable
to him, and the net amonnt due to the consignor.

The following illustration will show how an Account Sales
is made out :—

Example 41
Make out an Account Sales from the following parhculars-—-

C. Gupta & Co, of Bombay consigned to D. Simon & Co. of London,
200 tons of Grain per s. s. Rawalpindi. Thé latter sold the lot at 60 sh.
per 280 Ibs. bag. They paid for Freight 30 sh. per ton, £250 for Dock
dues. £ 125 for Marine Insurance, and £ 145 for Brokerage. Their
commission was agreed at 233, on the gross proceeds, ‘They enclosed
a draft for the net preceeds.

Of 200 Tons of Grain ex s.s. “Rawalpindi,” sold by order and for
Account of C. Gupta & Co. of Bombay by D. Simon & Co., London,

£ s d.
Gross Proceeds of 200 Tons of grain @ 60 sh.
per 280 Ibs, bag=1,600 bags ... 4,800 0 O
Less Charges:—
Freight 30 sh. per ton e £ 300
Dock Dues .ee v - 250
Marine Insurance 125
Brokerage 145
Commission s e 120
—— 940 0-0

®Ngt proceeds as per drait enclosed. £ 3,860 0 O

E.&0.F. ’

London, (Signed) D. SIMON & go.
t:t January 1999,
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ENTRIES IN CONSIGNOR'S BOOKS.

(1) On .goods being sent out, debit Consignment Account
and credit s sent Consignment Account with the actual
cost price of the goods.

(2) For the expenses incurred. on the consignment by ths
consignor, debit Consignment Account and credit Bank.

(3) In respect of any amount received b.y way of advance
f:jom the consignee, debit Bank Account and credit the
consignee’s Personal Account.

(4) If the consignes accepts a bill drawn on him, debit

Bills Recei count and credit his Personal Account, -\

(5) On receipt of Account Sales from the consignee, debit
the consignee’s Personal Account and credit the Consignment
Account with the Gross Proceeds of sales.

(6) With' the expenses incurred by the consignee, debit
the Consignment Account and credit the Personal Account of
the Consignee. '

(7) \’\/iith regared to the stock of unsold goods on consign-
ment, if any, debit the Consignment Stock Account and credit
the Consignment Account-at cost price.

(8) The Consignment Account will now show the profit or
loss on Consignment, and will be closed by transfer to the
Profit and Loss Account.

(9) The balance of the Consignes’s Account will indicate
the amount due by him. On his remitting the amount due by
him, Ban); or Bills Receivable Account will bs debited and his
Personal Account will be credited.

(10) At the end of the trading period, the balance of
Goods sent on Consignment Account will be transferred to the
credit of the Trading Account.

«

"‘ [ ]
(11) The debit on Consignment Stock Account will be
shown by the Consignor as an asset in his Balancs Sheet, and
the account will be closed by balance.
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ENTRIES In w._slG-EE's BOOKS. k

(1) On receipt of each consignment, the consignee will
record the fact in a special book  called :the -Consignments
Received Book, giving details of the goods received, the invoice
value and the terms and conditions of sale. - No entry will,
however, be made debiting and credxtmg _any account until
actual sales are effected.

(2) From time to time as the consignee .effects sales, he
would debit the Purchaser’'s Account or Bank Account and
credit the consignor’s Personal Account with the amonnt of the
sales. .

{3) In respect of the various expenses incarred by him
by way of Dock Charges, Warehouse Rent, Carriage, elc., he
would debit the consignor’s Personal Account and credit Bank. *

(1) He would also debit the consignor’s Personal Account
- and credit Commission Account with the amount of commission
" due to himself,

(3} On his remitting cash or accepting_a bill drawn by
the consignor as an advance against consignment, he wonld
debit the consignor’s Personal Account a.nd credit Bank or Bnlls
Pavable Account. .

{(6) The balance on Consignor’s Personmal Account will
show the amount due by him to the consignor. On his
remitting the amount of the balance, the Cousignor’s Personal
Account would be debited and Bank or Bills Payable Account
would be credited. The Consignor’s Account wouald thus be
closed.

Note:—It should bhe noted that the consignee, being an agent for the
consignor, shouM _not mix up his own stock of goods with the ansold
halance of goods on consignment. The cousignee cannot show the value
ot stock of consignment goods unsold, if any, as an asset in his Balance
Sheet as such goods do not belong to him but are held by him merelyas
an agent for the consignor,
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Example 42,
(I} The firm of P. Ramdas & Co. of Calcutta consigned to Vora & Co.
of Rangoon 50 cases of Piece Goods valued at Rs, 350/- each.
. (2) Theconsignors paid freight and insurance thereon Rs. 1,800]-
(3) They received as advances from Vora & Co. Rs. 8,000/-
{4) Received an Account Sales from Vora & Co, giving particulars -
as underi—
Gross proceeds Rs. 23,000/-, expenses of Warchousing,
Carriage, Dock Dues, etc., incurred by them amounted to
Rs. 900/-, and their commission to Rs. 1,000/-.
(5} Received 2 Bank Demand Draft of the balance due by them on
the consignment.

From the above particulars, pass Journal entries and prepare the
necessary Ledger Accounts in the books of Consignors and those of the
Consignees.. -
IN TRE BOOKS OF P. RAMDAS & Co., (CONSIGNORS).

JOGRNAL ENTRIES-

f.

Rs. Rs.
" Consignment to Rangoon Account <. Dr. 17,500
To Goods sent on Consignment Account ’ 17,300
{Being 50 cases of Piece Goods at Rs. 330/- )
each sent to Messrs. Vora & Co.» Rangoon !
- _.to be sold on gur account). i
Consigument to Rangoon Account Dr.! 1,80 !
. To Bank Account | ‘ 1,800
(Being payment of Freight and Insurance) |
Bank Account . . Dr.! 8,000
< To Vora & Co, (Consn"nees) ! | 8,000
(Being amount’ received from them as an [ !
advance against the consigoment). ;
Vora & Co. (Consignees) Dr. 28,000
To Consignment to Rangoon Account ¢ 28,000
{Being the Gross Preceeds’ of the Consign- :
ment as per the Account Salest, .
- |
Consignment to Rangoon Account .. Dr. 1,900
To Vora & Co. (Consignees) 1,900
(Being expenses incurred and their com-
mission as per Account Sales )
Consignment to Rangoon Account Dr.| 6,800
To Profit & Loss Account 6,800
{Being transfer of profit on consignment).
i
"Bank Account «. Dr. 18,100
To Vora & Co (Consignees) . 18,100

(Being Demand Draft received from them for I
balance duc).
«
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CONSIGNMENT TO RANGOON ACCOUNT.

Rs. Ra.
To Goods sent on Consign- By Vora & Co. t. e
ment Account - - | 17,500 (Gross Pro -} 28,000
+» Bank (Freight & .
Insurance) ... 1,800
» Vora & Co. (Expenses &
Commission) 1,900
» Profit & Loss Aocount 6,800 4
Rs.i 28,000 ' Ra.| 28,000
}— j——
.GOODS SENT ON CONSIGNMENT ACCOUNT.
Rs. ) Rs.
To Trading Account- g By Consignment to
. Transfer .. -~ { 17,500 A Rangoon Account  ...[ 17,50
YORA & CO.,, RANGOON.
: . Rs.
To Consignment to : i By Bank - ] 8000
Kangoon Account ..} 28,000 s» Consignment to
Rznaoon Acoonnt. 1,900
Rs.} 28.000 ‘Rs.} - 28,000

249

IN ‘THE BJOKS OF VORA & CO. (CONSIGNEES) .

JOURNAL E\TRIES

) Rs.
P. Ramdas & Co. (Cm,nors) . Dr. 8,000

To Bank Account
(Beinz amoant paid to them as an advance.)

P. Ramdas & Co. (Comsignors) ... Dr. 900

To Bank Account
{Being expenses paid on consignment.)

Bank Account

Dr. 28,000

_ To P. Ramdas & Co. (Censignors)
(Being sale proceeds of 30 cases of Piece goodsl)

P. Ramdas & Co. (Consignors) ... Dr.:
To Commission Account .

- {Being our comMissioa on consignment.)
P. Ramdas & Co. (Consignors) on Dr. }

To Bank Account
(Being Demand Draft remitted for the balance)

1,000

18,100 ' f

© 28,000
1,000

18.100
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P. RAMDAS & CO., (CONSIGNORS.)

' i Rs.; ‘ Rs.
To Bank ... ...| 8010 | By Bank | 28,000
" ” e sea mee ‘)00
,» Commission Account ...| 1,000
» Bank ... s ... | 18,100 !
_—— |
Rs.| 28,000 | 28000
SUMMARY

. (1) When goods are sent to an agent to be sold by him -
on account and risk of ‘the principal, the transaction is called a
Consignment.

(2) Such a Consignment would be a Consignmznt Outwards
to the principal, and a Consignment Inwards to the agent.

(3) Goods sent out on consignment should not be treated
as sales, and hencé they should not be passed through the
-Sales Book. Consignment transaction are, therefore, passed
- through the Journal.

() In the Books of the Consignor, the account of the

Consignee is not debitgd till the receipt of the Account Sales
" from him. '

(53) The Consignor opens a separate account for each
cdnsignment in his books.

(6) Each such Consignment Account is debited with the
cost of the goods and the expenses incurred by the Consignor.

(7). On receipt of Account Sales from the Consignee, the
latter_'s personal account is debited with the gross proceeds,
and the Consigmnent Account is credited with the same.

(8) The Consignee's expsnses” and his commission are
debited to the Consignment Account and are credited to the
Consignee’s Personal Account. .

(9} If there is any stock of consignment goods unsold, the
same is brought into the books of the consignor a: cost price by
debiting Consignment Stock Account and crediting the Con-
siénmgnt Account.
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(10) The Consignment Stock Account is shown by the
Consignor as an asset in his Balance Sheet.

(11) The Consignment Account iz then closed by transfer
to Profit and YLoss Account.

_(12)_ If any advance is received from the Consignee, the
same is credited to the personal account of the Consignee. .

(13) The personal account of the Con51gnee shows the
balance ultimately due from him and is closed on h!S remlttmg
the amount.

2

(14) The Consignee does not open a Consignment
Account, but opens only an account of the Consignor in his
books. This account is then debited with whatever expenses
he incurs on account of the Consignor and the Commission due
to him. It is also debited with the amount, if any, sent ' by him
as an advance. It is credited with the gross proceeds realised
on sale of the consignment - goods.

(15) The Consignor's Account will generally represent
the amount owing by the consignee and will be closed on the
Consignee remitting the amount to the Consignor.

{16} The Consignee should not bring the value of Inwa.rd.
Consxgnment Stock, if any, in his books, as such voods do not
belong to him, but form the propsrty of the Consignor.

QUESTIONS.

(1) How does a Consignment differ from a Sale?

{2) What is the object of opening a Consignment Account for each
separate shipment?

(3) Define Account Sales ard prcpare one with imaginery figures.

(4) )Mention the usual entries made inregard to Ontward Consign.-
ment in the books of the Consignor. '

(5} How is the balance of goods unsold dealt with by the Conslgnor’

(¢} How |s.the Consignment Account closed ?

(7) How is tiee Credit Balance of Goods sent on Consigument Aa:nuut
closed ?

{8) State the usual entrics made by the Consignee in his books in
recard to Consignment Inwards.
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(9) How should the Consignor deal with any amount received by
him from the Consignee as an advance?

(10} How should the Consignee deal with the walue of unsold
balance of goods received on Consignment ?

EXERCISE 1.

Dinshaw & Co. of Lahore consigned goods to P. Amin of Karachi on
1st September with a pro forma invoice for Rs. 4,000/-. They paid freight
Rs. 300, insurancé Rs. 80 and other charges Rs. 20. On 30th October, P.
Amin sent an Account Sales from which it appeared that half the goods
had realised &s. 3,500/-; and deducting expenses Rs. 130/- and his commis-
sion @ 27, on the gross proceeds, he enclosed a draft on the Bank of
Karachi for the balance. Make the entriesin the books of both the parties
valuing the stock atinvoice cost plus expenses, showing the necessary
1edger Accounts. ‘ -

EXERCISE 1L
On 1st April, Crompton & Co., London, shipped to Dubash Bros.
Bombay, 40 Motor Cars invoiced pro forma at £250/- each. The expenses
incurred at London were :—-Freight £1,950, and Insurance £200.

The charges incurred by Dubash Bros. in Bombay were :—Landing
Charges Rs. 500, Storage Rs. 960 and Insurance Rs. 780.

On 30th October they sold 30 Cars for Rs. 1,22,360/- for prompt cash
and on 15th December, the balance at an average of Rs. 4,050/- each. On_
‘t5th May, Crompton & Co., drew a drait on Dubash Bros. for £6,000/-
which was duly accepted. Dubash & Co., are to be paid a commission of
3% on all sales plus 13, del credere commission. They remit the balance
by Bank Draft,

Show how these transactions would appear in the books of Cromptan
& Co, and Dubash Eros. The exchange ta be taken @ Rs. 14 to the £,



CHAPTER XV..

COMPANY ACCOUNTS.

With the continual growth of trade, it wassoon found that
to carry on a business on an extensive scale, a much larger
amount of capital than could be ordinarily provided by - a
partnership concern was required ‘and as a result, the traders
had to invite the public to contribute towards the Capital of
such concerns. This gave rise to the formation of Joint-Stock
Companies. The Companies Acts were then brought into force

and these made a clear distinction between ana.te Partnerships
and Public Companies, : ’

A Public Company may be defined as an association of indi-
viduils formed for the purpose of profit possessing a common
capital contributed by the members composing = it; such
capital being divided into shares of which each member possesses
one or more and which are transferable by the owner, the
liability of each such member being limited to the face value of
the shares he possesses.

PARTNERENIPE AND COMPANIES.

The principal points of distinction between a Private

Partnership and a Public Company may be summed up
as under :—

(1) The number of members in a partnership firm is
limited to ten pzrsons in case of banking concerns and to twenty
persons in ease of any other business. Partnerships of more
than this numb3r of mambers are looked upon as illegal associa-

tions. There is no limit to the number of memb->rs (share"
holders) in a Public Compane.
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(2 In a Partnership Firm, all partners are individually
liable for all the debts and liabilities of the firm- In a Public
Limited Company, the liability of each shareholder is limited to
the amount represented by the nominal value of the shares held
by him.

(3) The Capital of a Partnership Firm can be increased
or decreased by mutual agreement and is frequently affected
either by the withdrawal of cash or other assets or by losses
sustained or by undrawn profits. But the capital of a company
is fixel by the Memorandum and can only be increased or
decreased in accordance with the provisions of ‘the Corthpanies
Act.. i : ’

(4). In a Partnership Firm, every partner has an equal
woice in the management, and can legally bind the firm by his
'dealings with the outsids world. In case of a company, the
management is -vested in the hands of a few of the shareholders
who are called Directors and whose actions alone can bind the
company.

(5) A partner cannot transfer his share in the firm to any
other person without the consent of the other partners. In a
.limited company, the shares are easily transferrable.

: ‘FORMATION OF COMPANY.

Before an association of persons can trade as a limited
company, it has to obtain registration by filing certain docu-
ments with the Registrar of Joint-Stock Companies. The most
important documents are the Memorandum and Articles of
Association. * On registration of the Memorandum and Articles,
together with a declaration that the requirements of the
‘Companies Acts have been complied with, the Registrar will
issue a Certificate stating that the Company has been duly

registered. ,
MEMORANDUM OF ASSOCIATION
The Memorandum of Association forms the constitution of
the Comp'my, stating its objects and defining its powers. It
must be signed by at least seven persons in case of a publxc
cqmcany and must contain the following particulars: —
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1. The name of the company with the word “Limited”.
2. The situation of the Registered Office of the Company.
3." The objects of the Company. , ‘ . .

4, A declaration that the liability of the members is

limited.

5. The amaunt of capital, and the number and value of
the shares into which it is divided.

ARTICLES OF ASSOOCIATION.

The same seven persons who sign the Memorandum have
also to sign the Articles of Association which are a set of regulas
tions for the management of the company. The Articles con-
tain regulations as to the issue of share capital, the rights of the
different classes of shareholders, the powers and duties of
directors, the procedure to be adopted at the meetings of
directors and shareholders, voting powers, etc. J

PROSPECTUS.

The Certificate of Incorporation having been obtained
from the Registrar, the next step is to  obtain the necessary:
mouey with which to commence business. In case of a publid
company, the invitation to the public to subscribe
to its share capital is made by means of a Prospectus. The
Prospectus usually states the number of shares offered by the
company to the public, the amount to be payablg alongwith
the application for each share, the date when the shares will be’
allotted, and the msthod and time of payment of the various
calls. T

APPLICATION & ALLOTMENT OF BHARES.

Attached , o the Prospectus is an APPLICATION
FORM which every applicant for shares is requirel to fill in.
Generally, a certain amount per share is asked to be remitted
along with the application for shares, and is called
APPLICATION DEPOSIT. The directors then proceed to
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allot shares to the applicants who are called upon to pay a
further instalment towards the price of the shares, . This
instalment is known as “ALLOTMENT MONEY.” The
balance due on the shares is called up from time to time

by the directors as and when required, and these instalments
are known as “‘CALLS ".

It will thus be seen that the amount due in respect of
Share Capital is not called in full at the time the shares are
allotted but is payable in instalments. Thus, a shareholder pays
for his shares in this manner:—

(1) Part by way of Application Deposit.
(2) Part on Allotment.
(3) Balance in one or more Calls.

In order to record details in respect of share capital
transactions, various specially ruled books are maintained and
these are. called Statistical Books.

DIFFERENT CLASSES OF SHARES. )
The Capital of alPublic Limited - Company is divided
into several classes of Shares, of which the following are the
usual :— ‘

ORDINARY SHARES carry no special rights or privi-
leges, either in rsgard to capital or profits, but entitle the
holders to participate in the profits earned by the company after
ﬂje payment of a fixed dividend on the Preference Shares.

PREFEKENCE SHARES are those which confer upon
the holders preferential rights in regard to payment of
dividends, or repayment of capital, or both. These shares
carry  a fixed dividend which is payable out of each year's
profits in priority to the ordinary shareholdqrs‘. Once this
fixed dividend is paid, -tl;e preferential shareholders have no
further claim on the profits for the period, however larze
they enay be.
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Sometimes, an additional privilege is attached to these
shares in this way that should the profits of any one period be
insufficient to pay their fixed dividend,. the shareholders will
have a prior claim on the profits of succeeding period until all
arrears of unpaid dividends due to them have been satisfied in
full. Such shares are called CUMULATIVE PREFERENCE
SHARES.

DEFERRED SHARES are shares whick carry the right
to share in the profits atter the Preference and Ordma.ry Share-
holders are paid their dividends.

APPLICATION AND ALLOTMENT BOOKXK.

The Applicaition and Allotment Book is written up from
tha Application Forms received duly filled in by the applicants.
These applications are numbered cobsecutively in order of
dates, and the particulars contained therein are entered in-.
appronriate columns in a special book called Application and
Allotment Book. The directors then proceed to allot shares
to the applicants, A Letter of Allotment is forwarded to each
aliottee showing the number of shares allotted to him and the
amount to be paid by him on allotment. On receipt of allot-
ment monies, the further necassary details are filled in th.e
same book the Form of which 1s shown on page 258.

CALLS. )

After the amount due on allotment is received, the next
step for the company is to collect the unpaid bilance on the
shares by means of further Calls. This is done by the directors
passing a resolution calling upon the shareholders to pay the
whcle or a part of the balance due on the shares allotted.
Call Letters are issued for this purpose asking the share-
holders to piy the amount within a stated period.

In order to maintain a detailed record of these Calls, a
special subsiaiz\ry book is kept for each Call. Full details are
entered in this book showing the name and address of each
shireholder, the numbar of s4harss. held by him, the amount of

13
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REGISTER OF MEMBERS.

Name Date entered as a Member
Address_. . Date ceased to be a Member
Occupation
Dr. " CASH ACCOCUNT. Cr.
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call due, the date paid, the amount paid, the Cash Book Folio,
etc. This book serves a useful purpose of showing what amount of -
call is due from each shareholder, when the same is collected
and which shareholders are in arrears in respect “of their calls.
A specimen form of this book is shown on page 258. '

STATISTICAL BOOKS. -

From the above. it will be seen that a Limited Company
has necessarily to keep a set of books called Statistical Books
in order to record detrils as to the holdings of .each and every
shareholder. These would be over and above the usual Financial
Set of Books as are ordma.nly maintained by trading and-_'
manufacturing concerns. '

The usual Statistical Books are :—

(1) An Abplication and Allotment. Book for entering
particulars of application and allotment of shares
(as above explained).

(2) A separate Call Book for recording particulars
of each Call (as above explained). p

(3) A Register of Transfers to record transfers of shares
from hand to h‘md

(#) A Register of Shareholders to keep a complete
account of each shareholder.
STATUTORY BOOKS.

All Limited Companies must also‘keep the following books
of record, known as the Statutory Books :—

{1) Register of Members

(2) Register of Mortgages

» N
(3) Register of Directors and Managers
(4) Minute Book

(5) Annual List and Summary Bbok.
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"REGISTER .OF 2 MEMBERS:—The Register of
Members must contain information regarding the name, address
and occupatxon of every member, the number of shares held by
him, the distinctiva numbers of those shares, the amount paid

~on the shdres and the transfers, if any, made by each member,
It must also mention the date each person was entered ia the
Register as a member and the date at which any person ceased

to be a member,
>

This Register practically takes the place of Share Ledger
or Register of Shareholders.

"REGISTER OF MORTGAGES:—There must be entered
in this Register all mortgages and charges on the property of the
company, giving -a short description of the property charged
and the amount borrowed by the company.

REGISTER OF DIRECTORS & MANAGERS :—This
Register must,  contain the name, address and nationality of every
director and mahager.

MINUTE. BOOKS :—Ev_efy company must keep a proper
record of all proceedings at meetings of shareholders and
directors in books' kept for that purpose and called Minute
Books

THE ANNUAL LIST & SUMMARY BOOK shall con-
tain an exact copy of the annual list of shareholders forwarded
by the company to the Registrar every year after the annual
general meeting of shareholders.

ENTRIES IN FINANCIAL BODXS.

It must be understood that the entries made in the Appli-
‘cation and Allotment Book and the Call Books relating to the
issue of shares and the cash received thereon are only by way
of ‘statistical information. The monies- due and received rela-
tive to the issue of share capital would also be (retorded in the
financial books. :

From time to time as and when monies are received along
with jhe share application ferms, en'ries will be made on the
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receipts side of the Cash Book with the words “To Share Appli-
cation Account”. From here, the postings will be made to: the
credit of Share Application Account in the Ledger.

The Directors would now proceed to allot the shares, and
immediately this is done, the amount standing .to the credit of
Share Application Account will be transferred to Share Capital

Account by means of a Journal entry—
L ]

Share Application Account’ Dr. -
To Share Capital Account

After the Directors have allotted the shares, a Journal
entry will be paséed to record the total amount now due from -
all the allottees in respect of the allotment instalment they are
called upon to pay. The Journal entry would be— '

- Share Allotment Account Dr.
To Share Capital Account

On receipt of share allotment money from the allottees,
entries would be made on the debit side of the Cash Book with
the words “To Share Allotment Account”, and these will bé
posted to the credit of Share Allotment Account in the Ledger.

When all the allottees have paid the allotment thoney du"e
from them, the Share Allotment Account will not show any
balance. It will, however, show a debit balance as. long a<
there are any arrsars in respect of allotment money. '

On a Call being made by Directors, the total amount due
_from the shareholders in respect of such ca.ll would be brought into
record by a Journal entry—-

Share First Call Account Dr,
To Share Capital Account,

On the monies being received from day to day, entries will
be mads on the rzceipts side of the Cash Book with the words
“To Share First Call Account” and will be posted to the credit
of this account ig the Ledger. ’

When all the sharcholders have paid thair dues in respect
of the First Call, Share First Call ‘Account will be closed. If
there are any arrears, this account will show a debit balance, o
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Similarly, on the Second or Final Call being made, Share’
Second Call :Account or Share Final Call Account would be
debited and Shire Capital Account would be credited with the
total amount dus in respect of such call. The same account
will be credited from the Cash Book from time to time as the
monies relative to such call are received.

?From the above, it will be noticed that separate accounts
are. opened in the Ledger in respact of Share Application,
Allotment and Calls, The Share Application Account is
‘credited in the first instance with thé application deposits and
the whole amount is then transferred to Share Capital Account,
‘The Share Allotment and Call Accounts are at first debited with
the total amount due, the- corresponding credit being given to
Share Capital Account. On receipt of monies on account of
any of  these inétalments, Cash is debited and the. particular
instalment account is credited. Each such instalmant account
.baving been debited in the first instance with the total amount
due on account of such instalment and being credited with the
‘amounts - received ~ thereon, it follows that if there are any
arrears from the shareholders on account of any particular
instalment, such instalment account will show a debit balance
to that extent. :

It will be useful to note that the Share Capital Account
always shows a credit balance representing the extent to which
the Share Capital is called up. As to what extent the amount
so. far called up from the shareholders is not paid will appear
from the debit balance, if any, on Share Allotment Account or
Share Call Account.

Example 43,

On 1st January 1929, the Bombay Radio Company Limited
offered 25,000 Ordinary Sharesand 25,000 8% Preference Shares
of Rs. 10 each, payable as follows:—

Re. 1 on Application <
Rs. 2 on Allotment

Rs. 2 on First Call

Rs. 3 on Sacond Call
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Applications were received for 20,000 Preference. Shates and
10,030 Ordinary Shares and the Shares were duly allotted by
the Directors on Ist March. The first call was then made on
15th of May and the second call on 10th August. The amounts
received were Rs. 35,000 on Allotment of Preference  Shares and
Rs. 18,000 on Allotment of Ordinary Shares; Rs. 30500 on
Preference Shares First call and Rs. 15,000 on Ordinary Shares
First Call; Rs. 42,000 on Preference Share Second Call and
Rs. 18,000 on Ordinary Shares Second Call. Show the ]ou;nal
and Cash Book entries and the Ledger A¢counts cencerned.

JOURNAL' ENTRIES.

1929, Rs. Rs.
Mar, 1 ‘Preference Share Application Account i)r. 20,000 o

To Preference Share Capital Account 20,000

( Being the transfer of application money s s
received on 20,000 Preference Shares :
at Re. 1 per share to Preference Share
Capital Account,)

Ordinary Share Application Account Dr. -| 10,000
To Ordinary Share Capital Account - | 10,000

( Being the transfer of application money
received on 10,000 Ordinary shares at
Re, 1 per share to Ordinary Share
Capital Account.)

Preference Share Allotment Account Dr. {40,000

» To Preference Share Capital Account 40 000

[ ]

( Being the total amount due on allotment
of 20,000 Preference shares at Rs. 2/
per share as per the Board’s Resolu-
tion dated 1-3--29),
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1929

Mar. 1

May 15

Aug. 10

Ordinary Share Allotment Account Dr.

To Ordinary Share Capital Account

( Being the total amount due on allotment

of 10,000 Ordinary shares at Rs. 2/- per
share as per the Board’s Resulution
dated 1-3-29.} -

Preference Share First Call Account Dr.
To Preferenqe Share Capital Acconnt

{ Being the total amount due on first call
of Rs.2/-per share on 20000 P’reference
shares as per the Board’s Resolution
dated }.

Rs.

20,000

40,000

< Ordinary Shsre First Call Account Dr.

To Ordinary Share Capital Account
. . -
{ Being the total amount due on first call
of 10,000 Ordinary sharesat Rs. 2/- per
share as per the Board’s Resolution
dated ~).

Preference Share Second Call Account Dr,

To Preference Share Capital Account

{ Being the Total amount due on second
call of 20,000 Preference shares at Rs. 3/-
per share as per the Board's Resvlution
dated

— )

Ordinary dhare Second Call Account Dr.
To Ordinary Share Capital Account

{ Being the total amount due on second
call of 10,000 Ordinary shares at Rs. 3[-
per share as per the Board’s Resolution

. dated ).

1 20,000

60,000

30,000

Rs.

20,000

40,000

20,000

60,000




BOMBAY RADIO COMPANY, LIMITED.
CASH BOOK.

1929 Rs. 1929 Rs,
jan.8 | To Prefercnce Share Application Account... 20,000 j Aug. 31 | By Balance carricd down . 1,88,000
1Being the dcposits on applications of
20,000 Prefcrence shares received at Re. | |
frer share) ave
o 81 ,® Ordinary Share Application Account ... 10,000
{Being the deposits on applications of
10,000 Ordinary shares received at Re.
1 per share) T see e
Mar.8| ,, Preference Share Allotment Account ... 35,060
(Being the Allotiment money received on
17,500 Preference shares at Rs. 2 per|
-share) .. e o e
o 8 » Ordinary Share Allotment Account ... 18,000
(Being the allotn.ent money received on
9,000 Oudinary shares at Rs, 2 per share)
May 23| » Preference Share First Call Account ... 30,000
: (Being first call money received on 15,000
Perference shares at Rs. 2/- per share) ..
w 221 , Ordinary Share First Call Account”® - ... 15,000
{Being first call money received on 7,500
Ordinary shares at Rs, 2/- per share) .
Aug.17i , Prefercnce Share Second Call Account .. 42,000
! (Being the second call money received on
14,000 Preference Shares at Rs, 3/- per
share) .. e ",
w 171 4 Ordinary Share Second Call Account ...
(Being the Second Call money received on
6,000 Ordinary Shares at Rs, 3/- per

share) o e e R
s, 11,88,000 : o——
. Rs.| 188,000

18,000

Scpt. 1|To Balance brought down e " 1,88,000 o -

*‘SINNOOJV ANVJIRULD

192
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PREFERENCE SHARE CAPITAL ACCOUNT.

1929 Rs, 1929 [ Rs,
Aug. 31 | To Balance Mar, 1| By Preference
carried Share
down ... 1,60,000 Application
Account. 20,000
Mar. 1} ,, Preference
) Share
Allotment
Account, 40,000
May 15| ,, Preference
Share
First Call ’
i Account. 40,000
i| Aug.10| ,, Preference
Share
Second
Call
Account. 60,000
Rs. o, Rs. I 1,60,000
1,60000} 1959 —_—==
. Sept. 1| By Balance
brought
| down, 1,60,000
]
PREFERENCE SHARE APPLICATION ACCOUNT.
1929 Rs. 1929 Rs,
Mar.1 | To Preference
Share Jan. 8| By Cash 20,000
c Capital
Account. * 20,000
‘_ Rs, {—————
Rs.| 20,000 \ \ 20,000
PREFERENCE SHARE ALLOTMENT ACCOUNT.
1929 Rs. 1929 ' Rs.
Mar, 1 | ToPreference Mar. 8/ By Cash ... ' . 35,000
Share Aug.3t! ,, Balance !
Capital . carried :
Account, 40,000 down, i 5,000
. [Rs. 40.000 Rs.| 40,000
. - L] -
Sept. 1 |{To Balance ¢ [
C brought
down. 5,000i !
. | I
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PREFEREXNCE SHARE FIRST CALL ACCOUNT.

1929 ' B | 1929 Re. -
May 15To P, May 22| By Cash - 30,000
l Share Ang_Sl‘ » Balance .
Accoun % down 10,000
Bx| 40 Bs.| 40000
Sept. 1;To Balamce
dowe] | 10000l
down. 10, ‘ e
PREFERENCE SHARE SECOND CALL ACCOUNT.
1929 Rs. | 19 Rs.
Anz. 10 (To Ang, 17| By Cash .. 42,000
Share = 31| » Balamce .
i 50000 . down. sl
i Rs.{ 60000 Rs, 60,000
Sept. 1 | Te
brough: l l
down. 18,000 ,
ORDINARY SHARE CAPITAL ACCOUNT. o
199 | - L
Amg 31 [ To B;l:q] l‘:rz.gl By Ordinary B .
- Share
down, 80,000 Arph
: tion Alc] 10,000
1 Mar. 1] _, Ordinary
: Share -
X Anaunentti
) May 15 _ Ordinary |
: Share
} First Call 00
! ! Account
i ! Ang 10| - OTdimary
I Share
Second
Cail
Account. | 30,000
®  manane A =
o Rs.!_ o000 ‘Ra.} 80009
. .
! sept 1! Py Ralance
; fwougzht
] down. Yooe
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ORDINARY SHARE APPLICATION ACCOUNT.

1929 Rs, 1929 Rs.
Mar, 1| To Ordinary -
Share . iJan. 8] By Cash ... 10,000
Capital
Account. 10,000
I : Rs. IO,QI Rs. 10,000
ORDINARY SHARE ALLOTMENT ACCOUNT.

1929 " Rs. 1929 l Rs.
Mar. 1 | To Ordinary Mar. 8 By Cash .. 18,000
Share Aug, 31‘ «» Balance
Capital ! carried

Account.| 20, | down, 2,000
1] — e
Rs.| 20,000 | Rs. 20 000
1
Sept. 1 | To Balance : !
brought ! i
* down. 2,000;! !
<
ORDINARY SHARE FIRST CALL ACCOUNT.
1929 Rs. 1929 Rs.
- May 15| To Ordinary May 2 By Cash ... 15,000
Share Aug. 31} ,, Balance
Capital - carried
Account. 20,000 down. 5,000
Rs.] 20,000 i Rs. 20,000
1 : ] < .
. i i
Sept. 1| To Balance ; ;
-, brought |
down, 5.000!
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ORDINARY SHARE SECOND CALL ACCOUNT.

1929 Rs. || 1929 | — " Rs.
Aug. 10| To Ordinary Aug.17| By Cash ... 18,000
Share w 31| » Balax_xc;
Capital carrie
Account, 30,000|| down. . 12,000.
Rs.| 30,000 ' Rs.|  30.000
‘ : 1 d |——
] .
Sept. 1: To Ralance
brought I
down. 12,000

j

In case of over-subscription, allotment is not made to some

of the applicants and, as a result, their application deposits are -

returned. In such a case the entry would be—

Share Application Account Dr.
To Bank '

SHARE CERTIFICATE.

Within a certain time after the allotment, the Company
proceeds to issue Share Certificates in exchange®for Letters
of Allotment and other Receipts already issued. Every share
is given a distinctive. number and the names of the shareholdefs
with the distinctive numbers of shares they hold are then duly
entered in the Register of Members.

PRELIMINARY EXPENSES.

All expenses incidental to and aﬁsing out of the formation
of the Company are debited to a special account called
Preliminary Expenses Account. The following items of ex-
penditure are usually included under this head :—

(I) Stamp Duties and Fees on Registration and on the
Nominal Capital.
L ]

(2) Law Costs in connection with the preparation of the

Memorandum and Articles of Association and..
Preliminary Contracts. :
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{3) Cost of printing the Memorandum, the Articles and
" the Prospectus.

. 4) Cost of advertising the Prospectus.

(5) The cost of first set of Statistical and Statutory Books.

Preliminary Expenses Account is not charged off to the
Profit and Loss Account in the very first year, but the expenses
‘thus incurred are distributed over a number of years, usually
from three to five, and a proportionate amount is written off
each year. The unwritten off balance would, in the mean time,
appear on the assets side of the Balance Sheet, and is koown
as a Fictitious Asset.

DEBENTURES.

A Company can borrow money for the purpose of its.
business and issue Debentures which are documents acknowledg-
ing the amount borrowed and containing provisions for the
repayment of the principle, the payment of interest etc.

The entries in regard to the issue ot Debentures are made
«on the same lines as the entries in connection with the issue of
Shares.

The main point of difference between the Shareholders and
the Debentureholders is that whereas the Shareholders ate ths
proprietors of the Company, the Debenture holders are the
creditors of the Company. Besides, whereas the Shareholders
are only entitled to a dividend on their  shares provided the
Company has made profits, the Debentureholders are entitled
to a fixed rate of interest on their lown, ysac after year
irrespective of whether the Company has made profit or loss,
Further, mionies received by a Company by way of Share
Capital cannot be refunded except by ordertof the Court or
when the Company goes into liquidation, the Debzntureholders
are entitled to a refund of their loan when the term for which
the €Debentures are issued expires.
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Example 44,

The A.B.C. Electric Co., Limited., issued at par Rs, 60,00,000 7%
Debentures in bonds of Rs. 1,000/~ each payable 20% on application, 20%
on Allotment, 30% on First Call and the balance one month thereafters
Excepting the Allotment money on 400 bonds and Call monies onr 600 bonds
which were in arrears, all the money was duly received. Make the Cash
Book and Journal entries and. show the Ledger Accounts.

CASH BOOK,
Rs. . ‘ Rs.
To Debenture Application By Balance carried down| 55,60,000 .

Account— 12,00,000
Being amount received| .
on application of 6,000
Debenture Bonds @ Rs.
200/- per bond-
o Debenture Allotment .
Account— 11,20,000
Being allotment money
received on 5,600 Deben-
ture Bonds ‘@ Rs. 200/
v per bond,
- o Debenture  First Calll -
» Account— 16,20,000
Being First Call money|
received on 5400 Deben-
ture Bonds @ Rs. 300/
per bond,
» Debenture Final Call .
Acconnt— 16,20,000
Being Final Call money
received on 5400 Deben-|
ture Bonds @ Rs, 300 per
bond.

e o s s

Re. | 55.60,000 4 Re- [ 55,60,000

To Balance brought down, 55.60.000|

JOURNAL ENTRIES. - !
Rs. " Rs,
Debenture Application Account . s Dr, 12,00,000
To Debentures Account ves ’ 1 12,00,000

Being the amount sreceived nn application
of 6,000 Debenturcs @ Rs. 207/- per bond,
now transferred to Debentures Account, .

19
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Rs. Rs.
Debenturé Allotment Account w Drj 12,00,000
To Debentures Account 12,00,000
Being the amount due on Allotment of
< 6,000, Debenture Honds @ Rs 200/- per
Bond as per the Board's Resnlution dated--.
'Debenture First Call Account ... Dr} 1800,0c0 | -
To Debentures Account voe 18,00,000
Being the amounl due on First Call of
Rs. 300/- per boud .on 6,000 Dehenture
Bonds as per the Board's Resolution dated—.
[
Vcbenture Final Call Account « Dr] 18,00,00 )
To Debeintures Account - 18,00,000
Being the amount due on Final Call of
Rs. 300]- per bond om 600) Deb2nture
Bouds as per the Buard's Resnlution dated—.
DEBENTURE APPLICATION ACCOUNT.
Rs, Ks.
" To Debentures Ajc...| Rs.|12,00,000 | By Cash ... - Rs.| 120,000
DEBENTURE ALLOTMENT ACCOUNT.
© Rs. Rs.
To Debentures Ajc... 12,00,000 |j By Cash ... 11,720,000
» Balance c/d. ... 80,000
R3. |2.()0,oo(7 i Rs.} 12.000%
To Balance bjd. ... Rs. 80,000 }
DEBENTURE FIRST CALL ACCOUNT.
Rs.. Rs.
.
To Debentures Ajc... 18,0000 | By Cash ... 16,23 .000
] € .
' . Balaicecld. ¢.. LR0,0C0
Rs. | 18,00,0C0 Rs. | 18,00,000
To, Balance b/d. ...Rs. { 1.80,000
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DEBENTURE FINAL CALL ACCOUNT.

Rs. KR L . Rs.
To Debentures Alc... 18,00,000 By Cash ... .. 16,20,000
) .» Balancec/d. .. . 1,80,000
‘ ( .
Rs.| 18,00 000 . Rs.| 1800000
To Balance bld. ../ Ra.” 1.80,000' : -
DEBENTURES ACCOUNT.
Rs,” B ) Rs.
To Balance c/d, .., 60,00,000 || By Debenture Appll- 1 -
cation ajc.| 12,00,000
w . Allot-
_ment afc] 12,00,000
”» ™ First v .
Callaje] | ~18,00,000
Final .| |
" " calak, 18,00,000
Rs, | 60,00,000 Rs.| 60:00000

By Balance bjd, ... Rs.] . 60,00,000

" DIVIDENDS,

A Dividend is the proportion of profits to which a Share-
holder is entitled, having dus regard to the number of Shares
he bolds,  Dividends are declared at the Annual General
Meeting of Shareholders when the Company has earned sufficient
profits. Until 2 dividend is declared, no Shareholder can claim
any return on the Capital h2 has invested in the Company. But.
once a dividend is daclared, the shareholders become credltors
of the Company for the amount of the dividend.

] M .
PROFIT & LOSS APPROPRIATION ACCOUNT.

In a Limited Company, the usuil practic: is to transfer the
net profit, if ary, mide at the end of the financial perioddo a

.
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separata account called - the Profit & Loss Appropriation
Account. On 'a dividend being declared from out of these
profits, the Profit & Loss Appropriation Account is debited with
the total amount of the dividend payable and a Dividend
Account is credited. The Dividend Account is debited and the
Bank Account is credited as and when it is paid.

Unpaid Dividend, if any, at the time of the preparation of
Final Accounts appears on the liabilities side of the Balance
Sheet.

Example 45,

The Bombay Film Co. Ltd., having a paid up Capital of Rs. 10,00,000
divided .into 60,000 6;, Preference Shares of Rs. 10/- each and 40,000
Ordinary Shares of Rs. 10 each, declared 6% dividend on the Preference
Shares and 1CY, on the Ordinary Shares. The balance of profit brought
forward from last year was Rs. 11,400, while the curreat year's profit
amounted to Rs. 75,000. The undistributable balance of profit is to be
carried forward to next.year’'s account. Assuming that all the dividends
have been paid excepting Rs. 5000 on Pref. shares and Rs. 8,0uv0 on Ord.
Shares. Prepare the Profit & Loss Appropriation Account and the Dividend
Accounts, _ Pass also the Journal entry giving effect to the declaration of
the Dividend.

«

JOURNAL ENTRY.

< Rs. Rs.
Profit & ULoss Appropriation Account ... Dr.! 76,000
To Preference Shares Dividend Account | 36,000
»w Ordinary Shares Dividend Account l 40,00
Being the declaration of 67, dividend on :
Rs. 6,00,000 Preference Share Capital and
105, dividend on Ra. 4,00,000 Ordinary
Share Capital as per the Shareholders’
Resolution dated —
PROFIT & LOSS APPROPRIATION ACCOUNT.
Rs. Rs,
To Preference Shares By Balance brought
) Dividend Account ... 36,000 forward from last
, Ordinary Shares year ee 11,400
Dividend Account™ ... 40,000 . Profit & Loss B
«» Balance carried down...] 10,400 Account—transfer 75,000
4
Rs. |__86400 Rs.|__ 86400
By l?;(\)l;lll.ce bro.fl-ght . 10,400
1
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R

PREFERENCE SHARE DIVIDEND ACCOUNT.-

Rs. . Ks.

To Cash ... 31,000 Byl’mﬁi&lxrm:d
.Bahmewned 5,000 propriation 36,000
36000 Rs. 36.000
> = —
l |B’ m__ght_., 5,000

ORDINARY SHARE DIVIDEND ACCOCUNT-

To Cash .. 3_,,1!’0 5 ByProﬁt & Loss A
Bahnoe carried do'n. 8000 ! propriation Account, - 40000 -

ww&
{ B’da-'n — e - 8,000

FORM OF BALANCE SHEET.

In India, the Form of Balance Sheet is prescribed by the
Companies Act, and every public company is required to pre-
pare and publish its Balance Sheet in this Form as is illustrated
on pages 278 and 279. It will be noticed from" this Form
that the Fixed Assets have to be shown First and are followed by
the Floating Assets,

Every asset must be shown under an appropriate heading
as would clearly disclose the nature of the asset. The mode
of valuation of each and every asset must also be clearly
indicated oo the face of the Balance Sheet. -

On the liabilities side, the Share Capital has to be shown
first distinguishing between Authorized Capital, Issned Capital,
Subscribed Capital and Paid-up Capital, - The Share Capital is
supposed to be left intact, and the Profit or Loss should be shown
separately.

If there®is any proht, the same is transferred to Profit and
Loss Appropriation Account as has already beea explained before,
and the credit balance of this account will appear on the Iiabili-
ties side of the Balance Sheet. In case of a loss, the same grould
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FORM OF COMPANY BALANCE SHEET.

Capital and Liabilities.
Capital Rs, As. Ps. Rs, As, Ps.
Authorised Capital shares of Rs. each ... ese  wes ous

Issued Capital * shares of Rs. each ... cre  ses  aes
Subscribed Capital shares of Rs, each ... e oo eee '
Amornt called up at Rs. per share .en e ase  oes

Less— Calls unpaid sae  wse ees  ues

Add— Forfeited shares (amount paid up) e et eee ses

Reserve Fund or Development Fund aee ae  ase  eee
Any Siuking Fund . wes  sas  uas
Auny other Fund created out of Net Profils e s ese  ses
-Any Pension or Insuamce Fund e ace  see  ses
Loans on Martgage or Moertgage Debenture Bonds eon  sew  oae
Loans otherwise Secured voe coe  cen  mee
{stating the nature of security) e
Loans Unsecured e
Interest. °
Accrued on Mortgages, Debentures or other
Secured L.oans see  aee  sos
Unclaimed Dividends o
Liabilities :— .
‘or Gcods supplied. . . can 55 eew
» Expenses s ee  eme
» Acceptances ) . aes  wme e
» Other ¥inance aee  mee o coe  aes oo
*Adyvance Paymcents and Unexpired Discounls ... eee  een  eoe

< {For the portion for which value has still to
be given e.g., in the case of the following
classes of Companies—Newspaper, Fire
fnsurance, Theatre, Club, Bankmg, Steam-
ship Companies &c.),
Profit and Loss Account :—
Balance as per previous Balance Sheet
Less—appropriation thereof

Balance brought forward
Profit since last Balance Sheet e

{ N. B.—These details need not be given if the
; * .same be contained ina Profit and Loss
Account attached to the Balance sheet ). ——

* Contingent Liabilities v—
Claims against the Company not ack- ‘

nowledged as debts ces oes  see  aee
Moneys for which the Company is contin-
i gently liable cee aee ame  ase

Ag-ears of Cumulative Preference Dividends. .. we wee  oee
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AS PRESCRIBED BY THE INDIAN COMPANIES ACT.

and Assats. ‘ :
Progerty . ~ Rs. As, Ps, Rs, As. Ps,
Fixed Capital Expenditure. NIRRT RS
(Distinguishing as far as possible between

e¢penditure upon Goodwill, land, bulldmgs,

leaseholds, railway sidings, plant machi-

nery, furniture, development of property,

patents, trade marks and designs, interest

paid out of Capital during construction

etc., and stating in every case the original

cost and the total Deprecnatlon written off

under each head ).
Preliminary Expenses . - v ser e
Commission or Brokerage o s eee e
{ Commission or Brokerage paid - for under-

writing or placing shares or debentures

until written off ), : cen ke wae
Stores and Spare Gears Bai mee® i
Loose Tools wer’ wan  ass
Live Stock P
Stock-in-trade ae aee vem

Stating mode of valuation, e g, cost or.
market value, R ..
Bills of Exchange S eve  aes nee
Book Debts .
( Distinguishing in the case ofa Bank between
those consmered good and in respect of
which the Bank is fully secured all those
considered good for which the Bank holds
no security other than the debtor’s personal
security, and distinguishing in all cases
between debts considered good and debts
considered doubtful or bad. Debts due
by Directors or other officers of the Com-
pany or any of them either severally or
jointly with any othcr persons {o be sepa-
rately stated in all cases. )
Advances
( ecoverable in cash or inkind, or for value
to be received ¢. ¢., Rates, Taxes, Insu- .
rance &c.) :
Investments T :
( Nature of Investment and mode of valuation
¢é. £., cost or market valae ),
Inuterest accrued on Investments
Cash and orher balances
Amount ia hand
Balances with Agents and Baukers { in detail
showing whether on Deposit or current
. Account &c. ).

Profit and Loss dccount ( giving in the case of a . .
debit balance, dstails as far as possible asin . '
the case of a credit balance ),
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be left on the debit of the Profit & Loss Account, and this debit
balance will appear on the assets side of the Balance Sheet under
the distinct heading of * Profit & Loss Account—Loss.”

The Liabilities are shown under their appropriate heads
distinguishing between Liabilities for Debentures or other Loans,
Liahilities on Open Accounts, for Bills Payable, for Outstanding
Expenses and other Finance.

SHARE CAPITAL.

‘The Share Capital of a Public Company is always set out

in the Balance Sheet in form of Authorized, Issued, Subscribed
and'l.’aid-up Capital.
" The. Capital with which the company is registered is called
the AUTHORIZED CAPITAL. The amount of Share Capital
that is offered to the public for subscription is called the
ISSUED CAPITAL. The amount of Capital taken up by the
public is known as the SUBSCRIBED CAPITAL, and the
amount. actually - received is koown as the PAID-UP
CAPITAL. : .

- It will be noticed that although entries are made in the
financial hooks only in respect of Share Capital called up and
réceived from time to time, the Authorised and Issued Capital has
to be stated in the Balance Sheet by way of additional infor-
mation. ‘ ’

Example 46,

The Bombay Derby Svndicate, Ltd.,, has a Nominal Capital of
Rs. 5, 00000 divided into 10,000 67, Preference Shares of Rs. 10 each and
40,000 Ordinary Shares of Rs. 10 each. On July Ist the Company issued
10 0r0 Preference Shares and 30,000 Ordinary Shares to the public, out of
which 8,000 Preference and 20,000 Ordinary Shares were applied for.
and Rs, 2 per share in each class were received on application, On
August 1st these shares were allotted Rs. 4 per share being payable on
Preference Shares and Rs. 2 per share on Ordinary Shures, A Call of
Rs. 4 per share on Preference Shares and Rs. 3 per share on Ordinary
Shares was made oh September 15th. Allotment Money on 250 Pre-

<
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ference Shares and 700 Ordinary Shares was not received. Shareholders
holding 4C0 Preference Shares and 1,200 Ordinary Shares were in arrears in
respect of their Call Money. Show how the Share Capital will appear in the
Balance Sheet. ‘

THE BOMBAY DERBY SYNDICATE, LTD. .

. Balance Sheet as at— - 3
CAPITAL & LIABILITIES| - PROPERTY & ASSETS.,
Authorised Capital = - Cash at Bank 2.12;406

10000 6% Preference] .
Shares of Rs. 10 each| 1,00,000
40,000 Ordinary Shares
of Rs 10 each | 4.00.000

Rs. | 5,00,000

Issucd Capital ~—

10.000 6%, Preference -
Shares of Rs. 10 each| 1,00,000
30,000 Ordinary Shares
of Rs. 10 each 3,00,000

Rs. | 4,00,000
Subscribed Capital ~—
8000 65 Preferencel T~
Shares of Rs. 10 each 80,000
20,000 Ordinary Shares| -
of Rs. 10 each 2,00,000

Rs. | 2,80,000

— . |

Called & Patd up Capital
8,000 6%, Prefer
ence Shares of

Rs. 10 each
fully calld up 80,000
20,000 Ordinary
Shares of Rs.10 : L
each Rs. 7 per
sharecalled up 1,40,000

2,20,000

Less Calls in i Y
arrears 7,600) - b

° ¥

s —1 2,12,400

Rs. ’ .
S1_2,12.400 Rs.| 2,12,400
i
»




282 FIRST STEP3 IN DOUBLE-ENTRY BOOK-KEEPING,

Example 47,

. The Riverside ‘l‘radmg Company, Ltd, bad an Authorised Capital of
Rs. 7,50,000, divided into 25,000 67, Prefercnce Shares of Rs, 10 each,
fully paid and 25,000 Ordinary Shares of Rs. 20 each upon which Rs. 12/8
_per share has been called up. From the foliowing Trial Balance extracted
from the books on 3lst December 1928, prepare Trading and Profit and
Lss Account and Balance Sheet.

1°-67 Preference Share Capital er . 2,50,000
g Ordinary Share Capital - o ,3,12,500,
3 VC’alls in arrears ee e 3,500v
\¢Reserve Fund e we - 20,000 -
400 6 Debenturts of Rs. 100 each e . 50,000 :
* Goodwill . . 1,€0,000 -,
: F¥reehold Land and Boat ‘-Iouses oo 3,03,000
s Boats, Launches etc e e 1,16,000/
. Furniture and Fixtures - - e "~ 800/ -
.® Preliminary Expenses - e e 6,000¢ 10-v A
¥YPurchases - . - - 2,10,490~
PWages e 1,07,470 v
o ice Salaries and \Vages vee - e 14,090 v
‘PStock 1st January 1928 L. 35,600 v ;
/Xsales’ 4,07,000 %
Y?:surance 8707
¢ Rates, Taxes etc. ... s e e 4820v
R Postage and Telegrams ... e 430~
Discounts allowed ws 3,850 ¥
{ Discounts recéived : s o 370+
‘/Unclalmed Dividends . 2,900 ,
A Peef. Shares Dividend e 7,500,
Hora. ’ - e 13,400
"\ Debenture Interest to 30th Juné 1500 °
\{bu‘ectots and- Auditors' Fees 2,000
Carriage Inwards .. ee 830 ¢
Carriage Outwards e e e 1,190, )
.E\Proﬁt and Loss Account 1st lanuary - ;o 2,500¢
g’Bxlls Receivable s .- aen 9,030+
~/Bills payable e e - . 1,6207
¥ Repairs and Replacemeunts e 3,110+
#\Bundry Creditors 14,510«
; Sundry Debtors e s we  1,02,600¢
- ‘Cash with Seam2n's Baak T 4,350
Cash in hand 1,450
Bad Debts © e e "2.'1'20
¢ Advertising 2,800 .

Rs 10,61,400 10,61.400




COMPANY' ACCOUNTS.

283

Ll al-
Provide Rs. 5,000 for wages, charge Interest on D&entures for one-

complete vear.

Insurance is prepaid Rs. 12(‘!.A Reserve 57, on Sundry, )

Debturs, and write off 1/3rd of the Preliminary Expenses.‘/ Depreciatey/
Freehold Land and Boat Houses 10%; Launches, Boats etc,, V/
Furniture and Fixtures 5%. Stock on 31st December 1928 .was Rs. 91,740y

THE RIVERSIDE TRADING Co., LTD.

20%; and

Tradiug & Profit & Loss Account for th_e: year ended 31st December 192‘8.

To Stock, 1st January v’
» Purchases X

w Wages v .
w Carriage Inwards v
w Gross  Profit carried?
down
Re

To Office Salaries & Wage

,» Rates, Taxes etc.y” :

«» Repairs, Replacement‘/

» Advertising ’

. Carriage Outwards v/

Insurance

Postage. Telegram v

Directors’ & Audi:ys’
Fees

Debcenture Interesty”)

Discounts allowcd\/

Bad Debts

Reserve for Doubtful
Debts

(1]
"
"

L epreciation on:—
Leasehold Land
& Boat Houses ¢/
107 3&500
Boats, Launches,
etc.—207, 23,200
Furniture & Fix- o
tures 5%,
«» Net Profit transferred
to Progt & Loss
Appropriatian Account

Rs.

40

Preliminary Exp. lI3rdt/

/

| 498740

- Rs.

35,600
2,10,490
1,12,470

830

1,39,350

14,090
4,820
3.110
2,800
1,190

750
430

2,000
3,000
3,850
2,720

5,130
2,000

53,740

40,090

_1.39.720|

By Sales.
» Stock, 31st Decem-
ber|
Rs.

By Gross Profit brought
down,
»» Discounts received

4,938,740

1,39,350
50y

1,39,720
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PROFIT & LOSS APPROPRIATION ACCOUNT.

Re Rs
. " To Pref. Shares Dividend 7,500 || By Balance 1st January| 2,500
»» Ord. Shares Dividend 13,400 » Net Profit this year 40,090
.y Balancecarried forward! 21,690 | .
Ra.l. 42,590 Rs 42,500
Iy j—— RS
BALANCE SHEET as at 31st December 1928,
CAPITAL & LIABILITIES. PROPERIY & ASSETS.
Authorised Capital Godwill 1,00,000
’ 25000 67, Preference] Freehold Land
Shares of s 10 eacbh | 2,50,000 and Boat
+ 25,000 Ordinary Shares Houses 3,035,000
of Rs. 20 each 5,00,000 Less Deprecia-
—_—— tion @ 1(7, 30,500
Rs.| 7.50.000 2,74,5C0
’ = || Boats, Launches,
Issued Capital :— etc. 1,16,0C0
25000 67, Preference 1 Less Deprecia-
Shares of Rs. 10 each 2,50,000 tion @ 203, 23,200
25,00 Ordinary Shares| —- 92,800
of Rs. 20 each 5,00,0C0 || Furniture % Fix- -
. : tures 8C0,
. Rs.|_7.50000 Less Deprecia-
e - : . D— tion 5% 40, ‘
Subscribed & Paid-up) - | 760
Capital — Preliminary :
25,000 6, Preference| Expenses 6,000
?h‘:lires of Rs 10 each i Les;f} written. o ;
ully called up - 2,50,000 o 2,00 :
25,000 Ordinary Shares|\”’ —] 4000
of Rs. 20 each Stock-in-Trade at Cost 10
Rs. 12/8 per sharel/ Prepaid Expenses 91'Zzn '
“ia“edcuﬁ . 3.12 500 Sl}ndry Dt{btors 1,02.600 F
ess Lalls in Bills Receivable 9,030
arrears 3 500~ Cash with Seamen’s
Reserve Fund v 3'%%%%% Bank 4,350
Reserve for Doubtful Debts] 5130 || C2°0 1® hand 1450
5000 6%  Debentures ofl/
Rs. 100 each 50,00
Interest due thereon s/ 1,500
Unclaimed Dividends |, 2,900
Liabilitics :—
For Goods supplied 14,610
» Acceptances 1,620} -
» Expenses 5,000
21,130
Profit & Loss Appropriation
-~ Acceunt . 21,690 {
Rs.| 6.81.350 Rs.} 6,81,350
=== e
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ISSUE OF SHMARES AT A PREMIUM,

A Company may issue shares at a higher value than the
nominal amount of the shares, in. which case it is said to issoe
the shares at a premium. Where shares are thus issued at a
premium, the premium is usually payable with the allotment money.
It is important to note, however, that the premium received
by the Company does mot form part of the Share Capital, and
consequently, must be credited to a distinct account styled
“Premium on Shares Account”™

The premium received om shares is a capital gain and
should not, therefore, be transferred to the Profit and Loss
Account, but should be utilised in writing down some fictitious
assets such as Freliminary Expenses or Brokemge on Shares or
may b= carried to some Reserve.

Example 48

On 1st April 1930, a Company allots the following sharcs at a
premium of Ras. 5/~ payable on allotment.

Rs 1,00,000 74% Preference Shares of Ra. 25/~ €ach, payable Rs. 10/~
per share on application, Rs. 15/ on allotment (including Rs- 5]—
for premiom) and Rs 5/~ on first and final Call

Show the necessary Joumrnal Entries. =
Rs. . Ra.
Bank Dr. 40,000 :
To Pref. Share Application Ajc. 40,000 ,
Being the amount recived on applicati
of 4000 shares at Rs 10/- per share,

Preference Share Application Alc. Dr 40,000
To preference Share Capital Account 40,000
Being the transfer of the abnove amonnq
to the respective Share Capital Account

Preference Share Allotment Ajc. Dr. 60,000
To Preference Share Capital Account. 46,000
» Preference Share Premium v 20,000

Being the amounts due in respect of Allot-]
meat and Premium on 4,000 shares
R:.d 10/~ and Rs. 5/- per share respec-
tively.

Bank Accounf. Dr. 60,003 .
To Pref. 3hare Allotment Ajc. " 60,000

Being the amount received in respect
total amount called on allotment inclad-
ing premiam}
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Preference Share First and Final Call Rs. Rs.
Account., - Dr. 20,000
To Pref. Share Capital Ajc. 20,000

Being the total amount due on First
and Final Call at Rs. 5/~ per share on|
4.000 shares )

"Bank Account Dr. : 20,000
To Pref- Share First and Final Call
Account 20,000

Being the amount received on Kirst and
®inal Call

ISSUE OF DEBENTURES AT A DISCOUNT.

Debentures may be issued at a discount, although it will
be illegal to'_ issue shares at anything less than their face value-
When debentures are issued at a discount, the necessary entry
will be to debit the Bank Account with the amount actually
redived by the Compa.ny,'debit Discount on Issue of Debentures
Acgount with the amount of discount that the Company allows,
and to credit the Debentures Account with the full face value.

The loss thus suffered by the Company receiving less amount
from the .Debenture-holders than the amount of liability thereon
as indicated by the mominal value of the debeatures issued, should
not be charged off to the Profit and Loss Account of the year
in which such loss is sustained, but must b= distributed over

- the period during which the dsbentures run.

Thus, every year a proportionate amount of this discount
will be written off to the Profit and Loss Account, whereas the
balance not written off will bz shown on the assets side of the
Balance Sheet, under its distinct haadiny “ Discount on [Issas of
Debentures®. The objact of extending this loss on discount
over the life of the debentures is to see that each of the years
utilising the monies borrowed by the issus of these debentures
is made to bear an equal burden in respsct of loss sustained at
- the time of issus, .

1 ]
Example 49,

A Company issues 1,000 debéntures of Rs. 100 each at a discount of 53,

payable Rs,30 on appllcatlon and Rs, 65 on allotmeat. The debentures are
e
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to expire 4t the end of the tenth year from the date of issue. Show the
necessary entries.
Rs. Rs.

Bank Account Dr. 30,000
To Debentures Applicatinn Ajc. 30,000
{Reing the amnvunt reccived along with
applications tor §,0J0 debeutures at Rs, 30
per debentuce),

Dehenture Aoplication Afe. L 30,000

Tu Dcbentures Account . - 30,000

(Being tae traasfer ot the amouat to
Debentures Ac:ount.)

Bank Accoant Dr- ~ 65,000
Discount on Issuc of Debeatures " 5,000 - X
To Debentures Ajc. 70,000
(Beiug the actual amonnt received as )
also the discount 1110\\cd on allotment.} -
Note :—In this case 1/10th of the discount d8 Issue of Dehentures w:ll
be writtea off to Prafit and Loss Account at the end of each year, so that
cach of the 10 years lor which the Debeutures are to run will be made to bear
an equal proportion of this loss.

ISSUE OF DEBENTURES AT A PREMIUM. N

Where Debzntures are issusd at a pramium, the entries in the
books of the Company are mads in Ju;t tha sa:is m}nner as for
shares issued at premium,

v

FORFEITURE OF SHARES, v

The Articles of most Compames awthorise thes directors to
forfeit the shares of such share holdars, who fail to pay up the
Calls made on them,

The defaulters are usurlly served with a notics to the effect
that unless the Calls in arcear are paid by a specified date, their
shares will be forfeited, and their names will be struck oft the
Register of Members, The effect of such a forfeiture is to cancel
the Share Capital to the extent of the amount cillad up on these -
shares, and, consejuently, the entry 1o give effact to th2 forfeiture
will be as foll yjws : —

» . ’
Debit Share Capital Acciunt to the extent of ths amount
called up on the forfeited shares, cralit Forfeited Shares Account
with the amount rec=ived on these shares, and credit the Rarti-
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cular Call Account with the amount in arrears, and in respect of
which such forfeiture has takea place.
Example 50. ¢

The Directors of a Limited Company forfeit 100 shares of Rs. 10 each
of P, Gupta who has paid one Rupee per share on application, Rs. 3 per
share on allotment and has failed to pay the first call of Rs. 3 per share.
Pass the necessary Journal Entry to record the forieitare.

[ Rs.

. i .

Share Capital Account Dr. 700
To Forteited Sharz=s Alc, :
« Share First Call Afc.

{Reing the forfeiture of 100 shares of
P. Gupta who failed to pay the First Call
of Rs. 3 per share as per the Resolution of
the Board dated ) l

The credit balance on Forfeited Shares Account will be shown on the

liabilities side of the Balance Sheet under its distinct hndm‘ oo
RE-ISSUE OF FORFEITED SHARES.

Forfeited shares may be re-issued at a discount, provided
that the total cashreceived on these shares (including the amount
received from the original holder) is not less than the face
value of the shares in question. If upon re-issue of these shares,
there is any balance left on Forfeitel Shares Account, the sam=
may be utilised in writing down som= fictitious assets or may be
transferred to soms Reserve Account. In any case, it is oever
a‘dvisable or sound to transfer the credit balance om Forfeited
Shares Account to Profit and Loss Account, as the balance
would represent a capital gain.

Example 51,

The Directors of the Mdon Co., Lid, forfcit the 10 shares of Ra. 50
each belonging to-D. Das who had paid Ra. 5 per share on Application
Ra. 10 on Allotment and Rs. 15 on 1st-Call, but had failed to pay the
final call of Ws. 20. The same shares are then re-issaed to S. Surti as
fully paid on receipt of Rs. 400. Pass the entries to record the forfe-
{ure and the rz-issue.

" Rs. Ra.
_Share Capital Account Dr. 500
To Forfcited Shares Accouat 300
!

(keing the forfeiture of 10 sharesbelong-
ing to D. Das on his having failed to pay| -
the Final Call of Rs. 20 per share as per|
the ‘Bward's Resolution dated 1. |

.. Share Final Call Acconnt ’ 1 « | 200
L 3

g ~
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BRank Account Dr.}. ‘ 400
- Worfeited Shares Account W 100 .
To Share Capital Account 500.
(Being tli cash received on re-issue

of the above shares at a discount of|
Ra. 1C0.)

RESERVE FUND. _

As a rule, Limited Companies donot distribute the whole
of the net profits made each year . in shape of dividend, but
transfer a certain amount to a Reserve Fund in order to
strengthen the financial resonrces of the Company, as also to
help the Company to meet some unfore;een contmgency that
might arise in the future.

The necessary eatry to bring this about “would be to debit
the P & L. Appropriation Account and to credit the Reserve
Fund Account with such a sum as is desired te be transferred to
the latter account.

The credit balance on the - Reserve Fund Account always'
represents distributable profits not distributed but held over by’
the Company as a Reserve.

A Reserve Fund can also be utilised for the purpose of
equalising dividends in any subsejuen{ year when the Cempany
has not made net profit sufficient to enable it to declare and .
pay the usual dividend.

As the Reserve Fund rspresents profits not distributed, it
must always show a credit balance and will always appear on
the liability. side of the Balance Sheet.

DIVIDEND EQUALISATION FUND.

Some Companies maintain a special Dividend Equalisation
Fund aver and above the Reserve Fund, th=z object of the former
Fund being specifically to help the Company to ejualise dividend
in the future when the net profits made do not admit of the
usual dividend being paid. '

The entry for setting aside from out of the net profits any
amount to Dividend Equalisation Fund will be to debit P. & L.

Appropriation Account ani credit Dividend Equalisation Fun:l
a0 .
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The entry to utilise any amount from the credit of the Divi-
dend Equallsatxon Fund for the purpose of equalising dividend
would be to debit the Dividend Equalisation Fund and credit the
P. & L. Appropnatlon Account.

As the Dividend Equélisatiou Fund reprasents profits un-
_distributed and held over, it must always show a credit balance
and will ‘always appear on the liability side of the Balance

Sheet, .
CONTINGENT LIABILITIES,

A contingent liability is one which has not already accrued
or arisen but is dependent upon the happening of a certain eveat,
Thus, a contingent liability may or may not involve the payment
of money. _ :

Liabilty for calls on partly-paid shares held is one instance
of contingent liability. Another common form of contingeht
‘liability is ths liability on Bills Receivable discounted. Further
instances are liabilities under guarantee, impending litigation,
li‘dbilﬁes for penalties under contracts etc.

This form of liability is never brought into the books of
‘accounts, But usually a note is made in the Balance Sheet disclosing
the amount of such contingent liabilities existing at the date of
fthe Balance Sheet in question.

. SUMMARY.

' (1) The chief advantage of a Limited Liability Company
is that it limits the liability of every shareholder to the nominal
value of shares' he possesses.

(2) In a Company, the members are not personally.res-
ponsible for its debts, whereas in a Partnership, every member
is pefsonally liable for the whole of the debts of the Partnership,
“incurred during the time that he is a partoer.

'(3) In case of a Company, the Creditorss cannot sue the
individual shareholder. Their only legal remedy is against the -

assets of the Company and the Uncalled Capital, if any.
‘ .
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(4) The Account-keeping of a Limited Company does not
materially differ from that of a sole trader or of a Partnership
Firm, except in the statistical record of Share Capital and
Debentures issued and in the form of Final Accounts and the
treatment of net profit or loss.

(5} Ia the preparation of a Company Balance Sheet, the
Nominal, Issued, Subscribed and Paid-up Capital must be
clearly shown.

(6) In the Financial Books, no entries are made in respect
of Nominal and Issued Capital. Only the transactions appertain-
ing to the Subscribed and Paid-up Capital are entered.

(7) When calls are in arrears from the shareholders, the
respective Accounts of such Calls would show debit balances.

(8) The Share Capital Account is always credited from
tine to time with the amount called wp.

(9) In the Balance Shest, the Called-up Capltal is shown
in the inner column, and ths amount in arrears, if amy, is
deducted therefrom so that in the ouater column would appear
the amount actually received in respect of Share Capital.

(10) A Company useally borrows money byhisvne of docu-
ments known as Debentures.

(11) Debentureholders are creditors of the Co:ppahy as

opposed to the Shareholders who are the proprietors of the
Company.

(12) Whereas Shareholders are entitled only to such divi-
dend as can be declared having due regard to the annual profits
made by the Company, the debemtureholders are entitled to be
paid a fixed percentage of Interest irrespective of the fact
whether the Company has made profit or loss.

“(13) The order in which the assets and liabilities of a

company have to be stated in a Balance Sheet:sprescnbed by
the form under the Indian Companies Act,

(14) The Net Profit of a Limited Company is not trans-
ferred to the Share Capital Account, but is credited to Profit



292  FIRST STEPS IN DOYBLE-ENTRY BOOK-KEEPING.

and Loss ' Appropriation Account. If there is loss, the same -
must stand on the debit of Profit and Loss Account.

(15) The various additional subsidiary books which are
required to keep a detailed record of Share Capital and
Debentures are called Statistical Books.

(16) The Books which are compulsorily required to be
kept by every Limited Company are called Statutory Books.

(17) When shares are forfeited, Share Capftal Account is
debited with the amount called up on these shares, Forfeited Shares
Account is credited with the amount received thereon, and the
particular Call Account is credited with the amount in arrears in
respect of such call, '

(18) Forfeited Shares can be re-issued at a discount, provided
such discount does not exceed the cash received from the default-
‘ing shareholder.

(19) Until the forfeited shares are re-issued, the credit
- ‘balance on Forfeited Shares Account should not be transferred
anywhere, but must be shown in the Balance Sheet underneath the
itetn Share Capital, under its distinct head.

(20) When Debentures are issued at a discount, such discount
should be spread equally over the number of years for which the
Debentures are to run, anl a proportionate amount should be
charged off to Profit and Loss Account each year.

(21) The amount received by way of premium on issuing
shares or debentures and the credit balance on Forfeited Shares
Account left after such shares have been re-issued are capital gains,
-and should not, therefore, be transferred to Profit and Loss Account,
but must be utilised in reducing or wiping off debit balance on
Preliminary Expenses Account or Brokerage on Shares Account or

Goodwill or in 'mesting some capital loss.
' 4 QUESl‘lONb

(1‘ Dlstmduxsh between a Public lelted Company and a Private

Partnershlp . . ¢

(2) Distinguisb between Nominal Capltal Issued Capital, Subscribed
Capltal and Paid-up Capital. -
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{3) Define Ordinary Shares, Preference Shares, Cumulative Prefer-
ence Shares and Deferred Shares. B

{4) Give a list of the Books which every Company is legally
required to keep. '

(5) Give the rulings of Application and Allotment Book and enter
therein six specimen entries. - .

(6) Give the usual entries relating to the issue of Share Capital

(7} Give the usual entries in regard to the transfer ef net profit and
the declaration and payment of dividend. i

{8) What are Preliminary Expenses and what items are usually
included therein? .

(9) How should Share Capital be disclosed‘ in a Balance Sheet ?

(10) What entry should be passed on forfeiture of shares ? :

(11} What entry is passed when Debentures are issued at a discount and
are repayable at par ?

(12} Explain the difference between Reserve Fund and Dividend
Equalisation Fund. '

{13) What are Contingent Liabilities? Give four instances of s.:ch
liabilities,

(14) How should premium received on issue of Shares or Debentyres
be dealt with ?

(15! Give the rulings of Register of Members.

{16) Give the form of Register of Share Transfers. ’
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EXERCISE 1.

Record the following transactions in the books of the Rose Perfumary
Co. Ltd., and prepare a Balance Sheet. The Company has an authorised
Capital of 75,000 Shares of Rs. 10 each, of which 50,000 Shares were
offered to the public for subscription.

May 2 Received application for 65,020 "Shares wnth a payment of
Re. 1 per Share.

» .18 Allotted 50,000 Shares, Re, 1 per Share being due on allutment.

n. 19 Returned Rs. 10,000 to those applicants who were not allotted
any Shares. Rs. 5,000 of application money were applied
towards.allotment due,

June 3 Received Rs. 44,500 towards allotment.
»' 18 Madea Call of Rs. 2 per share, due July 5th.

July 5 Reeeived Rs. 99,000 on account of call due this day.
» 17 Made a 'Call of Rs. 3 per Share due August 4th,
Aug.' 4 Received Rs. 147,500 on account of call due this day.

"y 16 Called up Rs. 3 per Share due Sept. 5th. )

» 23 Received Rs. 1,000 on account of 2nd Call.

- Sept. 5 Received Rs. 1,46,000 on account of final call, due this day.
" % 19 Received Ks. 1,500 on account of final Call.
o " EXERCISE IT.

"oA Limited Company with a Nominal Capital of Rs. 12,00,000, divided
into 60,000 Ordinary Shares of Rs, 10 each and 60,003 7% Preference
Shares of Rs. 10 each, issued 30,000 Ordinary Shares, payable Rs, 2 per
Share on application, Rs. 2 per Share on aliotment, and Rs. 3 per Share
on First Call. The Final Call ()f Rs. 3 per Share is not yet made, It
3so issued 30,000 Preferenee Shares, payable Re. 1 per Share on appli-
cation, Rs. 2 per Share on allotment, Rs. 3 per Share on First Call and
Rs. 4 per Share on Final Call. All the money was duly received with the
exception of Rs, 2,000 in respect of First Call on Ordinary Shares and
Rs. 3,600 on account of First Call and Rs. 8.40) on account of Final Call
on Preference Shares, The Company also issued 97 Debentures of
Rs. 400,000, payable 207, on application, 207 on allotment and the
balance one month later. All the Debentures were taken up and the
amount due thereon paid in full. Make the necessary Journal, Cash
Book and Ledger Entries and draw up a Balance Sheet. .

EXERCISE III.
.. The Accounts of the Empire Trading Cn,, Ltd,, show a net profit of
Rs, 70,600 for the year ended 3ist December 1928. The balance of profit
brought forward from last year is Rs. 5,930. At the Annual General Mecting
the shareholders resolve as follows :— ¢
(1) To pay a dividend of 67, on the 2,003 Prcference Shares of
Rs. 100/~ each {ully paid.
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(2) Topaya dividend of Rs. 2]— per Share on the 15,000 Ordinary .
Shares,

(3) To transfer Rs. 30,000 to the Reserve Fund.
{(#} To carry forward the balance, '

Make the necessary entries to give effect to the above resolutions and
show the Ledger Accounts.
EXERCISE IV, *

The Manganese Ore Syndicate, Ltd., has a registered Capital of 22,500
Ordinary Shares of Rs. 10/~ each. From the following Trial Balance as at
31st March 1929, prepare Trading and Profit and Loss Account for the

year ended 31-3-20 and a Balance Sheet at that date after giving effect to
the following adjustments ~—

Provide Rs. 600 for Rent.
Insurance unexpired is Rs. 300.

Allow 10/ on the net profit to the Managing Agents.
Interest on Debentures is accrued for 3 months.
Keep Reserve for Doubtful Debts at 107, on Sundry Debtors.

Depreciate Leasehold Premises, 2}%, Machinery 575, Motors 107, and
Farniture 5.

Out of the profits, Rs. 30,000 are to be transferred to Reserve Fund
and a dividend of 157 is to be declared on Ordmary Share Capltal.

The Stock at 31st March 1929 was valued at Rs. 52,90::. :
»

TRIAL BALANCE.

Rs.
Leasehold Premises e we 75,000 o
Debentures at 6, e e 75,000
Salaries o, e e o 28,350
Carriage Inwards . . .o 4,650
Insurance - o - 780
Motors e vee . 16,500
Reserve for Doubtful Debts 2,100
Sales ... 6,26,850
Bills Payable ... - 22,905
Travelling Expenses e s s 2,085
Postage and Telegrams . 1,080 .
Ordinary Share Capital . e ase 1,80,000
Machinary o s - 1,20,000
Rates and Taxes o s . 1,050
Rent . o 1,800
Discount e [ eee 4,30
Purchases

2,60,100



296 FIRST STEDS

Directors’ Fees

Audit Fees
Electric Lighting

Bad Debts ave
Furnitures and Fixtures
Office Expenses
Transier Fees ..,
Income-Tax sen
Goodwill -
Sundry Creditors...

IN DOUBLE-ENTRY BOOK-KEEPING.

Profit & Loss Appropriation

Stock 1st April 1928
Wages ( Productive )

. Interest on Debentures
Cash at Bank ..
Sundry Debtors ...

Printing and Stationery

‘e

EXERCISE V.

Rs.
3,750
945
583
915
4,500
4,380

5.850
45,000

46.650
2,28,450
3,375
48,735
28,500
1,335

943308 Rs. 943,363

150

30,030
1,980

The Karachi Contractors, Ltd. was registered in 1916 with an autho-
rised capital of Rs. 10,00,000 divided into 10,000 shares of Rs. 10J each.
The followin‘g Trial Balance was extracted from the books of the Com-
panv as at 30th September 1928 :—
Share Capital Account { 10,000 Shares, Rs. 80.

per share called up )
Calis in Arrears
Freehold Factory
Machinery & Plant
Office Furniture
Stack, 1st October 1927
Bills Receivable
Investments
Reserve Fund e
8% Mortgage Debentures
Debenture Interest

Profit & Loss Account st October 19’7
Directors’ and Auditors’ Fees

Sundry Debtors ...
" Creditors...
Sales ...

50,000
4,56,000
3, 16400
7,500
3,89,710
17,850
98.750

6,250
13,270
14,500¢

1,07,400

8,60,000 -

" 1,00,000

2.50,000

1,01,850
15,23,960
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Rs. Rs.

Purchases e * < 10,69,430
Productive Wages e 1,58,760
Salaries to Staff .., aes e ~ 32410
General Expenses e - s 7,680
Electric Power and Heating... - . 23640
Rates and Taxes ... s . 13,230
Insurance . o 4,49
Purchases Returns e e " 79,780
Sales ... e e e 4,210
Bills Payable e - e - 29,310
Loans to Petty Contractors .. 5,000
Interest on Investments ... b e 4,210
Reserve for Doubtful Debts... 5,000
Motor Lorries ... e - ws 38460
Carriage Inwards,.. e e 13,860

«»  Outwards - aee w 9910 .
Bank Overdrait - - 37,870
Cash in hand we ane 3,240

— — S—

Re 2861,980 Rs 28,61,980

You are required to prepare a Maufacturmﬁ and Profit and Loss Account
and a Balance Sheet.

The following adjustments are required to- be made before preparmg
the Accounts :—

(1) Expenses owing : Wages, Rs. 1,840 ; Salaries, Rs. 1,210; Prepaid
Fxpenses, Rates and Taxes, Rs. 390; Insurance, Rs. 720.

(2) Interest on Debentures for the half year due 30th September 1928
has not been provided for.

(3) Depreciate Plant and Machinery 10% 3 Office ‘Furniture 6% and
write off Rs, 8,480 from Motor Lorries. i

(4) Write off Bad Debts Rs. 2,500, and keep the Reserve for Doubtfal
Debts at 57, on Sundry Debtors.

(5) The Stock on 30th September 1928 was Rs. 3,57,620.



CHAPTER XVL

MISCELLANEOUS ACCOUNTS.

BANK RECONCILIATION,

Since the Bank Pass-Book indicates the amounts paid into
the Bank and the amounts withdrawn therefrom, the pass book
balance on any one date must be the same as the balance shown
by the bank columns of the Cash Book on that same date. It
seldom happens, however, in practice that the Bank Pass-book
balance agrees with the Cash Book balance on any one particular
date. This is due to the following facts :—

1. Cheques may have been drawn in payment of accounts due
and credited in the Bank Column of the Cash Book, but the same
may not appear in the- Pass-book, owing to their not having been
presented to the Bank for payment upto the date on which the

two balances are compared.
<

2. Up-country cheques may have been paid into the Bank
and debiten(i in‘the Bank Column of the Cash Book, but the same
may not have been credited in the Pass-Book, on account of the
-fdet that they may not have been cleared.

3. Credit for interest on Current Account may have beengiven *
in the Pass-book, but no corresponding entry may bave been
made in the Cash Book.

4. Debits might have been given in the Pass-book in respect”
of Bank Charges and Commission, but the same may not have
been entered in the Cash Book.

A Reconciliation Statement is therefore prepared at period_ical
.intervals with a view to indicate the items which cause such dis-
agreement between the balances as per the Bank columns of the
Cash Book and the Bank Pass-Book on any given date, It is
prepared after all the items in the Pass-Book are' ticked off with
the entries in the Cash Book Bank columns. A list is then made
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of such items as are found not ticked either in the Cash Book or
the Pass-Book. The,unticked ifems in the Cash Book will re-
present cheques paid in but not credited in the Pass-Book, or
cheques issued but not presented for payment. The unticked
items in the Pass-Book will relate to the credits given, if any, for
interest on Cutrent Account or the debits in respect of Bank
Charges and Commission. ST

Example 52,

The balance of cash at Bank as shown by the Cash Book of Patterson
& Co., on 31st December 1930, was Rs, 7,500, On checking the entries in’
the Cash Book with the Pass-Book, it was ascertained that cheques of
Rs. 500 and Rs. 700 respectively paid in on the 30th December, were not
credited until the 2nd January following, and that cheques of Rs, 600, Rs.
800 and Rs. 1,200, issued on the 28 th December, were not presented until
the 3rd of January, There was a credit of Rs. 125 in the Pass-book in
respect of interest under date 31st December, which was not entered in
the Cash Book. There were also Bank charges debited in the Pass-book
amouating in all to Rs. 10 which were not entered in the Cash Book.

Prepare a Reconciliation Statement as at 31st December 1936.

BANK RECONCILIATION STATEMENT.
as at 31st December 1930,

Rs.. . Rs,
Balance as per Cash Book. v 7,500
Add Cheques issued on the 28th December
o’ but not presented 600
”" " » ” 800
" . " 1,200
- Interest credited by the Bank, but not )
entered in the Cash Book, 125 2,725
’ 10,225
Less Cheques paid in, but not credited by
the Bank, 500
" " » " 700
Bank charges debited by the Bank, but
not entered in the Cash Book, 10 1,210

Bank Balance as per Pass-book. Rs. 9015

Exampie 53, : .

The Pass-bo8k P Messrs, Roy & Co, showed a credit balance of
Rs. 12,500 on 3ist December 1929; but cheques passed for payment before
3tst December 1929, amounting to Rs. 2,970 have unt been cashed. Two
cheques of Rs. 95) and Rs. 1,173 were depasited inko the Bank on 3ist

-
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“Deéember, hut the 'Bank had given credit for the same in January. There
~was also a, debit in the Pass-book of Rs. 250 in respect of a cheque dis-
.honoured on 31st December. Draw upa Reconciliation Statement as at
. 31st December 1929 showing adjustments between the Pass-bovk and the
Cash Bonk, '

BANK RECONCILIATICN STATEMENTR
as at 31st December 1929.

Rs, Rs,
Balance as per Pass book, 12,500
Add, Cheques deposited before 31st December, :
but credited by the Bank in January. 9;’;
Sy : . o1
the amount' of 2 cheque ' dishonoured
and not adjusted in the Cash Book. 250 2,375
) 14,875
Less Cheques issued but not presented to :
-the Bank before 31st December, 2,970
Balance. as per Cash Book. Rs, 11905

ANALYTICAL PETTY CASH BOOK.

The best method of recording Petty Cash payments is to
enter them in a Petty Cash Book, which should be kept in a
columnar form, i.e. with a separate column for each usual head
of expenditure, and a column for the total. The advantage of a
eolumnar Petty Cash Book is' that it saves an enormous amount
of unnecessary labour resulting from posting each item of petty
payment separately in the Ledger.

‘ By the use of this form of Petty Cash Bool, the postings
need not be made individually, but with the periodical total of
each head of expenditure as shown by its corresponding column.

All cheques as are issued by the Cashier to the Petty Cashier,
are-debited to the Petty Cash Account, in the first instance. At
periodical intervals, the analysis of the petty expenses as indi-
cated by the analytical columns of the Petty Cash Book is journa-
lised, each nominal account concerned being debitell with ‘its res-
pective total and the Petty Cash Account being credited with
the total petty payments during the period. The result is that
afteg such journalising, the balance as shown by the Petty Cash
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Account in the Ledger at any periodical interval, must ™ neces<
sarily agree with the unspent balance of Petty "Cash as indicated

by the Petty Cash Book.
THE IMPREST SYSTEM,

The best system of maintaining Petty Cash is the Imprest
System. Under this system, an estimate is made of the amount
that is likely to cover petty disbursements for a certain period,
say one month. Such amount is then drawn from the Bank and
handed over to the Petty Cashier to begin with. At the end of
the month, on the Petty Cashier presenting an account of his
disbursements, a cheque for the exact amount disbursed is given
to him, so that the original amount of the Petty Cash, with which
he was started, is thus restored. The advantage of this system
lies in the fact that it serves to maintain a check on the Petty

Cashier inasmuch as he has to present his Petty Cash Book to

the Cashier each time he wants a cheque for his total payments.
Such a check will not be available if the Petty Cashier were
handed over cheques of round amounts irrespective of his tota.l
disbursements, whenever he came to the end of the fund at hns
disposal. .-
ACCOMMODATION. BILLS. ¢

The one method which provides a ready means to tradars
of some standing to raise money on the credit of one another is
by means of Accommodation Bills.

An Accommodation Bill is a Bill of Exchange for which no
consideration has been given by the drawer to the acceptor, but
which has been drawn and accepted by the parties concerned for
their mutual accommoilation with a view to raise money by
negotiating it.

In an Accommodation Bill, the drawer and the acceptor are

not liable to each other, but an endorsee who is a holder for value
can hold the Acceptor or drawer liable upoa it. In other words,
to the outside world, the liability of the parties to an Accommoda-
tion Bill is just the same as in the case of an Ordinary Bill of
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\ T ] - 3

A1

q14

2
. g G \ 5 iPayments. . Analysis of Payments. -
Amoun 2 : Sal ’ .
received. | £ Date. |Parliculars. ‘éé < R - ' {
L 5 | Total, |Postage & Carriage Printing&|Travelling Sundry |Ledeer| Ledger |
@ Telegrams|& Cartage Statiorery/Expenses,' Expenses!Folio, | Accounts -
100 y...|e.| 1 iJan. 1lTo Bank ... ivs.|a.[p. ~ <]
» = 7|By oneanna 3
postage ®n
stamps| 1] 20 |.l... 20 : -
» 10| ,,Stationery| 2| 29 |[13]... 2913}, z
w 13, Cartage : . o
on 4 bales (gq
cotton. 3| 4 |7 4)7 o
s~ 20] ,, Taxi hire| r
lo Ashar, 4 5 12, 512.. 'f’
w22, Tips to : m
Sepoys. 5 9 | 4. : o1 4. =
»  23(,, Santilal o
on ajc. 61 13 |9 73 13 9. ot
w25 » Telegram o
to Nagpar| 7 1 |12, 112 - o
» 27|, Bill B'bay g
stationery ’ '
A : Mart, 9 . 4. . 9 4... g
w 3, Tea & : ; - m
* Lunch to <]
Travelling zZ
Agent. 3 1 8... 31!8... . 3]
-l w w|w Balance o7 sl a2 7T 390 s 12012 | [ 139
195, 100!+ . cld. 2 1y
'8 o Feb. 1{To Balance| g o gl 0
2(11}...] b/d. ===
97] 5... 2 w ] » Bank. ol
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Exchange, as there is nothing on.the face of it to dlstmgmsh it
from any other Bill of Exchange." - 3 »
The entries in the Books of the parties to an Accommoda.tlon
Bill are made on just the same lines as in the case of any other
Bill of Exchange. The only point worth noting in Accommoda-
tion Bills is shat inasmuch as the proceeds realised from the
negotiation of such bills are divided between the drawer and
the acceptor, it is necessary to see that the loss arising from the
disconnting of such bills is borne by both the parties in the same
proportions in which they divide the proceeds.
Example 54.

For the mutual accommodation of X and Y X aeceptsa bill, drawn on .
him by Y, for three months for Rs. 3,000 om 1st January 1931. Y dis- "
counts the Bill immediately for Rs. 2,700 and remits one-third of thé
proceeds to 3. Before the Bill becomes due, Y remits the balance due -to
X,in order to enable the latter to meet the Bill. X meets the Bill on the
due date. .

Pass the necessary entries and show the Ledaer Accounts concerned in

the booksof X and Y.
ENTRIES IN THE BOOKS OF x.
Rs. Rs. -
1-1-31 Y'’s Account Dr. 3,000 - -
To Bills Payable Afc. ! 3,000
{ Being the amount of a Bill - i

payable drawn-by Y accepted by -
us this day. ) .

Bank Account Dr. 900
To Y’'s Account 900 o
( Being the amount received
from Y representing one-third
of the net proceeds realised on
negotiation of the Bill.)

Discount Account . . Dr, - 100
To Y's Account -100
( Being the amount of discount
to be burne by us.)

1-4-.31 Bank Account Dr. 2,000
To Y's Account , 2,000
{ Being the amount of the .
balance of the bill payable
received from Y in settlement
of his account.)

4-1-3t  Bills Pagable Account Dr. 3,000 ‘
To Bank | SRR D]
( Being the amount paid in
scttlement of a bill payable
accepted by us on 1-1-31.)
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1-1-31°

4-4-31
4

113

. 1-1-31.

1-1-31
C

1-1-3t

1-4-31

1-1-31
1-4-31

LEDGER ACCOUNTS.

Y's Account. ¢

To Bill Payable Rs. 3,000

Rs. 3,000

BILLS PAYABLE ACCOUNT,
1-1-31 By Y's Account

To Bank Rs. 3,000
Rs. 3,000
DISCOUNT ACCOUNT,
"To Y’s Account - R‘s. 100~

1-1-31 By Bank
Discount
1-4-31 ,, Bank

ENTRIES IN THE BOOKS OF Y.

Bills Receivable Account. Dr.
To X’s Account :
Being the amount of an accept-
ance received from X this day.
Bank Dr.
Discount Account
To Bills Receivable Account
Being the amount realised by
digcounting the Bill.
X’s Account Dr.
To Bank
» Discount
Being the amount representing
two-thirds of the proceeds of the
Bill Receivable paid to X, and the
proportionate discount charged to i
him. i
X’s Account Dr. -
To Bank
Being the balance paid to X in
settlement of his account.

LEDGER ACCOUNTS.
X’s Account.

To Bank 900
»» Discount 100
2,000

. Bank

Rs. 3,000

Rs.
3,000

2,7¢0

1,000

2,000

1-1-31 By Bills .

Rcceivable.

" FIRST STEPS IN Dd\:JBLE—ENTRY BOJK-KEEPING.

900
100
2,000

Rs. 3000

3,000
Rs. 3,000

900
100

2,000

3,000

Rs, 3,000
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BILLS RECEIVABLE ACCOUNT,

1-1-31 To X’s Account ° 3,000 |1-1-3t ByBank -~ 2,700
: " Di;count - 300
Rs. 3,000 . Rs._3000

" DISCOUNT ACCOUNT.

1-1-31 To Bills Receivable 300 {. 1-1-31 By X's Account 100

DEPARTMENTAL ACCOUNTS,

When a trader’s business is divided into several departments,
or when he deals in different classess of commodities, it becomes
essential for him to maintain Departmental Accounts in order that
he may be able to ascertain the resultant profit otloss made in each
department or class of goods. _

In order to ascertain departmental results of trading, it will be
necessary to record the purchases and sales as also thz respective
returns of each department orclass of goods saparately. This is
brought about by providing the Purchases Baok, the Sales Book and
the Returns Outwards ani Inwards Books with a separate money
column, one for each department or class of goods dealt in, and dhe
for total, : ' o
. The illustration of the Purchases Journal of a business with“
three departments, viz : Hosiery, Hats and Boots'is given on che
next page.

The Sales Book, the Returns Inwards aui Outwarda Books
will also have to be modslled on ths sime lines. .

It will be seen from the illustration, appsaring on the next
page, that the transactions are entered in the usual way, but the
amounts are shown in their appropriate columns and also extended
into the total column. Whereas the postings to the Personal
Accounts concerned will be made individaally as usual, the periodical
total of each column will have to be posted to its respective
Departmental Account in the Ledger.

From the Purchases Book, wheres- the individual Per-
sonal Accountoconcerned will be credited, the monthly gotai as
indicated by each deparimental column wiil be debited to its res.
pective Purchases Accounts in the Ledger, viz: Hosiery Purchases
21



DEPARTMENTAL PURCHASES BOOK. -

Date. Particulars, II.‘e‘)c:ig:.r Total, . Hoslery, Mats, - " Boots,
1931 ' ] ¢l me | ap.| me. |AlR| Re |alp] Re. | AR
July | 3 [ Roy& Co., Calcutia N , .

Invoice No. 792 we, i u5| 12,100 ARCLTI BT 90500 we| weel 2,600 1 e

" § | Bombay Hoslery Mig. Co., Ltd.,
Bombay,

1IﬂVOICG No.793 ../: 128 8,500 " o] e !'500 [T T

" 12 | Dawoodbhal & Co.,

Cawnpore, . )
Invoice No. 794 . ane ’l 35 7. 200 I wai] vee ° ,.200 soe
o | 20 | India Hat Mig. Co.. Delhi, ‘ )
Invoice No. 79§ " 96 8,200 (1] B slmo R

»n | 25 | Bombay Tannerles Ltd., ‘
Bombay, :
Invoice No. 796 . .. 85110,900 | ...f . : 10900 | ... i

" 28 | Swadeshi Hoelery Mart, Bombay,
‘ Invoice No, 797 142' 7650 [ .. .| 2,680 ! .. .

isyld 90f

¢

aiyoa NI SJals

Re.l e (54850 | ! .| f86s0 | .. .. {10,800 | .| 18100 ...

1 L

I

*ON1d934-¥00d AYINI-7]

H:




MISCELLANEOUS™ ACCOUNTS 307 .

Account, Hats Purchases Account or Boots Purchases Account, as.
the case may be.

Simi'larly, from the Sales Book, whereas each Personal
Account of the customer concerned will be individually debited
with its respectjve amount, the correspanding credits will- be given
to the Hosiery Sales Account, Hats Sales Account and Boots Sales
Account, with the respective totals as indicated by the appropriate
columns. )

Returns Inwards and Qutwards of each department will be
similarly dealt with.

The Closing Stock of each Department will also have to be
separately taken and valued. B
There should also be opened in the Ledger, a separate account
for the direct charges, such as Freight, Duty, Clea.ring Charges,

and Carriage Inwards for each Deputment. and the amounts
attributable to each Department should be debited thereto.

This would now enable the Trading Account to be prepared
in a columnar form so as to indicate the Gross Profit madesby
each Department,

If it is desired to ascertain the Net Profit or Loss arising from
each Department sapacately, the whole of the expenses incidental
to the conduct of the business will also have to be allocated ore
some reasonable and consistent basis, so that each Department
may be burdened with its fair share of such expenses.

It need hardly be pointed out that if any expenses have been
specifically incurred on account of any particulir Department,
the same should be charged in their entirety to that Department.

The following will be the usual method-of allocation:-

Salaries and Wages of each Department should be charged to
that Department.

Salaues of Sub-managers should be spread over the Depart-
ments under thejr charge. .

Rent and Taxes should be allocated on the basis of the floor-
space occupied by each Department.
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Insurance should be app‘ortioned on the basis of the value ¢
Stock, Fixtures etc., of each Department, )

Where it is found difficult to determine any definite basis @
apportionment, the allocation of such items may be made on th
basis of the turnover of each Department. '

The following illustration will serve to indicate the lines &_n
which Departmental Accounts are prepared.
Example 55,

TRIAL BALANCE.

Dr, Cr.
Rs. Ke.
Opening Stock :—
Hosiery = e . - - - 33,500
‘Hats e e -er - 42,000
Boots - ove -e - 12,000
Puréhdses t—
Hosiery ase . aee ane e 1,740,000
Hats s o e - e 1,25,000
Boots . ove o e we 85,000
Returns OQutwards— )
Hosiery - e - ese ane 6,000
Hats . e e ase e 2.000
Boots © . s - - - 3,000
Carriage Inwards . soe e . uee 3,690
< Freight & Duty e . s .. 5,625
. * Sales ¢—
Hosiery . e - e e 2,15,000-
Hats aen . en e e 1,70,000
Boots ave o aee wee oo aen 92,000
Returns Inwards =
Hosiery e aee aen e 5,000
Hats . . e e s wse 2,000
Boots ase ase . e . 8,000
" Staff Salaries w. - .. s - 22,000
Manager's Salary
Hosiery e . e e 3,600
Hats s eee ass P 2,100
Boots . see e ., 2,100
" Rent & Taxes - e oo 7,700
Advertisement we e “ne e 2,750
) . 3,520

Travellers' Commission ae * ean
< R . i
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Dr. “cr.
. Rs. Rs.
Discounts - - 1,210
Insgrance _ aee . - . . 880
General Expenses e e - - 6,050
Electric Charges - . - . 1,595
Carriage Ontw.ards L e . - 1320
Bad Debts :— ’ .
Hosiery e - - en 2,000
Hats e asa . 1,000
Boots e - - e - 500
Postage & Telegrams ... e oea, . 1,210
Sundry Debtors aen L L) e “rom
Sundry Creditors [, .se — o 50,600
Furniture & Fixtures ... e . o 5610 .
Cash at Bank - .- - e 11,640
Cash in Hand e e e e 1,700
Capital - - .- .- _— 1,00,000

Rs. 6,38,600 Rs. 6,38,600

The Stock in trade on 31st December 1930 was as follows =—
Hosiery Rs. 40,820 Hats Rs. 25,615 Boots Rs, 25410,
Write off 10¥ Depreciation from Furnitures & Fixtares, and make a
Reserve of 57 on Sundry Debtors.

Note =—~All Direct Charges on Parchases shonld be allozated on the
basis of the purchases of each department and other expenses
on the basis of turnover.

BEALANCE SHEET as at 31st December 1930. -
Liahilities. i « Assets.
i Rs, Rs.
Sundry Creditors 50,600 Cash in Hand 1,700
] Rs, Cash at Bank 11,640
Capital - 1,00,000 .
Add Net Profit Sundry Debtors 66,000
during the year 22334 Less Reserve for
Doubtful Debts 3.300
1,22.334 — 62,700
Stock-in-trade sy
Hosiery = 40,820
Hats 25,615
Boots 25410
~—— 01 843
Fuarniture & )
Fixtares 5,610
Less Depreciation 561
2 5049
Re. 172934 Rs. 172934



DEPARTMENTAL TRADING AND RROFIT & LOSS ACCOUNT, for the year ending 31st December 1930,

o1e

= ; ) :
Hosiery, Hats, | Boots. | Total;’ ‘|Hoslery| Hats, | Boots. | Total, ,
. ! . . “
- Rs. Rs, ke, | Rs, . : Rs. Rs. Rs, Rs.. ®»
To Opening Stock 35,500, 42,000 - 12,600/  89,500f By Salesless Returns |2,10,000( 1,68,000( 84,0001 4,62,000 o
‘" Eurc}mse}css Rt‘turne 1,64,0C0 -1.2?,(2)%% 82.%(;0 3,62,(6)80, » Closing Stock 40,820 25,615 25,410 91,845
arriage Inwards . ), 0 690 ‘ . B w
" Freight & Duty 2,500, 1.875 1,250 - 525 e
» Gross Profit c/d. ‘ 47,180 25,5100 13330 86,030 I R
R - — . N T - -
‘ Re. |250,820( 1,93,6151,09,410 5,53,845 Rs. [2,50,820{1,93.615] 1,09,410(5,53,845 :
’i‘J‘s];/}aff Sararieh 1050 %%8 g 080,»- 2%’0807 By Gross Profit bj/d.” | 47,180 25,510 13,547)‘86,030,;%
anager’s Salary ) . 100 100)
" Rent and Taxcs 3.500] 2,800, 1,400  7.700 &
,, Advertisement 1,250 1,000 500 2,750] lf
i Travellers' Commis. : g
_sion 1,600 1,280 - 640 3,520, !
»» Discounts 550 440 220 1,210 =
» Insurance 400 320 160 880) =
» General lKxpenses 2,750 2,200 1,100 6,050] - w
" Electric Charges I '725| 'sko| ‘290 1,504 3
,, Carriage Outwards ! e00 480 240 1,320 R
» Postage & Telegram| | 550 440 220 1,210] - )
" Bad Debts 2000 1000 500 3,500 - B
» Rescrve for Doubtful : . : <]
Delrs 15000 1,200 600, 3,300 =
» Depreciation on Fure z
niture 255\ 204 102 561 o
» Capital Account-Net
Profit Transferredi 17,9000 3,166 1,268 22,334

Rs, ‘

47,180 25,510 13,340]

Rs

47.180[ 25,510] 13,349 86,030
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CONVERSION OF. A PARTNERSHIP INTO A LIMITED ‘co.

In order to overcome the disadvantage of. carrying on a
business in partnership due to the unlimited liability for. the
whole of the debts of the firm to which every partoer is open,
it has become, a practlce for partnership concerns to convert

themselves into lexted Compames. :

When a partoership busmess is so converted - into a Limited
Liability Company, the entries in the books of the partnership
will be made on just the same lines as in case of a. dissolution of
partnership thus : — ) o

I. The accounts of all the assets taken ever by the _Company'
will be closed by transfer to Realisation Account at baok value. ..

2. All the liabilities taken over by the company will be
transferred at book' value to the Realisation Account and their
respective accounts will thus be closed. . ;

3. The Purchasing Company’s Account will be debited w_ithj
the full purchase price and the Realisation Account will be credited.

4.. The expenses of conversion would in the ordinary way be
debited to the Realisation Account, and credited to the Bank,

5. 1f, however, the Purchasing Company has agreed to bea.t
the whole of such expenses or-a part thereof, the Purchasing
Company's Account will be debited with such amount, and the Bank
Account will be credited.

6. If there are any assets which are not transferred to the
Company, but are taken over by any of the partners, the same
would be debited to - the - particular partner’s Capital Account at
the agreed value, the - corresponding - credit being given to those
asset accounts, The balance, if any, now.left on .those asset
accounts would be transferred to the Realisation Account,

.7. On recelpt of the purchase consideration from:the comoany,
debxt Baok Account with the cash received, and ths Accounts of
Shares or Debentures with the value of suzh Shares or Debentures:
received, and credit the Purchasing Company’s Account.
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8. H there are any Eabil\itiés which are not taken over by
the company, these should be paid off by the firm and the entry -
in this behalf will be to deb't those I;labxllty Accounts and credxt
Bank Account. -

9 The balance on the Rea.llsatlon Account will represent
Profit or Loss on realisation, which would - be transferred to the
Capital Accounts of the partners in the same proportions in which
Proﬁts or’ ‘Lbsses are divisible, ’

10 The assets by way “of Bank balance and the Shares or
Debenturs of ‘the Purcha.smg Company will now be distributed
amongst the partners in proportions to their respective Capitals,
the "latter Account being debited and the Account of the Asset
distributed being credited. . . -

«' PURCHASE OF BUSINESS BY A LIMITED OOMPANY.

’<

A

XVhen - a- private business -is converted into a Limited
Company, or when a Limited Company purchases a private firm
acquiring its assets and taking over its liabilities atan agreed pur-

hase consndera.tlon. the fohowmo' will be the entries in the books
ofthe Company =~ EN

177 Debit Busmess Purchase Account and credit the Account
of the-Vendors {i. e, Sellers) at the full purchase price.

--~‘Fhig -entry would record: the fact of the Company baving
a.‘grecd\ to acquire a ccrtain business at a certain agreed value.

2. Debit each Asset Account and Goodwill Account ( if any
amount is paid for Goodwill ) with the agreed value and credit the
Accounts of the Liabilities taken over with their respective values
and the Busmess Purchase Account, with the purchase pnce.

‘This entey will serve to bring into record details of the various’
assets and liabilities taken over with their respsctive values and:
will close the Business Purchase Account,

3. On the Vendors being paid off the purchase consideration,
debit the Vendors’ Account and. credit the Share Capital Account
( with the value of the shares issued), Debentures. Account (with
the value of the Debeutures issued ) and Bauk Account ( with the
amount paid:in cash ). . : - * : : :
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4. The value of Goodwill, if any, is arrived at by deducting
the value of the net: gssets acquired from the purchase considera-
tion. The value of net assets is arrived at by deducting "the total
amount of the liabilities faken over from the gross value of “the
assets acquired, ' : - e
Example 56.

The following was the Balance Sheet of XY & Z on 31st March 1931 '
on which date they decided to dlspose of their busmess to a lelted :
Company. . ) .
Liabilities, o T . Assets.

Rs. ‘ “ Rs.

Sundry Creditors .., o 19000 | CashatBank . ... - -« 1,000

Bank Overdraft .. e 20,000 { Sundry Debtors oo s 18,000

Capital Accounts :+ " Stock-m-trade . e oe 25 000

Rs. ' et T e 15,000

X 2500 - | Ldnd & Building w. .. 40,000
Y 20,000 ' '

Z 15000
60,000 ‘ _ L
“Re._99.000 ] . 7 R 99000

The Company took over the.entire businéss on thé 'basis of the above
Balance Sheet at an agreed purchase-consideration of Rs, 75,000/~ payable
half in cash, one-fourth by the issue of fully-paid Debentures and the
balance by the issue of fully-paid Preference Shares. - e

{1} Pass the necessary journal entries in the Books of the Firm and
show the Ledger Accounts, assuming that the Assets and Liabilities have
been duly transferred to the Company and the purchase consxderatlon
received from them,

(2) Pass the necessary 10umal entries in the Books of the Company to
record the above, and show how the Goodwill amount is arrived at.

.JOURNAL ENTRIES IN THE BOOKS OF THE FIRM,

. o ' Rs. - Rs,
Realization Account ... . FOTRR .. Dr. | 90,9002 o
To Bank aes ~ wd o eas N 1.000
» Sundry Debtors e el 4 . 18,000
» Stock-in-trade onn .o e T R 25,000,
« Plant P 15,000
» Land & “lllldlll“' . vee - ®) 49,000
Being the transfer of Assets taken over by the Pur- .
chasing Company to Realization Account as per N b
Agreement dated . ¢
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* Rs.
Sundry Creditors Account et we Dr.}| 19,000
Bank Overdraft Account vey we o | 20,000
. » To Realization Account .o . o
Being the transfer of Liabilities taken over by the
Purchasing Company to Realization Account as
___ per Agreement dated ————.
Purchasing Company’s Acceunt we br} 75000
To Realization Account ... S
Being the Purchase Consideration of Assets & Llablh-
ties taken over by the Purchasing Company as
per Agreement dated .
Realization Account ... . o e Drq 15,000
- Fo X's Capital Account ... - .
»w Y's - vee aes
w Z's 1y vee
Being the transfer of Profit on Realization to Part-
ners’ Capital Accounts.
Debentures Account ... e . Dr| 18750
Preference Shares Account can s e » ( 18,750
Bank Account e e e » | 37,500
* To Purchasing Company's Account wer
Being the Purchase Consxderahon received half i m
cash one fourth in fully paid Debentures and
balance in fully paid Preference Shares. i
X's Capital Account ... e . Dr{ 7,500
Y's " e »| 6,250
- ZL's S ee w ] 5,000
" To Debentures Account ...
Being the distribution of Debenture amongst the Part-
ners in proportion to their respective Capltals
X’s Capital Account ... o . Dr| 7,500
Y’'s " »| 6,250
Z's s wl 5000
To Preference Shares Account =
Being the o|strvbut|on of Preference Shares amongst
¢ the Partners in proportion to their respective
Capitals
X's Capital Account ... «. Drj 15,000
Y’s " . . » | 12,500
Z's ves ove .. wes , | 10,060
To Bank Account
Being the distribution of Cash amon"st the Partners,
REALIZATION ACCOUNT.
Rs.
To Bank 1,00C By Sundry Creditors
. Sundry Debtors 18,000 »w Bank Overdraft
,« Stack in trade 25,000 »» Purchasing Co's Alc.
, Plant ’ 15,000
,» Land & Ruilding 40,£00
,» Capital Accounts- :
transfer of Net
Prefit :—
X 5000
Y 5.000
7 5000 15,000
Rs 1,114,000 14,000 Rs

Rs.

39,000

5,000
5.000

75,000

18,750

18,750

37,500

Rs.
19,000
20,000
75,000

l 14 0()()
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Rs. Rs.
. )
To Realization Account 75,000 By Bank - 37,500
» Debentures - ‘18 750
-ss Preference Shares 18,750
. Rs. 75,000 _ Rs- 75,000
DEBENTURES ACCOUNT.
Rs, : Rs,
To Purchasing Co. - 18,750 By Cz':pital Accounts :—
X 7,500
Y 6,250
Z 5,000
| 18,750
—— gt §
Rs. 18750 | Rs. 18,750
1 E————___
PREFERENCE SHARES ACCOUNT.
. Rs. Rs.
To Purchasing Co. " 18,750 .By: Gapitai Accoumnts t—
' X 7,500
_ Y 6,250
: : z io_(:o o e
i 18,750
Rs. 18,750 » Rs, 18,750
BANK - ACCOUNT. .
. i Rs. ' Rs.
To Purchasing Co., 37,500 By Capital Accounts :—
. X 15,000
Y 12,500
Z 10,000 y
37,500
Rs. 37,500 ° Rs. 37,500
X'S CAPITAL ACCOUNT.
Rs. Rs.
To Debentures 7,500 By Balance 25,000
" Preference Shares 7,500 » Realization Alc.
» Cash . 15,000 . Transfer of 1/3rd »
. Profit !
——— —_—
RS. 30 000 * Rs. 30,000
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Y'S CAPITAL ACCOUNT.

. Rs. ( . Rs.
To Debentures 6,230 By Balance 20,000
» Preference Shares 6,250 » Realization Ajc.
» Cash 12,500 . Transfer of 1/3rd
Profit . 5,000
Rs, 25, [ Rs, 25000

Z's CAPITAL ACCOUNT.

Rs. I Rs,
" To Debentures - 5,000 By Balance 15,000
« Preference Shares 5,000 » Realization Alc.
.- Cash 10,000 Transfer of 1/3rd,
Profit. 5,000
e Rs. 20,000 Rs. 20,000
.JOURNAL ENTRIES IN THE BOOKS OF THE
. PURCHASING. COMPANY.
. Rs. Rs.
Business Parchase Account Dr. 75,000
- &0 Vendors’ Account : 75,000
Being the” amount of Purchase Con-
" sideration for the entire business
" taken over from X, Y, Z the vendors,
as per ° %\dreement dated.
Bank : . Dr 1,000
‘Sundry Debtors w i 18,000
Stock-in-trade i 25,000
Plant » | 15,000
Land & Building 0 40,000
Goodwill ” 15,000
" To Sundry Creditors 19,002
» Bank Overdraft 20,000
.. Business Purchase Account 75,000
Being the values of the Assets & Lia-
bilities parchased from Vendors as|
-per Agreement dated )
Vendors’ Account Dr. 75,000
T'o Debentures Account ) 18,750
» Preference Share Capital Afc. 18,750
« Bank Account . 37,500 -
Being the purchase consideration paid
to theoVendors, bhalf in Cash, one| .
fourth in fully paid. Debentures and ¢
balance in fully paid Preference
Shares. '’
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VALUATION O/ GOODWILL.
The Value of Goodwill is arrived at as follows .

Rs.
Total Assets 99,000
Less Total Liabilities 39,000
Net *Assets taken over 60,000

Purchase Consideration paid 75,000
Excess being the amount of
Goodwill Rs. 15,00

SINGLE ENTRY.

Single Entry isa crude form of Book-keeping. under which only
Personal Accounts and a Cash Account are mnintained, and only
one aspect of each transaction as it affects the Personal Accounts
is recorded. *

The original records such as the Cash Book, the ' Purchases
Bool, the Sales Book, and the Returns Books, and even the Bill
Books are sometimes maintained, but the postings therefrom are
only made to the Personal Accounts concerned.

From the Receipts side of the Cash Book, the cash received
from the debtors is posted to the credit of the Persohal Accounts
concerned, but other items of receipts, such as, Cash Sales, Interest
Received, Bills Receivable discounted or met on due dates &tc.
are not posted. Similarly, entries in respect of cash paid to creditors
as appearing on the payments side of the Cash Book are posted to
the respective Personal Accounts, but other items such as payments
for cash purchases, Bills Payable, Salanes. Wages, Rent, Advertise-
ments, etc, are left out unposted.

The periodical totals of the Purchase Book, the Sales Book, and
the Returns Outwards and Inwards Books are left unposted as the
Purchases and Sales Accounts and the Returns Outwardsand Inwards
Accounts are not opened in the Ledger.

Similarl}, from the Bills Receivable and the Bills Payable
Books, whereas the Personal Accounts concerned would be indivi-
dually credited or debited as the case may be, the periodical totals of .
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these books are not posted to the Bllls Receivable and the ‘Bills
Payable Accounts. as these accounts are not maintained.

The oqu information that can thus be secured from the Ledger
képt under Single Entry would be in relation to Debtors and Creditors,
i.e. how much is due to the trader from his custorasrs and how
much he owés to his creditors In the absence of any Impsrsonal
Accounts being Lkept, the books fail to disclose information for the
preparation of a Profit and Loss Account, or particulars of Assets
and Liabilities for the preparation of a Balance Sheet. Evidently,
therefore, this form of Book-kesping is of very limited value, and is
seldom found in use in any concern of importance,

DISADVANTAGES OF SINGLE ENTRY,
The disadvantigss of Single'Entry miy be summad up thus :—

(1) As the two-fold aspect of every transaction is not
reco.de:l the arithmetical accuracy of the books
cannot be tested by means of a Trial Balance.

.2} As no Nominal Accounts are kept, the trader cannot
‘ ~ ascertain at periodical intervals as to what profit
"¢ or loss he has made or sustammed and how such
profit or loss bas arisen, as a Profit and Loss
Acconnt cannot be prepared.

(3) In the absence of any reliable and ‘continual record
.of the incomings and outgoiugs of the various assets,
‘due to no Real Accounts being maintained, the
trader cannot ascertain his exact financial position
on any. particular da.te by thes preparatlon of a
Balanee Sheet. ‘

STATEMENT OF AFFAIRS.

“The trader who has maintained his books on Single' Entry can
ascertaixi < his " financial position in an approximatet manner by
means of a “ Statement of Affairs,” which isa statement prepared
by seting “forth the ‘Assests and Liabilities on any given date.
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“The methol of preparing a Statem:nt of Affairs is as
follows: —

(1) Balance the Cash Book and verify the cqrreétn&
of the cash bala.nce. ‘

(2. Ascemm the total amount due from debtors, from
the Personal Accounts opened in the Ladger.

(3) Ascertain the value of Stock-in- tra.de by proper
stock-taking and valuation,

(4) Ascertain the value of Bills Receivable unma.tnred.
if any, on hand, - . - o

(5) Ascertain the values of all other Assets. such as,
Plant, Machinery, Farnitarz and Fixtures, etc., from )
such information as is available.

(6) Ascertainth: am>unt owing to ths creditors “from the .
Ledger Accounts maiatained.

(7) Ascertain if there are any other Liabilities owing
or outstanding, and not recorded in the Ledger.

(8) Arrange all the above items in the form of a Balance
Shesat, sotting forth the Assets on the right-hand
side, and the Liabilities on the left-hand, apd
calling the excess of Assets over Liabilities
Capital.

It must be noted, howsver, that the information thus sscared
from the preparation of a Statemznt  of Affairs is by no means
as reliable and as complste as that given by a Balance Sheet.
The teason is that a Balance Shset represznts a collection of
the balances of all the Assets and Liabilities on a given date,
as appearing in the Ledger maintained on the Double Eatry
System, uonder which the arithmetical accuracy of the record
can be absolately proval. Oa the other hand, the Statement
of Affairs i§ a statemsnt of th2 Assets and Lnablh.tles of a
business on a given date, but the items mclude:l therein are patlly

ascertained from the Ledz gt and partly (ron 9ther ‘sources’ of
information. ‘
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_ AODITIONAL QUES""ONS & EXERJISES,
*1. Journalise the fqllowing transactions :— .

Rs.

Jan, 6 C. Sardia brought in as Capital e .o 5.000

et 6 I'aid into Bank.. . 4,700
” 7 Bouzht Goods from B. Beech . € ee 8no

Y 8 Sold Goods t2 P. Pine .. e . 1,000
» " 10 Received from P. Pinz, Cash... e . 875
0 » Allowed him diszoant - 25
- 11 Purchased Goods for Cash ... .. 500
” 12 $»ld Goods for Cash e 400
» 13 Paid inio Bank e 800
” 16 Paid B. Beech on account .. - - 380
s - » Received from him discoant - 20
o -- 17 Purchased Goods from D. Day . 90)
w - 18 Remitted to D, Day, chequz - . - 472
» ,» He allowed discount .. . o 23
w 7- 19 Returned to D. Day, Goods . - e 50
. 26 Paid Salaries by Cheque .. - 250
- 27 Sent cheque for Reat e - 150

St 28 ‘Pa.id Cash for Stationery ... e . 45

9. Journalise the following transactions :—

March 1 8. Smith commenced business with ., 7,500
”» 2 Bought Goods from W, Wills . 1,200
‘e. . 3 Sold Goods to K, Kemp ... - . 750
- 4 Puarchased from S. Sen, Goods - .e 450
- & C.Gupta bought Goods .. - e 800
- 7 .Paid into- Bank Account - 7,000
" 8 Paid cheque to W. Wllls in full aettlemenk A

“ . of Aczount .. . P ase 1,150
- 16 K. Kemp paid by cheque - e . 300
”" »» Allowed him Discount .. - 10
. 11 Re:mitted chejueto S. Sen... . 235
- »  He Allowed Diszount .. . - 15
» 12 C. Gupta returned Goods ... - 75
" 15 Received cheque from C. Gupta . 445
» ¢. Allowed him Discouat . . .. 23
» 17 Sent Credit note to K. Kemp for Goods solled 30
» ) 18 S. Smith drew cash for self - e 200
» 20 Paid into Bank... - 1,000
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* Rs,

March 21 CashSales .. . .. ' ' . w900
s~ 23 Cash Purchases . . e . 800
" 9t Paid by cheque for goods bought  w - 225
25 Paid Cash for Sundry Trade Exzpenses . aee . 78

2) Paid landlord by cheque .. - . 150

" 30 Issuc.l cheque for Potty Cash 0w e 100

. 31 Paid for Alvertigamnts by Cash - 40

3. From the above transactions, writ> out a Cash. Book thh Dlscounﬁ
and Cesh Coluns only.

4. Eater tho sime transactions ina sth Book with Discount, Cash and
Bank Columns, .

5. Jouranslise the following tmnszctlons t— R i
- 8.

April 1 R. Ramrao paid into Bankas Capital. 4,000
" 2 Purchased Goods from W. Sell © e o 1,500
" 3 Paid Cheque to W. Sell ., e oo 683
" » Was allowed discount “ue - 25
» 4 Sold Goods to J. Jones .., I w 1878
” 10 J. Jones paid chequo in full settlement .. . 1,800
" 11 Bought from F, Kershaw, Goods " en 700
”» 12 Bold Goods for cash to W. Pink - 200
» 13 Sold Goods to D. Dawson ... 3%
» 14 Sent Credit Note to J, Jones for retuens,, . -50
» 15 Paid into Bank cheque received trom J. Jones on

the 10th ee v .. 1,800
' 16 Receivad Credit Note from F. Is.ershn.w . for

damaged Goods - D 100
" 17 Remitted chejue to F. Kershaw in full settle-nenb~

of his account .., e i - 515
” 18 Received chejue from D, Dawson in fuoll sett.lemenl'u '

of his account ., ane" .on ©eee 280 -
” 18 Leat H. Hacdup by chegue ... 400
” 20 Paid Wages by Cash e - 175
" 21 Drow Cash from Bank for Officouse ..., - ,. 300
v 22 R. Ramrao drew chejue for his personal uis ee T 250
" 27 Cash Sales s vee e e - 333
. 30 Cash Parchases .., _— eee i 20)

6. Sort out Cash Transactions from the above exercise, and enter thom
ia & Cash Book withs Dlscounb. Cash and Bank Columns, L

7. Show how you would entor the same transactions in » Cash Eook
with Discount and Cash Columns only.
22
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8 On 1st, July 1920, the books of P. Pavri disclosed the followin;

balances :— ;
Ra:

Cash at Bank - 4,700
Cash &t Office 200
Stook on hand .e 3 000
" @. Garter (Debtor) e 300
C» Carter do. - 400
B. Bager do. e 500
P- Palmer (creditor) 1,000
‘H. Hartley  do. .. 1,600
S. Stanley do. - - 2,000

Open.  the books by a Journal entry, and enter the following furthe
tpansactlons through Journal, '

Ras. |
Jily 2 P. Pavri drew cash for selt . 199
» 8 @, Garter settled his account by cheque for . 275
w' 4 Received cheque from C. Carter . 360
o Allowed him discount 40 .
s» 0 Paid into bank cheques received from G Garter cnd :
) B C. Carter . 635
» 6 Paid P, Palmer by cheqlle . 470 -
F Discount allowed by him .. 30 .
*, 7 Rezeived cheque from H. Hartley in full settlement :
, of his accoant - 1,423
» 8 Bpught Goods from J. Hopson ‘ . 1,475
o 9 Endorsed over Hartley's cheque to Hopson in full ‘
settlement .e 1,425 |
»- 10 (Cash Sale . . 600
» 11 Purcbased Goods iron R & Co. . 1,250
o 12 Sold Goods to Baldeo & Sons c 975
» 13 P. Naidu bought Goods for cash .. 325
»n 14 Sold Goods to Evans & Co, for cash . 300
s 16 Bought Goods from C. Das for cash . 475
» 18 Gave cheque to Rao & Co. in full settlement of
their Account . 1,210
» 19 BSales to C. Smith . . . 200
» 22 Purchases from R. Robln ) e 400
o' 24 Piid in Bank .o 530
» 26 Cash Purchases . 200
5, 28 Drew Cheque for office use .. 90)
» 29 ¢ Paid salaries by cash e 375
-, 30 Psid Office Rent by cash . . 225
» 381 Paid Cash for Travelling Expenses .. T T8
275

P, Pavri drew cheque for personal use .

¢
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9; Enter the Cash Transactions from th® above exercise in & Cash. Book
without Bank columns.

10. Enter the same transactions in a Cash Book with Discount, Cash #nd
Bapk columas.

11

R. Hardy’s . books contained the. following

1st January 1929 :—

P. Switt ( Creditor )

R. Shanker do

C. Green do

A. White ( Debtor )

B. Brown - do

C. Black do

Stock on hand

Bills Payable Nos. 1 & 2
Bills Receivable' Nos. 1 & 2
Cash at Bank :
Petty Cash in hand

Office Faraiture and Fittings

e

(Y]

balances ' on

Rs.
1,000
2,000
3,000
1,200
2,300
2,100
4,000
1,400 .
1.600

12,700
200
1,100

NOTE:—All oash received is banked and all payments are made
by cheques,

In the month of January, his transactions were:— . -
Jon. 2

3

Sold Goods to Red & Co.

Bought Goods from Krishna & Co. ..
A. White aocepted Bill No. 3 for one month for -
Pald by cheque the balance of o
Sold to Turpin, Goods ..
Bought érom C. Sharp, Goods .-
B. Brown paid by chejue in full settlement e
Sent Credit Note to C. Black for returns -
C. Blaok acoepted Bill No. 4 for the balance .
Paid P. Swift by cheque in full eettlement .

Reoreived Credit Note from R. Shanker for returns ..
Aococepted R, Shantar’s draft B. P. No. 3 for the
balance -
Retuened Goods to C. Greon
Paid C. Greoa on account
Aoxpted his Bill No. 4 for
Bought fibm Lioyd & Co., Goods
Sold Goods to G. Spenocer
" w to. B Brandon for Cash

-
en
ow
’re
-
ll'

o« Re,
900
. 1,200
800

400
1,000
1,170
2,200
200
1,900
950
175

1,825
400
1,600
1,000
* 2200
1,500
1,700
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Jan. 13 DBought Goods from Copeland & Cov .. ..
» » Returned Goods to Lloyd & Co. . -
v w» G. Spencer returned Goods .. .-
» 14 Sent Credit Note to R. Brandon for damaged Goods.

» 153 Copeland & Co. sent Credit Note for short weight

claimed . . . -

. 16 Bills Receivable Nos. 1 and 2 realised by bank .

», 17 Discounted C. Black's acceptance B. R. No. 4 and

received cash .. .- ..

e 27 Cash - Sales .. . - .
» 28 Cash Purchases . . .. ..
Feb. 5 Paid Salaries . .. . -
» G0 A. White’s Acceptance dishonoured this day e
»- 7 Drew Cheque for Petty Cash .. -
»» 13 Bank mel Bill Payable No. 3 .. .

» 14 Paid C. Greenon account of B/P No, 4 due this day...

Accepted C. Green’s fresh draft B. P. No. 5 for the

balance and for interest .. .. .-

5» 16 Sold Goods to R. Sims for cash ..
» 20 Bank met Rills Payable 1 and 2 .
.. 22 Paid Office Rent .. . . -
.." 95 Rdceived cash for Commission earned e .e
.- 28 The payments from Petty Cash for the period were :—
¢ Carriage & (Cartage Rs 75

Postages & Telegrams " 50

- Sundry Charges . 40

. Printing & Stationcry » 125
Advertisements » 35

575
300
125
200

1,600

1,700
2,700
1,400
300
800
150
1,325
400

625
700
1100
250

600

2235

Enter all the above transactions in the proper subsidiary books,

post the same and prepare a Trial Balance.

12 Journalise all the transactions as given in the precediog guestion.

13 Esplain how you save work by wusing

15

What is she effect of a ‘*‘Crossed Cheque™? .

the Porchases and Sales

Books instead of entering Purchases and Sales through the Jouenal.

14. Explain why entries from the debit side of the Cash Book are

posted to the credit side of the Ledger Accounts.

16 Explain the meaning and effect of the words ¢Not Negotiable”

% hen written accross a cheque,
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17. What is a Trial Balance and whak are its nses ?

18. What entrics are gassed through the Journsl in practical work?

19. Why is it desirable to calonlate interzst on ocapital brought in a
business ?

20 Explain the advantages of a Cash Book with Bunk Columns over
one without Bank Columns

2l. Explain the difference betwsen a Cneque. an Accaptance and =
Promisory Note.

22. Journalise the (ollowmg tranmtmns-—-‘ :
Rs.

L. Sent to Bank for collection, Bill Receivable.. 2,000

2. Bill Reccivablo duly collected by Bank . 2,000

3. Bill Payable due this day met at Bank . 500

4. Handed our socceptance at 3 months to A.
Bartlett for Ra. 3,000

5. Handed over acceptance of Roberts & Co, -
for Ra. 1000 to P. Smith in settlement of

the amount we owed them [ :
6. Discounted Kirk & Co’s Acceptance for 750
receiving Cash, Ra. 720 " es -

7. J. Jones endorsed over to us the acceptance
he had received from C. Chinoy & Co.; for. 1,500

8. Handed over the mme to our Bank for

collection.. .. - .
9. The Bank informs us that the above
R +, is di S v‘: ves .

4

10. Endorsed over Walker & Co’s  Aocoptance
to Smitheon & Co. in settlement of our
8ill Payable due to them Ra 1,200. ...

i1. Walkar & Co.'s aoceptance dishonoured.

12. Bill Receivable sent t0 Bank for collection .
dishonoured this day ) - o - T00
13. James & Co. ask us to cancel their old aoccep-
tance for Ra 1,175 and in return they pay
us Rs. 500 in cash and accept another Bill
drawn by uws for Rs. 700 inolasive of
interest e —_— ave ee
1+ Wo® gancel Black’s Acceptance for Ra. 800
before duo date, as per his request, and
draw on him another Bill for Ra 830
including interest, which he accepta
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15. P. Brown, being m\mble to meet his accep-'
tance for Re. 600, pays us Rs. 320
including Rs. 20 for interest and asks
us to draw on him another Bill for the
balance, which be accepts - .
16. Being unable to meet our acceptanece for ¢
- Rs. 1,000, we request Thompson & Co.
to cancel the same. We pay them Rs.
640 in cash and ask them to draw on
. us a Bill for Rs. 400 which we accept
§§ ‘Megssrs. Sharp & Co. of Bombay drew a Bill-of Exchange upon
' Messrs. Radhakrishan & Ca. of Lahore, on Ist April 1929 for Rs. 750 at
3 months® date which was duly accepted payable at the Central Bank
of India, Ltd., Lahore. The acceptance was then endorsed to Messrs.
Modi & Co. Bombay. Draw the Bill of Exchange showing acceptance,
endossement and Stamp Duty. ’
94. Assuming that the above Bill is dishonoured, pass the necessary
. entries in the books of the Drawer, Acceptor and the Endorsee.

95. Make out a Promissory Note for Ra, 300 as from C. Sen Gupta
in favour of Lala Bholanath dated let March 1929, at 3 month’s date,
sbomng thp Stamp duty.

98. The above Promisrory Nota is -then endorsed over to P. Ram-
prasad and i g dishonoured on due date. Show the entries in the books
of the Drawer, the Endorser and the Endorsee.

97. Enter the following transactions (1) in & Cash Book with Cash
and Bank Columns, and (2) in a Cash Book without Bank Columns :—

Jan. 1 Balance of Cash Rs. 230.
do. at Bank Rs. 2750,
5 JPurchases for Cash Rs. 200.
6 Pail Jones & Co. by cheques Rs. 300.
10 Gave cheque for Offic2 rent Ra. 400.
12 Drew cheque for Office Cash Rs. 225
15 Received from T. Smith Cheque Rs. 175 and Cash
- Rs. 235,
20 Endorsed over T. Smith’s Cheque to Henry & Co.
. Ra. 175.
25 Paid into Bank Ks. 22).

98. Fxplain carefully how the figure of stock at tie close of each
financial period is brought into account.

29. Distinguich canefully between Ad]nstmg Entries and C'losmg
Entrjes.
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© 80 On 1st March 1929, X sold to Y‘ goods of the value of Rs. 1 200
and drew upon him at $hree months for that amount.- On 15th April
1929, X purchased from A goods worth Rs 2,00) ; he handed A a cheque
for Rs. 760 and Y’s acceptance in full settlement of the purchase. A’
discounts the Bill with his bankers for Rs. 1,170. 'On maturity, the
acceptance is dishonoured by Y and X pays up the amount, Show
how the transactions would be recorded in the books of X, ¥ and' A.

31 Joha and Jacob are in partnership with Capitals of Rs 5, 000 and
Re. 6,000 and sharing profits in 3/5 ths and 2/5 ths. Both the partners
are entitled to Interest on Capital at 5% and Jacob is to receive a salary
of Ra. 3U0 a month for acting as manager.

During the year 1928, John’s withdrawals amouutod to Rs. 3,000
anl Jacob’s to Rs. 4,000 and the interest chargeable thereon worked out
at Rs. 75 to John and Rs. 125 to Jacob. :

The firm’s net profits for the year, after making all necessary ad]ust-
ments, amounted to Ra 15,000. Show how the Drawings and Capital
Aecounts of the partners will appear on 1st January 1929,

32. How would you rectify the following mistakes ?— )

(1) Re 400 paid for wages has been posted as Rs. 450,

(2) An Invoice of Rs. 375 has besn entered as!of Rs.. 735. .,
The Invoice Book for the month ha.s already been® added and

the postings made. . . $
(3) Goods amounting to Rs. 500 bad been mcluded it? the closmg
> Stock on 30th June 1928, but the corresponding entry in

Purchases Book was not made until 5th July 1928.
(4) Wazes Rs. 2350 expended on marnufacturmg of Tools were
charged to Wages Account, .
(5) An item of Goods Rs. 175 'sold to R. Smlth was .debited to
Smithson’s Account. -

(6) An amountof Rs. 200/- written off as- Bad Debt last year and
now received was credited to the personal account. of the
customer.

33 Explain why it is wrong in principle to treat Goods sent oub
on Conmonments as Sales.

34~ What considerations Would guide you in deciding whether a
partlcular item of expendlbum can properly be termed as Capital Expen-
ditare or Revenue Expenditure ? .

85. A Tradeg forwarded to a customer an Invoice for good? supplied

amuuntmg t)> Ra. 673, and the entry was passed through his books: It
is uwse,vered afterwards that the correct total of the Invoxce is Rs.” 6.)0.
How woild you suggesi the mistake to be rectified ? -
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36. Enﬁer the followmg tmnsgotwns in the booka of the Consignot
and the Consignze ;—

1929
Jan. 5 T. Smith of Ceylon consigned to P. Parry of Calcutta 100 Chests
of Tea of 50 Ibs, each invoicing the same at Ke. 1/9 per Ib,
(i. e., 257, above cost) to be s0ld on his accourt and risk.
» » OSmith paid Carriage and Insurance on same, Rs. 300/-.
» 15 parry received from Smith, a Bill for R3. 3,000/- at one month,
* a3 an advanc2 on consignment, which he accepted.
Mar. 10 parry sent an Account Sales to Smith stowing that be had sold
2/6ths of the quantity at Re1/12 per lb. and 2/5ths at
1/10 per 1b. He had pad the following charges thereon :—
Insurance Rs.£0. Cartage and Storage, Ra. .2060. Hes also
" "deducted his Commission @ 2}7, on the gruss proceeds.
ss 16 Parry remitted the balance dae by him to Smith by cheque.
s 31 One-fifth of the quantity remained unsold and was valued by
Smith at Re. 1/5 to 1b.
- 87. (a) Mention five distinct classes of errors which will cause a
disagreement of - the I'rial Balance.
(b) Mention three different types of esrors wlnch will not affect
the (&3reement of the "Trial Balance.
38 Distinguish between “Fixed” and “Floating” Asseta Designate
to which class the “undermontioned Assets, the property of a Sewing
\Macbme Matufacturer, beloag =—
(a) Ma:hines in Stuck ; (b) Investments in Government Loan J

< ) (c) Plant & Machinery 3 (d) Book Debts 3 (e) Factory
” Bailding ; (f) Patents 3 (g) Bills receivable ,' and (b)
" Cash at Bank.

" 89. What i3 an"Account Sales ? On the 5th June 1928, the Indo
Manufacturing Co. of Karachi, ccnsigned to Bhupendra Sen. & Co. of
Calcutta, 150 Sewing Machines valued at Rs. 100 each. The cost of the
Sewing Machines was Rs. 73 each. Railway cbarges and other expenses
amounted to Bs. 250 at Karachi. The consignees paid the following
expenses :—Freight Rs. 225, Insurance Rs 2u0, Railway Charges Rs, 125.
During the thres months ended 3ist August 1923, Bhupendra Sen & o-
sold 100 Machines at an average prico of Rs. 90. They charged a coms-
mission of 737 on all sales and memlbted ‘the balance due on the 3lst
August 1928.

. You ara required to show the Account Sales rendered by Bhupendra
Sen & C3, to the Indo Manufacturing Co- on the 3lst Aagust 1923.

40. From the particulars contained in the above t‘]mstion, vou are
required to show the entries and the necessary Ledger Accountsin the
books of the consignors as well as the consignees and to state at what
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price the Indo Manufacturing Co. shoufd include the unsold _machines in
theu' Final Accounts for the six months ending 318t August, 1928.

‘ 4l. X, Y and Z are in partnership sharing profits in proportlon of 1/
1/4 and 1/4 respectively. The partnership a.greement provrdes Inter
alia that—

(1) Imterest on drawings shall be charged at the rate of 5% per

annum.
(2) Salaries shall be paid to the partners as follows :—
X . ' ‘Rs. 1,500 per annum
Y e - .- 1,200 do.
Z . - . 900, - do.
(3) Interest on Capntal shall be charged at the rate of 6% pe!A
annum.
The Partners’ Capltal as at Slst December 1928 was as follows :—
X . .Rs. 20,000
Y .o - 15,000
z . 10,700

The partners drew on account of profits for the six months ended 30th
June 1929, the following amounts at an average date of 31st March 1929—

X . Rs. 1,700
Y . 1,500 .
z . Lo T, %

On the 30th June 1929, the balance of the Profit. and Loss Account
before making any adjustment for interest on Capital apd Drawings,
partners' galaries ete. was Rs., 9,000. Show the Partners Drawing,
and Capital Accounts for the six minths ended 3)th June 1929,

43. Roes wnd Blackwell, wholesalo stationers, Caleutta were ta
partnership sharing profits and losses according to theic Capitals. From °
the following Trial Balance extracted from the books on $lst December
1928, prepare Balance Sheet, Tradins and Profit and Loss Account.

TRIAL BALANCE. -

Rose Capital . . .- Rs. ' Rs, 30,000
Blackwell do. . e . e " 20,000
Leasehold Premises Jan. 19"8 .o s 22,000 ’
Plant and Machinery , ,, . . 10,000

Additions to Plant and Machinery during
the year( all to be taken as made on the

1st July 1928) . . 1,000
Sundry Creditots .. . © * 18,000
Bad Debts L e e ' 300

Bank Overdraft . . - 5000
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' ' Rs. Rs,
Cash in hand ..~ =~ .. = .. .. 100
Office Fumlture Jan. 1928 .. .o . .« L100 . .
Sgles . . ¢ .. ee ae . ee 50,000
Stock 1sg Janna.ry 1928 .e .e .. 18,000 .
Inrohases ST e T .o s 25,000
Wages, (produchve) .e e we 9,000
Salaries ., . - .. - ee e “ e 3,000
Carnage Inwards ~ .o - . 215
Carriage’ Outwa.tds ‘ .. . .. 123
Insurance - - ., .e I .e 1v0
Postage and Telegrams e S e e 75
Rafes, Taxes ete.- e . . 700
Office, Wages: - ..° D es T T ae . ee 400
Advertising .o .e . s 73
Repairs to Plant & Maclnnery . . . 150
Discounts received- . o .. .e 200
Discéourits allowed .. .. . . < e 300 :
Sundry Debtors .a e e .. 15,000
Advertising Places, ete. at Smt.mns asat )

lst. January 1928 to be written off .. : .

‘over 3 yfaxs oo . e cee - 900
RoSs Drawiogs *~ .o we % -7 Ut .. 8,200
Blackwell d‘p.. et T4 ee C e e 1,400
oo R 1,23,200  1,22,200°

-

Beserve Rs. 700 for produchve wages. Insurance is prepaid to the
extent of Rs. 30 Depreciate Leasehold Premises 19;, per annam, Plant
and. Macuinery 5 p.c. per annum and Office Furmture § p.c. per annum.,
Reserve Rs. 200/- for Doubtful Debta. Stock on . band on 3lst De-
cember 1928 was Rs. 30,000. ~

43 The Tin Product;s Co. Lud, reolstered with a Capital of 10,000
Sharesoi £ 1) e.'v:h issued its prospectus on lst February, 1929, invit-’
ing app[lcat.lons for 7,500 Shares payable £. 1 per “share on appllcatlon.
£ 2 on allotment on 1st April, and £. 3 per share on 1st June.

- ‘Applications were received for 6,000 shares which were duly allotted.”
The amounts called up were paid except allotment money on 200 shares
and 1st call on 500 Shares. o ‘

In addiion, there was also an issue of £.750,000 6”’ *Redecmable
Debentures, payable as to 5% upon application, and 95 \ on lst may,

The whole of thé issue was applled for and the cash duly received.
Give Journal entries to record the above transactions.. . .
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o 44 Show how the Share Capital and Debentures of the Tin
Products Co. Ltd. would appear in the Company’s Balance Sheet.

45. A Limited Company with aa Authorised Capital of Rs. 5,00,000
divided into 5,000 Shares of Re. 100 each offered for subscription 4,000
Bhares of Ra. 10)/- each, piyable Rs. 10/- per share on application and
Rs. 25/- per sbare on allotment. Applications were received for 4,700
shares. The application Depd:its on 400 shares were returned to persons
who were not allotted any sharzs. The Depasits on the other 300 shares
were transferced to allotment Account, these subscribers having applied
for mora shires than wers allotted to them. The moneys payable om
allotment wers duly received. A First Call of Rs. 25 per share was made
and was received except ou 500 shares.

Pass the Journal and Cash Book entries § show tln Ledrer Aeeonnﬁs
anil draw up s B:lance Sheet. »

48- The National Emporium Ltd., by issue of Prospectns on 15th
April 1923 inviled applications for 10,000 shares of ‘€. 10 each, pay-
able £ 2 per share on application, £. 2 per share .on allstment on 1s¢
May, £ 3 per share one month after allotment and the balance two
months thereafter. In addition to these, the cumpany issuned '£. 50,000—
7% Mortgage Debenturcs, payable 88 to 109, ou application; and the
balance on 30th May 1929. The whole of the  fssues were, applitd foz
and cach duly received, with the exception of First Call .on 100- shares
and Final Call on 300 Shares.

. £

Give Journal entries for the above. '
47. TRIAL BALANCE—3)th Jun~ 1928. - N
Rs. . Ra, ®,

Issued Capital, 30,000 Sharzs (fully pud) e . . . 3,00,000
Prechold Land and Buildings .. .s 55,000 )
Plant and Machinery .. . e 30,000
Sundry D:btors - e .- 60,000
8undry Creditors e .o . - 25,000
Pateats . . . v 20,000 o
Loos> Too's .. . .. . .. 10,000 )
Purchases .e .e .a .e 90,000‘ -
Sales . - . - 1,20,000
Produotive Wages .e .e .- 24,100 - .
8alaries to Staff, eto. .. e - 20,00 .
8took, ist Jaly. 1927 .. .e T .. 65,000 .
Rates and Taxes e ee - 15500
Heating sad Light . .. - 10,300

General Expensed . . e 7,900
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Repairs .. & . . .. .
Bad Debts . e ..
Dividend paid, December 1927 .. ..
Cash in hand. . .. .. e .
Cash at Bank .o .. .o
Profit and Loss Account 1st July 1927 ..
Bills Receivable .. .e woo
Bills Payable . T

-

. . <
e .e Rs.

Ras. Rse
«1,200
500
20,000
500

35,000 ¢

35,000
40,000

25,000.

5.05,000 5,05,000

From the above Trial Balance of the Laxmi Stores Ttd., having a
Nominal Capital of Re: 5,90.000 divided into 50,000 Shares of Ras. 10
each, prepare "Trading and.Profit an1 Loss Account and Balance Sheet
a8 at 30th .June 1928. Write off depreciation at 10 % on Machinery &
Plant, 109% on Patents and 15% on Loose Tools. Rs. 700 were ont-
standing for Wages and Rs. 500 for Rats and Taxes.

valued on the abova date at Rs, 70,000/-,

Stock was

48. The A.B.C. Manufactnring Companv Ltd. was registered with
»a Noalinal Capital of Rs. 80.000 divided into 10,000 Ordinary Shares

" of Re. 6 each and 6,000 79, Prefe-ence Shares of Rs. 5 each.

Trom the foll'wing Trial Balance, prepare Trading and Profit and-

Loss Account and Balance Sheet as at 8lst December 1928.

Before preparing the Accounts, the following adjustments are

necessary :—

"Charge Depreciation on Bﬁildings“nt 219 per annum and on
Plant and Machinery at 5% peor annum,

Write down Patents by 10%.

. Reserve 5% on Debtors for Doubtful Debts. .
" " The value of Stock as on 31st December 1928 was Rs 40,000/-

TRIAL BALANCE.

A ]

Ordinary Share Capital Account .

Preference » » .
~ Stock 1st January 1928 . s
Cash inhatd  ..7 - 7 ..
Cash at Bank .. . ..
Puarchases . ’ .n .. .
Sales . . . .

Lg

Rs. =

30,000

2 1(2 ¢
15,000
40,000,

-

Rs.
25,000
253,000

85,000



ADDITIONAL QUESTIONS & EXERCISES. 333

. Ras. ‘Re.
Returns Inwards . 1,200 o
» Outwards - . 1,100,
Manufacturing Expenses ) e 5,500
) " Wages : ' - - 10,300 .
Insurance b .o 350
Bad Debts - - 275
Sahriea - 123115
Rates and Taxes . * . 3,400
Land and Buildings - 10,000
Sundry Debtors - - 24,000
+ Creditors v 20,000
Tavellers’ Salaries and Commission .o 3.20()' '
General Expenses .. 1,500
Discount : - 300
Intercst and Bank Charges - 150 -
Machinery and Plant ‘ . .o - 15,000 -
Patente . ' 5,000
Profit and Louss Accouat ( Balance lst -
January 1928 ) 12,300
Preference Dividend Paid, - %0, ‘e
Bs 178400 Rs, 1,78,400
[ 2 ¢ R
49. Prepare a Trial Balance of a Partnership Firm with imaginary
figures. . L

50- Why is it not necessary for the consignee to open a Consignmené
Acenunt in bis books ?

8§1. From the following particulars, prepare a Bank Reconcnhatlon State~
ment showing the Balance as per Bink Pass Book on 31st December 1930.

The following cheques were paid into the firm's Current Account at
Bank in December 1930, but were crednted by the Bank in January 1931,

Rs.
M. Litth e 200,
P. Love ... 310.
A. Gomes ... 180.

The following cheques were issued by the firm in December 1930, bat
were cashed in .]annary 1938.

Rs.
F. Polson ee 400
A. Small ... 500,

E. Patterson e 32
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¢
A cheque for Rs, 100/- which was received from a customer in fpll
settlement of his account was_entered in the Bank Celumn of the Cash Book'
in December 1930, but the same was paid into the Bank in January 1931.

r

The Bank Balance as per Cash Book was Rs. 19,900/- on 3ist Decem- -
ber 1930. ¢

52, On 31ist December 1930, your Bank Pass Book showed a credit
balance of Rs. 5,010. Before that date, you had issued cheques amounting |
to Rs.2000l- but they were not presented for payment. A cheque of -
Rs. 500/= pald by you into the Bank was not credited. On 3lst December
1930, you had also received a cheque of Rs. 100/-, which, though entered
by you in your C:ish Book, ‘was omitted to'be paid into the Bank. Besides,

- to your credit there was an entry of Rs, 75 for interest. Draw up a )
) Reconciliation Statement, showing adjustments between your Cash Book and
Bank Pass Buok.

53. Set out bélow are the extracts from the Cash Book (Bank Column
only), and Bank Pass Book of P, Parikh. Prepare a Reconciliation Statement
‘as omgl_st Dgcember 1930,

CASH BOOK.
1930 ¢ : Rs. a.p. 1930. Rs. a.p.
Dec. 1 To Balance ... 3,000 0 0 Dec. 3 By Wages w 400 00

4 ,, D.Daji e 70000 , 5 , PettyCash .. 10 00

ll

s 7 o+ Zaveri& Co.... 76000 , 6 , Intereston

» 9 , DongreBros.. 23000 Loan we 20 00
» 11 ,, Interest on w 8 ,, Self (Private). 300 00

Securities ... 40000 » 11 ,, Bank Charges. 0 40
» .28 ,, Rao g Sons ... 12000 s 1% ,, Vaidya, Ltd. ... 700 00
w29 ,, Das&Co, .. 60000 , 18 , Wages .. 400 00

» 30 . Gupta &. Bros. 2,200 0 0 w 27 , Shah & Co. ... 90 U O
» 31 ,, Sen& Co,Ltd. 3000 0 w 3l ,, Salaries .. 180 00
s » »n Wages w 400 00

w 3 w» Joshi'Bros, .. 730 00

n »n w Balance w5999 120

o Rs.9,230 0 0 : , ¢ Rs.92%0 00

1931 .
Jan. 1 To Balance ws 5,979 12 0
L ]
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BANK PASS BOOK,
(P. P#rikh with National Bank of India).

1931, : 1930.
Jan. 1 To Joshi Rros. .. 73000 Dec. 31 By Balance ...3,599 12 0
« 3 , Commission on 1931,
CalcuttaDraft. 060 Jan. 1 ,, Rao&Sons .. 120 00
o 3, Self.. we 40000 »w 3 , Das &Co. .. 600 0O
« 4 ,, K Kaniji . 22500 w4 . Roy& Co. .. 320 00
v 8 . Shah & Co. ... 9 00 w 5 4 Sen& Co, Ltd. 300 00
+ 6 , Commission on » 6 , Cash w 400 00
Delhi Cheque. 160 w 4 » Gupta Bros, ...2,200 00

54&4. From the following particulars ascertain the Balance that would
appear in the Pass Book of A, as at- 31st December 1930,

1. The overdraft as per Cash Book {on 3lst December 1930 was
Rs, 6,340/-.

2. Interest on overdraft for six months endiﬁg..3lst December 1930
Rs. 160 is debited in the Pass Book.

3. Bank Charges for the above period also debited in the Pass Book
amount to Rs 30.

4. Cheques issued, but not cashed, prior to 315!: Decembet 1930
amounted to Rs. 1,168.

i

S. Cheques paid into Bank, but not cleared before 31st December
1930, were for Rs. 2,170.

6, Interest on Investments collected by the Bankers and credited in
the Pass Book amounted to Rs, 1,200,

65. l. Johnson sends out a consignment of the value of Rs 10,000, to
B. Bhagwandas drawing on the latter for Rs. 7,500 2s an advance against -
the consignment. J. Johnson pays Rs, 950 for Freight, etc. B, Bhagwan-
das clears the goods paying Rs. 500 for duty, dock dues, etc. He sells
on credit half the lot for Rs. 8,400 to R. Green and half of thesremain-
ing is sold for cash at Rs, 4,000. Bhagwandas is to get 2 1/2 per cent
commission on gross proceeds.

Bhagwandas sends out Account Sales and a draft to Johnson for

the balance as shown therein. Rs, 2,500 worth of goods are on hand
with B. Bhagwandas. .

[ ]
Open the necessary Ledger Accounts in the books of J. ].ohnson and
B. Bhagwandas, and show how the Consigament Account will appear
in the books of the consignor, Prepare also the Account Sales as sent
by Bhagwandas,
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56. Daniel Montors Ltd, Lontion,consign to their Selling Agents. in
Bombay twn cars costing 4 607 for sale on the basis of 8 per cent,, plus 2 per
cent del credere commission, the Agents to bear all la‘hding charges in Bombay
These amounted to Rs, 650. The Consignors paid £ 170 for cartage, freight
and ifnsurance.

The Agents sold one car for Rs, 6,500 and remitted Rs. 3207 on account.
.The ﬁeCfmd car was sold for Rs. 7,150, but Rs. 1,30] were not paid, and
'became a bad deb' .

“Prepare an Account Sales to accompany the Agent’s remittancein
settlement of account and open the necessary Ledger Accounts in the books
of both the comsignors and consignee to record the transactions. The rate

of exchanﬁe tobe calculated at Rs 13 to the £

57 On 3ist December 1930 G. Gupta’'s Profit and Loss Account showed
credit balance of Rs. 6,400 before making the following adjustments :—

1. Fire Insurance Premium Rs. 600 per annum was paid for the 'year
e ;gnding 31st. March 1931.

3

2. Unpaid Salaries amounted to Rs, 400. )

Rent at Rs. 1,200 per annum is paid only up to 30th Septem-
her 1932, - :

¢ .
. 4, Wages Rs. 250 paid for erection of new machinery stand debited
to Waﬁes Account;

[

fa
-

5. Bad and Doubtful Debts Reserve shows a credit balance of
Rs. 2,500, but the same was required to be raised to Rs. 4,000.

6. An outstanding liability of Rs, 230 in respect of Legal charges
was left out, .

) "Pass necessiry Journal entries and prepare the amended Profit and

T,0s8 Account,

58, Tfe following items are found in the Trial Balance of D. Das on
* 30th Junc 1931 :—
Debtors - e ave Rs.* 16,000
Bad Debts  m.  ane W 400 .
Doubt{ul Debt Reserve on 1- 7—.)0 .. 700

You are required to provide Reserve for Doubtful Debts at 57, -
. (

Give the necessary Journal Entries, prepare Bad Decbis' and Doubtful
Debts Reserve Accounts, and show how the itemm Sundry Debtors will
appear in the Balance Sheet,
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»

59.. On 1st Jannary 1928, the reserve fé Doubtful Debts Account shows a
credit balance of Ra. 17,500. The Bad Debts _during the year 1928
amount to Rs. 13,000. The Debtors at 31st December 1928 are Ks. 3,00,000 and
S per cent Reserve for Doubtful Debts is reqmred to be malntamed. The Bad
Debts in 1929 amount to Ks, 18,030. On 31st December 1929, ‘the Debtots
are Re. 3,25,000 3nd a 5 per cent Reserve for Doubtful Debts-is -reqnu'ed
to be kept. The Bad Debts in 1930 amount to Rs. 4,000. On 3ist Decem-

1930, the Debtors are Rs. 1.50,000 and a 5 per cent Reéserve for Doubt+
ul Debts is to be maintained. Show the Reserve for Doubtlul Debts Ac-
count, and also show how this item will appear in the Profit aud Loss"

Account and the Balance Sheet each of these three years, -

60. Explain what effect the followm" mlstaks will have on the Accounts-

(@)} Re. 250 paid for Office Furniture has been debited to Trade
Expenses.

(b} An Invoice for Re. 2,300 for goods purchased has mot been_
passed through the books although the goods ate incladed
in the closing stock.

{c) A cash receipt on account of obsolete machlnery soi] for
Rs. 2,500 is posted as cash sales. :

{d) Cash received in respect of a Book Debt Ra. 300 is pos!ed
as cash sales.

R L J
{e} Rs, 150 paid on account of the proprictor’s club bill stand

debited to General Expenses Account.
Pass the necessary rectifying entries. ’ i L

61. The undermentioned errors were made by the counting-hbuse s.tafi of
Messrs. Madan & Co, during the year ended 30th June 1931 5

1. Onm 18th February, a contractor’s bill for the extension of a
godown amounting to Rs. 1,673 was debited through the Journal
to “Repairs” Account.

2. On l"lh March, a clerk of the firm -was paid Rs. 50 for his

arreas of salary and discharged... This amount w%s debited

to his persoaal account, - . -
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3, On 6th April, goods worth Ra. 50 were purchased for .':ash
but the amount was entered in ‘the discount column of
the Cash Book.

4. On 15th June, goods of the value of Rs. 1,350 were returned
by Roy & Co,, and were tgken into Stock, but the returns
were not entered in the books till 8th July 1931.

7 -~
By means of what entries and in what books would you rectify

" these errors,

. 62, For the muotual ac'commotiaﬁon of Aand B, A draws a Bill en B
for Rs. 2,500. B accepts the bill and returns it'to A. A discounts the same,
w_i'th‘his bankers énd receives Rs. 2,400. The proceeds are shared between.
AandBin proportion to two-thirds and one-third respectively. On the due

. date A remits his proportion to B, who meets the bill,

Pass Journal entries in the books of A and B to record the above

trangactions..
s )

63. P. for the temporary accommodation of himself and Q, draws a bill.
-on the latterfor the sum of Rs. 2,100, On receiving it duly accepted by Q,
P discounts the same with his bankers and receives Rs. 2,010. One-third
6f this amount is remitted to Q. On the due date, P remits the balanceto Q
to enable the latter to meet the bill, Q dishonours the Bill and the bankers
recovered the amount from P. Draft entries in the books of P. and Q.
gespectively.
'
. 64. X &rew a Bill of Ex;:hangé on Y for Rs.1,600 at 3 months on Ist
January 1920. ' Y accepts the bill and returns it fo X who discounts it with
his bankers at 6 per cent on the 4th January. X then remits one half of
'the proceeds to Y, égreeing to forward his further proportion before the -
bill falls due. X omits to forward his proportion at the due date and Y
dishonours the bill. X then takes up thebill from the bank, and ¥ gives
X a new Lill at six months on the 19th April for the amogm‘t due plus Rs. 20
interest. This bill is duly met. Show the entries relating to the above
transactions in the books of both X and Y.
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"85, From the following Trial Balandt prepared from the books of F.and
G. Whoare in partnership as merchants sharing profits and -losses in the pro-
portiows of F two-thirds® and G, one-third, prepare Trading and Profit and

Loss Account and Balance Sheet as on 30th April 1931.

TRIAL BALANCE AS ON 30th APRIL 1931. ‘

. Rs.
F’s Capital
F's Drawings 3,000
G's Capital
G’s Drawings 2,000
Furniture & Fittings 2,600
Bank Overdraft
Creditors
Business Premises 20,000
Stock on 1st May 1930 22,000
Debtors 18,000
Rent from Tenants
Purchases 1,10,000
Sales
Sales Returns 2,000
Discounts 1,600
Taxes 2,000
General Expenses 4,000
Salarics 9,000
Commission 2,200
Carriage on Purchases 1,800

Reserve for Doubtful Debts
Rs. 2,00,200

Rs.
20,000

10,000

4,200
11,000

1,500
1,50,000

2,000

1 lm
2,00,200

Stock on hand at 30th April 1931 was estimated at Rs. 20,060. Provide
Rs. 400/- for discount on Decbtors and depreciate Business Premises by

Rs. 300/- and Furniture and Fittings by Rs. 260.

66, The following is the Trial Balance of M. N.P. & Compan.y ason

30th June 1931 :—

R Rs.
sundry Dcbtors 60,000
sales
Sundry Creditors
Gencral Trade Expenses . 12,000
Reat 12,500
Interest '

Purchases Returns
Salaries & Wages : 17,000.

Rs.
25,0,000
10,000

1,200
2,000
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. ‘ Rs, Rs.
Purchases ‘;,45,000 ¢
Discounts 2,200 1,800
Reserve for Bad Debts 2,000
Fixtures and Fittings 15,000
Carriage and Freight 5.000
M’s Capital Account ' 1,00,000
N's Capital Account 1,00,000
P’s Capital Account 10,000
M’s Drawings 10,000 :

N's . ‘ 10.000
Ps - 6,000
Sales Returns 3,000
Horses, Harnese & Vehrcles 20,000
¥reehold Offices - - 47,000
Balance at Bank - 34,000
Cash Balance . 1,100
.Loanto X 20,000
Stock 1st July 1930 ‘ 50,000
Travelling Expenses ) 6,000
. Rates, Taxes and Insurance .. 1,200
Rs. 4,77,000 4,77,000

B P~repare(—1 ) Trading Accoant, showing Gross Profit for the year; (2}
_Profit and Loss Account, showing net profit available for division among
pa—tners, and 3) Balance Sheet as on 30th June 1931.

" Stock on hand on 30th June 1931, amounted to Rs.75,00. According to
thé Partnershlp Deed, 57, interest on Partners’ Capital is to be calculated
and the profits are fo be distributed as to M. 2/Sths, N. 2/5ths, P.1/5th.

_'V;Vrite off 5 per cent from Fixtures and Fittings and 10 i)er cent from
Horses, Harness and Vehicles. Increase the Reserve for Bad Debts by
Rs 3000}- ’

6'& M and N are partners sharing proﬁts in proportiors of five-eighths
and three-eighths, They admit U inte partnership promising him a fourth
share in the future profits. U brings in Rs. 4,000 as his share of Goodwill,
and Rs. 10000 as his Capital- Pass Journal entries to give effect to the
above, and show the future profit-sharing proportions of the partners, and
adjustment of Goodwill account assuming that U acquires his share from M
and N in equal proportions.

Also sthte what the future profit-sharing proportionse o‘f M, N and U

would be, and how the Goodwill would be adjusted if the one-fourth share
to be given to U is pot acquired by him from M and N in equal proportions.
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68. The Balance Sheet of P and Qgarrying on business in partnership
and sharing profits in proportions of two-thirds and one-third, stood as
follows:—

P's Capital Rs. 51,450 :,,Machinery Rs» 50,000
'S " » 36,750 Furnitare ”» 3,000
Creditors » 11,800 Debtors w» 18,000
Stuck w 27,000

Cash " 2,000

- Rs. 100,n00 Rs. 100,000

They admit R into partnership giving him one-ﬁfth share of ‘profits on
the following terms.

1. 1be Goodwill of the firm is to be valued at two years’ profits
calculated on the average of the last three years profits which amounted to
Rs. 20,000, Rs. 15,000 aad Rs. 22,000, :

2. Ris lo bring in cash for the amount of his share of Goodwill,

3. R is to bring in Capital in proportion to his profit sharing
arrangements with other partners. The Goodwill amountis to be retained
in the business. -

Give the Journal entries recording these transactions, draw out the
Balance Sheet of the new firm, and also state in what proportions each of
three partners would share in the profit or loss of the new firm.

89 The following was the Balance Sheet of C. D and E who were equal
partners on 1st June 1931 : —

Bills Payable Rs. 3,300 Cash ® Rs, 600
Creditors 6,000 Debtors 10,800
Capital C. 16,800 Stock 11,400
" D. 12.600 Furniture * 2,400

" E. . 6,000 Building Account 19,300
Rs, 44700 "Rs. 44,790

They agreed to take F into partnership and give hima fourth share in
the profits on the following terms :—

1. That F should bring in Rs. 9,000 for Goodwill, and Rs. 15,000
as Capital.

2. That the half of the Goodwill shall be withdrawn by the old
partners,

3. That Stock and Furniture be depreciated by 1075,

4. That a Reserve of 5% on Debtors be created for Doubtful
Debts. .

S. That the value of the building having appreciated, the Building
Account should be raised to Rs. 27,000.

Give the enftr'cs necessary to give effest  to the above arfngement,
prepare the Profit and Loss Adjustment Account, and the opening Balance
Sheet of the Firm as newly constituted.
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70.° Given below is the Balan{e Sheet of H. Hemraj.

Creditors Rs. 29,000 Cash Rs, 1,500
Capital 30,500 Debtors 14;300
Stock 15,000

Furniture 730

Buildings 26,000

Investments 2,250

Rs 59,500 L Rs. 59 ,600

Hemraj admits Poputlal into partnership as an equal partner on the

followmg terms :—

1. A Reserve of 5% to be created on Debtors,

2. The Stock to be taken at Rs. 14,500; Furniture at Rs 500, and

) Building at Rs. 17,000.

3. The Investments are not to be brought into new partnership.

-4, An amount of Rs. 2,600 is to be paid by Poputlal as a premium and
: this sum is not to be retained in the business.

5. Poputlal is to bring in further cash to make his Capital Account
equal to Hemraj's Capital Account after making therein the above
adjustments.

Pass the Journal entries necessary tc record the above transactions and

- prepare the Balance Sheetof the New Firm as at its commencement.
‘Pass the journal entries necessary to record the above transactions, and
piepgte the Balance Sheet of the new firm,
1. ¢ anéD carrying on business in partnership and sharing profits
ﬁve—eighths and three-eighths, require a partner, when their Balance Sheet
stood as follows =

. Liabilities Rs. Assets, Rs.

- (s Capital .. 14,000 Farniture & Fixtures e 1,5C0
D’s Capital e 9,000 Debtors - 9,200
Creditors . 3,600 Stock . e 15,000

Cash .. 600
Rs. 26600 Rs. 26,600

They admit E into partnership giving him one-eighth share on the
following terms:—

(a) Goodwill is created at one yearsaverage profit of last three years
which amounted to Rs. 4,000, Rs, 5,000 and Rs. 6,000 and the Capitals of old
partners are increased in proportion of their shares.

E brings in cash as his Capital to the extent of one-seventh of the
‘combined capitals of the old partners after the adjustment in respect of
Goodwill. c

Show the Journal entries recording these transactlo'xs, draw out the
Balance Sheet of the New Firm and also state how the partners will share.
in the profits of the new firm,
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72. The Balance Sheet of A, B and C sharing profits in proporlions to
Capftals stood as follows on 31st December 1928 =—
L]

Liabilities. . Rs. .. Asssts, Rs.
Creditors s 30,500 Cash at Bank s 3,500
Capitals:= Debtors ... 35,000

A. . we 20000 | Stock : . 15,000

B. s 15,000 Machinery s 25,000

C. « 15,000 Fixtures we 2,000
Rs. 80500 : - Rs, 80,500

On that date, C retires from the firm and for this purpose, the Goodwill ..
of the firm has been valued at Rs. 18,000. Stock has been re-valued at
Rs. 20,000, Machinery at Rs. 15,000 and Fixtures at Rs, 1,000, and a Reserve*
of Rs 3,000 for Doubtful Debis has been agreed to' be created.

Pass Journal entries to give eflect to the above and show how the Capital
Accounts of the partners would appear after the necessary adjustments have -
been made. State what the future profit-sharing proportions will be between
Aand B,

73. B, C and D are partners sharing profits half, one-third and one-sixth
respectively. It is laid downin the partnership agreement that a retiring
partner's share of Goodwill is to be taken at two years’ purchase of the
average profits of the last three years. C retires and the profits of th&firm
for the 1ast three years amounted to Rs. 10.000, Rs. 8,000 and Rs. 12.000. It
- is agreed between B and D that they will continue to share in the same

proportions as before and that no Goodwill Account is to be-raised '

-

Make the Journal Entries. in regard to Goodwill and state “how B and D
will share profits in the future, .

74. G, H and K are partners sharing half, one-third and one-sixth

respectively. On the day they determine to dissolve the partnership, their
Balance Sheet stood as follows —

Liabilities, Rs. .+ Assets, Rs.
« * Creditors e 20,000 Factory Bulldmg o .14,000
, G's Capital s 10,000 Machinery . 6,000
H's Capital e 6,000 Debtors 9,000
K's Capital w 4000 Stock s 10,000
. Cash - 1,000
Rs. 40,000 Rs. 40,000

The Faclor.y Building, Machinery, Debtors and Stock realise Hs. 30,000.

Pass Journal Entries and prepare Realisation Account, Bank Account
and the Capital Accounts of the partncrs.



344 °  FIRST STEPS IN OOUBLE-ENTRY BOOK-KEEPING.

176, ‘X and Y were in partnersiip and agreed.to dissolve. The -assets
* realised Rs. 75,000 The liabilities were as follows =—Sundry Creditors
Rs. 45,000, Loan from X Rs. 20,000, X's Capital Rs.10,000, and Y's Capital
Rs. 15,000, They share profits and losses in propertion of X $,and Y .

Show by means of accounts how the cash realised should be distributed.

6. E. F and G were in partnership and decided to dissolve, The
posmon at 31st December was as follows i

BALANCE SHEET.

Liabilities, ‘ Rs, Assets. Rs.
Creditors . «s 11,200 | Debtors vee 12,500
Bills payable s 2,000 | Goodwitl s 1,500
Loan from Bank - 12000 | Lills Receivable - 1,250
Capitals ;- Plant ws 21,250
I'E. _ s . 6,00 1 Office Furniture e 1,200
K. we 4,000 | Cash w300
-G © e 30C0
Rs. 38,200 Rs. 38,200

They shargd proﬁts and losses in the following proportions :—

. ~_E, 2/5ths, F.2|Sths, G. 1/5th.

Goodwm realised Rs. 7,500. Ten per cent of Book Debts prove bad and
the Bills Receivable only realise Rs. 1,200; the Plant was sold for Rs. 17,250
and tps Office Furniture was taken over by K at book value. The Bills Pay
able were mét and the loan from the Bank and the Creditors were paid off.

.Show the Reallsatlon Account Bank Account and the Capital Accounts
of the partnerf .

‘Z7. On 1st January 193], X, Y and Z commenced business in partuer-
ship, sharing profits and losses in the proportions of half, one-third
antd one-sixth respectively. They paid into their Bank account as their.
Capital Rs. 40,000, being Rs, 20,000 by X, Rs. 15,070 by Y and Rs. 5.000 by
Z. During the year each partner withdrew Rs. 2,020 and on 31st Decem-
ber 1930, they dissolve their partnership, X taking up stock at an agreed
valuation of Rs. 7,000, Y taking up Kurnitare at Rs. 1,000 and Z taking
up. Debtors at Rs. 5,000, After paying up their creditors, there remained a
balancg of Rs, 3,000 at the Bank.

Prepare the necessary accounts showing the distribution of the cash
at the Bank, and of the further cash, brought in by any partner or part-
ners as the case required.

78. D, E and F were partners with Caplt:ﬂs of Rs. 10, 0)0 Ks. 8,000 and
Rs. 4,000 respectively, sharing profits 4/9ths, 3/9ths, and 2/9ths.
During the year each partner had withdrawa Rs. 2000. The Firm's
assets wegs then dispesed off and realised Rs. 13,500, (The liabilities
amounting to Rs. 4000 and the expenses of dissolation €mounting to Rs.
500 were paid off. Show how the balance of cash should be appor-
tioned among thec pariners and prepare the necessary accounts, ~ °
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79.' On January 1st, 1931, a2 Company was formed witha Nommal Capitat
of ™s. 20,00,000 divided into 50,000 Ordinary Shares of Rs, .20/~ each and, -
50,070 6% Preference Shires of Rs.20/- each The shares were offered to the
public upon iollowmg terms :—

Ordinary Shares :—

[ ]
Rs, 5/- per share on Application.
Rs. 5/- per share on Allotment.
Rs. 5/- per share on 31st March 1931,
Rs. 5/- per share on 30th April 1931,

Preference Shares :—

Rs. §/- per share on Application:
Rs. 7/8 per share on Allotment. = -
Rs. 7/8 per share on 15th Mzrch.l,93l.

38,000 Ordinary Shares and 27 000 Preference Shares were apphed for
and allotted on 15th. January 1931. All .cash due on appllcatmn and}
allotment was duly received., By 31st May 1931 1here had been received
on Ordinary Shares the following sums —

On 33,000 Otdinary Shares the full amount,
On 2,500 Ordinary Shares Rs, 15/- per share.
On 500 Ordinary Shares Rs, 10/- per share.

By the same date the following sums had been reéeivéd’on:l"fefér;nqe
Shares ;:—

On 26,500 shares the full amount.
On 500 shares Rs. 12/8 per share.

. In accordance with the prdvisions of the Articlés of Assoéiation,' the
Directors forfeited the Ordinary Shares upou which only Rs. 10/~ hhd been"
paid up and the Preference shares upon which the full amount due was not
paid up. . . - :
. . ]
The SOO-_Ordi_nary Shares were re-iSsued on 15th June 1931 upon ‘the
payment of the amount in arrears together with a premium of Rs, 2{- per
share. ‘
You are r%qgired to record these transactions in the. bodks of the
Company and to show how the Share (.apltal should appear in the
Balance Sheet as on 30th June 1931,
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80. From the following Trial Kalance, prepare Trading Account, Profit
* and Loss Account and Balance Sheet of the B. B Manufacturmg Co., Lta,,
at 31st December 1930, .

Trial Balance as at 3]st December 1930.

. Rs. Rs,
. Discounts . e 1.’200
- Carriage ... s e e -~ e 2,300
Patterns... ee .y sen see 15,000
Rates, Taxes, etc. ... . . we 2,200
Patents and Trade Marks oo s we 6,000
- Stock 1st January 1930 ase s vee 26,600
Purchases . aes e 49,300
Wages ... . . s e 52,200
Fuel s . ase e we 2,520
Buildings o - e we  44.000
Goodwill... - ase e e 21,000
. Debtors ... e oe ws 16,020
Machinery and Plant P ven s 30,000
Loose Tools wue oen oee e 6.000
. Advertising. — o cen we 3,300
. Trade Expenses ... .o oen s 4,100
Bad Debts oes we .. ses s 1,020
. Cash 720
Debenture Interest—} year to 30th ]une : 400
Director’s Fees e ean e 2,500
Bank Charges e we 1,640
Org¢inary Shares (400 shares iully pald)-.. wee 80,000
4 ber cent. Debentures o - 20,000
Indian Bank Overdraft e ose 30,230
Creditors L ese . e .ee vou 9,620
Sales ... ase 1,43.980
Profit and Loss Account 1st ]anuary 1930 . 4,140
. Rs.. 2,88,020 2,88,020

The Nominal Capital of the Company is Rs 1,00,700. Stock at 3ist

‘December 1930, Rs. 28,320)-. Write off depreciation, Machinery and Plant

5%: Loose Tools 20% ; Patteras 10%; Patents and Trade Marks 107,
Allow 2} per cent. on Debtors for Discounts and Reserve Rs. 860/~ for Bad

"~ Debts,

¥ €

81, The Trial Balance of the Asian Cigarette Manufacturing Co. Ltd., for

" the year ending 31st December 1930 is given below. Prepare Trading and

Profit & Loss Account and Balance Sheet after making the following
adjustments :— .

Depreciate Plant and Machinery by 10 per cent. Write off Rs, 500/-—

from Preliminary Expenses, Add Rs. 15,000/ to Sinking, Fund. Provide

half year's Debenture Interest, Make Bad and Doubtful Debts Reserve at
S per cent on Sundry Debtors. Stock op 31st December 1930 was Rs. 95,000.
[ 4
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Dr. Balances. Rs.
Calls in arrears ) 7,500
Fregehold Premises 3,00.000
Plant & Machinery 3.30,000
Interim Dividend Paid *
1st August 1930. 37,500
Stock 1st January 1930, 75,000
Furniture & Fixtures 7.200
Sundry Debtors 87,000
Cash in hand 750
Cash at Bank 39,900
Purchases 1,85,C00
Preliminary Expenses 5,000
Sinking Fund Investments 75,000
Manufacturing Wages 84,865
Repairs & Renewals 4,300
Coal, Gas & Water 2,450
Rates and Taxes 1,800
Salaries 14,500
Travelling Expenses 2,000
Discouants 6,375
Directors' Fees . 5,725
Bad Debts 2,110
Debenture Interest paid 9,000
Carriage 1,765
Freight & Duty 8,900
Trade Charges 2,360
Rs. 12,956,000

—_— —_—
82, The following is the Trial Balance of the Electrical Noveltles. Ltd.,

. 1s on 31st December, 1«)30 —

7 Preference Shares of Rs,

Ordinary Shares of Rs. 100
419 Debentures of Rs, 100
Stock on 1st January 1930
Frechold Premises
Purchases

Wages (Productlvc)

.. (Non-productive)
Manager's Salary ..
Rent, Taxes and Insurance
Interest on Debentures
Goodwill
Rent
Transfer Fees
Sales

Reserve for Bad and Doubtful

Discounts and Commission
Carriage ...
Bad Debts
General Expenses
Repairs...
Cash at Bank and in hand
Plant & Machinery
Sundry Crediters
Suundry Debtors o,

100 each.

Cr. Balances, " Rs.
Authorised Capital 60,000

Shares of Rs. 10}- each

Rs. 600,000
Subscribed and Fullycalled -

.up Capital . 4,00,000
Debentures 6% 3,00,000
Balance of Profit & Loss .

Appropriation

Account last year 14,500
Bills payable . 38,000
Sundry Creditors 50,000
Sales 4,15,000
Sinking Fund for Redemp- .

tion of Debentures 75,000
Bad and Doubtful Debts

Reserve 3,500

Rs. 12,96,000
Dr. e Cr.
e . s. 1, 20 ,000
e 2,80,000
. I 40,000

s Rs. 1,00,000°

ee . 1,20,000

. .. 200,000

60,000

- e 14,000

. . 8,000

e 14,800

e e 1,800

e . 48,000

. 3,400

120

. .. 3,60,000

- 3,280

- e 19,000

8,000
1,000
e . 11,200
. - 3,600
e 4.400
- « 1,08,000 .
o - : 39,000
. o 1,24,000
Re._8,45,800 8,45,800
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Provide Deprecnahon on Plant and Machinery at 7} % and make a
« Reserve of 57, on Debiors for Bad e;md Doubtful Debts. .
Adjust: (a) Unexpired Insurance Re-.1,20)¢
{b) Rent Rs. 400 due but not received.
Stock at 31st December 1930 .is Rs 1,20,000
Prepare from the above, Trading and Profit and Loss Account and
Balance Sheet. ¢
83. From the following Trial Balance of the Eastern Trading Company
Ltd.,, prepare a Profit and Loss Appropriation Account and a Balance
Sheet after transferring Rs 10,000 to the Reserve Fund, Rs. 5,000 to the
Employees’ Provident Fund, and Rs. 5,000 to the Insurance Kund from
the year's profit.

Land and Buildings ... Rs., 50,000
Frofit and Loss Appropriation Alc 7,000
Profit and Loss Alc. {This Year’s) w4 31,000
Machinery . een e e g 40000
Share Capital ol 9 1,$0,6CO
~futerim Dividend Paid e e we o 6060
“Creditors ... . o we 4o 10,000
Stock e . e 5 33,000
Reserve Fund e e e e o 17000
Debtors ... eee s g0 23000
Employees’ Provident Pund e 4 8.0CO
Cash s wen .es eee 3 15,000
Insurance Fund ... v e 4,000
Share Premium Account ..,  een ws 1,000
(“Forfeited Shares Account... e N 2,000
Callsin arrears ... - we 5 10,000

'84. The Indian- Patemt Co. Ltd., is started with a Capital of
" Rs. 6,00,00 divided into 12,000 shares of Rs. 50/ — each, Rs. 10/— being pay.
able on application, and the balance by Rs, 20/— on allotment and Rs. 20/—
on First Call. All the shares are taken up and fully paid for by the public
with the exception of 50 shares taken up by J. Jamshedji who failed to pay
his allotment and call money. The above shares are duly forfeited and
consequently re-issued as fully paid on payment of Rs. 45/- per share.

Pass the necessary Journal Entries and prepare the Balance Sheet of
the Campany.

85, The Indian Engineering Company was formed with an autherised
Capital of Rs. 5,00,000 divided into 25,000 Ordinary Shares of Ks. 10/- each,
and 25,000 Preference Shares of Rs. 10/- each to acquire the going concern of
Messrs. Mehta & Co., whose Balance Sheet on 31st December 1330 stood
as follows:—

Liabilities, " Rs. Assets. Rs.
Bills Payable . 3,500 Cash at Bank 4,500
Sundry Creditors 6,400 Book Debts s 7,500
Capital e 1,32,100 Stock-in-Trade e 33,000

Plant & Machinery ¢ .. 50,000
Kreehold Premise$ s 45,000

——

Rs. 142,600 Rs. 142,000



. ) .
ADDITIONAL QUESTIONS §&°EXERCISES 349

The purchase price was agreed upon at Rs, 1,75, 000 to pe payable
Rs#50,000 in fully paid Ordinary Shares, Rs. 50,000 in fully paid Preference
Shares, Rs. 25,000 in fully paid Debentures and the balance in'cash, The
Company offered 10,000 Ordinary Shares, 10,000 Preference Shares and 100
Debentures of Rs. 100/ each to the public. All the” Shares and Debentures
were subscribed and paid for. Give the necessary Cash Book and Journal
Entries and show the Balance Sheet, in the books of the company. Give’
also the entries necessary to close the books of the firm. ' :

86. Sorab, Rustom and Burjor carry on business in. partnership sharing
profits and losses one-half, three-eighths and one-eighth respectively, On
3ist March 1931 when they agreed to sell off their concern to a .newly
started Joint Stock Company, their position was as follows:—

Liabilities. Rs. Assets, ) . Rs.
Sorab's Capital we 20,000 | Frechotd property e 18,000
Rustom’s ,, 15,000 Machinery . Cowe - 12,000
Burjor’s . e 13,000 Book Debts . eea 15,000
Sundry Credltors .. 12,000 Stock s 13,000

Cash e 2,000
Rs, 60,000 Rs. 60,000 -
‘=t

The Comp:my took over the followmg assets at the valuations shown
below »—-

Rs.
Freehold Property we 22,000
Machinery , .. 10,000
Book Debts ... 14,000
Stock . 12,000
Goodwill - 4 000 :

The purchase price of the Frechold Property and Ma.chmery was paad
by the Company in its Ordinary Shares for Rs. 32,000/- and Book Debts,
Stock and Goodwill were paid for in cash,

The Sundry Creditors are paid off by the firm at a discount of 2* /, and
the expenses of realisation amounted to Rs, 500/-.

Pass the necessary Journal Entries to close the booké of the firm, p;ephre
Ledger Accounts showing the results of.the dissolution and the final
distribution among the partners,

Give also the opening entries in the books of the purchasing company.
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WORKS BY THE SAME AUTHOR.

ADVANCED ACCOUNTS. -

“SIXTH EDITION.

i The first and the only. coﬁiplete Wobrk‘on
Higher Accounting written by an Indian Expert
for Indian Students, Accountants and Business-
men.

"The Work ‘embodies a most lucid, practical
and concise-exposition of all the varied problems
in Accounting, from the elementary to the most
advanced. The order and method of treatment
follow the plan adopted by the author with
conspicuous success in lecturing during the past
Z6 years to large classes of business men and
accountancy students. During the whole of this
perigd, being in. absolute charge of the senior
classes én Advanced Accounting and Auditing,
the author has gained an intimate knowledge of -
the special difficulties and requirements of such
students, and he has not unreasonable confi-
dence that the knowledge and experience thus
acquired w1ll be valuable to the readers of this
work. '

An important feature of this work is the
.method of dealing with each point of dliﬁculty
‘by means of a short illustration.

The Promotion and Accounts of lndian
Companies, Indian Income-Tax Accounts, Indian
Life Assurance Company Accounts and Indian
Bankruptcy Accounts form a special feature of -
this work. ’ .

(4

Can be ‘ha.d; from the Author and ali book-sellers.
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do. VIl _ Double Account System - -... - . .. 322-348
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do. X! Bank Accounts .. e ) .. 404-422
do. XH Insurance Companies Accounts - \)423—465
do. XIIT Self-Balancing System e e 466 -481
do. XIV Depreciation and Reserves = ... . " eee 482-492
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Prevention and Detection of Fraud  and -
Errors ... e vos e 493-505
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do. XVII Executorship Accounts .. . e 547-575
do. .XVIIT Single Entry System e ,576—591
do. XIX Sale or Return, lee-Purchase and Royalty
Accounts - ee - %92—607
do. XX Indian Income-Tax Accounts ... 608-636
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Working Accounts—Contract - Accounts
—Solicitors’ Accounts—Investment Ac-
-counts--Goodwill—Loose-leaf and Card >
System Etc. I s 637-676 .
.do.  XXII Form of Published Accounts ... " e 677-780
do. XXIII Hints to Examinees .. ... 781-785-

Examination Papers .
A tecognmed Standard Work of immense value to every Indian
Accountant-Student, Secretary and Businessman.

In Royal 8vo. Cloth, 825 pages, Rs. 12/5?‘
Can be had from the Author and all book-sellers. .
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. WORKS BY THE SAME AUTHOR. .

LECTURES ON AUDITING.
First Edition.

Being a complete Course of Lectres éovéring the
. entire sxleect in all its aspects; prepard specmlly for
_Indiah Stndents studying for the Government Auditor’s
Diploma-or the B. Com.. Examination of any Indian
University, aod written in the Author’s most ll]Cld and
comprehensive style

LECTURE " - CONTENTS- Pages.
o I  Audit and Auditors. .. o 1=17
II- ~ Vouching and Routine Checkmo' 18—34

III - From Trial Balance to Balance Sheet . 35—59 .
IV . Internal Orgaaisation and Control  60—82
V. . First . Year’s. Audit of a Public
. Company—under the Indian’
e . Companies Act, 1913 - ... 83—96
VI ,-Verlﬁcatlon of Assets & Liabilities -
in a Company Balance Sheet
- .with. special reference, to the
. Proforma Balance - Sheet,
urider the. Indian Companies
o  Act, 1913. .e- - 97-118
" YII ° - Reserve, Sinking and other Funds. '
o As referred in the Proforma
. Balance' Sheet, under - the
- ¢ ~Indian Companies Act,’1913  119-129
VIIT ~ Some further Points 1o a Com- '
.  pany Audit ... v 130-140
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X ' TheDuties & Liabilities of Auditors  164-177
XI Special Features in Different

_ FE Classes of Audits v 178-198
XII Investwatlon of Accounts S 199-216
. Examination Papers. ; e - 217-245

¢In Demy 8vo. Cloth, Pages 245, Rs, 8-8,

Can be had™from the Author and all book-sellers.




'WORKS BY THE SAME AUTHOR.

TYPICAL PROBLEMS IN-

ADVANGED 'AGGOUNTING.

SECOND EDITION (Consxderably enlarged and lmproved )

An invaluable compamon to Advanced
Accounts, as almost all the Problems at
the end of each’ Chapter therein a.re fully
solved 1n this work..

The Work contains full solutlons to a graduated
course of 459 Practical Questions most carefully selected
from the past papers of the, Ipstitute of Chartered
Accountants, the Society’ of Incorporatea Accountants
and Auditors,. the Bombay University B.” Com., the
*G. D. A. and other recocrmsed Exammmg Bodlesqrf
repute.

A systematic course of- trammg in the %oluflen of
Practical Problems in Accounting 1s the only method
of acquiring a thorough grasp of this vast and fascina-
ting sabject. It-is sure to prove invaluable to all

serious students of Accounticg: in “enabling them. fo

acquire sound practical knowledge of the sub]ect; coupled
with speed, accuracy, confidence and neatness of work
So very essential to ensure success in examination. at
first attempt. x

No serious Student of Accounting can -
afford to be without this Work.

In Royal 8vo. Cloth, Pages 640 Rs. 12-8.

Can b® pad from the Author and all book-gellers.
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'GUIDE TO'
INDIAN INCOME-TAX PRACTICE

THIRD EDITION
'A fracticﬁl and. Ileliéble Guide to the preparation of |
RETURN OF ASSESSABLE INCOME

contammg most useful hmts and instructions for obtammg

REFUND OF INCOME-’I‘ AX

‘«FOR
Profgs.sion‘aI Men | : .'Proper’ty-Owners
C:J)mmetc'ce Students - CompaIly Managers
.S'ecteAta;ties | ‘Salaried Men
| _-Bu'siqessmen_.: ' Investfnent-HoldeIs.

- with an APPENDIX containing
The Income-Tax Act, 1922, as amended from time to time. |
An invaluable é.nd indispensa.blé BOOK of REFEREN CE

tha.t every - Tax-payer should pOsSess .

In Demy 8vo. Cloth, 180 pages Rs. 4/8.
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Can be_had from the Author and a:l book:sellers.




