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Chapter 1
DEFINITIONS AND GENERAL FRINIFES

1.—Definition of Book-keeping. I i-i
as the art of recording transactions i
in a systematic manner, showing the
transactions, and cnabling a tree
result of them to be prepared wiin re
2~Principle of Double Entry.
nised system of book-keeping o 2o
this is appropriately called the “ Dot
systems, which may generally be £
Entry,” are conspicnously lacki:
are the results obtained by them
and misleading. It may also ¥
checks which the double
kinds of fraud and error in ke
anomalous * Sincle Entry " methed
Doulle entry book-keeping recu
has a twafold effect, viz. (1 Moo
trapsferred; (2) There is 2
vorth, It is obvious that z=l=
transaction cannot be cleasly rec
of duzble emtry is that tiwo eoies Zxx I
Gy individue] trapsaction.
Le procedune of feegins b
erstood if i be
73 1
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FORM OF LEDGER ACCOUNT
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Particulars of valies received ave enfered on the ki side, in
columns 1 to 7 ; valucs parted with oi the right, in columns § o 14
The scction on the left is called the * debit " side of the account,
and that on the rizht the “ credit” side, whilst entries made in
cach are respectively  debit entries” and “ credit entries,” the
seciions buing headed Dr. and Cr., as shown. Entries are mafie
in the columns (numbered for reference) as follows :—In 1, the
month {and vear); 2, the day the transaction took 'p{zice ;
3, particulars of the item; 4, the page number (or “iolio ) of
the book in which the transaction was first recorded ; 3, 6, 7, the
amount in £. s. 4. Similarly with the credit side of the account.

3—A Debtor is a person owing something, and a
Creditor a person to whom something is owing, and the
amounts owing by or to cach are respectively * debited” or
“credited 7 to their separate accounts in the {rader’s ledger. 1t
must never be lost sight of, however, that every transaction involves
both a debior and a creditor, and consequently needs both a
debit and a credit entry in the same set of books. This does not
mean ihat the debtor and creditor are necessarily persons; in
fact debits and credits {requently afiect only non-personal accounts.
Thus, when G. Lee supplied the trader with machinerv worth
{",'5, the Machinery Account would be debited with ;75 and
G Lec’s Account would be credited with £73, thereby completing
the double entry. i

. 4—Kinds of Ledger Accounts. Ledger Accounts are
therefore regarded as falling into two groups or classes ;—

(0} Pe‘rsona,l Accounts are those relating 1o persons, e.g.

G. Lec’s account, Messrs. Harper and Bean’s account
The Alpha Trading Co., Ltd., account.
{z) Impersonal Accounts =

£

3 re those relating to possessions
(or assets), liabilities, goins, losses, and CXpEnscs, e.g.
In‘:lf:}siz}crj.', cash, rent, discounts, wages, etc., each of
vilieh has a separate account in the ledger. These imper-
sonal accounts are again divided into two subdivisions —

Lt
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« Book-keepine and Accountancy ”
ping )

{a) Real Accountswhich refer to transactionsin material
objects, ¢ g. machinery, cash, stock-in-trade, ete.
(%) Nominal Accounts which refer to gains, losses, and
expenses, e.g. rent, discounts, wages, taxes, etc.
The transactions with G. Lee will serve as a <unplc example
of how the Ledger Accounts record the position,  We will suppose
that the machine was supplied on 18th May and that it was
paid for on 20th May. Three accounts are then required in the
trader’s Ledger, viz. a Personal Account in the name of G. Lee,
and two Impersonal (or Real) Accounts named Machinery Account
and Cash Account, as follows :—
({The three accounts as they appear in the trader’s (not G. Lee's)
Ledger.)

G. LEL'S ACCOUNT

I, (.
[ .
|114 AL dluv ‘,{ s 14
ay |za| Fa Cash in i ) May | 181 By Machine
pisment of 1 i supplied L ' 55| ol o
Machine i 75| of ol
[$8)] J‘ (A} .
‘ | ‘
MACHINLERY ACCOUNT
Dr. i . Cn
] !
LR PEs |4 1
May[18]To Cont of ]\ b
Machine ] A
from G, Lee ¢ 75| o| o .
F I
1 [
\
CASH ACCOUNT
Dr. Cr
| ‘
r[ 11924 P Ls o
i ‘s.\lay 20|y Paymeng !
1 g 10 G- I t ; s3] ol o
! ! [¢1)] o !
4 | I
L NN

The twofold aspect and “ double entry ™ of the two trans-
actions, which for reference are marked A and B, x% reachly seen.
Thus the entry marked A in “G. Lee's \ccoum beng on the
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credit cide, shows that he parfed with a machine value £75, whilst

' Tachinerv Account,” being on the debit side,

ihe irader recerved the machine of that value; -the
14

G. Lee received £73, and the corresponding entry on
the ash Account” shows that the trader

tha

i
I

e
&)
bt}
~
[
s
oy
n
o
(FeN
[
[
yoiy

These rcéoms show how the items appear in the trader’s
< 1 { the books of G. Lee were inspected, it would

rics would appear on just the opposite sides
. accounts in his Ledger. Thus the cash he received would

of the ac

be entered on ithe debit side of his Cash Account, and on the
credit side of an account in the name of our trader. ¥rom this
it mus: be obzerved that all iransactions have to be considered
from the point of view of the propriefor of the business whose
bouoks are being kept, debiting the accounts in /ii1s Ledger with what

5.—Trial Balance. The accuracy of the Ledger entries can
now be proved by totalling all the items on the debit side of all
ibe accounts, and then all those on the credit side, when it will
be found, if no mistakes have been made, that the two totals
agree. This totalling of the Ledger may be done by listing the
accounts and showing the 7ofals of both the debit and the credit
sides of each account, or by simply entering in the list the difference
of the 1wo sides of cach account. Whichever method is adopted,
hie 1ntals of the two sides should agree, and the list so compiled
3 called 2 “ Trial Balance.” For example, using the accounts
Buwn above, and adding others to make a more representative
frial Balance, the two forms would appear thus :—
i1} Using Totals -

o

~*

[

Y S

] t
Aeemumie L:‘:’;:::r i Dr. sile ! Cr. side
Falio. §§ TOTALS i TOTALS
t .‘
§ J 3
z N I I R
; - £ S & kN .
. . - Z 12 ! 75 o [s) 3; 75 o, O
. . i =206 75 0.0 -~ S
. . i 3t — et {: - i
Pl . ! —w ¥30 0. 0
. . . {37 30 , 0} of 31107 ©
. . . . -3 myedl o 36] ot o
. N - - . 20 — . “ - 1
] boo3a : i —3 261 351 o
. - . - I a2 0 30 0 —— e
AR Sl bl Il
! cAorr s o ,{-:-‘z‘:i o
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“ Book-keeping and Accountancy ”
(2) The same, using differences (or balances) only —

TRIAL BALANCE, 3157 My 1024,

Accounts, Ledzer Drowte i Croate
Tol matavere L ranaserd
P
(G. Lrc's account §s omitted as it s ! rlat L s
talances ) !

Marhinery . . . . 26 75 o > — | — =
Caohoo . . B » ar - |- ] L B B
G. Mot . . . . .| 3 ol ol |2
V. Smuh . . . . . ke - |~ 15l o
B.Brown . . . . 1 39 — = - ] ] 2 o
Eypenses . . . . 42 10 3 } o, =~ l—=1—
. /:n_;-[ 15 (y!,{fvxslugl o

In cither method the two sides agree, and the book-keeper may
, assume the Ledger is correctly posted.  Errors which the Trial
Balance docs not reveal will be dealt with later,
6.—Advantages of Double Entry. The advantages of
double entry, and the deficiencies of single entry book-keeping
can now he stated i—

(1) There is a complete record of the double efiect of each
transaction on both Personal and Impersonal Accounts,
(Single entry only deals with Personal Accounts.)

(2) Information is readily accessible to show () the amount
owed by debtors or to creditors; (8) the value of the
possessions (or assets) of the business; (¢) particulars of
gains, losses, and expenses.  (Single entry shows only (a).)

(3) The arithmetical accuracy of the books 1s checked, since
the total of the debits must equal the total of the
credits.  (Not available in single entry.)

(4) The financial position and results of the business can be
casily ascertained by the preparation of a Profit and
Loss Account and Balance Sheet. (This information
can be obtained from single entry books only with
difficulty and some uncertainty.)

—The Balancing of Accounts. The posting of items to
the debit and credit of accounts has been explained. At certan
times it is necessary to ** balance off ”* the Ledger accounts.

¢ Balancing " an account means totalling the two sides of 1t

and inserting the difference between the totals tomake the two sides
agree, i.e. to balance; the object being to show how the account

5
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etands, and to use

the “ balance’ as a clear basis for further trans-

actions, Thus—

Jir. 3. OUEEN, Oxrorp STREET, RVES Cr.,
——— S 3+ g 4 X I f ‘
toan Co £ b~ % 4 1gz0l 1\:8 s fd.
i {ope oo - ! : A " 3 Cas . ” 1 O
Moy 18 To GG';:;J&.&:;)—% ' P }]una 1{Dy g};”h _— 3 9{

¢4 plednhim. i 20) o] O B)H 'xsgoun R
e VoGonissupl { : alloved . . 2 l
Copicdtohim ; 15} o] 0, %
25 Tofods s . g P | ‘
D opiedtobim.) 0 Oy 0 O b i
; T T T
col ,{;-'4,11 Ol o} £41| of ©
i e ST =
' i i 5 .
T R ‘ 1920
Iane, 10 lo Gorvds ! & " July g1 1By Cash on r
capptiod . t Lzo0l 0! o Account £zol ol o
= b Geoeds ] T By ‘B:ﬂ:mcc
Cosuppnled 35110} ol carried down 81{16! 6
oy ta Gresds i i
osupplied L 76i 6 6%
Li31]16 Gi Li1z1l16] 6
§ E—Pa? s —— P ol =Y
H I . ) } l
Juis 3y Te  Hulinre
Lrnaghe dovn ] £81 ; 16116

In the above example the account was ruled off on 1st June,
when the payment made exactly balanced it; but on 315t July
{30 was paid off the amount of £131, 16s. 6d. owing, leaving a
balance of £81, 163, 6d. still 1o be paid.  This balance, inserted on
the credit side to make the two sides agree in amount, is ruled
off, and the {81, 105, 6d. so inserted is then brought down, i.e.
entered afresh below the ruled lines on the opposite side of the
aceount,  Thns the amount owing appears as a balance on the
debit side ready for any further items which may f{ollow.

~ When balunces are inserted in an account prior to ruling it
nit, the fizure so inserted must be entered again, always on the
nfifecite side of the sccount, below the rfuling-off lines, thus opening
a new aceount for the further transactions,

Personal Accounts are in actual practice ““ ruled off " or
* boalaneed " whenever a suitable opportunity presents itself, this
zenerally being when an account 1s paid. “This system cnables
any ene to aseertain the balance outstanding at any time with the
minnumamount of trouble, and also avoids the nécessity for long
addditions with the consequent fear of making an error in casting.

6



“ Book-keeping and Accountancy ”

Where there is insufficient space for inserting ** ruling-off "' totals,
or where there are any special circumstances which may reader
such a procedure undesirable, the account may be left open and
then balanced at stated intervals of, say, onemonth. It examina-
tion: work the accounts should be ruded off orly after completing all
the enlries given in the exercise, h

Nominal Accounts are ruled off only at the end of the year
or other accounting period decided upon {in examination exercises
it is done at the end of the excreisc),

8§ —Nominal Accounts, which are debited with losses and
credited with gains, differ from Personal Accounts in that, when
balanced, the balance inserted is not brought down below the
ruling-off lines in the same account, but entered instead in the
account designed to receive such balances, i.c. the Profit and
Loss Account. The result is that when all the nominal accounts
have been so ruled off, and the balance of cach entered in the
Profit and Loss Account, this latter account has become a summary
of all the gains and losses which were previously appearing in the
various nominal accounts. When balances or other items are
taken from one account to another in this way, they are said to
be " transferred.”

9 —Books Used. So far, transactions have been dealt with
to show how they would be recorded if Ledger Accounts only
were used, but to facilitate the system a number of subsidiary
books are required.  The complete set of books which a business
ordinarily necessitates for accounting purposes, apart from various
uscful Statistical and Memorandum Books (such as Stock Books,
Costing Record Books, ctc.) are as follows :—

(1) The Ledger, or principal book, which contains the accounts.

(2) The Cash Book, in which cash and bank transactions are

entered.

(3) Subsidiary Books (somctimes called Books of Original
Entry or Prime Entry) in which all transactions, other
than those shown in the Cash Book, are entered. The
most usual are: Journal, Sales Book, Sales Retums
Book, Purchases Book, Purchases Retums Book, Bills
Receivable Book, Bills Payable Book, and Petty Cash
Book which relicves the principal Cash Book of the
frequently Jarge number n? small jtems

These books will be deseribed in detail in the succeeding chapters,
as some further important definitions and terms must necessanly
be given first.

10.—Definitions. Accurate accounting demands a clear

understanding of the significance of transactions, and of the nature
of the items involved.  Definitions and the limitations of terms

7
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in general use follow, and students preparing for examinations
should carcfully memorise these, and be able to quote examples ;
ihey are often asked for by examiners, and marks should not be
lost by giving inadequate answers to such questions. It is par-
ticularly important to understand the meaning of capital, and
the difierence between “ fixed ”” and ** floating ™ assets.

11.—Capital. In business, capital is the basis of all trans-
actions, and assumes a variety of forms which have to be recog-
nised by the book-keeper, but the following simple definition is
complete and comprehensive :—

Capital of a private trader or firm is the surplus or excess
of assets over liabilities.

Assume J. Bull opens a business with £2000, buying fixtures
for £250, stock £500, and spending £20 on a decorated sign over
the shop window. He then has f1230 in cash remaining for
working expenses, etc.  His financial position can now be repre-
sented in this way i —

Commencing capital . fzooo Fixtures . . . £z50
Shop sign . . . 20

Stock . . . 500

Cash . . . 1230

£2000 £2000

i

Before he bought what he required to open the business his .
capital was £2000 in cash. When he opened the business his
capital was still £2000, but then it consisted of cash £ 1230 and
various things he bought, value £770. i

f i}ftor trading for six months assume his financial position was
as follows —

. Liabilities, Assets. .
He owes . . £300 Tixtures . . . £250
surplus of Assets over Shop sign . . . £ 20
Liabilities (=Capital) 2800 Stock . . 780
He is owed . . 050
Cash . . . IIO00
43100 £3100

312 1:;:11(}1)& fecln- that although he owes £300 to creditors he has
cufpfu*?i o him t:}n}d other assets to {he value of £3100. The
: ~ OF excess of these assets over what 1 ! 3¢
i o OF excess of these asse what he owes is {2800, and
Us sum is his present capital. This state of affailg:s is ’quitc
8
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possible if he made sufficient profit and let £80o of that profit
remain in the business, so increasing his capital.

An excess of Habilities 6ver assets is called 2 Deficiency.

The capital of a joint stock or limited liability company is
the amount contributed by the shareholders, and except under
special circumstances it is an unvarying amount. Further aspects
of a limited company’s capital account will be considered Iater,

12.—Assets consist of property, possessions, and valuable
rights, e.g. land, buildings, machinery, goodwill, patents, goods,
cash, etc. There are two classes of assets :—

Fixed Assets, those acquired and held for the purpose of
earning profit or producing income, e.g. machinery, build-
ings, goodwill, copyTights, etc.

Floating Assets (sometimes called Circulating Assets), those
acquired and held temporarily for the purpose of exchange
or re=sale, usually at a profit, although sometimes a loss
may ensue, e.g. steck-in-trade, debtors’ accounts, etc.

The distinction betveen these two classes is very important in
k-keeping, as will be evident when the time for compiling the
Profit and Loss Account and Balance Sheet arrives.

It should be noted, however, that the same Knd of asset is
“fixed” or “ floating ”’ according to the nature of the business
engaged in. For example, motor wagons ssed for delivering coal
by a coal merchant are fixed assets in his accounts; but motor
wagons in the showroom, or being built in the motor manu-
facturer’s workshops expressly for sale are floating assets.  Simi-
larly, stocks and shares held by a stockbroker in the ordinary course
of his business are equivalent to stock-in-trade, and are there-
fore “ floating " assets, but shares held by a company or trader
as an investment are “ fixed ”” assets. The essential difference is
that fixed assets are held permanently for use in the business, whilst
floating assets are held only temporarily until they can be converted
into money.

Three other terms are often used to describe assets from
another viewpoint, which does not differentiate between ** fixed ”
and “ floating ”’ assets :—

(1) Liquid Assets. Those assets which are available, either
at once or on short notice, for making payments,
e.g- cash and first-class securities.

(2) Wasting Assets. Those becoming less valuable by
depreciation, regular exhaustion, or effluxion of time,
viz. :—

() By wear and tear, e.g. motor lorties, or machinery,
which decrease in value with use.
() By time, eg. the lease of a building, of which the

9
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value diminishes as the period for which it was
anted expires. )
] Bgr being cogsumed, used up, or exhausted in the
‘course of trade, e.g. quarries, mines, Fla}”PltS- .

(3) Fictitious Assets. Those ofan unrealisable or in-
tangible nature, e.g. the preliminary expenses incurred
in ihe formation of a joint stock company, and
which are shown as an asset in the balance sheet
until written off ; or a trading loss appearing on a
company’s balance shect; or insurance premiums paid
in advance. )

13.—It is now possible to define some of the terms which are
used to distinguish the various forms the capital of a business
may assume. _

" Trading Capital comprises all the fixed and floating (or
circulating) assets, i.c. every possession used in the business.

Working Capitalis that portion of the capital which remains
available for carrying on the business after the acquisition of the
requisite fixed assets. It is the excess of the floating assets over
floating liabilitics, and consists chiefly of stock on hand, debtors’
accounts, and money. Thus, in the case of J. Bull's business
(page 8), the working capital in the first instance is f£z000
less f270 invested in fixed assets, viz. shop sign and fixtures,
while in {he second case it is the total cash, stock and debtors
(£2830), less creditors (£300).

Fixed Capital and Floating (or Circulating) Capital are
terms sometimes used for the portions of the trading capital repre-
sented respectively by fixed and floating assets. Thus in the
previous paragraph £270 is Fixed Capital, and the balance £2830
15 Floating or Circulating Capital.

It now remains to explain some of the matters of everyday
routine which concern the book-keeper.

14.—The Bank. Inmost businesses it is customary to lodge
all cash in a Bank, except such an amount as may be required
igl‘hcgz}ﬂy use, and the money so placed with the Bank is said

(a) On Current Account, when the trader arranges to draw
sums from it by means of cheques payable to himself
or 10 any other person, as and when required, without
previous notice to the Bank.

() OI"; Dgposxt Account, when the trader arranges to with-
draw the money only after giving a specified period of
notice to the banker {usually seven days). In this case
gclj' B'ank gener.ally‘ llows inter’est at 11 {0 2 per cent.

ow the official ' bank rate ” fixed by the Bank of

Io
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England. It is not usual to allow interest on current
accounts, cxcept in the provinces under special
arrangements,

Thus money may be received or paid cither by cheque or
cash. A cheque is simply a written order to the banker to pay
a specified sum on demand to the person named in the cheque
or to order, which means to any one else to whom that person
requests it to be paid. A cheque may also be made payable to
bearer, in which case any person in possession of it may obtain
payment on demand. Every cheque is of course signed by the
trader or any one whom he has authorised to sign on his
behalf. Such an authorisation must be notified to the Bank. -

15—Cash, Credit and Discounts. Sales or purchases are
cffected for immediate payment or for payment at a later date;
such transactions are said to be respectively *“ For Cash” or
“ On Credit.” As an inducement for immediate payment, or for
a payment within a specified period, an allowance 1s often made
in the form of a percentage of the amount payable. This allow-
ance is called a Cash Discount, or in some businesses * Counting
House " Discount.

Cash discount must be carefully distinguished from Trade
Discount, which is actually a reduction in selling price of the
goods, usually as an adjustment of a standard catalogue price.
This is especially so where prices are subject to fluctuations, for
it enables priced catalogues to be issued, the prices being adjusted
by varying the trade discount allowance. By this means, frequent
re-issues of new price lists are avoided. The discount sometimes
allowed to retailers by wholesale dealers or manufacturers from
a standard sale price is a common example. Another form trade
discount takes is the * Wholesale ”” discount which a manufacturer
usually allows to wholesalers who buy in bulk for re-sale to retailers.
It is possible that both cash and trade discounts may be allowed
in the same transactions—in fact, this frequently happens—but
it should be noted that trade discount is deducted from the amount
of the inveice defore it is cntered in the books, which thus only
records the net value of the invoice. Cash discount, on the other
hand, has to be recorded in the Cash Book when the account is
paid, and subsequently also appears in the ledger account along
with the amount of cash paid

16.—Bills of Exchange. Instead of paying by cash or by
cheque immediately payable, there may be arrangements for
payment to be made by means of Bills of Exchange, often
referred to simply as Bills. A Bill of Exchange is legally
defined in the Bills of Exchange Act as * an unconditional order
in writing, addressed by one person to another, signed by the

. 11 .
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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 specified person, or to
bearer.” In effect the wording of a Dill is almost like a short
Jetter sent by a person to onc of his debtors in the {following
terms i —
18th AMay 1924.
(DEAR SIR),
Three months after this date please pay to mec or my order Sixty

pounds for which you have already received value.—(Yours
faithiully), J. BuLL.
To Mr. A. DEBTOR,
Jridge Street,
London,

Tf Mr. Deblor agrees to this he might write across the letter
““ T agree,” or “ I accept the proposal,” sign his name, and return
ihe Jetier 1o Mr. Bull. Providing the letter had been stamped
with the correct impressed duty stamp, in this case ninepence,
the above would be a valid bill of exchange, and on taking
this to Mr. Debtor or presenting it through his bank in three
months’ {ime, Mr. J. Bull would collect the sixty pounds. The
actual form of a Dbill closely resembles such a letter, but for
present purposes it will suffice to say that here J. Bull is the
“drawer” and Mr. Debtor is the ““ drawee.””  When Mr. Debtor
signs his acceptance across the face of the bill he becomes the
“acceptor.”’

_ The person 1o whom the bill is payable is the “ payce.” In
this case it is the same person as the drawer, viz. J. Bull, but
quite legitimately J. Bull might have specified any other person
instead of himself as “ payee,” as in the following example :—

S
Laxnox,
1/~ 1844 May 1924,

} D avsf July 1924, L£92, 15, 6d.

(lr}I:’TT T Months ArTER DATE PAY 70

wamp) O X0 Smith, or Qroew, THE SUM o Ninelv-fioa  pounds

one skilling and sixpence VaLur Ricriveb,

o J. Bunw,
Fo My, A, Jcbtor,

Lridge Street,

Lasdon,

12
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If he agrees to the terms of the bill as drawn, Mr. A. Debtor
would write across the bill, as below. In Great Britain this
is usually written across the face of the bill, but abroad it
is written on the back of it; in either case the cffect is the
same. ,

Mr. Debtor would then return the bill to Mr. J. Bull. This
is then a Bill Receivable so far as J. Bull is concerned, but to
A, Debtor it is a Bill Payable.

A Bill Payable is one which the person whose books
are being kept has to pay. A bill which will, in due course,
be paid in cash to the person whose books are being kept,
is a Bill Receivable. Thus a Bill Receivable in a trader’s
books is a Bill Payable in the books of the customer upon
whom it was drawn. The period for which a bill is drawn
(in the example, two months) is called its “ Tenor,” and
the payment of the bill is due three days after the expira-
tion of the time specified. These three ‘“Days of Grace”
are allowed by law in England, and a bill 1s only due and
payable on the last day of grace, unless the hill is specially
drawn as ‘ Without days of grace,”” or is drawn as payable
on demand, at sight, or on presentation, or on a certamn date
“ fixed.”

No bill is legally payable on a Sunday or Bank Holiday, and
where the last day of grace does fall on such a day the following
rules apply :—

(@) Where the last day is a2 Sunday, Chnstmas Day, Good
Friday, or other public fast or thanksgiving day, the
bill is payable on the preceding business day ;

(6) Where the last day is a Bank Holiday, other than those
above, on the succeeding business day ;

(¢} Where the last day 1s a Sunday and the preceding day a
Bank Holiday, on the succeeding business day.

A bill is not invalidated by reason only of the fact that it
is dated on a Sunday, or ante-dated, or post-dated, or even if

I3
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the date is omitted altogether. In the last-mentioned case
a holder may legally insert what he considers to be the proper
date. '

Further aspects of Bills of Exchange will be dealt with in a
later chapter.

We can now proceed to describe the necessary books and
how transactions can be recorded in them according to recognised
double entry principles and actual modern practice.

14
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Chapter 11
THE LEDGER

17.—Definition and Description of Ledger. The principal
book used for accounting purposes is the Ledger, into which
records of all transactions are coliected in various * accounts.”
The form of these accounts has been explained in the first chapter.

The Ledger may be defined then as the book in which trans-
actions are recorded in a summarised form easily accessible for
future reference, the items heing classified into appropriate
accounts,

The kinds of Ledger Accounts already defined, it will be
remembered, are :—

1) Personal Accounts.

2) Impersonal Accounts of two categories :

(2) Real Accounts (or Property Accounts).
(b) Nominal Accounts.

In dealing with transactiops it is useful to regard each account
as if it were an actual person, even though it may only refer to
property or something. impersonal. The difficulty of knowing
what to credit or debit can be minimised in this way. Thus in the
case of Personal Accounts there is no hesitation in deciding whether
to place an item to the debit or credit of the account concerned,
for what that person reccives is debited, and what he gives out is
credited ; similarly in Real Accounts the value of acquisitions must
be debited, and of anything parted with, e.g. sold or destroyed, is
credited.

It is in dealing with Nominal Accounts, however, that students
sometimes experience a little difficulty, but this may be obviated
by thinking of such accounts as ““ My Purchases Account,” ** My
Expenses Account,” etc. From this point of view, purchases
being something reccived are debited to the Purchases Account;
the value of money spent on expenses is theoretically “ recerved
by “my " expenses account, and is therefore debited to 1t, the
corresponding credits appearing in the Cash Account.

These ideas are crystallised in the following inviolable rules “—

When dealing with— Deprr. CREDIT.
Cash Account, Receipts. Payments.
Real Accounts. Value coming . Value going out.
Personal Accounts. The * Recerver * The ** Giver.

Nominal Accounts. Losses and Expenses Profits and Gains.
15
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18—Division of Ledger. Although all accounts if not too
nummerous may be kept in one Ledger, it is usual in practice to sub-
divide the Ledger into several separate volumes. This saves
having one unwicldy book, and enables the different sections to
be entered up more conveniently, and, if necessary, by difierent
clerks. The separate books into which the Ledger is usually
divided are:— . ] ,

(1) The Sales Ledger, in which all customers personal
accounts are kept. In large businesses this may be
again divided into sections, such as “A to K7 and
“LtoZ”: or*“ Town” and “ Country " ; or“ Home”
and “ Export,” as convenience may dictate.

(2) Bought Ledger, in which accounts are kept of trans-
actions with persons from whom purchases on credit
have been made. ’

(3) Impersonal or Nominal Ledger for the accounts re-
lating to assets, expenses, etc., 1.e. for Real and Nominal
Accounts, except those kept in the Private Ledger.

(4) Private Ledger for accounts which it is desired to keep
more private than is possible in the other Ledgers, e.g.
Capital, Proprietors’ Drawings, Profit and Loss, and any
other accounts which may be considered of a private
nature. The Private Ledger is ifrequently provided
with a lock and key.

(5) The Cash Book, which is really a Ledger containing only
the Bank and Cash Accounts, is bound separately because
of the numerous entries to be made in them, and the
constant need for their use by the cashier and other
clerks. Although it is not called a Ledger, nor usually
recognised as one, the fact that ¢ is an essential part of
the Ledger must not be forgotten.

When the Ledger is kept in separate books in this way the balance
of debits and credits is not disturbed, for all the separate books
combined still constitute one Ledger. The principle that every
transaction must have a debit and credit entry does not necessarily
mean 1 the same ook, but in the same sef of books used in the
business concerned. In double cntry all the books used in
operating the svstem are looked upon as a complete whole, just
as if all were bound together in one great volume.
19.—Loose-Leaf and Card Ledgers. The most common
way of keeping accounts is in ordinary bound books, but during
the last decade there has been a greatly increased use of loose-leaf
b(:*ﬂk_s and record-card systems. The Ledgers deseribed in the
§1ICCx*(§lrxg paragraphs are frequently kept in the loose-leaf or card
o, but the double entry svstem of book-keeping is not altered in
16
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any way thereby, although there are special features which must
be noticed.

Loose-Leaf Ledgers differ from ordinary bound Ledgers in
that the leaves are loose sheets which are slotted in various ways
to enable them to be bound in thick covers, called binders, so
making them into a book. The leaves can be inserted or removed
from the binders or covers when required, and are held in position
by a series of leather thongs or metal rods, so arranged that the
thickness of the book may be increased or reduced as the number
of leaves necessitates. A lock to the mechanism is provided, and
the key is, or should be, only accessible to a responsible person
in charge of the Ledger.

Card Ledgers are not in book form, and instead of leaves,
cards are used, these being kept in drawers or trays, generally
in a table-cabinet form. The cards are ruled in exactly the
same manner as an ordinary Ledger, although much smaller in
size.

Special Features of Loose-Leaf and Card Ledgers.

(a) Advantages:—

(1) The Ledger is freed from dead matter, such as closed
accounts and filled sheets, as these may be removed
and filed in a separate binder; whilst there is no
necessity for blank pages, which can be inserted as
and when required. In the case of cards, those
which do not contain live matter can be filed in a
separate drawer,

(2) The accounts may be arranged alphabetically, or in
any other order desired, and cards or leaves for new
accounts can be inserted where required so as to
keep that order strictly observed. Whilst this dis-
penses with the ordinary index, it is necessary in
practice to have an index sheet or card for cach
alphabetical section, as a folio number is necessary
for entry against items in the subsidiary books.
But for the need of this it would be possible to
dispense with the index altogether.

(3) The not inconsiderable labour of pertodically opening
new ledgers is dispensed with.

(4) A folio number once allotted to an account can always
be retained for that account. Tins appreciably
facilitates rapid posting.

(5} Each account is continuous, not being carried forward
or backward as is so often necessary in a bound
book ; new leaves or cards are added or substituted
as required,
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(6) Tf desired several clerks can use one Ledger simultan-
cously by dividing the Ledger between them, so that
any specific work can be performed quickly, e.g. post-
ing, rendering statements, extracting balances, etc.

(B) Disadvantages :— \ ] )

(1) Cards or léaves may be lost or destroyed, either wilfully
or accidentally.

(2) New sheets or cards may be substituted for some
already in use, with fraudulent intent.

(3) Card Ledgers have these dangers more pronounced than
loose-leaf ones, and although cards are perhaps move
conveniently written on, they are more bulky than
paper, and this form of Ledger does not thercfore
find much favour. Card indexes for Ledgers have,
however, many advantages, and have become
popular in many businesses. The strict alpha- .
betical arrangement of names can be maintained,
and rewriting is avoided.

SUBSIDIARY BOOKS

20.—Need for Subsidiary Books. Double entry hook-
keeping is possible by using only the Ledger, without the inter-
mediary of any subsidiary books, transactions being entered direct
to the debit or credit of the various accounts concerned. The
results so obtained would be the same as if subsidiary books had
been utilised, but to record so great an amount of detail in a Ledger
Is not only undesirable, but impracticable in most businesses,
while it would be much more difficult to trace any errors that may
have been made.

21.—The Journal. The original means of relieving the
Ledger of much detail was the introduction of the Journal, a book
which is now used in a modified manner, and frequently in a
changed form. The Journal was written up daily from a rough
memorandum book, known as the Waste Book, which was often
of foolscap size, or even a notebook, kept handy on the desk or
counter, and transactions were entered roughly as they occurred.
T lyus old style Journal therefore represented a fair copy of the
Waste Baok entries, except that the debit and credit aspects of
transactions were shown in a form convenient for posting to the
Ledger. By ¢ posting” is meant the entering of an item in the
Ledger, and when an item is entered in the Ledger from a subsidiary
book, ¢.g. a Journal, it is said to be ¢ posted.” ’

gonlsxder ag;}i.n the transaction—

r. Lee supplies machinery value £75 on credit

trader.  The necessary entrics}could bei?mde i;eﬁ)}i‘;stgv%; :Ii‘iu, o

18
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JOURNAL

1 £ [s|a

Machinery Account . . . . . . o Delit 75 ofo
G. Lee’s Account - . . . . . . Credit 75 oo

and the effect of the transaction is shown correctly. The incon-
venience of this method, however, is soon apparent when it is
desired to total. scp1ntely the debits and credits; hence the
common form of Journal ruling adapted is as follows :—

JOURNAL
Turticulars, Ledger ” Detit l Credit.
olo.
Llelall £l
Machinery Account . . Dr 26 75 o] o
To G. Lee’s Account . 12 75 fo|o
For new machine supphed. '

This double cash_column ruling is genemlly referred to as

“ Journal ruling.” Notice (1) the word ‘to,” which always
precedes the eredit items in the Journal, and (2) the brief descnptmn
of the transaction, which is known as a *“Narration.”

will serve as an indication of the proccdure of journalising.

1023, TRANSACTIONS

Sept. 2. Purchased Goods on Credit from F. Brown . - . .
» 2. Bought Postage Stamps . . . . . .
» 3. Bought Office Stationery for C:xsh . . . . .
»  3- Sold Goods to C. Green . . . . . .

5. Bought Goods from T. Black . . .

6. Paid Wages . . .

9. Banked Cash received dunn" the week (reqd) money) . .

12. Received in Cash from C. Green . . . . .
and allow ed him Discount .

12, Received Cheque from D. Browne as p:\yrncnt in ad\ance
and allowed him 57 Discount .

27. Bought Goods for Stock from 1. eru imoiced at £75 less
207 Trade Discount .

28, Bought Shop Fixtures from D Smith

30. Iaid F, Brown by Cheque . . .
deducting 217/ l’hcmum . . .

0. I'aid P. Jones Chcquc 50 and Cash ,{-, nkmg 57/ prompt
Discount., . .

30. Paid D. Smith by Chequc nel

£

5

PIERE

10
130
15

X

¢\ OVMND 00 0w

10

owm o

~aHh e

45

EA

Soo

wnoo

o

The treatment of the following transactions in the above form

MU ON0O00O0O0O0OR

caoo

o

Bearing in mind the ** golden rules ™ of double entry, viz "—

Debit cash received ; Credit cash paid,
Debit the receiver; Credit the giver,
Debit losses and expenses; Credit gaimns,

9
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the above trancactions would be journalised as below, ““ narrations’

being omitted.

b

JOURNAL (say) page 29.
] oo
Date. ' Panticulars, Folio. ! Dr. Cr.
{
1024 : £ o ld £ s | d
sepn| 21 Purchases Account {(Goods) . Drjul. z0l 55| o] o
To T, Brown L 11 55] o} o
" 2 L Expenses Secount (Postages) . Dl 14l 3| ol o ,
To Cash . 1.L. 30 3l ofo
31 Expenses Account (Stationery)  Dr | LL. 16 5/10] o .
To Cash . . . LL. 30 sl10j 0
" 3] C. Green . . . . Drfsr. 3 10715 o
To Sales Account . 1.L. 61 1o{15}{ 0
5 | Purchases Account . . . Drn sollis0] of o
T'o T. Black. . . RL. 6 150{ o O
- 6| Wages Account . . . Drjrioigll 13] of o
» Fo Cash . . . LL. 30 15] oo
9 { Bank . . . . Driur. 41y 6o of o
To Cash LL. 30 6o| of o
] 12 (,;}sh . . . . . DruL 30 i, 10] 9} 6
! I)x<cou3}t . . » fLL. 221 5{ 6
_ o C. Green S.L. 3! 10{15] 0
121 Cash . . . . . Drzoll sl 6] 3
Discount . | = =
To D. T ” LL. 22 5 7
_ e -]'TO“X—W s g s5l12{ 0
am ) Poypes . -
! P 2 lurdm:}c.s i:\CCOUﬂi . . . Drd. 30 Go| o] o
o?P. S . s
i__ Jones . 8 Go| ol o
281 Tintures " .
: wtures Account . . - Drfr a8 45 o] o
‘ Fo D. Smith L. 12
— . ; il T2 45 o]l O
. Q0 ,“ 3 .
v {30l }‘m‘_‘}‘ L . - - Drileroar] szt ol o
' Fo Bank . Li. 31 121 6
! ot = )
w Discount, Li. 22 5213 16
30] I Jones .
J 'l:o B . - Drdrr. 8l 60| ol o
"
¢ 1L, =
w Cadh . LI f; 5o ofo
o Discount., . ‘.]‘?\n‘ eole
- _}T TR LR A4 ‘ 3 0 o
w1307 DL Smith bs)
- . . . . -
T'o Bank Bl 12l 45) of o
< LL. 41 : 45 ol o
v mad I e e S
£580 12y ol£380 12} o
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22.—Posting. After completing the entries in the Journal,
cach item is posted to the appropriate account in the Ledger.
Those items appearing in the debit column of the Journal are
posted to the debit side of the respective Ledger Accounts, and
those in the credit column are posted to the credit side of the
Ledger Accounts.  The page of the Journal is entered in the folio
column in the Ledger, and the Ledger Account folio is inserted in
the folio column in the Journal opposite each item, as indicated in
the cxample. The letters in the folio column of the Journal—
LL., B.L., and S.L.—refer to the Impersonal, Bought, and Sales
Ledgers respectively. It will be noticed that cash items almost
always appear on the credit side of the Sales Ledgers ; but in the
Bought and Impersonal Ledgers practically all cash items appear
on the debit side of the accounts.

The transactions journalised in the last example when posted
in the Ledgers appear as follows, but observe that in business each
account.usually has a scparate page in the Ledger. The Bank
and Cash Accounts would be combined in the Cash Book ta be
described later, but are here shown as ordinary Ledger Accounts
for convenience, and to exemplify the postings from the Journal :—

In Impersonal Ledger.

PURCHASES ACCOUNT
Dr. Cr.

1924 £s |
Sept.|{ 2[To F.Brown|) 29|l 55|00
" 5] s T.Black|J. 29|l 150| ©
w |27] % P.Jones | 29] 60| o |0

]

SALES ACCOUNT
Dr, Cr

1924 £ s |d
Sept.| 2 {By C. Green|y 29) 10 f15]| 0

EXPENSES ACCOUNT
Dr. 4]

192 £Ls|d
Sgpé 2 [To Cash
(Postage) |1 z29] 32 | o]0
To Cash
{Smtioneny)|J. 29| 5 10| ©

“
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In Impersonal Ledger—{conid.).
WAGES ACCOUNT

] !

z),.' ' C/'.
| TRRE P
oy I £ el I ! } %1 !
Sepr.] O | To Cash L} :gf‘[ 15100 l l 5 z’ 3
i, i
3t §
)t . ]
i i 1 P
BANK ACCOUNT
[ Cr.
b I '
1924 o Lls ] j{ 1924 . ‘a’ L |d
Sept.] o [To Cash |1 20] 60 | o | o ||Sept.f 30| By F. Brown| . :9] 33112] 6
O I RV 18 Jon'cs 1.20{l 50l o | o
{ :: w lwil,y D.Smithljz29{la5]0}fo0
i
CASH ACCOUNT
Dr Cr.
!
1924 o Lls|d g2y £ s |d
Septe | 12 (ToC.Green {1 2gf) 10 [ 9 | 6 |Sept.] 2By Postage {129l 3| olo
w Juje D.Brownejn2gll 5163354 . 31 ., Stationerviy 29l 5 o0} o
" 6], Wages L2l 15] ofo
” 9}, Bank L29li 6o} oo
} w 3071, P.Jones }). 20 71 0olo
. DISCOUNT ACCOUNT
Dr. Cr
* o ‘. l
L‘J:-Z . L i £ z AR A ‘l().x; ! i: l A
Septfrz F(»L.(;:rcu\\ Y29l 31 6 ASept] so) By Fo Brawen {1, :u} U N ¢
D w 1w D.Brovwne L :(4"} ! 315 . Wl . JUH(,‘.\ 1. 29 I 3 ) olo
! ! ’ il i

FINTURES ACCOUNT

e ——

O,

33 Vo 1l Smith

Jo20l .

Attt s st
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In Bought Ledger.
F. BROWN

Dr. Cr.
i i
19240, | FAra P 1924 . 1 £ lsie
Sept)3o[ToBank .15 29} 53{12! 6 |Sept] 2 | By Goods . 328 sslolo
w | » | Discount|}. 29 1t 7{ 61 |
£33 0 o] [ £55| 00
1 _1< I
T. BLACK
Dr. . Cr.
] T P
1924 [ £ | s [
1 ‘ Sept.f 3 | By Goods .[1. 291 150] 0 [o
-
1
i 3
P. JONLS
Dr. Cr.
1924 £ 15 ]d 1924 L]
Scptizo(To Bank  .|) 29{| 30| 0 | o [|Sept.| 27 | By Goods . J-:g‘ 6|o|o
wlnlw Cash 12| 7lofo
w | [ Piscount]y 2o 3lo]o a
£60] o [o
D. SMITH
Dr. Cr.
T
1924 i £ s |4 |1924
Septd 30| To Bank 1 zy, 43| 0| o [Sept.h 28{ By Fiuores fy
£33]0]o0
-
In Sales Ledger.
C. GREEN
Dr. B Cr.
1924 . £ 1s|d 1924 AFAra
Sept] 3 {To Goods .jJ. 201 to|15] o [|Sept.|121By Cash )3 1] g|6
s | » |w Discountis 29 3|6
| L1o0t1s ° Zm 15| 0
|t
Il




Reference Library of the Bennett College :

In Sales Ledger—(conid.).
D. BROWNE

Dr. ; “C'r._‘
l! ? 1924 | £|sla
! Sept.{12|By Cash .| :zgl 51615
: s 1 |y Discountl!. :9“ 317
! I I ! ! ) l‘

23.—Journalising. Although at one time every transaction
used to be passed through the Journal to the Ledger in the way
indicated above, in modern practice subsidiary books of a special-
ised {form supersede the Journal except for certain classes of entries,
such as closing entries, transfers, etc., as will be explained later.
It is, however, very helpful to journalise mentally every item
dealt with, as by this means the principle of every debit having a
corresponding credit will be better and more clearly impressed,
whilst facility for handling book-keeping problems will be gained.

It should be observed that in most parts of Lurope, and
wherever the Code Napolcon is in force, the use of the Journal is
compulsory, and in many respects, especially from a legal point
of view, it is more important than the Ledger.

The subsidiary books, or modified forms of the Journal,
almost universally used, are described in the next chapter.

24
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Chapter III

SUBSIDIARY BOOKS USED INSTEAD OF
THE ORIGINAL JOURNAL

24.—~IN every business there are certain classes of transactions of a
similar nature taking place frequently, such as purchascs, sales,
receipt and payment of monies, and the transfer of items from one
account to another, and to save the considerable amount of
clerical work which would be involved in journalising each item
scparately the subsidiary books now described are in almost
general use.
THE PURCHASES BOOK

25.—This book is also called the Purchases Journal, In-

voice Book, or Bouglit Day Book. In it are entered all purchase

PURCHASES BOOK (Simple Form) (say) pege 12,
Date. . Tarticulars. Ledierll Detaus. Totals.
1925 Lls|d] £]s|d
May | 18] Reeves & Co, zo Lime 8t, W.C.
12 boves of Laces & 11/10} . 7l 2(6
6 doz. Atlas Fancy Covers @ 10/ . 3| o] e
1 gross Plain Covers for . . . z|5| 6
13 o] o
Lsss Trade Discount 20, . . z|1z] o
27 ‘ 10| 8lo
|
» | 19| Smithson Brothers, 2 Oak St, E.C.
2 doz. Special No. 263 @ 37/6 doz I 3]is|o
1 doz Art Silk Squares @ 11{3 cach ol1z]o
1 only Indian Rug . . . 1zf10]| 0
5 gross Silk Wraps for . . 3o|tg| 6
. 33[19( 6
Less Trade Discount 57 . . 2[14] 0
74 st!sle
» |31 Wilion & Jones, 12 Long Lane, York.
1 Specially designed Rug {net) . 52]10] o
83 jszlio]o
(s43) Total for Month . . Jhiro7s ’{l 14l 316

25
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transactions on credit in the order of their occwrrence, Gay
bv dav. The preceding is a specimen of the simplest form of
raling, and of some representative entries which are self-explana-
torv, except ihat it should be noticed the first cash column
shows the values of the items of each invoice, and that the total
of these, less érade discount (but not cask discount), is extended
into the outer column. It is this last figure which is posted to the
cr¢if of the personal account afiected in the Bought Ledger.

The above entries are posted to the various personal accounts
in the Bought Ledger, e.g. £10, 8. would be posted to the credit
side of Reeves & Co.'s account, and if this account is on, say,
folio 27 in the Ledger, that folio is entered in the folio column as
shown above, and the page number of the Purchases Book, from
which the figures are posted, is shown in the proper column in
Reeves & Co.'s Ledger Account. Similarly for every other item,
thus —

{Accounts appearing in the Bought Ledger.)

REEVES & CO.. 20 Time Street, W.C.
F Cr.

Ia

; SMITHSON BROTHERS, = Oak Street, L.C.
.

-~

1023 £

Sl

May { 18] By Goods. | r.n. 1210 Sio
[

I ﬂ |
{

| |

i
s
i
¢
§
1
{

i

]
I

]

i

_ Cr,
[ [ {
\ I !?xg:; Ll e
‘ ‘ { {‘M;z} 191 By Goods.irn 12fl51{ 3516
g t
| B |
{ | o | | f
o WILSON & JONES, 12 Long Lang, York
- ) Cr.
Lo ! | |
| | 023 £ s e
‘ t : isz{1ofo
|

4

B :0.-C§uar§i Bc_)ok. An old-fashioned
the actaal involces in 2 Guard Book, nion
i :

idad into which the totals of the inv
cumbersome method has almost dis
20

i
!
!
}
{
i

e i e P e

!
|
i.\hy 31 ‘By Goods. | ru. 12
i
i
i

procedure was to paste
noney columns being pro-
oices were extended. This
appeared in the present day.
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27.—Posting Total Purchases. It will be noticed ihat so
far no double entry has been cffected, and that every item is
merely posted to the credit side of the various personal accounts
in the Bought Ledger only. Although every credit must have a
corresponding debit, and vice versa, it is not necessary that each
individual credit should have a separate individual debit, especially
if double entry can be effected in a more convenient way. Thus
the three credit items shown in the above example appear as
separate credits in the Bought Ledger personal accounts, but
instead of entering in the Purchases Account in the Impersonal
Ledger three corresponding dcbits, the double entry is equally
well, and more conveniently, effected by entering the fofal of these
separate credits in one sum in the Purchases Account. This is
done in practice by totalling the Purchases Journal at intervals
(usually monthly), the total being posted to the debit of the
Purchases Account in the Impersonal Ledger, which completes the
double entry. The ledger folio is placed against the total in the
Purchases Book. The Purchases’ Account in the Impersonal
Ledger appears as follows :—

PURCHASES ACCOUNT

Dr. cr.
|
1923 £ls|d
May jz1| To  Yur-
chases for
themonth | rr 12| 114]3]6

It is desirable to explain here that the Purchases Book total
is posted to a “Purchases Account” in the Impersonal Ledger,
and not to a *“Goods Account,” as most text-books state. In
practical accounting, the theoretical ““ Goods Account ” of the
text-books is replaced by a " Stock Account,” a ‘‘ Purchases
Account,” and a ** Sales Account,” the first containing a debit
entry for commencing stock, the second debit entries of goods
purchased (from the Purchase Journal), and the last containing
credit entries for goods sold (from the Sales Day Book). At the
end of the financial year or trading peried these three ledger
accounts are brought fogether in the Trading Account, as will be
explained later. This method should therefore be followed in
examination work.

28.—The Purchases Account is only for Purchases of
Goods for Re-sale. If any items refer to goods or articles not
for re-sale, e.g. machines, fucl, stationery, renewals, fixtures, ctc.,

27
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{he amounts for each must be analysed into a summary at the
end of ihe month before the total is posted to the Purchases
Account. Such items must go into their appropriate expenscs
or assets account in the Impersonal Ledger, not the Purchases
Account, which is reserved entirely for purchases of goods for
stock-in-trade.

In many concerns, only items rightly chargeable to the Pur-
chases Account are kept in the Purchases Book, whilst items
affecting other impersonal accounts are entered in a separate
book, or posted direct from the Cash Book after payment.

If this distinction were not made the Gross Profit shown by
the Trading Account would appear less than it actually is, as will
be seen when the Trading Account is described.

29.—Tabular or Columnar Purchases Book. It is often
necessary to separate the purchases made to show how much has
been bought for each department of a business, or of each of certain
classes of goods dealt in.  Such information is essential for finding
which departments or which goods are producing profits (or
losses), and is useful in many other ways. To facilitate the
collection of these figures into appropriate totals, the Purchases
Book is often ruled with suitable analysis columns; in fact, from
two to fifty columns are in common use, especially in large depart-
mental stores. i

In entering up an analysed Purchases Book it will gencrally
be more convenient to deduct trade discounts on the invoices
themselves, so that only the net amount need appear in the
appropriate column.

The appended example shows an analysed Purchases Book
for four departments, but the ruling may be adapted for use in
any business by increasing or reducing the number of columus,
and, if necessary, these columns may be extended over two or
z}\wf-c pages of the book; a specimen columnar * Purchases
;}fg\?';ix.u as 1t would appear in the Impersonal Ledger is also

It sometimes happens that entries a ¢ i T
column by mistake, \\'Ihlcn using columxfjr brocolgl.dc%lrrlonrsaso“nﬁg%
'{Lll'ut best ‘corrected cither (1) by passing a rectifying entry through
t}:i {) n)u;{ nal, 01‘ (2) by ’Erax}s{cmng the wrongly entered amount in

A\ { ok concerned, i.e. when the columns are {otalled by making
2 deduction from one column total and adding the same sum to

t(lx: .prﬁper ﬁoltxmxx. T}}e entry should be explained, e.g. Transfer
say) from *“ Costumes ™ to ““ Furs,” item, May 20,

28
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Refercnce Library of the Bennett College :

From the cxample it is clearly scen how much has been ex-
pended by ecach department, and alzo how the departmental
figures can be shown separately in the Purchases Account in the
Ledger by adopting similar ruling. It should be mentioned, how-
ever, that the specimen Purchases Account is in etlect four accounts,
cach column representing a different set of transactions. There-
fore, the same results can be obtained by opening _four separate
single column accounts, although this arrangement is not so con-
venient in practice, because it 1s not so casy to see at a glance the
trend of trading, or to compare quickly the relative productivity
of the departments. .

30.—Posting to Personal Accounts. It is only the
amounts shown in the outer totals column of the Purchases Book
which are posted to the credit of the personal accounts of the
various suppliers in the Bought Ledger. The departmental
columns are totalled and carried forward into the corresponding
columns from page to page, until the end of the month, when they
are then posted to the debit of the Purchases Account in the
Impersonal Ledger, as shown on page 29. Cash purchases are
passed through the Cash Book, not through the Purchases
Book, and are posted direct to the Purchases Account.

THE SALES DAY BOOK

31.—Sales upon credit to customers are similarly recorded,
the book used being called the “ Sales Day Book,” ““ Sales Book,”
or * Sales Journal.”

The entries are made day by day as the sales occur, in much
the same way as described for the Purchases Book, and, in fact,
the ruling of the Sales Book, whether in the simple or analysed
form, is identical with that of the Purchases Book. The reason
for this is obvious when it is recollected that purchases were
analysed into separate departmental columns for recording what
cach department received, and by showing sales similarly
analysed, the resulting position of each department can be
stated. l
. The amount charged in the Sales Day Book to cach customer
15 posted to the debif of his respective personal account in the Sales
lﬂx‘ild bglx;:ofgxg'fs;;snéllx:g' credit to complete the double entry is
e by »dlit bof Sa Salgg ‘Xré(():\é;:xt,tth‘e toltal cales fuor the month
Otherice the orescqies, Acc nt in the Imper:onal_ Ledger.

¢ procedure 1s identical with that of dealine with
1’_“‘:”‘311_111595 RE :ih‘cnd;\' explained.  Cash or ready money sales are
ot o Bk et s o ook nd oo
e dales Account,
30
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SALES DAY BOOK (Simple Form) (say) page 14.
Date, Pattiealars. Bedeer | Derai, Totals.
sla] £]s]a
1924 Prought forvard (sy)} — | —|—|—| 326] 36
July [ 27]J. Watsen & Co, 15 Grove St., Leeds,
12 Costumes . . . . 72] o] o
2 Fur Coflars . . . . olis] o
81]15) o
Zess 37, Trade Discomt . a1 o
51151 771133
» |3tiB Brown, 11 Sidney Grme, W,
1 doz, Vases . . . . 2[12] 6
G Writing Pads . . . 18] o
5.1. 96 3|10} 6
Total for Month . . . (LL. 183 Lso7| o] 3

The personal accounts in the Sales Ledger would appear as

follows :—

J. WATSON & CO., 15 Grove Street, Leeds

Dr. Cr
] | 1 . |
1924 s |d l
July |27 |'To Goods , s.n.u| 77|13{3 l ‘ |
| i
i
i ! J’ _‘
T. BROWN, 11 Sidney Grove, W,
Dy. cr
1924 £ s |4
July {a1{ToGoods.jsn 23l 3 j10(6

| ||

31
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The Sales Account in the Impersonal Ledger will show the
Sales Book total thus :—
SALES ACCOUNT
Dr. Cr
H {! 1

‘1924 ‘
‘j July | 31 | By Salesfor P L
|

-

: the Month. [s.E 14
| i
dl ‘ i

All the above may be kept on the columnar method, as shown
for the Purchases Book and Purchases Account.

i,
)

RETURNS OUTWARDS BOOK

32.—This is also known as the ““ Bought Returns Book ™ or
“ Debit Returns Book.”

It is inevitable in business that some of the goods purchased
have to be returned to the suppliers for some reason or other.
Some goods are not as ordered, or not up to sample ; others may
arrive damaged. Such goods must be * charged back,” i.e. debited.

t is customary to pass the full invoice as received from the
suppliers, entering the items in the Purchases Journal without
alteration, but making a contra invoice {called a ‘“Debit Note”)
against the supplier, which will be deducted from his account at

t\pc time of payment later on. The following is a specimen Debit
Aote —

Dl Vo No. 3.
29-31 Caxxox StreEzT, Lovpoy, E.C.a,

164 Jarch 1024,
AMessra, Jvop & Co. Lan.,

Nonwich.

Dr. to JAMES, FURNISH & CO..
Qutfitters and Tailors.

TN

[P
N

-

To 6doz. Linen Collarz reismed, not up to sample| 7 =

o]

it etmmn e

!
return of the goods, or accepts the
ally sigmifies this by sending a “*Credit
Note resembles an invoice, but is generally

-
32

e e et .

If t}le supplier agrees to the r
contra charge, he uwsually
Note.” The Credit :
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distinguished by being printed in red, and red ink is used for the
written portion also.
Credit Note No. 12

18 Jupn StreFT, Norwicn,
, 82k March 1924,
Messrs. Jawrs, Furnts & Co,
London, 11 C.

Cr. by JUDD & CO. LTI,
Manufacturers,

s
By 6 doz, Linen Collars returned « . . [ G 7/{ 2 {2 o

Note.—1In practice this would all be in red ink.

These returns are usnally rather numerous, hence the need
for a special subsidiary book for keeping a record of them, as
shown below :—

RETURNS QUTWARDS BOOK (Simple Form)

Date, Particulars. Ledeer || Detail, Totals,
i
Lls |4 Lis |
1925 Brought fornard (say) — - - 18] o| o
May | 18] M, Queen & Co , Castle Street, Wi
2 Costumes, damaged in transit . 20| of o
1 Costume, wrong size . L21) 4f of of =24] of o
s } o | R Cross, London, E.C.
2 Seal Wraps, bad finish BL 76 - 20| o) o
Total for Mamh o138 L6z of o

The entries are posted to the debit of the suppher’s per-
sonal accounts, in the Bought Ledger, thus reducing the amount
payable to them; whilst the double entry is effected by posting
the monthly total of the Returns Outwards Books to the credit of
the ““ Returns Outwards ** Account in the Impersonal Ledger.

An analysed form as appended may be used to correspond
with the analysed Purchases Book, and is desirable where that
form of Purchases Book is in use.

Besides using this book for actual goods returned, it often
includes “ charges back,” such as an overcharge, cases charged
and returned, etc., thus avoiding alteration of invoices.

c 33
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RETURNS INWARDS BOOK

33.~—This book is sometimes called the * Sales Returns Book,”
or “Credit Book,” and is identical in form with the Returns
Outwards Book, but is used for recording details of goods returned
by customers for any reason. If the *return " is approved a
““Credit Note " is sent to the customer, and the amount allowed
at the time the account is paid. .

RETURNS INWARDS BOOK (Simple Form)

e Fanicnlars I}{;}fi’ Detaits. Toral.
I
Lhajall Lis{d
1924 Brought forward — e glis| o
Suly 71J. Wills, Bradford,
t Fur Jacket, damaged . A NTaast 16| 3| o
» |3t|F. Mo, Lion St., L.C.
1 Tweed Costume, moth-caten . .| w1, o6 15|15} ©
‘Total for Month . RERRET Larlig] o

The entries for each customer are posted to the credit of his
personal account in the Sales Ledger, thus reducing the amount
he has to pay ; whilst the double entry is completed by posting the
monthly tofal of the Returns Inwards Book to the debit of a
““ Returns Inwards " Account in the Impersonal Ledger.

The corresponding analysed form is shown on the previous
page, and this form should be used when the analysed form of
Sales Day Book is adopted. Allowances to customers, besides
amounts credited for returned goods, are sometimes passed thirough
the same book, If not, a similar book has to be kept for
“ Allowances.”
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Chapter 1V
THE CASH BOOK

34.—Cash Account. The transactions which involve cash receipts
and payments are so numerous that the Cash and Bank Accounts
whicl would ordinarily appear in the Ledger are kept in a separate
book, i.e. the Cash Book, and this will now be considered before
the remaining subsidiary books.

The Cash Book must be regarded as serving in a double
capacity, firstly, as a book of prime entry, like the other subsidiary
books just described ; secondly, as a Ledger Account bound separ-
ately for convenience because of the numerous entries to be made
in it, not only day by day, but frequently during each day.

Money received is debited, and money paid away is credited,
and at any time the difference between the debit and credit sides of
the Cash Book should be the same as the amount of money in the
{rader’s possession.

In its simplest form the Cash Book shows no difference from
an ordinary Ledger Account :—

CASH BOOK

Recording Cash only)

e cr.
. I—c']qcr ! '
Date, Particular, Lol Amount, Date. Particulars. Iiicn (:ﬁ)cr Amount,
19201 | £lsld 1920 Llstd
Jan 1| To J. Prown Tan. { 2 | By B. Black
(CS,‘:YID Re- | {Cash paid
dved) ezl of g away)  Linlgz2lf12|10] 6

e 35.——Batnk Account. In addition to thos
asn, many transactions are settled by i

iy are ¢ means o
the pavment of money from the B y e Lo by

he pa ey ank, whilst cash and cheques
Irtu;]x: cc} are 21115() paid into the Bank from time to time. Igank
ii; ms Ctllllilcllat'f );31 qmgemenﬂy entered in the same account as cash
2, 1 1 the Cash Account ig kept, as shown above, then
P
30
~4

e paid in actual
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another account would be required in which to record bank
transactions, thus :—

CASH BOOK

(Showing Bank trasactions only)

Dr. Cr.
Dt Tarticul; "é D 1 \
ite. ‘articulars, > ¥
3 5 e urniculars
1921 £ s |4l L5 |d
Jan. [ 1 ['To Balance ot Jan b 1| By Jones Beos.
Bank . .| = |soojni|6 Clicque  on
w |t ToB.Black .| 15 ] 10| o{3 Account. .| 23 || 56| 7]6
w 2w ADare .l 29| 7] 6{G)l , |roflBy Rent paid ¥
by Cheque .| 56 | 76| o]o
»w |11} By Telcphone
ale mid by
Cheque . .| 92 s{ 2|6
w31l Datance
carriecddown| — [/ 380c|17]3
518 713 [518) 7|3
Teb. ) 1 [To  Balance
brought down| — L{:;S 17]3
i |

36.—Double Column Cash Book. By combining the two
accounts, however, bank and cash iransactions can be dealt with
more conveniently. This is effected in practice by having a Cash
Book, with double moncy columns on cach side, as shown on
page 39. In the first column on cither side all cash items are
cntered, and in the sccond all bank items, so that the difference
between the totals of the first column on the debit side and the
first on the credit side represents the amount of cash on hand ;
similarly, the difference between the totals of the second columns
on the dcbit and credit sides shows the amount still lying at the
Bank (or overdrawn if the credit side is greater than the debit
side).

)It must never be forgotten that the two accounts still remain
separate and independent of each other, each recording 1ts own
separate class of transactions, i.c. cash or bank, and cach having
its own balance.

The following {ransactions are recorded in the specimen
* double column ”* Cash Book illustrated :—

37
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PR A
102.4.

May 1. Balnee of Cash in the Office 25 o0 ©
. 1. Dalance at Bank. . . . 380 o o
. 1. Received Cash for Ready Money Sales 12 10 ©
. 1. Paid Jones Bros. by Cheque . . 36 7 6
. 2. Received Chegue from B. Black, and banked 1t 10 9 3
.2 Received Cash from A Dare . . 7 6 6
.. 1o. Paid Rent by Cheque . . . . %6 o o
.. 10. Paid Wages by Cash . . . . 10 0 ©
.. t12. Paid Cash to Bank . . . . 12 10 ©
w 15 Drew Cash from Bank for Oftice Cash . . 20 0 O

To show the resulting balance of cash at the office and at the
Bank the Cash Book is balanced off on 15th May, and the balances
carried down,

It will be noticed that when cash is paid into the Bank from
the office cash two entrics must be made, (1) in the “ Cash "’ column
on the credit side, (2) in the “ Bank ™’ column on the debit side.
Conversely, when cash is drawn from the Bank for use in the
office the amount must be credited in the “ Bank ™ column on the
credit side, and debited in the ““ Cash ”’ column on the debit or
left-hand side.  In the folio column on cach side the letter “C”
is entered, meaning “ contra,” as these items are not posted to the
Ledger, the double entry being complete in the two accounts in the
Cash Book. The reason for these contra entries will be obvious
if it is considered that a transfer from Cash to Bank means that
a “payment” of cash has been made to the Bank; and thus
Cash Account is credited and the Bank Account debited with the
same amount m the appropriate columns as indicated.

The ruling of the Cash Book, as shown opposite and on
page 41, generally extends across two opposite pages of the Caslh

Book, so that the debit entries occupy the whole of the page

on the left and the credit entries that on ihe right, but both
bear the same folio number.

2R ..
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37—Cash Dispount. There is a custom in 33051;’1};111_51?55;05.
of allowing Cash Discount when accounts arc paid. e trader
probably allows discount 1o his customers to encourage px_on}pt‘
payment, whilst he himself c.\:}’)ccts, zu}d usually secures, similas
discounts from his suppliers. These discounts are usually much
cmaller than “ trade 7 discounts, and as a rule they arc percen-
tages of the amount payable, e.g. I3 per cent., 2} per cent., 3% per
cent., or 5 per cent., which are the Cash Discounts most usually
met with.  Discounts such as these are recorded in the Cash Book
as and when the corresponding item of cash is entered, whereas
“ Trade Discounts " are only shown as deductions in the Purchases
or Sales Book, or deducted from the invoice, and ignored in the
books. Cash discount allowed is entered on the same side (Dr.
or Cr.) of the Cash Book as the cash entry. .

Cash Discounts are entered in additional columns, as shown
in the following complete form of Cash Book, in which are recorded
the appended selected transactions :(—

1G24,

May 1. Balance of Cash in hand 425, and at Bank £ 380.

w 1. Paid Jones Bros. Account £6Go, deducting 5% Cash Discount (£3).
2. Received from B. Black Cheque £10, gs. 3d., and allowed him

23s. 6d. Discount.
» 2 Received from A, Dare Cash £, 6s. 6d., which with Discount
3s. 6d. clears his Account.

w3 Paid Bull & Co’s Accomnt £10, less 21 Discount.

2. Banked Oflice Cash £12, 108,

w13 Paid . Brown Cheque £ 11, 83, Discount deducted being 12s.

w18 Recvived Cash from S, Smith £8, 115., allowed Discount us.

”

38.—~Discount Columns. Whilst the balances of the Cash
and Bank columns are carried down, the Discount columns are
merely totalled as they stand, and cach {otal is posted separately
to the same side of a Discount Account in the Impersonal Ledger,
the reason being that the columns in the Cash Book are considered
as memorandum columns only.  The Discount columns in the
Cash Account could, of course, be balanced like any other nominal
account and the difference transferred to the Profit and Loss
Account divect, but it is abways considered better to have the
summiarised records in the duplicate account in the Impersonal
Ledges for purposes of reference.

_It must be specially noted th
Teceived appear in proximity, and
recvived and paid respectively,

at the discount allowed and
I:OI; t'h% same side as the cash
_ !, anc | ‘ach individual item is posted
.flx\m\g with iis corresponding money payment or receipt pto the
[ TeN Ly O " creves M ¢

vepErhive personal sccount in the Bouehi or Sales ledger, as
shown un page 42 > ‘ CABEn, A8

40
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The numbers in the last column are for reference to the receipt
vouchers kept on a file, a corresponding number being marked on
cach voucher. This facilitates reference to the receipted account
when desired.

The posting of the items in the preceding example is shown in

the following Ledger Accounts i— o
(a) In the Sales Ledger (items {rom the Debit side of the
Cash Book, hence posted on the Credit side of the

Ledger) :—

I. BLACK, King Strect, Bootle

i . i

Dr. Cr.
1924 £l d.
May| 2 | By Cash 2610193
} i w 1wty Discount.j26l 11516
| L
R o { i
A DARE, Cross Street, Leeds
Dr. Cr
e e e i A e s ‘ °
| |
1924 Llsld
Mayt 2 | By Cash 26l 7 1616
s | o1 . Discount. |26 316
g
8. SMITH, Lion Road, London
Dr. C
- - v
; l“)-‘% Lo
MaytrsiBy Cash . .}26) 8 111} 0
) i{ w { s Discount. {206 of o

11

(%) In the Bought Ledger (posted from the Credit side of

the Cash Book, lience anvearing M
icdgcr) l:;()UI\, hence appearing on the Debif side of the

JONES BROS,, Bradford

‘”)' —— Cr,

. : ) —_—
» L i
1) "'{: 5 /.
Mo o o~ e
Mg e UGeh epll s= 0
o fecd e aomtion 2 t oo
b Pty
N b
-~ 4 '
- «.h-“m—n——‘-w 2 : {
-2
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BULL X CO, Water Soreet, Bnverpoo!

Dr. 23
) i
1924 E Llstpa i
Mavh 3 [%Fo Cash .}26) 9 |15] 0 I
w | w] o+ Dicount. :Gt' HES !
! ” ! ;

(mmslarly for F. Brown's Account.)

{c) In _the Impersonal (or Nominal) Ledger. (Notice
Discounts are entered in totals only, and that these
appear on _the same side of the Ledger as they occur in
the Cash Book) :—

PI>COUNT ACCOUNT

Dr. Cr.
] ; 7
1923 ,£ 5. | trgeg | £ s 4.
May | 13{To Dicount Mas [ 15 ] By Discount

| 1 118f0 received | e 26
i
! \
|

allowed  LJea. 26 3lizlo

It is interesting to observe that items posted from the Cash
Book to the Ledger appear on the opposile side of the Ledger
Accounts to the entries in the Cashi Book, whereas those from the
Journals are entered on the sante side of the Ledger corresponding
with thic columns of the Joumals, i.c. items from the debit column
of the Journal are posted to the debit side of the Ledger, but items
from the debit side of the Cash Book are posted to the Credit side
of the Ledger Accounts. The reason for this is, as previously
explained, that the Cash Book is in reality a Ledger Account itsell,
and the act of posting it is simply making the counter-balancing
entry to complete the double entry, whereas the Journal is only a
subsidiary book showing on which side of the various Ledger
Accounts cach transaction is to be entered.

39.~—Cash Book Balances. The difference between the
total of the credit and debit columns in the Cash Book relating to
cash reccipts and payments represents the amount of cash in the
hands of the cashier. In a similar way the balance of the Bank
columns should represent the amount of money lying at the bank,
but it frequently happens that the balance as shown by the Bank
Pass Book does not agree. The Bank Pass Book is a small book
in which the banker enters, in the order in which they occur, all
payments by him as authorised by the trader, i.c. cheques drawn,
and on the opposite page all receipts, i e, monies paid 1n from time

43
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to time ; it is, in fact, a copy of the trader’s banking account as
it appears in the Bank’s own Ledger. The Pass Book must
be obtained from the Bank at frequent intervals, and checked
with the trader’s own records.

Assume that the Pass Book has been brought from the Bank
on the first of the month. Ii will be noticed that it has been
{otalled, and the difference between the amounts received and
amounts paid is the amount of cash still in the Bank’s possession
(or if the account has been overdrawn, the amount owing to the
Bank). It rarely happens that this balance agrees with the
balance shown by the Cash Book because :— _

(i) Cheques drawn, although entered immediately in the
Cash Book, may be several days in the hands of the
payee, or otherwise delayed before reaching the Bank,
and naturally these do not appear in the Pass Book
until they have been cleared, i.e. paid by the Bank.

(ii) Certain charges, or periodical payments such as annual
subscriptions, made by the Bank may be shown in the
Pass Book, although not yet recorded in the Cash
Book. '

(iii) Sometimes cheques received by the trader and banked
arc not credited by the Bank until it has collected the
amounts fromthe Banks on which the cheques are drawn.

To bring the Cash Book balance into agreement with the Pass
Book balance a memorandum ‘ Reconciliation Statement?” is
made by the cashier, this being entered in the Cash Book at the
end of the week or month, after the Cash Book has been * ruled
off " or ““ balanced,” as a rule in red ink, thus :—

BANK RECONCILIATION STATEMENT, 31ST JANUARY I9z0.

Balance as per Bank Pass Book . . . £2764 3 3
AAdd cheque on Dublin paid in 29th January )
not yet collected by Bank . 32 2 6
o
Less cheques drawn but not yet presented for #7905 9
payment —
Jan. 7. Brown & Co. . f9 3 6
20. G. Lee. . . 75 0 0
30. A. Dare . . 2510 O
31. S. Dawson . 7 0 0
116 13 O
Balance as per Cash Book . . . ?:2—6;5;2”3
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Diffurences due to reason (it) above would be entered up in the
Cash Book Defore ruling off and balancing, and shonld {hcrcfarc
never appear in the Bank Reconciliation Statement.

40.—Petty Cash Book. In addition fo the larger money
transactions, there are many small payments made every day
which, if entered in the main‘or General Cash Book, would occupy
more space in that important book than is justifiable ; and further-
more, that course would mean many trivial entries in the ledgers,
unless these small items were summarised at the end of each
month, and posted in totals to the appropriate accounts; but
even this would result in some loss of the cashier's time which
could be more profitably spent. To deal with these petty cash
transactions more satisfactorily a Petty Cash Book is used, and
the keeping of it is relegated to a less important employee, who
acts as petty cashier, under the supervision of the Cashier,

The Petty Cash Book is usually ruled with a number of
analysis columns, as shown in the following specimen, the object of
this being to group together all items which come under agreed
headings corresponding to various ledger accounts in the Im-
personal Ledger. In effect, the analysis of these petty payments
1s made as each entry is recorded, by simply entering the figures
in the appropriate column. Tius avoids tedious analysis at the
end of each week or month, and by adding up the items in each
column the totals can be then posted to the appropriate ledger
accounts.

The use of the Petty Cash Book will be more readily under-
stood by reference to the specimen shown on page 40.

The only receipts which affect the Petty Cash Book are the
amounts handed to the petty cashier for disbursement. These
are entered on the debit side, as shown. Payments are, however,
numerous, and as each is made the petty cashier enters the date
and particulars of the payment and then places the amount paid
away in the column concerned, each column being headed \\1Ath the
name of the appropriate account. The columns named in the
example are merely representative, and cach business has its own
special requirements in this respect, not only as to the headings
but also as to the number of columns used. It is, however, desir-
able to have a * Total** column, placed last as in the spectmen, or
first, i.c. immediately after the * Details of Payments’” column,
The great value of this column is that the difference between the
total of it and that of the debit side represents the amount which
should be found in the petty cashier's box It also serves as a
check on the accuracy of the entrics and the casting of the analysis
columns, as the totals of these columns added together should agree
with the total of the ** Total ” column,
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The columns shown are sell-explanatory, with the exception
of that headed *“ Ledger.” This particular colwmn is useful where
a payment has been made which is not appropriate for any of the
other columns, and which requires to be posted individually into
a Ledger Account, Such items may not be numerous, hut they
can he more casily dealt with when they de occur if sticli a colummn is
used.  The* Ledger " column, it will be noticed, has a folio column
adjacent, in which are entered the ledger folios of the accounts to
which the items are posted. The other columns are totalled at
the end of, say, each week or month, and only the total of cach is
posted to the appropriate Ledger Account, the ledger folio being
shown below each.  Notice that no folio appears below the * Total
and ““ Ledger " columns, as these totals are not posted to any
account.

41.—The Imprest System, Petty Cash is usually kept on
what is known as the Imprest System. Instead of handing the
petty cashier an agreed regular sum of money for his cash box, a
sum considered sufficient (in the example shown £20) is given into
his charge, and at the end of the week (or other period) the total of
his disbursements is ascertained, and this amount is refunded to
him by the chief cashier, thus raising the sum left in the cash box
to its original figure. In the example, the petty cashier started
with {20, at the end of the weck he had parted with £14, xos. 3d.,
leaving £5, 9s. gd. cash in hand.  On commencing the second week
he is refunded the {14, 10s. 3d. by the cashier, thus starting again
with £20. This system provides a uscful check, it is in very
common use, and 1s much recommended.

As in the case of the principal Cash Book a column is provided
for voucher numbers, which are particularly useful for reference
wlien therg are a large number of receipts to be filed.

42.—Erasures. Under no arcumstances whatever should
crasures be made in a Cash Book; clerical errors are sometimes
carrected by book-keepers by erasing entries for the sakeof neatness,
and whilst this is sometimes overlooked 1n other books, from an
auditor’s paint of view it is nghtly considered highly dangerous
and improper in Cash Books, and corrections should never be made
in this way. It is better to rule out néatly the wrong entry and
re-write 1t ‘correctly, or sometimes 4 corTecting contra entry can be
made.
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Chapter V

BILLS RECEIVABLE

43.—Treatment of Bills Received._ Indebtedness is sometimes
discharged by means of a Bill of Exchange, and when one 18
roceived fromt a debtor particulars of it should at once be recorded
in the Bills Receivable Book. The details to be entered in con-
nection with Bills Receivable are more numerous than for other
forms of payment, as it is necessary to know who are the parties
liable on the bill, and when and where it is to be paid. '

13—Form of the Bills Receivable Book. The Bills
Reccivable Book may be ruled in a variety of convenient forms
which vary considerably in practice according to the class of trade,
¢.g. whether inland, castern, or colonial, whilst modifications are
often desirable to suit different foreign currencies and to record
dificrences in foreign exchange, etc. For present purposes the
usual form of Bills Receivable Book is given on page 49. It is
recommended that this form be memorised, together with that
of the Bills Payable Book given later, as these rulings are very
frequently asked for in examinations.

The date on which the bill is received is entered in the first
column, and often has little relation to the date when the money
it represents is due or collected.

Bills are usually given a distinguishing number, hence the
second column provides for this; whilst a ** Remarks " column is
added for keeping a record of useful notes regarding the fate, or
any special treatment, of the bills.

The name of the person whose account has to be credited is
entered in the column * From whom received,” and as a general
rule the " Acceptor”” whose name appears in the next column
15 the same puson, i.e. the debtor. Similarly, the “ drawer ™' is
most aften the proprietor of {he business to whom the *“ acceptor ”
i?f x}x;;};zl:égdt)gstf:\:frxi.plxgcd n B}lls No. 28 and 30. In fhe case
0 20 ni was drawn by J. Clark and accepted by Mason
“»)ﬂl%.\ '1‘2:; }gr? ‘3)11()) r} t;: as I}r;m x;c\g.o_‘uatec} b\ J. Clark either directly
i \i 1‘)\;:, & o {'ccciv f(l)np 1 other indorsers, from j:hc last of whogn

. Moss . ed 1. F. Moss & Co. then indorsed the bill

wnd passed it on 1o our trader in settlement of an amount owing

This explains the apparently irrelevant names recorded.
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The place ** whete payable 7 is copied from the acceptance
written across the bill, and the actual date appearing on the bill
is cotered in the next column, )

" LnT}rlc date in the column headed © Due Date” includes the
avs of grace, if any. .
d 345{.§—Posting }to the Ledgers. The amount of each bill 1s
posted from the Bills Receivable Book to the credit of the debtor’s
sccount in the Sales Ledger, and the total of the Bills Reccivable
Book is posted to the debit side of a special Bills Receivable
Account in the Impersonal Ledger, completing the usual double

entry.

)46.——Collection of Bills. Payment of the bill, unless it
be **at sight " or “ on demand,” is receivable on the third day
after it falls due, and the place of payment is usually indicated
on the bill itself. Tt is customary 1o pay bills into the Bank two
or three days before the day on which payment is due, the Bank
taking the Tesponsibility of making the actual collection of the
money, which 1t will then credit in the pass-book. Bills so passed
11y the Bank for collection are known as Short Bills,* and they
chould sof be entered in the Cash Book until the actual due daie,
although in the meantime a note should be made that the Bank
hus the bill for collection; such a note is sometimes made by
entering the item in the Cash Book, but instead of extending
{he amount into the Bank column, writing it “ short,” i.c. to
the Ieft of the money columns.  After the bill has been entered
on the debit side of the Cash Book it is posted from there to the
credit of the Bills Reccivable Account in the Impersonal Ledger
{o complete the double entry.  The balance of the Bills Recetiv-
able Account must thercfore represent the amount of Bills
Receivable still remaining to be collected.

~Thus the items in the example on page 49 would be recorded
in the Cush Book and Ledgers as follows i—

(@) In the Sales Ledger.

BURGAY & CO., Bahia, Drmazil

Dz, Cr.
| T e ]
! ‘ 1925 VD s
% | \ U MaylssiBy Bl Re b
i ! L % § L‘l.;i\‘;’lb)(—' duc ;
i i 3 % i C t/u/29 . Jdnro21) welolo
. , P ! -

*UPh term 1y ubo frequently .
ot .J'i‘;q‘;”{\ AT frequently used 1o refer to bills whose currency or tenor is not more
noerien to ten day -, as distinet from Long Bills, e twota six months or more,
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M. QUEEN & CO., Oxfurd Street, W,

Dr. r.
] i 1
i ,‘, 1925 P
} \ Mayhi8iRy Wll Ree ! '
! ! ! ceivalle due |
i i 2y iRy Goiro'G
' . L
SIMS BROS,, Main Street, Melboumne
Dr. Cr.
\
.; !1925‘ A IATA
i Juneire|By Bill Rel I
H ! ceivable dug
] } 3’0’23 Jrr, 2t so0)ojo
! ' [
F. MOSS & Co, City Road, Liverpaol
e Cr.
]
i o |rees ‘ A
l " Moy 26'By B Re :
' | ecivable due!
I i 26/10f25  lmk. 21 263] 5|3
I !
‘I% 'TINMS, Church Street, Leeds
Dr. Cr.
! i
v 1923 ! £ ":. 4
May |3t(By Bl Re- i
] A cenable due
! 3'8'25 Lnro28,200 ©f0

(5) In the Cash Book. Thesecntries would be made on the
due date of the bills. (Debit side only shown.)

Dr.
] 7
19:5} | { £ s
l\",’..'-‘ 3{To Bl Recewable (1. | |
| “Timms) . . . LI.72 200, Of0
W 15170 I Readsable (M. e 1
! Queen& Co) . . LLg2 1 6;110' 6
» 1261To Ml Reccirable dis- ' I l i | .
counted (. Moss & Ca) s1o72 | T st.z

* Discount of £2, 75 4d. will be entered in Buok column credit side,
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{¢) In the Impersonal Ledger.
PILLS RECEIVABLE ACCOUNT

n cr.
7. ‘
T i é : ;
1425 3 1 Ll 17.511925;' h (T £ S,!d
MaylsrTo Sundsics , ;1;\\1{;.5 3 By_ Cas . | !
T asper Bile v Txmcmsl) (“. c.n. 76,; z00] olo
Y Receivable © oy, 10iBy Cash (M. " 1
. l!:uui:1 .in,y:. 231 83315 o, ; Queen&Co.) ic.p. 764 69 m’G
f . 206{By Cash (1‘.i " ‘
§ L] Moss&Cols b |
| k1 |acceptance] ! |
' i ‘ discounted) . ;{c.u. 76}' 263 5; 3
i i j

47—Negotiation of Bills, As a bill is a negotiable
instrument, it may be transferred from one person to another.
and the latter is not prejudiced by any defect of title on the part
of the transferor or any previous holder if he takes it for value
and without notice of any such defect; in other words, he acquires
all the rights in the bill and can sue upon 1t in his own name,

If a bill is payable “/o bearer V it is transferred by mere
delivery, as also is a bill to order, indorsed in blank ; 1.e. where j;he
holder to whom it is payable indorses his signature without specify-

ing an indorsee.® )
A bill which is payable “ to order ” may be negotiated to
some one eclse by the holder indorsing it to fhat person, i.e. by
adding his signature on the back. In this way the bill may be
negotiated from one indorsee 1o another until the day of payment
arrives.  Every indorser becomes a person contingently liable
on the bill, although the acceptor is always the party primarily
liuble, an indorser being Hable to pay the amount of the bill to
the holder ad the {ime of maturity only in the event of the acceptor
and all previous indorsers being unable to meet the obligation.
Hence when a holder of a bill desires 10 use it as a means of
payment 1o another party he negotiates the bill as described.
Indorsements are of four kinds :—-

() Indorsements in blank, where the holder to whom a bill
1s payable indorses his signature on the back of the bill
without specifying an indorsee, In this case the bill
18 payable to bearer, and can be negotiated again by
mere delivery,

(2) Special indorseinents, where the hold
the order of another person, in

* indores, ¢

e

er indorses the bill to
addition to signing his

e, may be spelt Endoree : Loth forms are used,
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name, c.g. Pay Tom Jones or order.  The bill may be
further negotiated by the indorsce, but he must also
indorse the bill first.

(3) Restrictive indorsements, i.c. where the holder indorses in
such a manner as to terminate or limit the negotiability
of the bill. The first two kinds of indorsemcnts leave
the bill still negotiable at the option of thie indorsce
or holder, but a restrictive indorsement prohibits this,
as, for example, * pay Tom Jones only,” or * pay Tom
Jones for the account of J. Brown.” It should be
observed that a blank indorsement may be changed
into a special indorsement, but a restrictive indorse-
ment cannot be changed, except by the party whoso
indorsed the bill.

(4) A fourth form of indorsement is often used by persons
who are obliged to indorse a bill in arepresentative
capacity, such as agents, who desire to eliminate their
personal liability ; this is the indorsement * sans
recours,” which implics ** without recourse to me.”

If the number of successive indorsements occupies
the whole of the space on the bill, a piece of paper
may be gummed on to receive further signatures.
This is called an allonge. The first signature on it
should extend partly on to the original bill for safety.

48.—Entries to be made on Negotiation. The date of

negotiation and name of indorsec are recorded in the * Remarks
column in the Bills Reccivable Book. The creditor to whom the
bill is indorsed is debited with the amount of the bill, and the
Bills Receivable Account is credited. In actual practice such
transactions are usually first recorded in a special Journal.

49~~Discounting Bills. It sometimes happens that a

trader requires cash for a Bill Receivable before the arrival of the
due date, and, provided the acceptor's or the trader’s own credit
is known to be sufficiently good, the bill can generally be sold to
a banker, who will advance its value less an agreed amount of
discount. The rate of discount, which vanes according to the
class of bill, is calculated on the face value of the bill from the date
of purchase until maturity. For example, a buil for £100 received
on 1st July due to be paid on 4th September, and sold to the
Bank on 4th July, at 5 per cent. would cost a trader 17s., i.e. 62
days’ interest on £100 at 5 per cent per annum.

\When a Bill Receivable is discounted in this way the fact

should be noted in the ** Remarks ** column of the Bill Book.

The other entries to be made are simple  The face \’nlu'c

of the bill (£100) is usuaily credited by the Bank in the trader’s
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current account, the discount (17s.) being debited; therefore
corresponding entries must be made in the trader’s Cash Book
(Bank column). That is, the full value of thei bill 1s glcbltcd n
the Bank column of the Cash Book, and the discount is en?ercd
in the Bank column on the opposite side. The net result is an
increase in the Bank balance of £g9, 35. These items are th.en
posted from the Cash Book ; the £100 to the credit of the Bills
Receivable Account in the Impersonal Ledger (because the bill
value £100 has been parted with); and the 17s. to the debit of
the “ Discounting Charges”” Account, or sometimes in practice
to ““ Bank Charges,” or “ Bank Interest Account,” in the same
Jedger. These discount charges should not be entered in the
Discount column of the Cash Book, otherwise they would be
confused with ordinary cash discounts which are posted in total
to the Discounts Account in the Ledger. The discount deducted
when a bill is 5o cashed at the Bank 1s more in the nature of loan
interest, and has no rclation to either *“ Cash ” or “ Trade ™ dis-
count. The correct entry is in the Bank column on the credit
side of the Cash Book.

50.—Dishonoured Bills., If for any reason a bill should
be returned unpaid, i.e. dishonoured, the entry made in the Cash
Book on the due date must be reversed by making a contra entry
of the amount on the credit side of the Cash Book, in the Bank
column. This contra entry is then posted to the debit of the
cusfomer’s account.  Any charges or expenses incwrred through
the dishonour of a bill are usually charged to the debtor’s personal
account.

Dishonour must inumediately be notified to the drawer and
any intermediate indorsers.

51.—Noting. Before returning the unpaid bill the collecting
Bank, in {he abseqce of_deﬁmtc instructions 1o ihe conirary, will
usually have the bill “ Noted " by a Notary Public. This means
ﬂ.mt the Igm 1s given to the notary, who re-presents the dishonoured
bill, and is thus able to confirm the dishonour and the reason for
non-payment.  He then attaches a Noting Ticket to the bill,

NOTING TICKET

Prrey Law & Co,
Notaries,
Gresham Chambers,
L.ondon, E.C.

. Noting Charges, 56,
Unable to pay this month,

- —

- S [—

o~
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stating his charges and the reason for dishonour. Commonly
l!uot(‘d reasons are *‘ Refer to Acceptor,” ** No Instructions,” and
‘' No Funds.”

.\'_otjng is not essential for an Inland Bill, but is advizable as
a preliminary to a subsequent * protest * in the case of an accept-
ance or payment ** for honour,”” i.e, when some one not liable on
the bill accepts or pavs it as a friendly act for the honour of the
drawer or indorser. Foreign bills anusl, however, always be noted
as well as protested in case of dishonour, otherwise the drawers
and indorsers are discharged (but not the acceptor).

52.—A Protest is a more formal legal declaration in writing
made by a notary public attesting to the dishonour. It contains
2 copy of the bill, states at whose request the bill is protested,
the place and date of protest, the reason for dishonour, and the
notary’s signature. It must be stamped to the same value as
the bill itself, but not exceeding 1s.

The protest must be made on the same day as dishonour,
ar on the following day if the bill was presented and retumed by
post, tless it has been noted, in which case protest can be made
later.  Noting, however, must be made on the day of dishonour,
or the following day, in which case the protest may be extended
as of theday of noting (Bills of Exchange (Timeof Noting) Act, 1917).

The charges for protest are much heavier than for noting, and
sometimes run to several pounds. It is usual to pay these charges
at once, and then to charge them to the party dishonouring the bill.

53.—Entries necessary on Dishonour,

(i) If sent for collection through the Bank :—

Credit the Bank in the Cash Book with the full amount
of the bill, and with the charges incurred.
Dcbit the customer’s account by posting this amount to
his account.
(This dewes nnt apply to Foreym Bills <ent for collection, which have
nat heun entered i the Cash Book of Ledger * «cc par. 63, page 55}

(ii) If the bill has been negotiated to a creditor or banker,
and is subsequently dishonoured :— .
Credit his personal account with the amount of the bill
and charges ; and
Debit the account of the party from whom the bill was
received.
This would be cffected by a Journal entry, c.g.

P. Brown's acceptance (Bill No. 24) for {150, recened 12th Jan, was
indored and sent to C. White on zath Jan At the due date 3xst Jan, C.
White retumed the bill which was dishonoured, cluming {150, plus 75 Gd.
noting charges paid by him,
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7 b.

JOGRNAL
Dy Cr.
T | R
1424 ! g i £ ‘ s+ d. % L s }d
jan. . 31| P.DBrown . . [ L. 36 J1501 71 6 1§ R
) To C. White [ B.L. 2T § t1s0( 7| 6
; i P. Brown’s acceptunce i Co
i (Bill No, 24) dishon- | o
| oured. Notingcharges ! ‘ Lot
i C

i ' ! !

s4.—Foreign Bills. A forcign Dbill is a bill drawn_in onc
country and payable in another, or according to the Bills of
IZxchange Act, Scction 4, it is any bill which docs not fall within
the definition of an Inland Bill.

55.—Bill in a Set. It has long been customary to draw
forcign bills in sets of three, but there is a growing tendency for
them to be drawn in sets of two since postal and shipping services
have become quicker and more reliable. Each copy of the scl
is called a ““ vfe,”" and bills are so drawn in order that the scparate
vias can be sent by different mails. This minimises the chance
of delay and risk of loss, as each via states that it is to be paid
providing that the others remain unpaid. A bill drawn in a sct
of three is usually worded as follows :—

No. 3u1. {1350, 10s. Od. Loxboy,
312 January 1924
. Nincly days after sight pay this First of Exchange (Sccomd
- and Third of the same date and tenor unpaid) to The Bank
i Dlemp of London and America ov order, One fiundred and fifty
pounds ten shallings and sixpence, Value received.

- . J. Burr & Co.
Lo Mr. ¥ Kelley,

Kingston, Jamaica,

t

The sccond and third vias would be altered accordingly. Tor
another very frequently used form, including an Exchange Clause,
ree Example 1, page 59.

5b—Sola Bill. "Sometimes it is considered unnecessary 1o
draw « bill in a set, especially where there is a frequent and rapid
;mstn} service, e.g. to France, Holland, etc., in which case the
wording is ** Thivty duys after sight pay this Sole of Exchanee 1o
the Bank of London or order , , .7~ ENAnEr

.
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57-—The Currency in which Bills are drawn has to be
considered. A bill drawn in forcign currency usually involves a
gain or a loss in exchange to the trader in England who drew the
bill, but a bill drawn in sterling produces the exact amount drawn
(less charges), and any gain or loss affccts only the drawee abroad.
A bill in sterling sent abroad for collection usually contains some
instruction or other as to the rate of exchange at which the money
cullcf:(cd must be remitied to Ingland, for although drawn in
sterling it is paid in the currency of the country, and the rates for
sending o return draft in sterling to England vary. A clause is
therefore added, as for example in the specimen bill No. x shown on
Page 59.  Another form of wording of such a clause is ** payable
at therate of exchange as per indorsement ™ {or as per first London
indorsement), in which case instead of the drawee paying at the
rate prevailing on the day of payment, he pays at the stipulated
rate, and he knows in advance exactly what amount of currency
he will have to provide to mecet the bill.

58.—Documentary and Clean Bills. Sometimes forcign
bills are drawn and despatched for acceptance with shipping and
other documents attached, such documents being delivered to the
drawce only on the fulfilment of a stipulated instruction stated on
the bill itsclf, c.g. ** documents on acceptance " or * documents on
payment,” which means the documents will only be handed over
when the drawee “ accepts ™ or pays the bill as the case may be.
Such bills are known as “ Documentary Bills.” If no documents
are attached bills are called ** Clean Bills.”

59.—Usance is the period of time fixed by custom for the

ayment of bills, and it varics between different countries. Thus

Eetwccn London and Bombay it is thirty days; between London
and New York, sixty days; between London and various towns
in South America, nincty days.  Bills made payable * at usance
on the above places would be due after the timesindicated.  Bills
drawn for a tenor different from usance, for a special reason or
by arrangement, are not governed by customary usance.

Go.—Hypothecation. When a merchant draws bills for
goods shipped he frequently secures an advance from lus banker
against them (usually 8o per cent.) or discounts the bills before
they go abroad for acceptance and payment At the present
day such advances may be made upon the guod credit of the
merchant, but the banker sometimes requires a ** Letter of Hypo-
thecation ”” which places the documents and goods at the disposal
of the bank in case of the bill being dishonoured  Hypothecation
is much less frequent now than it was formerly.

61.—Rebates. If the drawee pays a bill before the due
date it is customary to allow him a cash discount, or rebate, at
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the current or an agreed rate per cent, per annum for the unexpired
iod of the bill. _
pmo(()lzf)—f—gtbanlip Duty. Every bill, whether Inland or Foreign,
must be stamped with the proper duty if payable or negotiated
in the United Kingdom, or if drawn in the United Kingdom and
payable abroad, in accordance with the scale below. .
(1) Payable on demand, or at three days after date or sight,
2d. impressed duty stamp (bluc) or a postage stamp may
be used, whatever the amount of the bill. .
(2) Payable at more than three days after date or sight, the
duty is ad walorent

Upto L10 . . 2d. impressed duty stamp (red).
Over £10 and not exceeding £23 . 3d.  ditto.
w425 - " f50 . 6d. ditto.
T} £50 ' 7 £75 . gd- dltto.
{75 ,  froo . 1s. ditto.

y : »
Every additional £xoo or part thereof 1s.  ditto.
Only one via need be stamped when a bill is drawn in a set.
Bills drawn in England st be stamped before being signed
by any party, they cannot be stamped after except by paying a
penalty of £1o.
(3) Bills drawsn abroad and payable or negotiated in the United
Kingdom must be stamped with an adhesive bill stamp
as follows :—

Up to £50 as stated above.

Over £50, but not exceeding £100 . . 6d.
For every £100 or fraction thereof . . 6.

_ 63—Foreign Bills sent for Collection. Particulars of
bills sent for acceptance and collection are recorded in a memor-
andum book, but otherwise no entry is made in the books until
the proceeds of the bill are received.  If these proceeds are received
i the form of a sight draft or cheque the full amount of the bill
15 then entered in the Cash Book, from whence it is credited to 1lic
customer’s personal account, whilst anv Bank charges, forcign
stamp duties, or loss due 1o the exchange are entered scparaiay
on the other side of the Cash Book and posted to the proper
nominal account in the Impersonal Ledger. Should there be a
#am on exchange more cash would be received, and the difference
would be posted o the credit of the nominal account. Sometimes
however, the refurn dvaft for the proceeds is not payable until
same period of usance elapses, as, for example, those from South
America (pavable after ninety days from accept in Lond
and often those from Australasia and Soutl e ey oo,

nvihlo a s rom Australasia ang South Africa (which may be
payable at sight, thirly, sixty, or ninely days after sight, according
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toarmangement).  In such cases these bankers' remittances ehould
be treated as bills receivable.  Assuch bills are issued by bankers
abroad upon the London offices they are * fine”” bills, and can be
discounted at more favourable rates than trade bills. Two such
return remittance bills are shown in the example on page 690,
.. 64—Specimen Bills. The following examples of forign
bills are representative of those in common use t—
A.~—~Clean Bills:—
{1) A bill suitable for collecting money abread for payment
to some one clse in the same country. .

No. 269. £750. Losroy, 1
—_— R I8 [ ~TR !

[ " On deruand pay this First of Exclanze (the oridnal ef
2 same tenor and date bung unpaid) to s or our ord o, the st
PR L of Seen Bundred and ffiy fonnds Stalirg at the cumant

of Exchange oa day of piyment, Valus received.

—— A B Lo,

To The American Ageney,

Byenos Aires

This bilf would be indorsed on the back by A. B,
Ltd., to the person to whom thev desire to pay the
money collected. It is a form often used by bankers
for effecting payments abroad, the drawee being their
agent or branch office.

(2) Form suitable for drawing on Colonial customers to provide
for fluctuations in the Sterling Exchange which have
been marked during the last few vears, eepecally in
Australasia and South Africa. It 'is equallv suitabl-
for foreign countries when the goods are invoiced in
sterling instead of local currency.

No. 201 £200. 155. Lonpon
—_— 2rd Apnl tazy

i Sisty davs after s1ght of this Frest of Exchange (Second
of <ame tenor and date gnpaid) pav to Tke Nac Bart of
dustralasia or order the sum of Tun bumdred poaris flec
skillings, Value recerved.  Payable at the enllecung bank’s
~ciling rate on day of payrment for derwgrd * drafts en Lendon.

J. Brue & Co.

3
Stamp
{ wnpresserd

To Mesar~ A Colonial & Co.,
Melboume.

* Or“for aixty or nzety days sight drafs o5 Lo-den’ e thetezem vt toe Rerr1 1.2
. by meuns of which the proceeds mil be reitied oo Lezdas
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This bill would be handed to the Bank in London
to be sent for collection and when paid at maturity to
the Bank in Australia, the proceeds would be remitted
to England by another bill payable at sight, thirty,
sixtv, or ninety days after reaching London, apcordmg to
the Tequirement of the clause inserted in the bill sent out.

B.—Documentary Bills:— .
(3) A ““ Documents on Payment ” Bill.

No, 262 L300 Loxpon,
— srd A pril 1924.
! Ninddy davs adter sight of this First of Exchange
; (Secord and Third of same date and tenor unpaid) pay to us

,;:;f::-“‘fl.] or our order the sum of Three lnonfred pounds, Value re-

i ceived against  B.CL. | 52.56<3 cases of Leather Goods per
8.5, “Castle™ and place to account as advised.  Documents
against payment. A, Smppkr & Co.

fo Messes, J. Botha & Co,,
Cape Town. *

The Exchange Clause shown in the preceding
example is often included also.
This bill would be indorsed thus :—
Pay to the Bank of Africa or order
A. Shipper & Co.

{4} A Documents on Acceplance ™ Bill with interest clause :—

No. 203, {500, 10s. LoNbox,
| e S April 1924,

{
[ . ! Thirty davs after sight of this First of Exchange (Second
C seamp | ol the same date and tenor wupaid) pay to the order of The
i anprc o« 1 Charlered Bank of India thesum of Five Tundred pounds len
\ . Mallings Sterling payable at the drawing rate of the Chartered |
e oo Bank of India for demand drafts on London, with interest {
; at seven per cent, per annum added thereto from date hereof
to approximate due date of arrival of remittance in London,

value received.  Documents against acceeptance,

13 N -
To Messrs. Kabetjee Bros, A Surrer & Co.
ISarachi,

Tnu .r}f“ gommemg usually attached to documentary bills are:

P}'“I’Q‘“;U: . mt"‘_“‘«"’t of Account, Bill of Lading, Marine Insurance

oliey, and {less frequently) a Letter of Hypothecation to the Bank.
60
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Chapter VI’
BILLS PAYABLE

65.—Methods of Settling Accounts. It is customary in some
trading concerns to settle accounts for purchases by means of
Bills Payable, although in many kinds of business, except for
foreign transactions, tlhis mode of settlement has diminished
considerably in favour of the more ubiquitous cheque.

Where, however, a trader effects payment by means of a
bill, his creditor draws a bill upon him and sends it for his accept-

- ance,” or he himself may draw a bill in favour of his creditor,
write his “ acceptance ™ across the face of the bill and send it to
the creditor, who will sign it in just the same way as if he had
drawn it himself.

On ** accepting ”” a bill the trader undertakes to pay the bill
on the due date according to its tenor, and full panicull;’lrs must be
entered in the Bills Payable Book immediately on acceptance,
and before the bill is returned to the payee.

66.—~The Form of the Bills Payable Book is rather
similar to that of the Bills Receivable Book, and the specimen
ruling on page 62 is the form in most general use.

In the first two columns the date of acceptance and bill
number are entered.

The next three columns show :—

(x) The Creditor. (2) The Drawer. (3) The Payee.

The first name entered 1s that of the creditor whose account
has to be paid, and this person’s account is debited with the
amount of the bill by posting it from the Bills Payable Book. The
second name column is for the name of the drawer, and is usually
the same as that in the first column, viz. the creditor. The next
column states the payece’s name, and this again is generally the
same as the drawer, 1 e, the creditor. Sometimes, however, it is
a third person; thus instead of the creditor drawing the bill in
this way :—

Three months after date pay me or my order one
hundred pounds, Value received.

A. Dare (the Creditor).
To J. Bull (the Debtor)
Liverpool.
(3¢
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hie mught desire the amount 1o be paid te some one else to whom
he is indebted, in which ease he would draw the hill thus - —

Three months after date pay 8. F. Brown or order
one huntred pounds, Value received,

A. Darr: (Creditor),
To J. Bull (Debtor)
Liverpool.

In this instance F. Brown’s name would be entered in the third
or * Payee " column. .

‘The remaining columns are self-explanatory,

Tor the present it is only necessary to add that a day or two
before the bill is due for payment the Bank should be notified and
instructed to meet (i.c. to pay) the bill on presentation.

(7.—Posting the Bills Payable Book. Each individual
item in the Bills Payable Baok is posted to the debit of the ereditor’s
personal account in the Bought Ledger. The double entry is
completed by posting the total of the Bill Book to the credit side
of the Bills Payable Account in the Impersonal Ledger.

On the due date of cach Bill Payable the Bank having paid
the amount, it must be entered in the “ Bank " column on the
credit side of the Cash Book, from whence it will be posted to the
debit of the Bills Payable Account in the Impersonal Ledger.

The entries in the Cash Book and Ledgers of the items shown
in the specimen on page 62 are as below :—

(@) In the Bought Ledger.

J RO~S, 10 King Street, Teeds
Dr. cn

T
May| 5 {7Vo T Pay- | ‘
2|6 ‘ s

i
able. .me 33 67

ALRLEALS, 1 Porthind Strect, Sheffield .
Dr r.

T
1923 \ £ s n{‘l ! l
May [18]To Bill Pay- | '

able. rerogs

250 oiu3 1

03
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A, DARL, 23 Regent Stregt, Liverpawl

g + N
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! .
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May .31 To Bl Pav- . i ’

% able. P, 313 2000 v H

' [

{i) In the Cash Book. The items would actually appear
on difierent folios as each date of pavment falls due.  (Showing
credit side of book onlv)

Cr.

{
123 ! ! ; £ :‘ E
June 21 ;L" Bl Pavablef A Dared LTl 83 ‘ i _-,3':j i <]
Tely 20, w UL Ress) Lo 83 ' 6712 ©
Auz 200, AL Revvesd. 1. Sz 230, 0 ¢
Nov., 2 « UERSIECe) i 83 ol oo

{¢) In the Impersonal Ledger.

BILIS PAYABLE ACCOUNT

Dr. Co.

i ‘ - ’ {
% e ! F
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- . .D-'-Y,U!. 33 2w as e Biils
. k1 - - il
by g TPo Y] i Puvable
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68.—Cheques. A cheque is Iegally defined as a bill of
exchange drawn on & banker payable on demand, and most of
the provisions as to bills on demand apply also to cheques.

When a cheque is drawn the name of the payee must be
cntered on the credit side of the Cash Book, the amount being
placed in the “ Bank” column. Any discount allowed by the
payee is entered on the same line in the * Discount ™ co?umn.
These cntries arc then posted to the debit of the appropriate
account in the Ledger.

Cheques received are entered in the Cash Book on the debit
side, from which they are posted to the credit of the account
concerned.  Where they are paid into Bank on the day of
receipt the entry is made in the Bank column of the Cash
Book, but where this practice is not observed the Cash
column should be debited first, and then when the cheques
are paid into Bank the Cash Account is credited and Bank
debited,  In practice, the first method should always be
adopted.

69.—Negotiated Cheques. Cheques reccived may be
used for payment of accounts by negotiating them to a creditor,
instcad of their being paid into the Bank, but such a pro-
cedure is very rarely followed. When a cheque is so dealt
with, however, it is entered in the Cash Book in the “ Cash ™
column on the debit side, and again on the credit side, also
in the “Cash” column, specifying the name of the transferec,
whose account is debited as in the case of a cheque drawn.
If the cheque is payable *to bearer ” no indorsement of it
is necessary ; but if payable “‘to order” it must be indorsed
and signed before being sent to the transferee. A cheque
which has been restrictively indorsed, or crossed in a manner
to make it no longer negotiable, cannot, as a rule, be used in
this way.

70.—Crossed Cheques. An uncrossed cheque can be cashed
over the counter at the Bank, but a crossed one will not be paid
to any one but a banker, ie. through an account with the
Bank.

Crossing may be done in various ways, but for a general
crossing the necessary feature is the drawing across the
cheque of two parallel lines, whether or not the words
“& Co.,” ‘““Not negotiable,” or “*Account payce only ™ are
added. ,

A cheque is crossed specially if the name of a Bank is
written across the cheque, with or without the parallel lines,
and with or without the words mentioned 1n the previous
paragraph.

E 65
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ExaspLes : General Crossings i—

’

The crossing is a material part of a cheque and cannot be removed
or altered except that

(1) A gencral crossing may be altered to a special one, by a
holder ;

(2) “ Not negotiable ” may be added to any crossing;

(3) Either crossing may be crossed again by a banker specially
to himself, or to another banker, for the purpose of
collection only.

A special crossing can never be altered to a general crossing, and
anyv alteration, except as above, makes a cheque void, unless
initialled by the drawer himself.

Money orders and postal orders can be crossed, although
they are not ncgotiable instruments, and any such crossing
necessitates their being paid through a Bank. :

71.—~Indorsements are not necessary on bearer cheques, but
they are essential on all order cheques.

An indorsement should be written on the back, exactly as
the name appears on the face of the cheque, even if misspelt,

adding, if desired, the proper signature.
Exavpres :—

Lyee, Irdorsemert.
John Bull o J. Lull.
T. Poberts
(sumame only is insufficient).
Lthe! Roborts or 1. Rober

66
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LDuyee,
Mrs. John Robents,
R. Smythe
(misspelt for R. Smith).

Me. and Mrs. Roberts,

Mewn, Eull X Son,

Irirrsesent,

Lthel Rotens
wife of Joln Rebers,

. Smythe
R

L

Joba Roberts
Ethel Roberts

Full & Son,

} Doth s’z

Lull & Co., Lad, For Bull & Ca, Lad,,

“Tom Jores, Secrctary

(or vther oF il authorised),
Sl or Slves. Simature of the daser(s).
J. Bull Tom Jones

{nov deceased), Executor of J. Bull; or
For Self and co-executors of J. Bull,
Tem Jones,
‘Trustees of J. Bull, For J. Bull
Tom Smith
Fred nmm} Trustees.

{All the trustecs to sizn.)

72-~Dishonoured Cheques are those returned unpaid for
any reason, such as for: irregular indorsement; irregularly
drawn, e.g. words and figures disagree; indorsement irregular;
alteration not initialled ; cheque mutilated ; post-dated or pay-
ment stopped; N/A—no assets; N,E—no effects; RD—refer
to drawer; IF.—insufficient funds; no account or account
closed ; stale cheque (i e. usually one which is, say, more than
three months old). Such cheques must be entered in the Bank
column of the Cash Book on the credit side to agree with the pass-
book, and so that the amount may be posted to the debit of the
customer’s account as a conlra to the amount credited when the
cheque was received.

73—~—Revocation of Banker’s Authority to pay takes
place by countermand of payment, by notice of his customer’s
death, insanity, or bankruptcy, and on receipt of a gamishee
order, which ties up the whole account until the order is
discharged.

POST-DATED CHEQUES BOOK
74—It not infrequently happens that a post-dated cheque
(i.c. a cheque bearing a later date than the current date) is
received in scttlement of an account  Payment cannot be obtained
until the date of the cheque, and therefore such cheques should
67
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Asin the caseof Bills Receivable, each item is posted tothecredit
of the customer's personal account in the Sales Ledger; the toial
of the “ Discount ” column is debited in the Discounts Account,
and ihe wial of the “ Amount” column is debited each month
to the Post-Dated Cheques Account in the Impersonal Ledger.
As the cheques fall due they are entered in the ““ Bank ” column
on the debit side of the Cash Book, and from there credited to
the Post-Dated Cheques Account, in exactly the same way as
the Bills Receivable eniries are treated. By recording the date
cheques are banked, in the * Remarks ' column, the risk of over-
Inoking the paying-in of cheques at the proper date is reduced.

Where post-dated cheques are not numerous thev may be
entered in the Cash Book * short ” of the monev columns, and
on due date re-entered, extending the amount info the ° Bank ”
column of the Cash Book.  Where this procedure is adopted there
is no need for a Post-Dated Cheques Account in the Impersonal
Ledger, and the debtors’ accounts are credited direct from the
Cash Book in the ordinary way,

y 75.—Stamp Duty. Cheques are defined by the Bills of Ex-
change Act as bills drawn on a banker payableon demand, and they
must bzar a twopenny stamp.  Doubts have been expressed as to
the validity of a post-dated cheque for an amount exceeding £10,
o b b i et ot B cpeRce, Themere fac thai
Bills ()"f E}.‘c{"n nee Act authorises a bill o L: JI: :—C‘C'JOI’. 3 ? i
hange A HI0TISES a ol or cheque 10 be ante-dated,

o\
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post-dated, or dated on a Sunday, but it is argued by some that
a })ost-datcd cheque for an amount over £10 should bear an ad
valorem stamp. It should be noted, however, that a bill or cheque
cannot Iegally be stamped after execution, i.c. after being signed,
without liability to a penalty of £10, except that the twopence duty
on a cheque may be affixed by @ banker only, and the appropriate
British bill stamp may be affixed to a bill or cheque which has
been drawn abroad when it arrives in this country.

Owing to the fact that no cause for action can arise on a
post-dated cheque until the stated date arrives, and as the cheque
would then be properly stamped, the legal difficulty as to stamp
duty does not seem to arise.

THE JOURNAL PROPER

76.—The usc of the Journal, as the sole subsidiary book in
which practically every transaction was entered for posting to the
Ledger, has been desenbed in a previous chapter.  In this country
that method of using the Journal has practically disappcnrc?,
although on the Continent the system is compulsory, and there
the Journal is recognised in the Courts as the most important
account book.

The Journal proper is retained, however, in modern accounting,

. but only for such entries as are not suitable or convenient for any
other subsidiary book of prime entry, for the unique value of the
Journal is that it can be used for recording any transaction what-
ever, however complicated or unusual.

The present use of the Journal is for recording the following

classes of entries :—

(1) Those necessary for opening up a set of books at the
commencement of a new business o

(2) Adjustments and corrections of figures appearing in the
Ledgers.

(3) Transfers of items from one Ledger Account to another,
or between Ledger and Ledger.

(4) Transfers of the Balances of nominal accounts to the
Trading and Profit and Loss Accounts, and other
similar items which fall under the general description
of ** Closing Entries,”” and which are made at the end
of each financial year or accounting penod. .

{s) Any items which cannot be conventently entered in the
other books of prime entry.

Jt should be noticed that all the above entries could be made
directly in the Ledger concerned, without the usc of the Joumal ;
in fact, in many businesses to-day this special use of the Journal

09
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is icnored, but nevertheless it has important advantages which
make it a desirable adjunct to any set of account books. ~Thus,
the mixed class of entries which transfers and adjustments involve
are not easily referred to, or traced in the Ledger once they have
been made, whereas by passing them through the Journal they
are preserved in compact form, :mgi n tlu.: orc}er of date in which
they occurred, this being information which is valuable in many
unexpected wavs. Ixamination candidates must always use
the Journal for the purposes specified above, unless time does not
permit. . )

The appended example will show the method of making
entrics, and two points should be noticed. Firstly, a brief
“ narration "’ should always be given for every entry in this
cpecial Journal, so that its purport may be readily understoed
at a subsequent date. Secondly, where a transaction involves
several credit entries counterbalancing a single entry or several
on the debit side, or vice versa, such entries are preceded by the
word ‘‘ Sundries,” as shown in the specimen Journal entries of
the {following items.

ITEMS TO BE JOURNALISED

{The nature of the items, and the procudure for arriving at them are dealt
with in the next chapter.)
1a2y.
July 1. M. Queen commenced business with the following Assets 1 Cash
foon; Stock-in-trade L3525 ; Dcbtors” Accounts, F. Moss £25;
H. Wells £30; Bills Receivable £1v0. (In all £1580.)
And took over Liabilities: Accounts owing—S. Dawson £200;
A Dare £26 ¢ Bills Payable £134.  (In all £360.)
{No1e.—The difference between the Assets and Liabilities
above is M. Queen's Capital, viz. {1220.]

July 7. 1L \_?'clls' Account proves to be a bad debt and £30 is to be written
otl.

[NuTE '-—B:ui Debts Account must be debited with this loss and

HL Wells" Account must be credited, thus balancing his account.]

Dee. 310 The following balances of Numinal Accounts to be transferred s
) to the " Trading Aecount " : Purchases Account £225
(Dr. balaned) 5 Salex Aceount £630 (Cr, balance). Also Opc:;ﬁnzl
Stock £33 (Dr) and Closing Stock £330 (Cr.). )
) to tie ** Profit and Loss decount ™ (@) Credit balances—
Discounts £405 the alance of the Trading Account f450,
representing Gross Profit. (5) Debit balances—Salaries f~150:
Expenses Account £30; Bad Debts Account £30. ~

Dec. 31, Tramsfer the amount of Net Profit £260, as <hown by the Profit
and Lo Account, 10 the Capital Account [i.c. debit Profit and
Lows Account, eredit Capital
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i

May|ss’

' Sundrics, '

JOURNAL

T]n Sundries ;—
sh . .
Stock Acoount .
. Mo<s . .
H. Well, . . .
Bills Receivable . .
S. Dawson . .

A. Dare . .
Bills Payable .
Capital Account .

Tor Assets, Liabilities, and Cap- .

ital on starting business,

Bad Debts Sccount .

To H. Wdlls . .
For amount written off bung
irrecoverable.

Trading Account . .
To Sundrics :—
Purchases Account .
Opening Stock 18th May
For balances transferred.

Sundnes.
To Trading Account .
Sales Account . .
Closing Stock 31t Dee 1924

" Lor balances transferred.

Pmﬁluﬁﬁhi Aerount
To Sundnes -
“alaries . .
Toxpenses . o
Bad Debt- .
For balances transfurred.

Sundnes.
To Profit and Jure Account
Trading Account .
Discounts Account .

transferred.

. Px:uﬁl and Loss Account .

To Capital Account . .

For Net Profit for penod endng

315t Dec. 1924 transferred to
Capital Account.

|
For Gross Profit and Dr~counts |
|

l

TN

30

~
o
<

O30
550

2,0

430
o

20

Lidor L osid
ol o
v( o
L¢] o
o 3
o o
2mto |o
. 2hlole
t 133,00
y 122000 fo
1
f
{
o) o
0 to
o o
!
}
2250 1o
525'0 ‘o
!
12000 IO
o} o v
of o i
ol o o
I
50,0 O
50‘0 o
30lo]o
i
}
gmiv o
ol o« .
of o
' l
ol o
ol y

|

(3530 ol o4fis0i0.0
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The use of ihe Journal proper is of particular importance
when the Ledgers are kept on the “self-balancing ” system to be
explained later.

The chief features of the most usual books used in double
entry bonk-kecping have now been described, and in the next
chapter the method of arriving at the results of all the transactions
recorded in the subsidiary books and ledgers will be dealt with,

N
N
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Chapter VII
THE FINAL ACCOUNTS.

77~—Tur transactions which take place day by day are entered
with regularity in the appropriate subsidiary books as already
described, and from these are posted into the ledger accounts
concerned. By this procedure a full and classified account of all
the transactions is recorded, whereby the trader can ascertain how
much each of his customers owe him, and the amount he owes to
cach of his creditors; in addition a record of his various expenses,
losses, and gains is also made available for his information.

The preceding chapters explained how these classified accounts
arc built up, and the present chapter describes how the trader
may learn the combined result of all the transactions in relation
to his own finanaal position, and see whether he has added to his
capital or not, and whether he has made a profit or a loss on his
trading, Such information as this could be supplied at any time,
but as a rule it is only required at fised intervals; sometimes
monthly or quarterly, but more usually every six or twelve months,
as in large concerns the labour mvolsed is very considerable,

In order to learn the result of carrying on & business dunng
any selected penod Trading and Profit and Loss Accounts e
prepared, and these are known as the Fual Accounts.  The
financial position of the business at the end of that period 15 shown
in a summarised statement called the Balaiee Sheel.

78.—Stocktaking and Balancing the Books. On thelast
day of the selected period the actual value of the remaining stock-
in-trade must be ascertained carefully.  This will be done by the
management as a rule, the resulting value being given to the
accountant or book-keeper to be brought into the accounts.

One important point may, however, be mentioned here.  The
stock should be valued at cost, or at present market values, which-
ever 1s the lower, the reason being that it is not sound finance to
anticipate profits, ¢.g. when market prices are lugher than cost
prices, whereas probable losses should be reserved agamnst.

Having made sure that every item has been entered in the
subsidiary books and posted to the Ledger, the first thing for the
book-kecper to do is to extract a Trial Balance in order to verify
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the arithmerical accuracy of the accounts. If the Trial Bzﬂax}ce
sorees, the compilation of the Trading Account (which reveals the
crass profit or gross loss) and of the Profit and Loss Account
(which shows the ¢ profit or net loss) may be proceeded with. .

,—“Closing ” the Books. At the end of the selected
accouniing period, usually the end of the financial vear, the
Accounts are “ closed,” which simply means that all items to be
t:ken into consideration have been duly entered, and the accounts
which concern the Trading and Profit and Loss Accounts are closed
by transferring the balance of each to the latter accounts. After
these transfers have been made the Balance Sheet can be prepared.

These matters will now be dealt with in order. .

S8o.—The Trial Balance. The balance of each account is
vntered in the Trial Balance, the debit or credit balances in the
Ludzer appearing in the same position in the Trial Balance. The
wdvantage of using balances only for the Trial Balance, instead of
ihe totals of the debits and credits of each account, is that the
relative position of the accounts is more readily seen, and the
figures are more easily dealt with when preparing the ““ Closing
Intries 7 and Balance Sheet.

Where accounts have been ruled off and show no balance,
the name of those accounts need not be included in the Trial
Balance.

In addition to the balances of the ordinarv Ledger Accounts
it will be {found that the balance of cash in the office and at the
Bunk, as shown by the Cash Book, must be included to secure
an azrecd Trial Balance, thus emphasising the fact that in reality
the Cash Book is but a separately bound Ledger Account.

Unless spocial adjustments have been provided for, to make
the Ledgers ™ self-balancing ” (to be described Iater), it will be
noticed that afl the accounts must be included in a single Tral
Balanee, irrespective of which Ledger they appear in, thus demon-
straung the complete inter-relationship of all the accounts and
the completeness of the double entry system for providing a
‘\»’:}s{i!{’lbic cheek on the arithmetical accuracy of the books as a
VIO,

h'mil beuseinl here todemonstrate the procedure of extracting
the Trial Balance of a set of accounts as presented below :— N

Hinstralion,  The accounts of J. Bull.

(@) For convenience it has been assumed that the books have
not been closed since 315t December 1923, and that
all the transactions between ihen and Is‘g’ December
1624 are shown as totals brought down in the form of
balunces on that date. N

A 74



and Accountancy

CC})lﬂg

<« Book-k

§ o1 ol

Lo lo68E

Q
EE)

X
© o

e lonjlefer

ey

'

1133
BGlo1jot
e
Qft {1
Py
!
| Py
1 Yunosiy

, i - .
foF i o~ - ! awgngopl ¢ el
¢ € oF ol mporit
i ,, (fa 11 ’
e et | .
e vty .
— T —_— - —_ —
o e A g ,
AT A I L
X « s C \ |
+ s ¢ i |
oy NaepL gy e |
il { Huigaseay, ¢ 8 ¢ [} { I
sowmmat o)) L ],
© o (wos Y » oo i i
gt :ﬁ;ﬂf:& el _ -
: 1o lee tos ! b s yorler -
o & g fmal e
<y e e “lofo g # < prspriy o
pudummi g | s TRALC L BT
i . P R et R S
© o swg Yol ] I L e L I IR I S
< saduyy « lo |t ets _ ! e oy gl o 0F
:._.&:_ Sunarrig . . TR N
Srauotiery W4 rc ou iz I agrvosny el oL St ¢
AL : P ozl Uaz 1s (aumry uo)
~pioren wosttnie) 18 0 jo [£F0 < o vt oo1
ro»_lff N . . . H et
e O I CO A v el t
woup e T ope PR T
' R A [
Rwae adieany a
suauLfe,g snd ot # O unosigy uhioasy ,
! : .
4y
(patadsuy {[rnsh Jou 21w sEuIPEIY o4l) «

004 HSVO



Reference Library of the Bennett College:

(b} The totals of the subsidiary books for the month of
December were i(—

£ s d.
Biils Payvable Beok . . . . . . I00 © ©
Bills Receivable Book . . . . . 80 9 6
Retumns Outwards Beok . . . . . 2219 0
Sales Book . . . . . . 1700 0 O
Rewms Inwards Lok . . . . . 25 10 O
Purchases Book . . . . . 134 3 o
Post-Dated Cheques Book . . . . so 10 O

The postings of these totals are shown in the proper
accounts; the individual items in each of the above
books are assumed to have been already posted.

{(c) The Cash Book entries for December were as stated on
the previous page; the postings of thc,e are shown in
the accounts concerncd.

PRIVATE LEDGER
J. BULL, CAPITAL ACCOUNT

I .
A Pl ‘i j ‘ |
j ‘: % ’ Q24! ' l £ 'S iq“
| ‘ . | Dec %1 By Balance | { i
| i * | i ‘ ! i brought for- i ! f
. i ; ‘ bl i ward . = Iboooirz0
| I { L1 : t
n L BULL, DRAWING ACCOUNT
,
A Cr.
oy e e
! ‘ X H 1 1
(PP ;i A E ,(: £, "(.". s:‘ i ) i% 1 ?
Yol 1 TobBalimeo s — 00 13 0 ; { ! }t} I i
2o Cah Lol 23 oo t i i i! | !
b i ' : / i
o { : ( I ‘f Z i l
e FREEIIOLD PREMISES, 119 Lion Strect, EC. » C
7.

R — -

b e e e
e ————

| : [

N , - O R !
Yoo ;Iq) }. A H ; 1
I 5 K 8
Ebroughit for ! : b i
{vard’, G~ gmoleioe | g

H : i

!

=~
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STOCK ACCOUNT

Dr. -
! [ ; l
1924 L s ilg ‘ .
Jan. | 1 'To Balance ! 1 I
(stock | Y | !
athzfz3)) g2 jayzo s ‘o' : \ i
U H ‘
IMPERSONAL LEDGER
FURNTIURE AND IIITINGS
Dr. Cr.
1923 L )5 M. |
Dee 1] 1o Balanee %0 Niol6 !
|
fl
i o
BILLS PAVABLL
Dr, (¢
1924 £ sl “19:4‘ ‘ {{ £
Deet2gt La Cash e | s By Balance / 252
{F. Moss & | 31, ,, Sundries ]
Sons) croggl 2l ’o} I ’r A;S[Xrl}h:l\ |
. ! *ayabli
I Pl Book [ 22 1yo|ojo
! P : o
BILL~ RFCLIVABLE
Dr. Crv«
7 ) ¢ T
4 v 8
1924 1 1924 ! |~
Decd 1l To Balance ‘m x" n‘\“t :)rl:(”“ ! | ;
w 131 5 Sundres l | R RN (S 8 PA
as per Bills ‘ | ‘
Recenable ! | ' ?
Book  .Jrx xr)(\.,o alb ; ' ' ; i .
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Impersonal Ledger (confd.).

POST-DATED CHEQUES
R . . cr.

— 7 I {
» i
1023 >§ AR L{. : :
Deef31iTo Sundries ‘i g
as per PUD. ! i
Cheques) v ; !
Juok 20 50 f1oph .
it ;
PURCITASES ACCOUNT
Fars Cr.
1924 FARERPA
brec.) 1lToBalance .| -~ Jjorg [13]0
o 131}, Sundrics
as per Pur-
chases Bookv'.n. ~all 434 1 3j0 i
RIVIURNS QUTWARDS
Dr. Cr.
: H1g2 ;‘C &
i “l)cc. 1| By Dalance.] — 97 { 9lg
i f[ w |31 o SUH(}I’}‘
‘ i 3 Returns e 23l 22 figlo
i S |

SALES ACCOUNT
o e

1924 PANEN A
beed 1 }3\ Balance. -~ 3,361t o
i o 131 o Sundries

asper Sales

1
e
1

‘ Book Jsan 7alinyyo0i 040
e e —— s H
RETURNS INWARDS
Loy C
S N ”
| | I |
1qgrg A I Wi
’:\\'\“.g 1 Vo alanee ; . %5 30 lio Q!
Y \'mdm\‘ ! | l
Pas pur Reo |
i i
s turns Ine ¥ |
. ke Ponk: I3 H i
IRISASA TN PILISE N § 10 § O 25 {10 6 2 i(
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MANULACTURING WAGES

Dr. cr.
1924 £ s |d l
Dee 1 To Dalance .| — [l402]10(6

w | 3w Cash JJemoggll 1] ofo

w 19w Jergoll 1] ofe

» |57 . W JJermgof 12f oo

o e Jeroggll ss ()‘u ‘

! j
SALARIES

Dr. Cr.
1924 Lls|a l E
Deel 1|To Balaee | = [s00] o|6]

» |3t} Cash cr oo 23] 5]6 ‘

|
DISCOUNTS
Cr.
i
AT | o2y L s o
o Sundnes Ded| 1By Balance - 41186
as per Cash o |31 By sundnes
Hook . Cwoggl a4 ,|o as per Cash A
i Boak Jdoer ol agtiolg
]
CARIAGL {INWARDS)
Dr. Ccr
—_ —— T
Lol S
1924 ENERT
)] 1{lo Balance - 33 33
w | 8w Cash ci w“ gl 2106 ! |
! | i \
CARRIAGE (OUTWARDS) .
Dr. 'Cr.
7 ] : ]
1024 { 2 e !
1ec.[31]To Ceh or q«,; 1wl yi6 l
) I
g K

—_— -
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Impersonal Ledger (confd.).

GENERAL FXPENSES
Dr. Cr.

.! "C s ldL

Hieef ofTa Balanee . — Jl123z{10j0
m 0 . (.Lbh

R s ettt

(S L) — 10} OjO
w1zl Cash
{(Postag)| — 5| oj0 !
_ . a3 } i -
BAD DLRTS ACCQUNT
Dr, cr.

10924

!
Decd28To H. Wells l
& Son g2 }75 ojo !
R

e ety
+ e om0 Lo g

Dr, cr.
, f R
10924 £ 1s\d
Dec. 31| To Cash Jjenogoll 1z2] 26
|
_ L L
INSURANCES
Dr, Cr
. ——
102y ) A st i l ,
beejzgtTo Cach ool 15]10]6 } {
RN } |
TRAVELLING ENXPE :
e ELLING EXPENSES c
r.
| | :
(TY N ‘ !
Ix.c.? S¢'Fo Cash C.B. Qg N; !.; lc!: ’ t
. {‘JS‘ " " CE 90 .2 l;) 1) 1 3 ‘ {




* Book-keeping and Accountancy

Dr.

REPAIRS ACCOUNT

Cr.
1924 L5 ] q
Dec.| 1 )To Balance .{ — ff100l0(0 i
| ]
SALES LEDGER
M. QUEEN & CO,, 19 Fernworthy Road, Devonport

Dr. cr
1923 £ s r!”mz.; £ lsla
Dec.| 1/ To Balance — I 9Gols2{3{{Dec.]rz2[By Bill Re

sB cervable, duelr n.
» |15} » Goods 7o)l 7o0o| olo LEREH 39| 123] olo
R.1
» |16 By Returns 20 25410/6
I on
f w |234] » Cash 9| 600| 7|6
i on
! | i wo{n|w Dscomt oo |  1slezlo
s
H. WELLS & SON, 2 Moor Lane, W C.

Dr, Cr.
1924 ! £ |5l|d 023 : £ {sle.
Dec.| 1 | To Balance — I 100]{ 0 |o||Dec.|28] By Cash, Final

IDhvdend s< o
mthe oo 25/ ofo
s | | By Transfet to
Bad Debts|
a'c 21 75| olo
£'°°l : £mo olo
’,_-‘_._
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Sales Ledger (confd.):—

A. DARE, 175 Great Oxford Street, E.C.

S | I IR
Yy H »
192:] Lls a'.ilg:.; i ESNEN A
Dec; 1) To Palance .] —|| =50]0 o;Dca 1o/ By Cash and :
! e ! Discount onjcC.k.
i { Account Qy A7) oj©
i | j C.B.
} i . [30]By Cash -1 ool TO7{13i{bL
p 3 C.B.
J 4 s feis Discount .j oo 3| 6}6
Lzs0{ 00| £azo{ ojo
z : |
1024 S 11924 ; !
Dec. |25 To Goods -1 148350} 0 | @ |Dec.|11] By Post-Dated !
' Cheque  due i
4 N Y ad -
; 11171923 [ 1l £350{10{6
{ ] 11
WILSON & CO., King Street, Slough
D, Cr.
1024, k A ’\gn 1024 cafl £ lsla
Deed 1§ To Balance PR Ssoj o to Dec.]z3] By Cash Jao9ll S28irzi0
; ‘ i C.B.
‘ e ! w {wnin Discount .| ag 21| sjo
Lol olol ——
. e, e =2 e
| l !
IS SMITH BROTHERS, Shrewsbury
- Cr.
Yu*" Y' £ 7 -};—_ !
R P g A& IS dQay 'y
Dol 3 Dlines i < . . s b
b Fo }"I"‘"C:f — o 735]0 6Dy By Bill Re
’ T i ceivable duefrn.r.
{ P L PR R
D —— - SN ! 81025 39 (FR72519 6
,! :E'!‘El i rﬂiﬂ“ﬁ.:—"v-—
. iﬁ(\ To Gaeondy 52 :t‘{;; avtofo ; j
AR U VAR N ! ~;
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F. HOWARD, High Street, Liverpool

Dr. Cr.
1924 £ s la. l
Dec.| 1 [To Balance .| —{ 475[ olo l

]

BOUGHT LEDGER
A. FACTOR & CO, City Road, WL

Dr. cr.
1924 cnll £ {s(4]l1g2g £ (nia
Dec.|29] To Cash oo |l 585|18[3|[Dec.! 1|By Balance .|| 500] 0|6

Cr [
w | 4 Discount .{go 30{16]|9¢ ,, | 3l » Goods .lso 26146
£616 13{0 ‘£616 1s3]o

1924 e,
Dec.|20] By Goods 71 15207| 866

J. BLACK, Moorgate, I.C.

Dr. cr

1
1924 c.n.| £ s ldllozy A Per
e} 3| To Cash o9 25 | 2| 6|/ Dec.] 5 | By Balance .‘~ 25(2|6
Ll [} .

F. MOSS & SONS, 16 Central Road, L.C.
Dr. Cr.
— —
‘ !
1924 el £ |5 d?g:; FARYEr]
Dec. {12| To Cash RE:) 2216f0] o
(%)

w 1ol » Discount .jgg H _43' ! R T
£21] 0 0‘ £z4lo °

1924

Dec,|23] To Bill Pay-
able duec

26/1/1925
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Sales Ledger (contd.) —
A. DARE, 175 Great Oxford Street, E.C.

Dr. Cr.
] |
1924 £ |5 |d. 1924 A sl
Dec.! 1|To Balance .| —|| 230} 0 |o||Dec.|10]By Cash and
Discount on|cC.B.
. Account .1 99 37| olo
/'l C.B.
Ve » |30 By Cash .1 99] =zo7|13]6
C.B.
/ w 1t Discount .} 99 5] 6i6
£L2s0lo]o £Lz2s0| olo
1024 S8 1924
Dec.}23]To Goods .| 71 |£830] 0 | o}|Dec.11| By Post-Dated
Chcq)uc due
| L 11/1/1925 .| —|| £s50|10]6

WILSON & CO., King Street, Slough

Dr, Cr.
1 B i
1924y | L I idiligay cufl £ s
Dee.f 1 | To Balance S 850} o o}iDec.)23} By Cash .1 99l 8z28j135/0
. | i l C.B.
- o cod » {nl s Discount .| gg 21| zlo
£8s0 0|0 4830/ o]o
. SMITH BROTHERS, Shrewsbury c
7.
- - —
1920 L s ldthon
N % s ldlligay
et t tito Il.xlnnce/; — 1§ 7233]9]06{|Deci2r|By Bill Re- £ e
‘ T ceivable duelp.r.
b —— R 24/3/1925 .| 39|l 4725{9 (6
s e
" %30 To Goods 720L150l0]o0

o
ty
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F. HOWARD, High Sireer, Liverpool

E2ld o
1924 5. |d.
Dec.| 1 |To Balance .| —|[| 475| ofo
BOUGHT LEDGER
A. FACTOR & CO., City Road, W,

Dr. Cr.
1924 cnll £l a0 FANYRP
Dec.29] Te Cash J99 || s8s{18]3||[Deci t|By Dalance .|—| s90| o]6

cr. rr
| Discount .| o9 30[16|9fl » | 3| n Goods .[70 26l14]6
£616)15)0 | £616}15]0

1924 ne
Dec.|20) By Goods .| 71 {£207] 8|6

J. BLACK, Moorgate, £C.

Dr. Cr.

i
1924 cnl £ is|a{irozy I £ sl
Dec.| 3| To Cash Jooll 25 (z]6]Dec| 1 |By Biance | — 23]2]6

3

)

F, MOSS & SONS, 16 Centm! Road, L.C.

Dr, Cr.
1924 enll £ |5 [2]624 £ s ]
Dec. J12] To Cash .Joo 22|16/ o]|Dec.! t] By Ralance — 23]0]0

CI
w |n|» Discount .jg9 A EAL oy
24| oo £23)0]0
1924 1924 r m‘
Dec.|23{To Bill Pay- Dee. |29 By Goods 72 l£:m olo
able duclsr | .
26/1f1925 .| 22 £molo ° | J
3
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Bought Ledger (contd.) —
| BELL & CO., Manchester

Dr. Cy
1924 roJl £ id.l1924 £ |sld
Dec.| 3/To Returns .| 24| .22 j10jofjDec.j1 |By Balance .j— || 275 |10|6

C.B.
" s, Cash 199 2 111y6
! C.B.
w 1210, Cash  .log|{ =237 |10|0
c.B.
s lami,, Discount .{gg iz |10]l0
£275 |10|6 £275 |10|6

Making a Trial Balance of the above accounts in the Ledgers,
and using only the balance of each account, the accuracy of the
figures posted is established as shown opposite. It is customary in
practice, before extracting the Trial Balance, to total each account
and show the deduction of one side from the other in small figures
in the date column on the greater side of each account; the
balance is thus more readily extracted. It is usual to write these
figures in red or green ink, in order that they may be more readily
distinguished.

[Nore.—In examination exercises the various Ledger Accounts
are not usually grouped as shown above and in the Trial Balance
opposite; they are presented as if all the accounts appeared
in one combined Ledger. This is, of course, quite immaterial.
The present example is dealt with in the manner usually followed
in actual practice, except that it is customary to extract the
balances of all the accounts in each of the Ledgers into separate
lists, the totals only of which are then shown in the Trial

Balance, instead of burdening the latter with the numerous
detailed balances of each Ledger.]
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TRIAL BALANCE, 315t December 1924

(The Accounts are entered in the order in which they appear in the Ledgers.
The folio of cach should be shown, although omitted bxlow.)

Ledger

Account. '

i
D M

Private Ledger.

Impersonal Ledger

Sales Ledger.

Bought Ledger

Cash Book.

————e—

Having thus verified the
the book-keeper can proceed

J. Bull, Capital Account .
J. Bull, Drawing Account
Frechold Premises . .
Stock Account .

i
|
i
i
|

Furniture and lmmgﬁ .
Bills Payable . .
Bills Recervable .
Post-Dated Chcqucs
Purchases

Returmns Outwards .
Sales Account
Returns Inwards
Manufactunng W ngc<
Salanes

Discounts

Cartage (Inwards)
Carnage (Outwards)
General Expenses
Bad Debts Account
Bank Charges |
Insurances . ’
Travelling I‘\ptrwcs 1
Repairs B

M. Queen & Co !
A Dare f
Smth Bros . !
¥ Howard [

|
A. Factor & Co. . t
T Moss & Sons !

Cash at Office 4
Cash at Bank

¥

£ s }d
125{15| 6

8o 10 6]

1,199 10
s0ltaf 61
1,318]16] 6

i
3o

‘4')“ it

1,

e

£ |sld
Gorofisl 6

4!0) 27 2
)

120| 81 9

s5001f 1] 9

i T
<U;,S5.-|‘ 4)11 L1163z 1I

e e

85
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Bought Ledger (confd.):—
BELL & CO., Manchester

Dr Cr.
19:4), rodl £ s {dllrozy L lsld
Dec.i 3iTo Returns L] 24 22 |19}o||Dec.} 1 | By Balance .} — 1l 275 |10]6

)
C.H.
“ ‘ 51 o Cash {99 2 {11]6 /
1
i }
! i C.L. !
o t2p ., Cash do9 |l 237 11o)o
| ,
w4 Discount oo 12 {10{0
‘ e f e
| 1 L2735 [10{6 £275 110]6
Bttty ity | Ao O S~ =
| !

Making a Trial Balance of the above accounts in the Ledgers,
and using only the balance of each account, the accuracy of the
fizures posted is established as shown opposite. It is customary in
practice, before extracting the Trial Balance, to total each account
and show the deduction of one side from the other in small figures
in the date column on the greater side of each account; the
balance is thus more readily extracted. It is usual to write these
figures in red or green ink, in order that they may be more readily
distinguished.

(NotE.—In examination exercises the various Ledger Accounts
are not usually grouped as shown above and in the Trial Balance
opposite; they are presented as if all the accounts appeared
in onc combined Ledger. This is, of course, quite immaterial.
The present example is dealt with in the manner usually followed
I actual practice, except that it is customary to extract the
balances of all the accounts in each of the Ledgers into separate
lists, the totals only of which are then shown in the Trial
Balance, instead of burdening the latter with the numerous
detailed balances of each Ledger.]
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(2) The balance of an acconnt may be incorrectly capied into
the Trial Balance, i.c. in amount, or on the wrong side.
{3) An item debited in one account and the corresponding
credit entry having been inadvertently posted to the
debit instead of the eredit of the second account ar vice
versa, In such mistakes the difference shown by the
Trial Balance will be double the amount of the wrongly
posted item ; hence it often pays to look for an item of
half the amount of a difference.
(4) An item may be wrongly posted to the Ledger from a
subsidiary book, e.g. a debit of £20, 1s. 8d. posted as
{21, 85, making an excess of debits of f1, 6s. 4d.
A credit so posted would cause a difference of £1, 6s. 4d.
short on the debit side, or, in other words, an"excess on
the credit side.
(3) A wrong addition in a Ledger Account or subsidiary book,
or a mistake in the subtraction of one side of an account
from the other.
(6) An item or items not posted at all owing to having been
overlooked. Omissions of this kind and also incorrectly
posted figures are usually traced by * calling back™
the postings.
83.~—The Trading Account. The next step is the prepara-
tion of the Trading Account, which reveals the gross results of
trading for the period under review. In other words, except in
the unusual occurrence of gross trading receipts plus the stock in
Tiand at the end of the period equalling the gross trading expendi-
ture plus the stock in hand at the beginning of the period, the
Trading Account shows the amount of Gross Profit or Gross Loss.
The Trading Account does not include gains and expenses con-
nected with general management, nor any expenses except those
affecting the direct cost of the goods dealt m

The principle underlying the Trading Account may be lus-
trated in this way i—

£ s d
Assume the commencing stock to be . . . . . 1 5 0
.1dd value at cost of goods purchased dunng the pertod (allow-
g for retums) . . . . . . . {::S*,-__\q
314812 9
Dednct actual stock left on hand at the cnd of the trading
penod {(~ay) . . . . . . 15:5 2 9
Then the cost value of stock disposed of i1s thedifference, ie. . 1620 10 0
Assuming the total sales (less retums) to be . . s003 0 6

‘There is a Gross Profit of £3384 10 6
et
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i isable to notice here

and Profit and Loss Account. It is advisa ( ,

;gwcx’cr, that the agreement of the Trial Balance is not proof of

complete accuracy in the Ledgers, because there are classes of error
which it does not reveal, as follows :— .

81 —Errors not revealed by the Trial Balance.

(1) There may be * Compensating errors "—e.g. £15 posted
as £30 on the debit side of an account would not be
revealed if, say, two other accounts showed a corre-
sponding excess credit amounting to the difference,
£35; as, for instance, f20, 8s. posted as £28 1n
one, and £52, 18s. posted instead of f£25, 10s. in
another. The errors ‘‘ compensate” or balance each
other. _ ) i

(2) Omission of cither a debit or credit entry might be balanced
by the effect of other figures omitted or posted wrongly,
in the same Ledger or another book. .

(3) Amounts may be posted to the wrong account, or in the
same {ransaction the amounts may be posted to the
wrong sides of the two accounts concerned, and such
errors would not interfere with the total balances of the
Ledgers. : .

(4) An error in a subsidiary book, e.g. £10 short cast in the
Sales Book, may be set off by an error in another sub-
sidiary book, e.g. £10 short in addition of the Purchases
Book, or £10 overcast on another page of the same
Sales Book.

(5) Transactions omitted entirely, i.e. from subsidiary books
and ledger accounts.

In none of these cases would the Trial Balance reveal any
error, but if the Trial Balance shows no difference it is usually
assumed that the books are accurate and the closing transfers can
be proceeded with.

82—~The Discovery of Errors when the Trial Balance
does not agree. Unless there is an crror in the accounts ihe
Trial Balance must show an exact balance of debits and credits,
and the book-keeper should not proceed further until agreement
has been sccured by the discovery and correction of any error.
A difference of a few penee may be the result of serious unrevealed
mistakes of large amounts,

In case of a difference, the following are some of the
sources of error which should be investigated when searching
for mistakes i~

(1) Thc_: omission of the balance of an account, more par-

ticularly the balances from the Cash Book.
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(2) The balance of an account may be incorreetly copied into
tl\'c Trial Balance, i.e. in amount, or on the wrong side.
{3) An item debited in one account and the corres nding
credit entry having been inadvertently posted to the
debit instead of the credit of the second account or vice
versa. In such mistakes the difference shown by the
Trial Bakince will be donble the amount of the wrongly
posted item 5 hence it often pays to look for an item of
half the amount of a difference;
(4} An item may be wrongly posted to the Ledger from a
subsidiary book, eg. a debit of £z20, 1s. 8. posted as
£21, 8s., making an excess of debits of £1, 6. 4d.
A credit 50 posted would cause a difference of £1, 6s. 4d.
short on the debit side, or, in other words, an excess on
the credit side,
(5) A wrong addition in a Ledger Account or subsidiary book,
or a mistake in the subtraction of one side of an account
from the other.
(6) An item or items not posted at all owing to having been
overlooked.  Omissions of this kind and also incorrectly
posted figures are usually traced by * calling back ™
the postings.
83.~The Trading Account. The next step is the prepara-
tion of the Trading Account, which reveals the gross results of
trading for the period under review. In other words, except in
{he unusual occurrence of gross trading receipts plus the stock in
hand at the cnd of the period equalling the gross trading expendi-
ture plus the stock in hand at the beginning of the period, the
Trading Account shows the amount of Gross Profit or Gross L.oss.
The Trading Account does not include gains and expenscs con-
nected with general management, nor any expenses except those
affecting the direct cost of the goods dealt n.

The principle underlying the Trading Account may be wlus-

trated in this way — PR
Assume the commencing stock tobe . . . . : 1020 5 O
Add valne at cost of goods purchased during the peaad (allow= s - @
ing for retums) . . . . . . N R 22

3148 12 9

Deduct actunl stock left on hand at the end of the trading o8 2o
period (say} . . o ysas |

o Y

Then the cost value of stock disposed of 1sthedufference. e e o

Assuming the total sales (less retums) to &)

“There is a Gross Profit of .
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Put into the form of a Ledger Account this statement might
be shown thus —
TREADING ACCOUNT

for the year ended 315t December 1024

Dr. Cr.
[ o 1
Xg-.,g ! ,{ 5.\ 1924 ? b 5. {d.
for [ 1 Tngmmcnmng {{ Dec. 31 By Sales (less{ f ;
S:ock -1 4 nL920] 5|0 retumns) . 1 ! s5005.9;6
PeegstTo Goods pur-| ., 1.8y Final Stock .1 1,528 2%9
i 1 chased {less re-! .‘! o N «!
;! tums) . o 1228) 79
< 1y i To Gross Profit i; 3,384 {1016 4
; 1£6,533] 53] i£6,533 3|3
i i |—— ‘m‘_——._—i z;z—— ...-—s_

{ the total amount of sales be less than the total cost of the stock
sold (i.e. less than £1620, 10s.) there would be a gross loss;
whilst if these two figures are equal it is obvious there is neither a
gross profit nor a gross loss. To show these results in the books
the procedure is to bring together into the Trading Account the
balances of those accounts which concern directly the cost of the
goods, as well as the total net sales and final stock.

It is necessary, therefore, to transfer by means of the
Journal :(—

(@) To the debit side of the Trading Accont.

(1) The opening stock at the beginning of the period.

(2) The balance of the Purchases Account and of those
accounts which directly add to the cost of the goods,
e.g. manufacturing wages, cartage inwards.

(3) The balance of the Returns Inwards. (In. practice
this is shown as a deduction from the total sales on
the credit side—sce example on page gz2.)

(D) To the Credit side of ihe Trading Account.
(x) The balance of the Sales Account.
(2) The balance of the Returns Outwards. (In practice
‘ﬂus 1s deducted from the Purchases on the debit side.)
3) The actual value of stock in hand at the end of the
trading period. This amount must at the same
time be debited to Stock Account to complete the
double entry.
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Using the Accounts of which the Trial Bal is sk

c E ance is shown or
page 83, and taking the final stock as L1525, :s.q;(j‘.“thcmc‘;ligg
entries in the Journal would appear thus 1~ ’ i

JOURNAL
Dr. Cr

ng.-.:.‘ .[' £ s ¢ Jsl4
Dec{3r{ TradmgAccomnt . . {prori zge] sl
To Stock Account . { P16} 1623 5| o
For transfer of epening i
Stock. 4

|
w |y | Trading Account . r.x_grl 1,338416] 6

To Purchates Account |11 22!
For balance trapsferred.

i, | Sales Account . e 33
To Trading Account . | P.L. 9T

i
!
For balance transferred. i

5.061| 1 9‘1

i
» ]| Stock Account . LipL6|| 1528 2| 9
To Trading Account . |r.L.or T 15812 9
For Closing Stock on i
31,1224 as per Stock List,

i
v || Trading Account . . |rLor s6] 1| 3 '
To Returns Inwards . | 1L 20 J 55( 11 3
Forbalance traneferred. 4

|
» } | Retumns Qutwards Account | 1L 24 120, § 9.?
ToTrading Account . [P.L.oT 1
For balance transferred. |
H

N i

ve |4 ] Trading Account . . lrLogr, sm]16{ 3 !

To Sundries :— | ]
Manufacturing Wages |1.L. o0l l 458 110] 6
“ 3zl s) 0

i {

‘. T

1

Cartagr . . . 1L 91} !

For halanres tran<ferred. ] ‘l
| fros3s|r2f 3ltros3s 52 3

The above entries, when posted, close the Purchases, Sales, and
Retumns Accounts, but leave on the Stock Account the value of
the Closing Stock as a debit balance, where it remains until the
next stocktaking ; that is, it becomes the commencing stock for
the succeeding accounting period. The Ledger Accounts affected
by the above entries are shown in the following pages, these entries
having been posted :—
89
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LEDGER ACCOUNTS

MANUFACTURING WAGES

D7 Cr.
| !
1924 i L s ld|l1924 ) L |sld
Dee.! 1]To Balance. | — || 4oz 10} 6{|Dec. |31 By Transfer
C.R. to Trading
» | 3. Cash 99 15 | ojo afc . J.9ll 438 |10/6
C.E.
bi] 10 11 1 99 14 ofo
C.I.;
n (17 » n 99 | 12 | o;0
c.n,
[T R 3 T ” 99 15| 0
£458 |10|6 £458 {10]6
CARTAGE ACCOUNT
Dr. Cr.
N |
1924 £ s (d 192 L s d.
Dee | 1 | To Balance. | — 33 13]3l{Dec. |31{By Transfer
C.k. to Trading
51, Cash 99 9 |z2|6 ale . ol 42 |s510
£az |59 fa2 | 519
PURCHASES ACCOUNT
Dr. Cr
: -
o) | RPN IS Py Py £ |ele
Deed 1) To P:iﬂim"}'. — it o14}13]6Dec. {31 ] By Transfer
»w {31] » Sundries i to Trading i .
as per Pur- {pop, b i ale . Vg s
chases Book | 74 4341 alo g ' <19l 1,348 /166
£1,348 16 6( £1,348]16{6-
B il
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RETURNS QUTWARDS

D, Cr.
1924 £ | |4l1024 £ el
Dec. |31 To "I‘mnil'cr e | 2By Balsnee f— 7 97 { olo

to Trading Vs
ale .ol 120 9 e (Ui Surdrics fag 221900
f120 |80 ) L1200 blo
. LT N
SALES ACCOUNT
Dr. C.
v
1924 £ |s|dto2s £ sl
Dee. |31 To Trnsfer Dee.| t|By Balance, [— i 3.301) 1 |y
to Trading w |3t]n Sundhes
afc . 1 9) 5061119 as per Sales [s.n
\ Book 72 || t500|0}a
1£5.061( 1 |0 £s.061) 1 ]9
U
|
RETURNS INWARDS
Dr Cr.
i T ; T
1924 1 L (s |d]j1o2s . 1 £ sl
Dec. | 17To Balance. ! — | 30 [10]9)|Dec [31]1y ’lf.m«(nr |}
» {31] ,» Sundnes| to Trading
as per R 1w a'c S ol 56t
Book -] 20 25
£56
|
STOCK ACCOUNT
Dr. o
; T 7 y
1924 W £ s flrgzg i ! s id
Jan. {1} To Balance Dee {31{By Transfr
Stocl to Tradirg
aifizfz3 . 2l{nomol s (o] ale . ' u#!l.om s|o
i I Pt
1925 [ y .
Jan. | 1 | To Balance i . '
Stock [‘ i H
aifszlzs |1 ojfnse8] 2o N ‘ |
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oo

s
)

131

! . iTo

1

3

|

i

|

i
{
i

Ledger Accounts {conid.) =
TRADING ACCOUNT

for the vear ended 318t December 1924

wol

A Cr.
Lt i [ .
£ zs. d.{l1924 ot £ inid
To Stock 171724 . {3. off 1,920} 5|ojjDec.{at|By Sales £5,061 1 Qi) 9
Putchases— Ji\{ss
£1,34816 6i1. a ttums
Less Inward 356 1 3jJ.q
' Returns z0035i010
Outward 120 S 9'L 9 . .
- 12281 =loil 4. 1, |By Stock as per List {5 off 1,328] 219
Manufacturing o
1 Wages . . R 438]10 G -
i., To Cartage J109 a2} 510 e i
" H;\I:mcc: being ) J I }
Gross Profit trans- /
ferred 10 Profit and; 3. P
Luwsac . R B 2,883114l 3 "',/
| jf6.s33|3,3 i £6,533|3(3
’ of ——n | G i
e e : 1y Ll ==

¢
1
i
§
[
i

It should be noticed that Returns Qutwards are deducted

from the Purchases, which is better than showing them as a credit
on the other side of the account, although the latter procedure
would give the same result as far as the figure of gross profit is

concerned.  The same applies to Returns Inwards which are
deducted from Sales.

84.—In manufacturing concerns sometimes a Manufacturing

Account and a Trading Account are drawn up instead of only
a Trading Account as above; the object being to find the gross
results of manufacturing as distinct from actual {rading. For
this purpose all the items directly affecting the expense of manu-
facturing are separated from those appertaining to trading, just
as the latter are separated from items which concern onlv the
Profit and Loss Account (see 7ufre). This subdivision of the
Final Accounts will be dealt with in greater detail later.

85—The Gross Profit arrived at as above represents the

amount by which the total sales exceed the total cost of the goods
sold; ut out of this Gross Profit various expenses, e.g. those
connected  with management, clerical work, and incidental to
eficcting sales, have to be paid.  Any balance then remaining is
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Net Profit, or, if these expenses are greater than t _—
the adverse balance is a Ngt Loss. 5 e Gross Proft,

The next step therefore is to find the Net Profit {or Net Lows)
by compiling a Profit and Loss Account.

86.—Profit and Loss Account. In the first place, the
Gross Profit (or Gross Loss) must be transferred to the Profit and
Loss Account, and the same must be done with the balance of
every account relating to expenses, losses, and gains, excepting
those which were dealt with in conncction with the Trading
Account. A

When making these transfers it will be found that (2) Expenses
and losscs appear on the debit side of the Profit and Loss Account ;
() Gains appear on the credit side,  The transfers should be made
by mecans of Journal entries, as shown for transfers to the Trading
Account, and wlhen these have been posted the Profit and Loss
Account will appear as shown on the next page.

The balance of the Profit and Loss Account represents either
a Net Profit or a Net Loss, as the case may be, and 1n the books of
a private trader this figure is transferred by a Journal entry to
the Capital Account. In the books of a joint stock company the
balance is dealt with differently as will be explained hereaiter,

The balance so transferred increases or decreases the pro-
prictor’s capital as shown by the Capital Account, and the resulting
balance of the latter account, less any sums withdrawn during
the year, represents the trader’s worth at the date of his new
Balance Sheet.

The final entrics in the Journal and Private Ledger Accounts
are as follows :—

JOURNAL
n
1024 g s |a AL
Dec. | 31| Trading Account . . lrvoorf 2883| 14| 3 i
” To Profit and Loss f
Account ., . L eLstll , 2883143
For Gross Profit for the .
year 1924 transferred. i
+ |, { Profit and Lows Account |Pr.stll 2.236)17] © ;]
To Capital Account . |PL I 12,236) 1710
For Net Profit for the year )
1924 transferred. v !
w |, i Capital Account . SqrLx 125,15 6 !) {
To Drawing Account . | PL 17 1250151 0
£5.246] 7| 3 isze6] 713
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PROFIT AND LOSS ACCOUNT

for the year ended 315t December 1924

Dr. Cr.
| b, p
1G24 R 3 s jd.iligay . { 5. 4.
Dec31{To Salaries .[5. 11| 325|17{o{{Dec.{31] By Gross Pro-
, 1w{To General f fit trans-
Lxpenses .{J. 11 140{10{0 ferred from
4w+ 1o {ToBadDebssly. 11 ~5| olo Trading Ac-
o Pl 4 Discounts {J. 11 34! 110 count . Jyorrfl 2,8831141 3
s |n|To DBank | .+ || By Discounts |j. 11 S6! gl 3
Charges .5 13l 12| 2{6 /
5 luiTo Insur |
ances. drorap 17{10{6
.oy To Travelling %
; Expenses L), 11y ~{15]6
. i»1To Repairs .{y. 11 100| olo
., Carringe .}J. 11 10} 96
» {wiTo Balance,
buing  Net
Profitforthe
year ending
31st Dec.
L1923 trans- : i
' i ferred  to { .
i+ Capitala'e.}s.r i 2,236{157]6 !/
i | ! N il -
| {2,070} 3|6 ! £2,970] 316
. ' A it Rl
§ ! ! ! I !

Cr.
! ; |
. bor i
11(;)-4 - ioL s e 1924 £ jsald
Yee.d 11 To Balance | — {‘i 100 L1516 Dee. {31} By Transfer
ot 1 t(? Capital
. LA ! a‘c , . ). 81 25 {15
w {20, Cash | | gy ” 231 o o} ‘ - 13501810
e —-
i = - !
L2325 L1516y me gy
el i il 2125 115)6
) ‘ , i C i it
) u ! ]
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J BULL, CAPITAL ACCOUNT

Dr., Cr.
1924, £ |22 .
Dec.}3r T(; Drawmg, ]?'u: 1{By Balince Lofege
ale . el sz2slis(6 brought
» {3 |To  Balance d;;m“g o — (( Gooolr5{6
carrieddown! — 1| 8,111|17]6 || Dec. 31{ By Net Profit
fortheyear
| 1924 Je12] 2,236017(6
£8,237]13|0 £8,237)13]0
1925
Jan.| 1]By Balance
brought
down .| — [£8,11117]6

Having completed the Final Accounts in the manner just out-
lined, a complete statement of the trader’s financial position may
be made in the form of a Balance Sheet.

87—Balance Sheet. This is a summary of the balances
of the accounts which remain in the books after the final accounts
have been completed, and is a statement of the trader's position
on the last day of the period for which the accounts have been
completed. The only balances remaining are those representing
assets and liabilities, and these are shown in a summarised form as
in the case of the specimen on pageg6 It will be notedn particular
that the balances of creditors’ ledger accounts in the Bought
Ledger are shown 1 a total as ”* Sundry Creditors,” and those of
debtors’ accounts in the Sales Ledger appear mn one sum as
* Sundry Debtors.” The assets are shown on the night-hand side
and the liabilities on the left-hand side. It is specially emphasised
that a Balance Sheet is nof an account, but merely a schedule or
a statement of ledger balances as on the date spectfied, hence the
usual prefixes “ To " and *' By " are omitted.

Further, whilst the Trading Account and Profit and Loss
Account are headed, for example, * For the year {or other penod)
ended 31st December 1924,” the Balance Shect must be headid
“an (or as at} 31st December 1gz4,” because st docs not refer
to any period but simply states the position on the date
named.
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The following illustration, based on the accounts just dealt
with, is a simple form of Balance Sheet.

J. BULL
BALANCE SHEET

on 3ist December 1924

1

Lialilities. Assels. {
. £ s. | d. , £ s. | d.
Sundry Creditors . 217} 8] 6} Frechold Premises . § goof o} o
%ills Pavable | .1 410} 2} 2} Tumiture . 18} 10} 6
J- Buil, Lapxtal Ac- | Stock in Trade - 13280 24 9
count . . 8xxxl 17 | 6} Sundry Debtors L | 2,300} 12| 3
Post-Dated Cheques | 50, 10) 6

Bills Receivable . || 1,199 19 | O

Cash at Bank .} 2,490} 10} 8
, inhand . . Sol 31 6
£8,730] 8} 2 £8,739] 8| 2

r )

The further consideration of the Balance Sheet must be deferred
unt}xl the provisions for reserves and depreciation have been dealt
with

e}
Sh
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Chapter VIII

THE FINAL ACCOUNTS (Cone.

88.—The Final Accounts were described i thed
in the last chapter, and i1 is now neces sary to co
greater detail, together mtb the treatment of adj
"en&ralh have to be 1ma

8g—~The sttmctxons between the Final Accounts ray
be stated as follows

TRADING ACCOUNT
(3} TR Ceals with ths pookash
(&3 z:;) the rmanciiermring exr

@) E shows the gross peeie i

{5} Iz sberws the £oe prose

When manufacturing is treated seperately from trading, the
following distinction is made :—

TRADING ACCOUNT
oy with the Eohifed pwds

MANTFACTURING ACCOUNT
= o=’y e o o rw
ety o

Deats

z:;::_:ﬁc:::ﬁ The Lazter |
wrred from the Max

vale of thaw
amoTnt 5 trans
Agooon,
Apert from the ordinary 2ccounts, Cost Accoznts are usually
kept in businesses engaged In manufacturing, acd although cost
accounting forms a2 <eparate subject the following distinction
should be noted —

TRADING ACCOUNT . COST ACCOUNT

nelodas the wirte ¢f the expmuas
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go—Allocation of Expenses. The appended comparison
of some representative items chargeable to the respective final
accounts emphasises the distinction in their treatment. If a
separate Manufacturing Account 1s not kept the items shown
under that heading must be debited to the Trading Account.
There is, however, no hard and fast rule, and the special purpose
or circumstances must be considered when allocating expendi-
ture. The following summary shows the normal allocation of the

items named ; the list is, of course, not exhaustive :—

ITEMs DEBITED TO
MANUFACTURING
ACCOUNT

Raw material stock at start,
Work in progress at start.

Wages directly incurred in
manufacluring,

Duty, dock charges, and
freights on raw materials
mwards.,

Cartage on raw materials,

Charges and expenses
dircatdy concemed with
manufiucturing.

Maotive power (gas, oil,
clectricity, and  water)
and factory fucl

Rayalties,

Cost of all raw matenals
used in manuficiure,

ITEMS DERBITED TO
TRADING ACCOUNT

Stock in trade at start.

Wages of a productive
nature which are in-
curred up to the time
the goods are finished
for sale, c.g. handling
between works and ware-
house.

Duty, dock charges, and
freight on finished goods
purchased for sale.

Carriage and cartage on
goods inwards (bought).

General warchouse

penses.

ex-

Warchouse rent, rates, and
{axes.

Special packing costs be-
fore goods are ready for
sale.

Cost of goods from the
factory and of goods
purchased for sale,

ITEMS DEBITED TO
ProriT axp Loss
Accoust

Wages and salaries of office
staff, travellers and man-
agement.

Duty, dock charges, and
freight on goods sold.

Carriage and cartage on
goods outward (sold).

Office rent, rates, and taxes.

Office lighting, heating, and
other expenses,

Packing cases and materials
used in sending goods
sald.

Discounts allowed.

Interest paid on overdrafts,
bills, ete. .

All management and estab-
lishment expenses.

Bad debts,

For most exerciscs, especially in the intermediate eXxamina~

tions, it is not necessary
They
Account unless specially

Account items.

to scparate Manufacturing and Trading
should all be included in the Trading
asked for otherwise.

91.—Percentage Comparison of Profits on Turnover.

The value of the
1 enhanced by

98

results shown by the Final Accounts just described
computing the percentage of profit on turnover,
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for by this means the relative results of ive y

the more ré:adily compared, o sucassive years eam be
, 92.—By Turnover is meant the total sales during a given

period. It does not mean Output, which refers onl‘g' tc%qthc

quantity manufactured or produced. Thus it will be seen that

percentage profit being caleulated on tumover is based on selling

not cost price. .

93—To calculate the percentage of Profit. The Gross
Profit as shown by the Trading Account, multiplied by 100
and divided by Turnover, gives the percentage Gross Profit.
Treating the Net Profit as shown by the Profit and Loss Account
in the same way the percentage Net Profit is found. In formula
form we have :(—

) Gross Profitx 100 i Net Profitx 100
Tumover " “Tumover, *

These percentages are sometimes shown in brackets opposite
the figures of profit in the Trading and Profit and Loss Accounts,
and students sitting for examinations are recommended to insert
them when these accounts are asked for, if time permits. (Sec
example on page 110.)

94—Adjustments for the Final Accounts. In prepar-
ing the Profit and Loss Account as described in the last chapter
no provision was made for outstanding liabilities and accruing
revenue, nor for the apportionment of various items of income
and expenditure received or paid in advance. Provision must be
made for these however, as well as for depreciation of assets and
for Reserves for expected losses, gains and other purposes.

95.—Apportionment of Amounts received or paid in
advance. Expenditure made during the financial period under
review, part of which properly belongs to the succeeding peried,
must be apportioned so that these petiods each bear their proper
share. Such adjustments are usually necessary, for instance,
in conjunction with rent, insurance premiums, telephone rent,
rates and advertising expenditure, etc. Thus an advertising
scheme paid for in the financial period may be intended to extend
over and benefit two or three years, and therefore the expenditure
should be apportioned and charged in the Profit and Loss Account
for each of the years concerned. Again, six months’ rates paid
on 1st October in a financial year which ends on 315t December
must be apportioned so that that year and the one following each
bears three months, i.e. half the amount each. There are two
methods of doing this: (1) by means of a Journal Entry, the
Rates Account may be credited with the proportion paid in advance
and a Rates Paid in Advance Account debited ; or (2) the amount
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10 be borne by the succeeding period may be en’gered on the credit
side of the Rates Account, and at the same time re-entered on
the debit side, two or three lines below the last entry. The space
left is for the total which will be inserted when the account is
“ruled off.” This latter method is the more usual, as well as
the safer, and is shown in the following example :—

TiANSACTIONS.~—Rates paid for six months in advance on 15t April £48, and
on 15t October L4y, 108, o ) ] =

Advertising Agzent was paid £330 on 2nd June, which it is desired to write off
in amounts of A 130 at the end of each year.

RATES ACCOUNT

Dr. cr.
T ! '
1923 £ 15 ld)|1924 £ 1sld
Jan, 11{To amount Dec. |31} By amount
brought prepaid,
forward .| — 24{ ojo carried
Aprilf riTo Cash .lce, 28l 48! olo forward .} — 22} 5lo0
Oct. {1{, dCn. 62y a4f1olofl ,, |, By Transfer
to Profit
and Loss
Account .| 1. 34 94| 3]0
£116]10]0 £116{10| 0
1923 [ ws (e e
Jan, {1}To Reserve
brought
forward .| — £22] sjo
ADVERTISING ACCOUNT
D, Cr.
! 7 ! o ' |
1924 | ’ i £ |s.'d)1g24] ! £ s id.
Junei2iTo Cash . CrJdo! 450 0;01Dec. 31| By amount { b
: ; carried for- ]
ward .| — | 300l0l0
1 ‘ » | o | By Transfer :
(! to  Profit
to ; and  Loss .
i ; | { Account .| 5 34 || 1350/ 0]0
D - L450/0] i
m:s% : ! l,rf-fc(;):.g..' ;£450-9-2-
ant1ito Balance| | ’ [
-1 broughtj | !
Poforvand L] g::OO olo ‘!
R A - ; ' i
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Amounts received in advance should be similarly appor-
tioned, so that the period only benefits by the proportion due
to it.

96.—Provision for OQutstanding Items. Items due and
not paid within the financial year must be similarly provided for
by either of the methods mentioned in the last paragraph, whether
due to or from the trader.  Provisions so made are called Reserves.
The method is best shown as below ;—

LxaMrLE~At the close of the financial year the following amounts were due
but not paid :—

Cartage for December, ;5:5.
Traveller's Commission accrued, £22.

These was also sit months’ rent, £36, due 10 the business but not, yet reccived.  Jtems
paid during the year are shown in the accounts :—

CARTAGE ACCOUNT

Dr. .
:
f i
I £ fsld]rgz T L |s|d
1924 i & 924 ES
Apnll 5] To Cash c,r.36(( 4;§m o, Dec|31}Bs Transfer |
July {31 Jemézi 86l1a] 6 to Profit T
Nov. |29! v o o and Lods H
Dec. {3t] o Account .| 5. 33 { 211|0]6
i
L{zu 0|6
=l=lhgzs .
Ijml 1| By Reserve.] bfd ﬁ{zs olo
TRAVELLER’S COMMISSION
D, Cr.
r.
I :
| | ¢ s 2 (1g24] !
1924 £ 5 d 1oz . )
June 30| To Cash  .lcr53| 54 0 01Dec}31 By Tr:xPnlsf;z
B 5, Ko -
foramount J 22]0 o] Account [ 34
accrued [ ¢/d 2zf0
[£76]o o)
==——=’41925 . b
| | ! | Jan | 1| By Resene d
1
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RENT RECEIVABLE ACCOUNT

Cr.
Dr.
1 : ; : ; | [

3 ] i : ) i o ! . » i‘
sg2gi | i P L oisddingzy N . -;HO
Dee. f3z§To Transfer, ' ' gijuncé_:o %}‘ Cas t C.B.532 ‘5 3 !

1 i to TProfit ‘ : ::.Dcc. 31} By nmound |

: and Loss, ’ | i ac v;ru ee |

i ' Account ., . 34 | 7zloyo ! no re- ; |

P ! ' i ceived 3 clda | 36 oo

; ‘i { ________l_______,: R T -

| | | Ezlele Lr2lole
1925 "“ '; AT - ‘3’ :
fan. 1'To R(ser\'e‘ i |
brought, i :
forward | — |£36]0 o l
.\ z

Many other accounts may have to be similarly treated.

97 —Reserves for Estimated expected losses and gains
have also to be made, particularly for Bad and Doubtful Debts,
and for Discounts to be allowed or received.

Reserves for Discounts are sometimes made because the
total amount of the debtors’ balances will usually be subject to
reduction bv settlement discount when paid ; as will the total of
sundry creditors.

Hence the usual rate of discount allowed to debtors is calcu-
lated on the total of sundry debtors, as per the balances extracted
from the Sales Ledger, and a Reserve created for the amount by
debiting Profit and Loss Account and crediting a Reserve for
Discounts Account. A similar reserve is calculated on the total
sundry creditors’ figure, and c¢redited to Profit and Loss Account,
the Reserve for Discounts Account being debited.

9S.—The Reserve for Bad and Doubtful Debts requires
careful study.

Debts wholly irrecoverable are written off straight away, or

before the bovks are closed, by transferring the amounts to the
debit of a Bad Debts Account, the total of which is transferred to
the Profit and Loss Account ; but in addition the debtors’ accounts
may include some which are doubtful, or which it is known will
not be likely to be paid in full.  There are two methods of making
the necessary reserve for such probable Josses :
_ {1} By actual estimate, obtained by examining each account
i the ledgers and estimating the likely loss upon any doubtful
accounts, the total so obtained being debited to Profit and Loss
Account, and credited to a ** Reserve for Bad and Doubtful Debts
Account,” by a Journal entry thus :—
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JOURNAL

1924 £
Dec. {31 Profit and Loss Account . . e 21 6o i
To Reserve for Bad and Doubtfu) Delis { ¢
Account . . . . . |
Being Resenve for Doubtful Dobes as e J
list, {If not numerous the jtems may } I }
L

Llgt

be entered in this narration)

(2) By a fixed percentage of the total debtors’ balances ex-
tracted from the Sales Ledger, after the actually bad debts have
been written off. The percentage will vary according to the class
of business, but 5 per cent. is a usual figure, and using this per-
centage the procedure is to take 5 per cent. of the total debtors,
debit Profit and Loss Account and credit Reserve for Bad and
Doubtful Debts Account as before.  The following year 5 per cent.
of the total debtors’ accounts at that date is again calculated.
Then if the new Reserve is more than the one created in the pre-
vious year the difference only is debited to Profit and Loss Account
and credited to the Reserve Account. If the new Reserve happens
to be /less the following year, the difference must be credited to
Profit and Loss Account and debited to the Reserve Account,
thereby reducing the Reserve to the desired amount. Theimportant
point to remember is that the Reserve is not increased year by
year to the extent of 5 per cent. on the total debits, but that the
fgure must be mainfained at 5 per cent. of the then eisting
total debtors’ balances; hence, it is only the difiercnce between
the old Rescrve and the new which must be added to or deducted
from the previous year's Reserve, as shown below +—

TxastrLr.—After having written off wholly bad debts the total debtors’ balances
are as follows :—
December 31, 1924, Total Debtors, £2,000.
December 31, 1923.  Total Debtors, 43,000,
December 31, 1926 Total Debtors, £2,300,
Each year a Resene of 5 per cent. to be made for Pad and Doubtful Debts on the
total debtors’ balances then on the books
The Reserve at the end of 1924 will be £100; at the end of
1925, £150; at December 1926, £115. Hence in 1924, Profit and
Lass Account is debited with £100, and Reserve Account credited.
In 1925 the Reserve has to be increased by £50, which amount is
debited to Profit and Loss Account, leaving the Reserve at £150.
In 1926 the Reserve has to be only £115, thercfore £35 (150
less £115) must be transferred to the credit of Profit and Loss
Account.
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The entries are as follows :—

JOURNAL

12
I;):cf 31| Profit and Loss Account P.L. 21
) I'o Reserve for Bad aud Doubtful
Dehts Account . LL. OI
For Reserve of 3 4 on Sundn chtors
at this date.
1925
Dec. j31] Profit and Loss Account . pL. 22
To Reserve for Bad and Donbtful
Debts Account . LL. Q2
Yor Reserve of 57 on Sundr) Debu)rs
at this date . . . {1z0
Less Old Reserve . . 100
1020
Dee. {31] Reserve for Bad and Doubtful Debts
Account L.L. 92
To Profit :md Loss Account . Pr.L. 93

For Reserve of 5 7 on Sundry chtorﬁ
at this date . . . Li1g
Old Reserve . . . 150

\

D, Cr.
£ s ). £ s.id.
JOO [s} (o]
1I00{0O{0O
sololo
sololo
35(010
35{010

The Reserve

appear as follows after the above entries have been posted i—

RESERVE FOR BAD AND DOUBTFUL DEBTS ACCOUNT

Account and Profit and Loss Account would

Dr. Cr.
i
1G26 £ {s.ifl192y4 £ |sld
e jsrpTo Proitand Laoss Dec.{31{By Profit and Loss
‘ Account = Excess \(*coum-—--,/:on I
of Reserve over| 1. L2000 361 roololo
(5. mizz00 Jorll 3slolo )
gIu Balk " Dee.
wofey Wlance. Jeidil 11510(0) Decizi| By Profit and Loss
‘ l Account to com-
; plete 3 7 onf .
i } RN 3000 3l zojojo
Tl
. il 1026 e
% ) Deed31{By Balance. Jbldiifirslolo
1
)
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PROFIT AND LOSS ACCOUNT

A (Showing only Fad and Doubtful entries)
"

1924 Cr.
1924 £ el ’
Dec.[31]To  Reserver for !(
Bad Debts @ ). i‘
54 . . «{ 36 too (ofa !E’
1925
1925 £ |sle
Dec.{3t{To Reserie for
Bad Debts @
54 . £15n J.
Less 1924 100[63 so|olo
1926
1926 PR TAPA
Dec{31{By Resene for
Had Debts @
571925 . L130] 1.
Less 1926 113|091l 35 |0fo

All these Reserves must be provided for also in the Balance
Sheet, as will be shown in the next chapter.

q9q.—Provision for Depreciation of Assets. This is an
adjustment whereby Assets are * written down,” i.c. the book
value is reduced to allow for the estimated annual depreciation
or to spread the original cost of purchasing the asset over a number
of years by charging a proportion agamnst the profits of each
year concerned. The need for this is obvious in the case of a
lease, which at the end of its term becomes of no value.  Simi-
Iarly machinery or motors depreciate in value through wear and
tear or obsolescence, and each year should bear some proportion
of the loss, instead of the whole being barne by the business in
one heavy sum when the asset is of no further use.

There are six methods commonly used for making the neces-
sary provision for depreciation which will now be considered :—

(E’z) Fixed Instalment Method—A percentage fixed rate of
reduction is calculated on the original cost of the asset, and thus
an equal amount is written off the Profit and Loss Account each
year, so that at the end of the period provided for, the account
stands at nil, or at break-up value. It is 2 method best used for
shart Jeases, although it may be used in connection with plant and
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achinery, providing that the machinery 1s classified into groups
g} about 'thé) came clicctive life periods. An example appears on

age 107.
pas (&) /Reducing Instalment Method.—A fixed rate per cent. on
the diminishing value of the asset is written off each year, so as
to reduce the asset to break-up value at the end of the estimated
term of its life, repairs and small renewals being charged to revenue.
It is a simple method commonly used for plant and machinery,
fixtures, etc. i ) ] )

The advantage of the method is that in the earlier periods
when the depreciation is heaviest the repairs charges are small ;
later the repairs charges naturally become heavier, whilst the
amount of depreciation progressively diminishes, thus keeping
the total amount chargeable to revenue fairly level each year.
See example at page 108. ) o

() The Annuity Method.—This is the most scientific
method when investment is nof desived oufside the business. It
is most suitable for long leases, but not usually for plant, since
additions from time to time would necessitate further calculations.
The method is to regard the asset as carning a fixed rate of interest
on the diminishing value, which is debited to the Asset Account
and credited to Profit and Loss Account. After debiting this
interest a fived amount is written off the balance of the account,
the amount being calculated so that the asset will be reduced to
nil at the end of its estimated life or period of usefulness. The
fixed amount so written off is debited to Profit and Loss Account.

(d) Insurance Policy Mecthod—This is a means of pro-
viding the sum required for the renewal of a lease. A policy is
taken out with an Insurance Company for the estimated cost of
renewal, this sum being assured for payment at the end of the
required period, in consideration of the annual premiums paid.
Each_year thus bears a proportionate charge in the form of the
premium which is debited to Revenue.

This system is a particular form of the Depreciation Fund
xpcthod next descnbegi, b_ut it has the advantage of eliminating
risk of loss on the realisation of gilt-edged sccurities.

(¢} The Depreciation Fund Method —This method is advan-
;L!}tzmus \\‘h(:rg x't' 15 necessary to replace an asset at the end of its
hife, and to provide money outside the business for the purpose.

An cqual sum is debited to Profit and Loss Account each

year, and credited to a Depreciation Fund Account. An equiva-

lent amount is then invesied in gilt-edged securitics and allowed

to accumulate at compound interest in order 1o produce the
required sum at the end of the desired period.

The advantage is that no disturbance of finances is made
106



** Bool-keeping and Accountancy”

when the time comes for rencwing a costly asset, and each
bears an equal burden,

The Revaluation Method —This is useful for arriving
at the depreciation of loose tools, live stock, copyrights, and
rapidly or erratically depreciating plant. The difference between
the book value and the revaluation, if the latter is Iess, is debited
to Profit and Loss Account. In the case of Ioose tools it is
sometimes found they have appreciated in value owing to addi-
tions from revenue. If such additions represent wages and
materials for tools made by the firm's employces, their cost will
have already been charged to Trading Account, hence the appre-
ciation may be legitimately credited to Trading Account.

For the purposes of the intermediate examinations it is gene-
1ally only necessary to be able to describe these methods; it is
desirable however to be able to deal with methods (a) (6) and (f),
and the following examples will show the procedure :i—

ExaupLr.~—{a) The Fixed Instalment Method, Machinery instafled cost £500,
and it is decided to depreciate this at the rate of 10 per cent. on the original cost cach
year until completely written off.  Show the Machinery \ccount giving effect to this.

ye:\r

Dr, MACHINERY ACCOUNT cr.
1924 £ sldllroz2q £ {sld
Jan.} 3 | To Cost of [c.p. Dee.} 311 By one yea.r’s 1.

Machinery. {12 § s00|ofo Depreciation| 26 solofo
w | » | By Dalance
carmed for-
ward, . .{ —{ 4s0{of{o
fxoololo fsololo
1925 1925

Jan.| 1 | To Balance . b/d || fysolole)Dec. l3

By one year's{ J.
Depreciation] 32 || £50|c]o

» 1 n | By Balance . {c/dfi so0joje
ofo

{150

o

£1s0{0

1926 1926 X
Jan.| ¥ | To Balance . [b/d | £400 o] off Dec.| 35| By one sears | J.
Depreciation| 38 || £s0|o|o

» | I By Balance [¢/d) 3s50]0]0
{i00|0|0 f4o0 o

o
1927
Jan.) 1 | To Balance . bfd it £330} 0)0 ,

And so on until there remains no batance.
V. B.~Each instalment will be debited to Profit and Loss Account.
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Exanrir—A) The Reduzing Trstalment Method. Machinery cost £ 300, and it
is decided o write off 10 per cent. on the diminishing .b:xlrmce of the account each
vear.  Show the Machinery Account, making this provision.

. AMACHINERY ACCOUNT Cr.
1924 § L s ]dlj1924 . £ 1sid
Jan.{ 1 | To Cost of{cr. | Dec. | 31 | By one year's | J.

Machinery .} 12 P 500)0}0 Depreciation| 26 solalo
’ } » 1. |IBy Balance
cammed for-
ward. . .}~ 450]0j0
£s00}0}0 Ls00{olo
1925 1925 )
Jan.| 1 | To Balance . [bfd | £350] 0|0/ Dec. | 31 | By one year's | J.
Depreciation{ 32 || £aslofo
, 1. IBy Balance . |c/dfl go3lolo
{4s0|o}o 430'0]0
1926 1926
Jan.{ 1 | To Balance . |b/d || £405 |0 ] o] Dec. | 31 | By one year'’s | J.
Depreciation| 38 )| Li0l100
» |5 |By Balance . c/d|l 364li00
£405)0]0 £103]0]0
Szl
1927
Jan. ! 1 | To Dalance . |b/d i £364 l10]0 |

And so on until the asset reaches its break-up value.

Exaseri—(f) Zhe Revaluation Alfethod. Loose tools purchased 1st January
1924 cost £5z00. On zist December 1924 these were valued by the Works’
Engineer at A460; on 31st December 19235 at £300.  Prepare the Loose Tools
Account showing the neceseary depreciation.

{)r. LOOSE TOOLS ACCOUNT Cr.
1924 i £ s d.‘u)zq % £ isid
Jan.! ¢ | Te C():;E of [c.n. Dee.j 31 | By Deprecia-{ J.

Loose Tools 12 ] 300|0lol tion . , .}l26 qolojo
- j | By Balance . c/d | 46ojojo
—_] ! S -
L5000 ol i,{soo olo
1923 N ) ‘19:5 : ;
Jan.} 1} To Balance . {bid L460lol0 iI)cc. 31 11,\: Deprecia-|i 1. :
| tion . . }3: i f6ololo
| i s | » | By Balince . jic/d ii 400jojo
— | \
1a:26 ,}Ex_)_ 212 ( ’-————'{;60 -3 2
Jan | v} To Balance | {b'di! £300l0]0 J ’ _!
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ExavrLe~{) The Amnuity Method, A
: ‘ bod. A lease for smen yeq £
Caleulate amount to pe written off annually to evinguish (he)l.;:!wcﬂ){z‘c:-?)?(?;
seven years, and charging 5 per cont. interest under the Anmoity Mohod, "

e AT T 05 e £ 1
Then £5000% 1172819 = £863 003
=486, 15, 11
“This amount will be the deprecution for each ycar.
debited yar by year on the reducing balince,
#5000 will have been completely written off,

Intesest at g pes cont will be
and by the end of the scventh year the

Uxsere—(e) Zhe Depreiation Fand Method, A lease for
'Lt ) fana ethod, ) seven years cost
,Jrf;ooo. Write this off by the Depreciation Fund Mcthod and myie a fand for a
sipular amount at g3 per_cent, compound interest for the purpose of tephicing the
Tease at the end of the period

From Sinking Fund Tnblqs it will be fauad that the amount to be invested yearly
at 44 per cent, to produce A1 in seven years is s1z4701.

Then to produce £5000 there must be invested 3 easty

A5000X 124701 = £623 503
=£623, 105 1d.

The Profit and Loss Account must be debited and Depreciation Fund Acrount
credited with this sum each year.

Interest on the myvestment reccived annually will be credited to Depreciation
Fund Account, and this amount of interest is added to the £623, ros. 1d. (a previous
year's balance), and the new total is then invested similarly y ear by yeas for seven years,

A Depreciation Fund Investment Account is debited each year with the depre-
ciation plus interest, and by the seventh sear this account will amount to £ 5000,

In examination exercises students are usually asked to make
provision for depreciation or reserves, and as a rule simple fixed
percentages are stipulated. The required provisions must not be
overlooked. Although there are no fixed schedules for depre-
ciation, the percentages generally adopted are, Io per cent. off
plant and machinery; 5 per cent. off furniture and fittings:
21 per cent. off buildings. ~ The usual Reserve for Badand Doubtful
Debts is 5 per cent.

Tt must be remembered that when a sum for veserve ar depre-
ciation is credited to an Asset Account, the same amount must
always be debited to Profit and Loss Account, excepting the case
of apportionments which have been carried forward the respec-
tive accounts. The Balance Sheet must also be adjusted by
showing the reserve or depreciation as a deduction from the item
concerned, as shown on page IL}. . .

100—Example. The following specimen of Final Accounts
will serve to illustrate the matters just described, and to show
those accounts in a useful form ; their treatment in the Balance
Sheet will be dealt with in the next chapter.
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rence Libr
1T AXD 1,038 ;\CCOUNT
Cr.

Refc
’Y‘rl.»‘ﬂ)l.\'G AXND PROV1
e cndied 315¢ December 1923
| ' ‘ V\ ' \\ls.igd.
| |

i b
1\ To Srock In rade X
L urns - |
a1 BY Stock 10

To Power - .
. ?-X:mufncmr'mg
wages . .
o e To Canagt
b ot Balance,
; Gross P

(361 %)

Less paid in
advance

Dec 31\'1'0 Rent - =

To galanes -
C Laghting -
. Heaung .
“ Ratesand Taxe,
L, Tray c\\cr's\‘
Comm'\ss'\on . 1
To Discount® L2300 )
Plus Reserve 140 {
—
1 To Jpeurances
\ :\d\-cn’\s-
f

SISl e

g - 450\
Less Resenve 300 \
\ |

To General Ex-

ABSCS . .
To Postagts cte. -
Fraght \

" Carmnge - \
. had Des £30

Plas Resewve !S\

. X2

To Dcpmc’mf\nn :
fachinery - \
Loose Tools \
Furniture A \
To Balantt being \
{ Profit \

b

N . i i
Tt will be noticed the gross profit 18 K‘fis’(;%‘o K IOO>=36‘I P
and the net rofit is {" _;E@E_ X 100\ =23 ‘
! ' 51,090 234 POF €
il for COMPpATISOn with preccding c

ent. of sal

cent.,

‘These prreentages are uselt

suceeeding years:
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Chapter IX
THE BALANCE SHEET

1o1.—Remaining Balances. The complction of th
and Loss Account, and the transfer of the Rct ngt (g*el,osspr)of;
Capital Account baving been made, it will be noticed that the
balances remaining on the various accounts in the ledgers consist
of assets and liabilities. If a new final Trial Balance now be made
it will be found that the total of the debit balances equals the
total of the credit balances. By grouping and totalling together
those balances of a similar nature this Trial Balance can be reduced
to a short summarised statement ; and if now the debit and credit
sides be transposed the Balance Shect is obtained, although the
items will not be arranged in any of the recognised forms.
. 102—The Form of the Balance Sheet. Without enter-
ing into the controversy as to the headings used for the two sides
of the Balance Sheet, it is sufficient to state that in Great Britain
the left-hand side is headed ‘‘ Liabilities ” and the other side
“ Assets.”” In America the positions of Assets and Liabilities
in the Balance Sheet are reversed, but this is not of much im-
Eortance. The order in which items should be entered in the
alance Sheet is established by custom, and depends largely upon
the type of business, but two arrangements which are commonly
used may be noted. -
(a) Ttems arranged in the Order of Realisabilily and Liguidily.
—The assets are set out according to the degree of facility with
which they could be converted into cash should occasion arise;
the labilities according to the order in which they would have
to be paid :—

EBALANCE SHEET.

Leabilities Assels.
Bills Payable. Cash in hand.
Loans. Cash at Jlank,
Kundry Creditors. Inyestments,
Espenses Outstanding. Biis Recenable
Amounts received in adsance. Sundry Pebtors.
Advances by Partners {if a Stock in Trade.
TPartnership). Machinery and Plant
Capital Account. Furniture and Futings,
Land and Buildings.
Goodwill.
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This order of arrangement is that particularly favoured and
adopted by banking and similar concerns which desire to empha-
sise the sirength of their position in liquid assets.

(b) Hems arranged in ihe Order of z‘lzs‘l?fgm: of Permancice
of Assels and Liabilifics—This arrangement is the reverse of that
in the previous paragraph, and is used by the majority of trading
CONCOeTNS, A

103.—Drawing up the Balance Sheet. The compilation
of the Balance Sheet frequenily gives trouble to students, but
there is no reason why this should be so once the Trial Balance
has been agreed. The difficulties usually arise from mistakes
or omissions when dealing with the incorporation of the various
reserves and apportionments which may have to be made after
the Trial Balance has been agreed. Tor this reason some
accountants prefer to make a Final Trial Balance after inclusion
of adjustments and completion of the Profit and Loss Account.

104—Two useful “Rules” to be observed when making
the Balance Sheet are :—

(1) Items appearing in the Trial Balance must only be used
once, i.c. either in the Profit and Loss Account or other-
wise in the Balance Sheet ; theyv cannot show in both.

(2) Items given for inclusion in the accounts, but which are
mentioned outside the Trial Balance must be .dealt
with twice, i.e. both in the Profit and Loss Account,
and also in the Balance Sheet.

These items outside the Trial Balance are reserves, adjust-
ments or apportionments, and stock af finish. (The
stock at start is always shown 71 the Trial Balance.)

105.—The explanation of these two rules is that in the
casc of items appearing in the Trial Balance, double entrv has
already been eficcted, and that the act of debiting these in the
Trading and Profit and Loss Account is simply- a process of trans-
ferring from existing expense accounts to the Final Accounts.

Those items outside the Trial Balance have not already been
dealt with in the books at all, hence in debiting or crediting them,
to complete the double entrv, a corresponding credit or debit
must also be made for each.  ¥From another point of view it should
be noticed that debiting in the accounts items of expense shown
outside the Trial Balance as a charge against profits does not
effect payment of such accounts; they still have 1o be paid, and
therefore are labilities to be shown in the Balance Sheet.

100.—How to make the Adjustments. This can best be
s}}own by dmhng_ with an actual example, and full treatment is
given, be_c:msc this type of exercise almost invariablyv appears in
exampanon p:xpcrs.
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Lxaurte.—The followirg provish

Wirg provisicn. e to o " -
Accounts and Balance Sheet on 3ast Dccl'x:’:‘b:: 19!: zzer ‘&:“ grevass o8- ol
Tollams, 4 from the Tra! Baanee whach

Reser. * 17+ = g e
Depre . ] o

€ ' . .

i B PR - T3 loow
pad’ . " P .. Lgoo.
Amot - \ '

150. o . 7l Lxpensex,
stock at 315t December 1923, £ ooa.
TRIAL BALANC !
I BALANCL } ADJUSTMENTS
- |
k {1”- L b AT Deda
Capiaal . . ) po* x!d’ "i slal L' FATArA
Sundry Creditors. o ‘t ’;g z ° !

" Debtors . . saeojoio " ol l’
Machinery . . . 4300000 b [
Loose Tools . . Salolo l e P 3
Frechold Premis . .| gooololo l L BE
Fumiture and Fittings . . ,‘)m olo ﬂ i oo
Stock, 1st January 1924 11,000|0]0 rv s
Purchases . . | anooo{ojo i
Sales . . - . . ’ 57,000[0f0 “’

" g
Discounts . . . B 1,000{0lo 12t o o‘l
le". . ’ ' ’ 300lofo e 100]olo!
;{alesnnd Taxes. B 120({ofo \ ‘ jolojo
nsgrance . . z00lo(o 3
Bad Debts . . - 100lofo ! H EI; e
» Resene . . . 2 Y ss
Resenve Fund - . 4,02 z zl st \
Investments . 6,000l0 ot Fs00'o]o
Bills Recelvable - 1500|0lo] P
Bills Payable . . i Joojojo h
Genera} Espenses (grouped). || 13,000|0]0 {lzu ojo
Cashat Bank . . s600lofof \ ]
Cashinhand . . o 130|o]oll
T !
| L£on,2s0|0]o[£9a250(0|e]l 1mal stock £o.000
Houadatcad I8 I .
! = —

The preparation of the Profit and Loss Account is left as an
exercise for the student, who should be careful to include the
adjustments specificd, as explained in the previous chapter.

In making the required Rescrves and provisions it will be
found a considerable aid to place the calculated adjustments
opposite the account concemed, in two columns marked * add "’
and “ deduct,” as shown above. It is not suggested the Trial
Balance should be rewritten to do this; the™ add * and ** deduct ™

H 113
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items may be written at the side of the pnc.printed in the question

aper. By this means there is less likelihood of omitting any
adjustment from the Profit and Loss Account or the Balance
Sheet., Assuming the Final Accounts to be completed as described
in the previous chapter, the Balance Sheet must be prepared,
inclnding the adjustments as follows. The adjustments which
have been incorporated in {the accounts, .:m.d \thCh must also be
shown in the Balance Sheet, are printed in italics.

BALANCE SHEET as at 31st December 1924

i
1
Liabilitics. " IS s.|d. Assets. £ s \d.
Capital— Frechold Premises {9,000
Asat 1/1/24 f23,000 Less Depreciation
Add Net Profit 8,404 217 . . =225
— 33404100 8,775{0jo
Sundry Creditors £3,000 Machinery . £4,300
Add Rent unpaid 100 Less Depreciation
General Foxpenses 1w/ . . 450
ontstanding . 150 — 4,050 00
3,230 |0 o|| Loose Tools . {800
Bills Payable . . . s00ololl Less Depreciation 30
Reserve Fund . . 4,000{0]|0 750i0l0
Tumniture and Titt- |
ings . . {ooo
].r.\'sc Depreciation
57 .43
8355|0fo0

Sundry Debtors  £3,100
Less Reseries :
For Bad
Debts {235
Jor Dis-
connls 121
— 376

. a724lolo
Unexpired Rates  £30

ol

Do, Tusurance 40

_— ~ololo
Investments .£6,000

Less woritten off . 300

PHIS ACOIY ,

‘nll.s Receivable . . 1,500{0}0

Stock, 31st Dee. 1924 g,000{0|0

Cash at Bank 435,600
» imhand . 130

i -l s730|ofo

i f40,934(0]0

|
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107.—Common Etrors and Difficultie
Accounts and Balance Sheets the followin
crror and pitfalls should be observed r—

(a) The Period covered by the Accounts must be par-
ticularly noted. Somctimes excrcises cover only six months’
figures, and when an adjustment of, say, Depreciafion or Interest
on Capital has to be made af a rate pereent. per anmun, be careful
to include only kalf the annual charge, R

Where the period is not actually stated it can usually be
found by noticing the date of the stock at the beginning,” and
that of the stock at the end; of necessity these two dates must
be known,  If not given a complete year must be assumed,

In the case of adjustments concerning Rescrves for Bad Debts
and Discounts on Sundry Debtors, the full percentage must be
reserved whatever the period of the accounts, but in the casc of
interest, ¢.g. on capital or loans, it must be caleulated for the period

unts only. .
of ﬂl(cb)acézcgk. Ig, 1s not the stock shown in the Trial .Bnlm}c]o
which appears on the Balance Sheet, but the final stock, ?v‘mctl
is usually mcntio%ecll amongst the adjustments, or at any e

ide the Trial Balance. . " .
mlts(c) Omission of Adjustments. This can bf} 'm?;d;tdthb}
adopting the method recommended on page 113, providing that they
are all noted in the way
the accounts. Interest -

(¢) Interest on L
are somefimes shfown in
Q o other reference i s .

'rlnne(lntg tgt be made. If the accounts govcrfa \\hgl: “};af;“:gi
other s}x mox;th}sl' integcf;trsn?;ztltb: g;%‘;vtﬁ’sogi\?i?len‘d on prefer-
at the foot of the accounts ] i like rent, ates,
ence shares is unpaid.  This a'Iso ar}plllfs grllt\gr?: not been made.
ctc., for which payments covering a full y ortion of expenscs

(9 ltems Paid in Advancﬁ- é,n;):; ghrngalnncc Sheet, and
paid in advance must appear as S5 ust be shown on the
similarly Revenue received in advance mi the Final Accounts,
liabilitics side. Students provide for these in Igzlancé Sheot. and
b:lt often forget to inclm’l‘e‘ them also u;d the
consequently a ** balance ” is not obtain ke the necessary deduc-

iati Students often ma!

) Depreciation. in the Balance Sheet, but forget
tions for depreciation frqm.Asgets]) fit and Loss Account, and of
to include this as a debit in the v‘{fnnt agree. This 15 the post-
course the Balance Sheet agawn wilh nof e thie Trial Balance.
tion* - ' RN - of Plant” (or other asset)
i o s figure of depreciation
appe. .

s. In preparing Final
g posstble sources of
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should suf be shown as a deduction from the particular asset, as
this will have been done already.  In this case, if it is desired to
chow the deduction, the depreciation shown 71 the Trial Balance
must be first added back to the Asset figure.

() Bad Debts. This is an item that must be very care-

fully considered. ‘ )

(1) If “ Bad Debts” appear 71 the Trial Balance, they have
alrcady been deducted from the Sundry Debtors’
figure which also appears in the Trial Balance. Hence
they must not be deducted again in the Balance Sheet.

(2) I{ Bad Debts appear oufside the Trial Balance, the in-
struction being 1o write them off, it is obvious they
must be debited in the Profit and Loss Account ; but
also, and this is often overlooked, this figure must be
deducted from the Sundry Debtors in the Balance Sheet.

Exameir.——In the Trial Balance appears ““ Sundry Debtors, £35080.” Among

the adjustments it is stated that £8o Pad Debis have not yet been written ofi, and a
Rescrve of 5 par cent. has to be made @ show the Balance Sheet entry,

(a) Correct method :

Debtors . . . . . £5080
Less Bad Debts . . . . 8
£5000
Lcss Reserve 5 per cent. . . 250
o
(b) Incorrect : £ﬂ‘5“
Debtors . . . . . £s5080
Less Bad Debts Reserve 5 per cent. 254
£4826

It should be noticed, however, that if the £So Bad Debts
and Sundry Debtors £5080 ot appeared in the Trial Balance
method (J) would be the correct one.

(3) The Bad Debts Reserve is often a cause of disagreement
between the Balance Sheet totals, generally due o one
of two mistakes. Tither the wrong Bad Debts Reserve
(the old onc) has been deducted from Sundry Debtors ;
or ¢lse the difference between the old Reserve and the
new (i.e. the difference which has to be debited to
Profit and Loss Account) has been entered as the
d’cduchon from Sundry Debtors, instead of the new
Reserve being deducted.  Thus :—

xavenn,

;;-.-;itnm, 3x>: th 1924, fzmo Required Reserve 5 per eent. =4 100.
. viinns, sist ke 1925, Lgono. Reqguired Reserve 5 per cent, = o
Give the Batance Sheet cntry fur :9:5. T PS5 pur eonl. =& 150.
116
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The Profit g ss Acu 25 w i
P :ﬁlj’; :—iolf and Loss Account 1925 would be debited with
New Reserve 1925 .
Less O Reser?’c 1924 . £;g:i

—_—

Amount charged against profifs . [50
Then in the Balance Sheet the correct entry would be i—

. Sundry Debio 3
C { ry Deblors . . s
O17E¢LY Tess Reserve for Bad Debts . . “izn

but frequently the follo\yiné: mistake is made (i.e. deducting the
same amount as was debited to Profit and Loss Account),

Sundry Debtors . . . . £3000
Incorreet {Lc'ss Bad Debts Reserve . L go

which would prevent the Balance Shect totals from agreeing to
the extent of £100.

(A} The Balance Sheet Heading. Many students fal
into the common error of hieading the Balance Sheet * for the
year ending ~——,"” whereas the correct heading is * Balance
Sheet as at 31st December 1924.”  The Balance Sheet is a state-
ment of the financial position at any particular date, and docs not
refer to any period whatsoever, as does the Profit and Loss
Account.  The latter, however, 15 correctly headed “ For the
period ended 31st December 1924,” and the pentod covered should
always be stated. i

(¥} Reserves for Discounts. No Reserve should be madc in
respect of Reserve for Discounts on Sundry Creditors, unless 2
Reserve is also made against discount on outstanding debtors.

108.—Reserves and Special Funds. Thebalances of these
accounts appear in the Balance Sheet, except in the casc of secret
reserves (see below). The following classes of Reserves should be
noted :—

(¢} Reserves or Reserve f;“mcounts :irc amounts charged
against profits, and may be specific or general.

3 i t aside to provide for a stated

4 SP';:C-’ﬁC Rcserv.c lff?ﬁfj Tnes o g Bgd Debts, Ihscounts,

' -shown in the Balance

» - . which they appertain.

AN , © of profits st aside o

strengthen the financial postuon wi the firm, and provues
117
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against unknown or for general contingencies ; it is thus
available for equalising dividends and increasing working
capital.  Unlike specific Reserves the General Reserve 1s
shown as a separate item on the liabilities side of the
Balance Sheet, not as a deduction from any _partlcular asset.

(b} Reserve Funds. A Reserve Fund fs either gencral or
specific, and is generally recognised as differing from a Reserve
or Reserve Account in that a corresponding sum of money is
invested in realisable assets owlside the business, whilst General
or Specific Reserves are not, i.e. they are retained in the business.
The term is loosely used often when no such outside investment
exists, but this is deprecated by some authorities, and it is
desirable to preserve the distinction. ;

A General Reserve Fund is similar to a General Reserve in
purpose, but is invested outside the business, usually
some casily realisable assct such as Government Stocks
or Bonds.

A Specific Reserve Fuud provides {or some definite purpose, and
that purposegivesthe fund itsname. Thusinstances are :(—

Depreciation Fund—made to replace any depreciating assets,
c.g. buildings, plant, etc.

Sinking Iund—usually created for redeeming some dcfinite
liability duc for redemption some time hence, c.g. de-
bentures.

These Reserve Funds appear as separate items on the
liabilitics side of the Balance Sheet, and on 1he opposite side there
is usnally a corresponding entry, ¢.g. Reserve Fund Investment
Accoum, which represents the asset in which the fund has been
ivested, generally gilt-edged stock.

(¢) Secret Reserves. Where these exist they are not dis-
closed on the face of the Balance Sheet.

109.—How Formed. Sccret Reserves may arise or be
formed in several ways :—

(1) By charging expenditure of a capital nature 1o Revenue,

thus reducing profit instead of increasing the book
value of some asset.

(2) By making cxcessive reserves for Bad Debts, Discounts,
cte.

(3) By writing down assets below their actual value, e.g.
premises, machinery, investments.

(4) By allowing assets 10 remain at an original figure when
actually they have considerably appreciated in value,

o ¢.g. city land and buildings.

(5) '\' f{lzlx.ttu}g assets ul(ogc_thcr. This is often due to such

assets hav ing been written down year by year until
118
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the account stands at pit, - instance .
of the Bank of Englan(?.ﬂ' 13)5"2)1!; :lr;t:.' 1(!:]‘(,“( ]-"': e
tion with Goodwill, but it is always d,\;,»‘{,]k;"fi)"."f}.
least a token value to reveal thcl-.\istbn(:c of :‘l’" :1:\:&“{
are tﬁt;.:_ObJeCtxons to Secret Reserves sometimes raived

(1) ’“;‘l:x P‘;-‘Cﬁccflcéds to manipulation of mem, and in

¢ case of Companies to i calings i
shares by the Dirc};tors. 0 improper dealings in the

(2) The profit will not be properly disclosed by the Accounts,
and may thus affect dividend declared. '

(3) The Balance Sheet does not reveal the true position as
it should do.

111r—~In favour of Secret Reserves it is advanced that :—

(r) If the matives are bona fide they are advantageous in giving
strength to the financial position,

(2) Many financial authoritics approve of them within
reasonable limits.

(3) In any casc many items in a Balance Sheet are only
estimated, and there must be some variation in such
estimates due to different points of view of business
men. Some cstimates may be too high, and therefore
it is argued that it is better to create Secret Reserves
to play for safety and financial strength.

4} They are particularly advantageous to, and arc largely
created by Banks, ®a that dividends can be maintained
without “violent fluctuations. This safeguards the
cssentral goad credit of Banks by aveiding disclosure
of any extraordinary losses. The value of premise,
owned by Enghsh Banks arc notonously understated,
and those of the Bank of England arc omitted altogether.

112—A Statement of Affairs is an account or statement

showing the financial position of & business or other concem, but
apart from its particular meaning in connection with Bankruptey
affairs this Statement of Affairs conveys the idea to accountants
that the books are not kept on the Double Entry system
113—Receipts and Payments Account and Income and
Expenditure Account. Thuse me usually adopted by non-
trading concerns, such as Clubs and Huspitals, and "ff"“nbé
Qr}t_;fcssiona! men. The)l' m;c not 111:11'“9““;‘0'2'05"0"00“515 Calie
! ts,” which of course they a : .
aﬁ?ﬁ.%:e]zw;e and Expenditure Account deals with
the whole of the income and expenditure for they ear under 'f(:;\’!ﬁ:(i
regardless of whether the items have been actually rcccx)d afur
paid, or not. It thus excludes capital items, but provides

119



Reference Library of the Bennett College:

against unknown or for general contingencies ; it is thus
available for equalising dividends and increasing working
capital. Unlike specific Reserves the General Reserve 1s
shown as a separate item on the labilities side of the
Balance Sheet, not as a deduction from any particular asset.

(b} Reserve Funds. A Reserve Fund is either general or
specific, and is generally recognised as differing from a Reserve
or Reserve Account in that a corresponding sum of money is
invested in realisable assets oufside the business, whilst aneral
or Specific Reserves are not, i.e. they are retained in the business.
The term is loosely used often when no such outside investment
exists, but this is deprecated by some authorities, and it is
desirable to preserve the distinction. :

A General Reserve Fund is similar to a General Reserve in
purpose, but is invested outside the business, usually in
some easily realisable asset such as Government Stocks
or Bonds.

A Specific Reserve Fund provides for some definite purpose, and
that purpose gives the fund itsname. Thusinstances are :—

Depreciation Fund—made to replace any depreciating assets,
e.g. buildings, plant, etc.

Sinking Fund—usually created for redeeming some definite
liability due for redemption some time hence, e.g. de-
bentures.

These Reserve Funds appear as separate items on the
liabilitics side of the Balance Sheet, and on the opposite side there
is usually a corresponding eniry, e.g. Reserve Tund Investment
Account, which represents the asset in which the fund has been
invested, generally gilt-edged stock.

(c) Secret Reserves. Where these exist they are not dis-
closed on the face of the Balance Sheet.

109.—How Formed. Secret Reserves may arise or be
formed in several ways :—

(1) By charging expenditure of a capital nature to Revenue,

thus reducing profit instead of increasing the book
value of some asset.

(2) By tmaking excessive reserves for Bad Debts, Discounts,
etc. ' :

(3) By writing down assets below their actual value, e.g.
premises, machinery, investments. A

(4) By allowing assets t0 remain at an original figure when

actually they have considerably appreciated i
‘¢.g. city land and buildings. y appreciated in value,

) By omitting assets altogether.  This is often due to such
assets 1aving been written down year by year until
118
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the account stands at n s .
of the Bank of Ellz'l.:}u;:ﬂ’ ;;}iﬂ;); J';);ltanéc tlix? Promises
tion with Goodwill, but it saluars dtzlir 'i”gl% o Fomee
Teast a token value 1o reveal the e viete 1;1-) "f('” [aveat
110—Objections to Secret Reserves tameiirs i,
are that :— sometimes sab-ud

(1) “;’i'ul’rc:‘g‘(“czilca‘lls to mabipulation of profits, and in

mpanies {o 1 o nes 1 "
shares by the Diugtors. to improper dealings in th
(2} The profit will not be properly disclosed by the Accounts
and may thus affect dividend declared ’
(3) The Balance Sheet does not reveal
it should do.
111.~In favour of Secret Reserves it is advanced that :—
(1] I the motivesare boua fide they are advantageous in giving
strength to the financial position,
(2) Many financial authorities approve of them within
reasonable himits.
(3) In any case many items in a Balance Sheet are only
cstimated, and there must be some variation in such
cstimates due to different points of view of business
men.  Some estimates may be too high, and therfore
it is argued that it is better to create Secret Reserves
to play for safety and financjal strength.
(4) They are particularly advantageous to, and are largdy
created by Banks, so that disidends can be maintained
without violent fluctvations.  This safeguards the
essential good credit of Banks by avading disclosusc
of any extraordinary fosses. The value of premses
owned by English Banks are notortously understated,
. and those of the Bank of England are omitted altegether.
112.~-A Statement of Affairs is an account or staternemt
showing the financial position of a business or other concern, b
apart from its particular meaning in connection with Baakoipicy
affairs this Statement of Aftairs conveys the ida ta accountants
that the baoks arc not kept on the Double Entry sustem

113.—Receipts and Payments Account and Income and
Expenditure Account. These are usually adopted by nun-
trading concerns, such as Clubs and Henpitals, and oftn L
wofessional men. They are not infrequently ersoncously called
* Balance Sheets,” which of course they are not.

114—An Income and Expenditure Account deals with
the whole of the income and expenditure fur the y ear under revies,
regardless of whether the items have been actualiv recenned and
patd, or not. It thus excludes capital wgms, but prn wes for
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outstanding liabilitics, and for income due but not paid for any
particular year. # The balance of the account represents a surplus
or deficit Tor the year. Income usually appears on the credit
side and expenditure on the debit side of the account, as in a
Profit and Loss Account. ) .

115—A Receipts and Payments Account is a classified
summary which includes only those items actvally paid and
actually received within the period of the Account, whether of a
capital nature or otherwise. It may therefore include payments
not only for the current year or period, but also for the previous
and succeeding vears. The balance of this account does not
therefore represent the surplus or deficit for the year, but the
amount of cash in hand, or overdrawn, i.e. the cash position.
Receipts are shown on the debit side and payments on the credit
side, as in the Cash Book. Itis, however, possible to compile from
this an Income and Expenditure Account, which will show the
result of operations for the period, by ascertaining the outstanding
assets and liabilities at the beginning and end of the period.

Illustration—A Receipts and Payments Account drawn up
from the Cash Book of the Winner Cricket Club for the year
ended 31st December 1924 :—

RECEIPTS AND PAYMENTS ACCOUNT

Dr. . Cr.
£ 1ald £ isla
"o Balance 1st Jan. 1924 30} of of{By Rent . . . go{ ol o
. Gate Receipts Sorzrg o2 6 . Rates . . . 461 o} o
,»» Entrance Fees . . z1y of of ,, DPrinting . . . 62 o| o
» Subscriptions— , Wages . . . rizjiel o
Playing Members, 1923. 1ol10| of ,, Stationerv and Postage 18{10]| 6

" » 19z4. 32j10} o} ,, Repalrs to Pavilion
Honorary Members, 1923 15115) o and Fences. . . s1{'0f o
» s 1923 || 33010} ol By Extension of Pavilion. | 200! o] o
. . 1925 26{ 31 off ,, New Mator Mower . soli2} 6
To Dividends on Invest- . Playvers’ Travelling Ex- ’

ment . . . 2o{10{ G| penses . o 6oj of 6
To Net Proc'e_eds from By Bats, Balls, etc. . . 22] o o
Catering Pavilion . < 122 =21 Gl ., Balance . . . 67] 3] o
£800 51 6 L800| 51 6
| L —

. With a view to compiling an Income and Expenditure Account it is found on
:ah.\ammmg the n}fmces and other records that: Rates have been paid in advance to
1_‘% an}lzc'::‘x?ti‘ gg ,Egﬁ Rzgt for one quz}ter is still due.  Accounts unpaid are, Printing,
A6 Batse alls, £:18; Wages, L3, _ Plaving Members’ Subscriptions for 1924

are in arrears L2y Honomr'v Members £ 5o,

Iz20
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From this information an Incomes and Expenditure Ar connt
for the year ended 315t December 1924, showing the curplus
income over expenditure for that year, can be prepared thus ;e
THE WINNER CRICKLT CLUR

Encome and Expunditure Account for the yeur cnded RITIE DYt P Pry

Dr. tr,
T
Ipenditure, [ Tueame, r‘
Lsia A P 4
"o Rent, . . foo yl:y(‘mwkmim . Joagr] 2l 6
A . Jo w Catering Keeeippe ()| 132 3] 6
—| 520 o]0 | o DntanceFes , | .f o} o
» Rates . . £46 w Subsctiptions—
Less . g Plying Membvrs L) 6310) o
—l 37l nlo Honorary Members ,f son]tn} o
o Printing . . {63 By Dividends on Imest-
Add . N ments. ., ) 20|in] 6
—i O8] ojao l
w Wages 112 10 o

Adf .13 0 ©

r—e 125110( 0
statignery and Postage 18|10l 6
Repairs . . . 31 o0

» ‘Travelling Expenses . fn? al 6
w Haths, Balls, ete. £”;
Add . . 181
—{ ol ofo

» Balance, excess of In-}
come ever Lvpenditare 30) 5[0

LGlis) 6 L7y

It will be noticed that the capital expenditure on the pavilion
and mower have been excluded, also subscriptions which belong
to the previous and succeeding years. The adjustments are
shown in the example as additions and deductions to shu;n tlxg
procedure, but in practice only the figures in the cash columns
shoul shown.

’ Icl(?c——rl\lote on the Double Account System. The phr%v,:
Double Account must not be confused with the term Double
Entry., The Double Account System is one used by comp;ml'cs
formed generally under special Acts of I_’arh:ammt,rsuc {I"LS'
Railway Companies, which operate undertakings of public uti ’II{S"‘
involving heavy capital expenditure of a permanent na}urtb biz
system of book-keeping is precisely the same in both, L.e. ;,m; b
Entry, but the distinction between the ?oubl-: Account Sistem
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and the Single Account System (i.e. the ordinary Double Entry
System ; the term must not be confused with single Euiry) is only
apparent in the Final Accounts. .

117.—The object of the Double Account System is to
show what Capital has been raised and what Capital has been
expended, and herein lies the principal difference between 1t and
the ordinary Double Entry Single Account System. The latter
shows the present value of assets, the former shows the total
amount spent on assets.

118.—The Balance Sheet in the Double Account System
is divided into two parts j— )

(z} The Capital Account showing on the credit side Capital
Receipts to date, and on the debit side Capital Expendi-
ture to date.

(2) The Balance Sheet proper, to which is carried the balance
of the Capital Account, and in which are shown float-
ing assets and liabilities, revenue balances and reserves,
etc., as in an ordinary Balance Sheet. :

By this means total Capital raised and the manner in which
it has been expended is clearly shown ; any provision for depre-
ciation is not made in the usual way, but instead all repairs and
renewals and replacements are charged up to revenue, the idea
being that thereby the capital value is thereby maintained.

_ . For present purposes it is only necessary to know the prin-
ciples of the Double Account System; the freatment of Capital
Losses, Depreciation Funds and Deferred Revenue Expenditure
must be dealt with in the subject of Advanced Accounts,

T



* Book-keeping and Accountancy ”

Chapter X
CONSIGNMENT ACCOUNTS

rig—Consignments. A merchant or trader sometimes sends a
consignment of goods to another person for the purpose of sale
on his behalf.  The agent or person receiving such goods is called
the consignee ; the goods do not become his property, but are
held by him uatil such time as he may be able to sell them, 1f
unable to find a buycr, the consignee may retum the goods to
his principal, the consignor.

A consignment is therefore not a sale, nor is it the same as
“ Goods on sale or return.”  In the latter case the goods are sent
to a prospective purchaser, who has the option of accepting and
paying for the goods or of returning them within a reasonalle
period ; but the person receiving a consignment is not a purchaser,
he Is the agent of the consignor for the purpose of finding a pur-
chaser and cffecting a sale, in return for which he receives a
commission. Consignments are usually sent to some place
abroad, but not nccessarily so. . ‘

120.—Del Credere Commission, In an ordinary consign-
ettt the consiguor has to bear all the expenses in connection
with the slhipment.  He also bears the risk, when the gads are
sold on ciedit, of duly receving payment from the pur hases
the consignee, bemg only an agent, is not fiable. However, n‘l?
ageut may undertake to pay the consignor whether he !“‘“"f"
receives payment from the purchaser or not, and in retum for
this undertaking he may receive a larger or extra mgnnusxx:mi
such extra payment is known as ** Del Credere ™ commisaion, and
is usually shown separately from the ordinary agency mnu;uTmrl\;

121.—A Consignment Outwards 1s the despatch o)r;,unl ‘
from one place 1o another fusually abroad) for sale ‘)Cér;t
agent receiving these goods for saje the consignment l? .1. -on-
signment Inwards. The book-keeping i el case Tequl
separate consideration.

THE CONSIGNOR'S BOOKS AND PROCEDURE

122.—How to record Consignment Ouzwarzlis. ’l\l\h:ix
making a consignment the value cannor be delnted e the ordinary
123



Reference Library of the Bennett College :

Sales Book to the consignee, because he is not a debtor to the
consignor, nor have the goods been sold to him. A special “ Con-
signment Day Book ” is generally used, and the amounts entered
therein are debited to a special Consignment Account. This
account may appear in the Sales or Impersonal Ledger, or if there
are many consignments, a special Consignment Ledger may be
kept. Each consignment requires a separate account, which may
be headed in any appropriate manner, e.g.

“ Consignment to John Jones.”

““ Consignment to Montevideo.”

““ Consignment No. 762.” _
The total of the Consignment Day Book must be credited to a
“ Consignments Outwards Account” (or “ Goods on Consign-
ment Account 7). ‘

As the goods so consigned still represent part of the con-

signor’s stock unsold, even though sent to another place, the
amounts charged in the Special Day Book should be at cost price.
A pro forma invoice is usually sent to the consignee, giving
full particulars of the goods, shipping marks, packing, weight, and
measurements.

123.—Expenses of Consigning the Goods. These are

incurred by the consignor and generally include railway carriage
and cartage, freight, marine insurance, dock dues, etc. Such
expenses must be debited to the consignment account concerned.

The expenses which have to be disbursed when the goods

arrive are paid out by the consignee, e.g. dock dues, wharfage,
cartage, storage, rent, fire, insurance, etc. In his own books the
consignee debits these expenses to the consignor's personal
account, but until the consignor receives an account from the
consignee at the end of the transaction no entry for these expenses
can be shown in the consignor’s own ledger. -

124—Financing the Consignment. The consignor has

. several alternatives :— '
(x) To wait for payment from the consignee until he has sold
_.and received payment for the consignment.

(2) To obtain an advance from the consignee against the ship-
ment. This should be credited to a separate personal
account m the name of the consignee—0f to the Con-
signient Account, as the amount is a liability until the
goods are sold, and if a sale is not effected eventually,
the advance would have to be repaid to the agent.

. ) To draw a Documentary Bill of Exchange on the con-
signee for, say, 50 per cent. to 80 per cent. of the value of the ship-

ment, and discount this at the Bank thus securi
: : <, ring the use of
the money until a sale is effected. ' 5 e e
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When the Bill and decuments ruzeh o
the banker’s agent, he pays the Bank oy
tkus secures the Bl of Lading 2nd oo the rae,?
By peying aninstalment to the Bank ke may a} b s
the docks plecemenl if he so desires; o0 i1 15 c:gkfis 2l ba
might obtain complete delivery merely on :

8 o

o3 the Bill Fing B o
When the shipper discounts such a Bl the dis
(1) debited to Discounting Chargss Account, thus t
item as'a general expense of the business, o7 {2} dob
Consignment Account, treating the jtem as a consd
The credit entry corresponding will be made ia the
125.—Account Sales. Whe a sals has
consignee sends a detailed statement called an Acor
shaming the proceeds and expenses he has dishursed, th

ACCOUNT SALES ¢f €0 Casss &f Clok Icz T 1L M2y, Lo, pree
s “Carimar s b Join Jra, Vorride

Mazx (33CuesG L0 . . . .
T3 ] 25 Cares & La3 ...
Lowpox

93

Lezs Crarges 2z Expros
Dok @zes and Lo

A=)
Wareboosing
Inszznes o . -

Lezs Advzoee - -
EL&OE
sighs deaft far £353. 135 o1 b
Yool 23 foo 002n
[yl BRI AT

On receiving this statement the comsignoer manes Jomroat

entries as follows =— e e

(1) Debits consignes with gross procesds as 2072 by e

Account Sales, and .

Credits Consignment Accozat with

«o with his expen

ment Account with th
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If the Account Sales is rendered in foreign currency, the
amounts must be converled into sterling, the conversion rate
being the rate ruling the day the account 1s received.

126.—Closing the Consignment Accounts :(—

(a) The balance of the Consignment Account on completion
is transferred to the Profit and Loss Account.

(If any of the consignment stock remains unsold the
cost or actual value at that date should first be
shown on the credit side of the Consignment Account
together with a proportionate share of the con-
signor’s expense, and brought down as a balance on
the debit side below the ruling off.)

(b) The balance of the Consignment Outwards Account
should then be transferred to the credit of the Trading
Account, the former being merely in the nature of a
Sales Account. '

(¢) Bills Receivable Account (or Cash Account as the case
may be) must be debited with the amount received
in settlement and consignee’s account credited.

ExAnMPLE,—

Jan. g. Consigned 69 Cases of Cloth to J. Jones, Montevideo, value :£460.

Jan. 9. Paid: Railway Cartage and Carriage 4712, Insurance 48, Freight and
Dock dues L22.

Jan, 10. Drew Bill on J. Jones at go days’ sight (sighted Feb. 1) for £2350 as an
advance against the consignment ; discounted this for £246.

July' 26. Received Account Sales from J. Jones showing that 6o cases had realised
46735, his expenses and commission being 441, 65. 3d. The g cases unsold were
valued at cost at £358. Received go days’ sight draft on London for 4, 383, 13s. od.
from J. _]oncs. Make the necessary entries in the consignor’s books to record these
transactions.

JOURNAL
D, Cr.
1924 > :
Jan.| o jConsignment Account . . . . .23 ;g gl;. A s
To Consignment Outwards Account (or
Goods on Consignment Account) . | 23 46ololo
Value of 69 cases shipped to J. Jones
Montevideo. ’
July {2617. Jones, Montevideo 26 l67=1clo
To Consignment Account . ] 24 ® 675lofo
Gross proceeds of sale of 6o cases ag per ’?
Account Sales.
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JOURNAL —Continucd

Dr, Cr.
il
July {26 ] Consignment Account . . 4 :ij £ fels
To J. Joes . . A DL IR Y
Lxpenses and Comnfission pa .\cmun~ - et
Sales i
w |31 | Consignment Qutwards Account . . “4(.) nio
‘To Trading Aecount . . )
Being sales on consignment, i e
w | » | Consignment Mccount . 232)610
To Profit and Loss Account - - 232]6)n
Yrofit on sales of consignment i )
4
CASH BOOK
r. &,
i A
1924 ezl vaeg Farar
Jan. }10j To Bill Recenable Jan. | olBy Consgnment| |
discounted  .]32||250|0)0 Account— i
| Cartage and
camiage ui 1z jolo
ol Insumnce 24l 8lof{e
o Freigh ee a4l 22 |olo
Discourt on{ |
Bill 24l 4lofe
s i

BILLS RLCCEIVABLE BOOK

—_— T

Remarks

i Drcounted
toli/23

\mauma{ De
Dute, [No 170 wbom h‘{ Discou. Temn b e
£ 5lé
'
Jlg.z;‘o 2 Jones, ’ 2501 © " Wd" ‘f’;’_:
(ughted Montevideo
Feb, 1) i1 afsjoe 23
Joly26| 3 (). Jones ]J“J 13 ‘J %° vors

——_._—-——-———-—'———_'_'—._"L_’_‘_—‘_—'_—_—‘_}-
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If the Account Sales is rendered in foreign currency, the
amounts must be converted into sterling, the conversion rate
being the rate ruling the day the account 1s received.

126.—Closing the Consignment Accounts :—

(a) The balance of the Consignment Account on completion
is transferred to the Profit and Loss Account.

(If any of the consignment stock remains unsold the
cost or actual value at that date should first be
shown on the credit side of the Consignment Account
together with a proportionate share of the con-
signor’s expense, and brought down as a balance on:
the debit side below the ruling off.)

(b) The balance of the Consignment Outwards Account
should then be transferred to the credit of the Trading
Account, the former being merely in the nature of a
Sales Account. '

(c) Bills Receivable Account (or Cash Account as the-case
may be) must be debited with the amount received
in scttlement and consignee’s account credited.

EXAMPLE.—

Jan. 9. Consigned 69 Cases of Cloth to J. Jones, Montevideo, value £460.

Jan. 9. Paid: Railway Cartage and Carriage :é 12, Insurance £8, Freight and
Dock dues Lz2,

Jan, 1o. Drew Bill on J. Jones at go days’ sight (sighted Feb. 1) for 250 as an
advance against the consignment ; discounted this for £246.

July- 26. Received Account Sales from J. Jones showing that 6o cases had realised
£673, his expenses and commission being £41, 65. 3d. The ¢ cases unsold were
valued at cost at £58. Received go days’ sight draft on London for 4383, 13s. od.

from 7J. _]oncs. Make the necessary entries in the consignor’s books to record these
transactions.

JOURNAL
Dz, Cr.
1924 £ lsjdll £ |s.ld
Jan.} o | Consignment Account . . . o1 24 || 460 o(o s
To Consignment Outwards Account (or
_ Goods on Consignment Account) . .] 23 460jolo
Value of 69 cases shipped to J. Jones,
Montevideo.

July {2617, Jones, Montevideo
To Consignment Account

Gross proceeds of sale of Go cases
Account Sales,

N w
= O
=
~7
74}
o
[e]
=3
~I
wn
o]
Q

as per
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JOURNAL—Continund
2. Cr.
v
v i
Tuly | 26 (‘mmgnmrm Account . . . . .} ! o :l" £els
To J. Jones . et 3 s,
Cxpenses and Comnfision as pcr Account A R
Sales, \‘ {
4
. |31 [Consignment Outwards Aecount .  gf
" To 'rading Account . . .. e | 4600
teing sales on consignment, l N
1 | Consignment Account . 2321610
“T'o Profit and Loss .\ccounx . “ ) 23316l0
Profit on sales of consignment. 1
& i
CASH BOOK
Dr, Cr.
1024 “[ s{dl 1924 L 1sdd
Jan. {10 To Bill Receivable Jan | o} By Consignment
discounted .3z|{z50}0|0 Account—
| Cartage and
carriage Jdagfl 12 ojo
| Insurance 23fl Blojo
| Freight, etc .23} 22 o0
1ol Discourt on
Bl
. e

BILLS RECEIVABLE BOOR

[
N 1 Due
thate, [no| Trom whom Fou| Discount. ""'g,‘;"w( Teem.

Rewasks

received, Dates o
1924 3 ;6' s.|d-
Jan.10) 2 [ J. Jones, 26 ‘ age} o} © godfsiMay 4 [);w?u)mcd
{sighted Montevideo 1924 | ronE
Feb 1
Joly26] 3 |J. Jones {26 ‘ 1‘33 ta ofjoodhs ()‘c!; ;3
“____—_//_,_‘,_,/
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LEDGER
Ds. CONSIGNMENT TO J. JONES, Montevideo Cr.
1524 3. £ sldliigey I £ lsla
Jan. { o [ To Goods 21 || 460{o|o|j July {26]|By J. Jones .{ 21 675jolo
» » N CE\Sh C.B. " iy Stock (Ull-—
(Carriage) .| 12| 12{olo sold)£5800
» |« |To Cash (In- add
surance) | o 3jojo 38 42 for
» |« |ToCash 460
(Freight) .| ,, 22lo}o0 Lxpenses, say
, 110 ToCash(Dis \ ts 6 o
count on 63|6|0
Bill) . R 4lo}o Carried down
» | » | To Expenscs '
and Com-
mission .| ., 411613
July {261 Profit and
Loss afc| I
(Profit) 2t || 19ol19]9
£738{6]0 £73816}0
1924 ,
July {26 7To Balance . {b/d{| £63{6}o
CONSIGNMENT QUTWARDS ACCOUNT
Dr. {or Goods on Consignment Account) Cr.
T
1924 o £ |sldlligza £ 1sld
July j31{To  T'mding{ J. Jan.| 9 | By Consign-| J.
afe . 21 {1 46o0iolo ment afc 21 || a6olojo
Dr. J. JONLES, Montevideo Cr.
|
1924 N . £ lsidll1024 £ |s.ld
July 126{To Consign-| j. Jan.t10} By Bill Re-
ment a/c 21 fl 675io0l0 ceived .] 6 230lo0]0
% ‘ July { 26| By Counsign-| 3.
- | ment alc .| 21 111613
L » 1w |By Bl Re
/ it ceivable .1 6 383l{r3lg
£675]o (o £675 clo
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TRADING ACCOUNT

Dr,
12g
vy i
n {n
* The £ruret bere wond § le the ortzary sy of e forarmmn,
PROFIT AND LOSS ACCOUN{
Dr. Cr.
1924 { ER T PA
July)ar by Cov'ame| s
[ c (2] iy
‘ (Nez Prisey ‘r

127.—~Summary of Procedure in the Books of the

Consignor:—
Dy,
{1) Consignment a’e.

{2) Ditta,

(3) Lills Receivablea'e (or
h, i Cah n
mitred).
{3) Comigneds ale.

(3) Camnignment ae.

() Ditto.

;) Blls Rercisable a'e

{or Cashaf Cashore- !

mitted).

!

!

CrrprT.
Consygmment Uetwands a ©
lor goods on orms.an-
merth
Cash, Banl, or, if not paed,
the pensanal a ¢ of the
pron to whom the
amount 1y due
Consumet’s 26

( onsignment a’e,

Consignet’s a ¢

Profit and Lons a’e.

Consignet’s d o

{8) Comizmment Outwards | Trading 1'c.

a’c.

{5) Rring down on debit side of the Conwgnmeny 2« = hass <
This amount must be the ant wale
ever is the Jower, plus & due proparmon of e o

rnsold.

1

139

NPT

Itest Conoararm

Cont grice of 2 wals

Faprmus rreund I cone
£ gm0t

Amy adiar o node @ Qs
Qurs it e

procras’s 2

e gl

Grers
Arrn

ot

Esproaey po m o ncone

samen, 3t b
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LN

Jraot v 0f jon triio
e T ke

[ R

£ R

PO [ ‘
e



Reference Library of the Bennett College

128 —An Account Current between the consignor. and
consignee is sometimes adopted, whereby each party allows
interest to the other on payments made in advance of the final
date of settlement, as explained in Vol. IT, Chap. I, pp. T ef seq.

THE CONSIGNEE'S BOOKS

129.—Procedure on Receipt of Consignment. When the
consignment is received, together with the pro forma invoice,
usually no entry is made in the Account Books, but details should
be recorded in a Memorandum Book which may be named * Con-
signment Inwards Stock Book,” or “ Consignment Inwards
Book.” Alternatively, the Consignment Inwards Account might
be debited and consignor credited with tlie full amount of the
consignment, but this is not usual. ) ‘

Expenses paid in connection with unloading, carting and
storing the goods should be debited to the consignor’s account,
crediting Cash Account.

If an advance is remitted to the consignor in the form of
a sight draft (=cash) or a Bill Payable, his account must be debited,
and cash or Bills Payable Account credited.

130.—Procedure on Sale of Consignment. On selling
the whole or part of the goods for cash, debit cash with the
amount received, and credit the consignor; if sold on credit,
debit the amount for which sold to the purchaser’s account in
the Sales Ledger, and credit consignor through the medium of
the Journal.

Selling commission should then be debited to consignor’s
account, and credited to the consignee’s own Commission Account ;
as also should any Del Credere commission if responsibility for
due payment by the purchaser has been accepted.

The net amount remitted to the consignor should be debited
to his account, and credited to Cash or Rills Payable Account.

An Account Sales may then be made ouf and sent to the
consignor giving full details as previously explained.

ExamrLE.—Received Gg cases of goods on consignment from T. J. Murray,
valued on pro forma invoice at £460. Paid dock dues and other landing charges,

25, 108 ; \\"ﬂrd}gumng, 7, 10s.5 Fire Insurance, £3. Accepted and paid bill for
£ s0 dravn by T. J. Murray as an advance,

Sold 33 cases to A Byer & Co. for £330, and 2 5 cases for cash, £325. Semt
:‘\ccount Sales to T, J. Murray with sight draft for balance due, 4383, 135. 9d. The
Stock unsold was valued at £58. Make the necessary entries in the consignec’s

. . . 1o/ . . . -
books. Commission on Sales, 237 ; Del Credere Commission, 137 on Total Sales

{often this is payable only on credit sales),
130
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{a) Usual Method,

JOURNAL
. (.
A lk)cr& Co. (Purchaser) . .. 1§0 f, '{, £ ! f ! E2
o T, J. Murray (Comsimor) N wn
Kide of 15 cases of Condgnment Insards, “ye
°F. J. Murray ((,onsx;;nor) . o) o2l
‘Fo Commission 217, on .{6-,_ . . =10 Wzt o
w D Credere do 1} ond6ps . & ‘ & 9
Dr. CASH BOOK o,
‘ £ s |da WA PR
‘To I ). Murmy {re- By T, J. Murray !
ceived for cash sale} a25{o| o Expenes: !
landing Charge s {% sl o
Ware housng FRRUEEY
Insyrance 1f vjo
15 T Sar, (s |
ment in advance) 5 ) o) o

by F. J. Murmry (Iurf

? 3 final drift) RIRERR K]
LEDGER
4 J. MURRAY, London
D, (22
TRy l; i . l IR
‘1o Tandmg Chys sliolo f Sy € andy sate gl
H ol A DI RN SN Kgee b
v Imunince 3 ©
 SMancc, 30 o

Lommission

1
i
w Warchonng . !
«
To Dl redere
it

1/
1o Cash (1o settle)

,_L, _wdl-ﬂfi;j g L

(¢) An Alternative Method when value Of COmSIEMIBEnT is
debited to a Consignment Inwards Sorvunt ymmedtately on pecept

(sune example).

I3



““ Book-keeping and Accountancy”

JOURNAL Dr, Cr.
£ s. | d. £ s. | 4
Consignment Inwards a/c . 460 | o} o
To T. J. Murray, London 460 o o
Goods received on consignment.
A. Byer & Co. . . . 350 { o | o
To Consignment Inwards 350 ol o
Sale of 35 Cases.
Consignment Inwards a/c . 25 | 6| 3
To Commission acf) c.
. Selling @ 237, . 16 [17) 6
Del Credere @ 1} 8} 8j9
Commission both on total Sales.
CASH BOOK
(NOTE.~—Amonnts the same as in first method, the entries only differing in description,)
Dr. ‘ : Cr.
1
£ s 1d. : £ 1sid
To Consignment By Consignment
Inwards afc . 325lo | o Inwards afc—
Landing Chgs. . s{10]/o
Warehousing 71100
Insurance . . 3} ojo
By T. J. Murray . 250| ojo
n » . 383113)9
LEDGER
CONSIGNMENT INWARDS ACCOUNT
Dr, . .
o Lo|s|d L 1sld
To l J. Murray . 460 o} o By Cash . 325 of o
» Iu.\'c};ilx;)ses » A Bﬁ’eltj& Clo. «} , |l 350} o} ©
sh)— Stock Unsold . {c/d 33
Landing . 5110} o K “ 55| op o
Warehouse 41101 ©
Insurance . 3}l o] o
» Commission . 161171 6
» Do, Del Cre-
dere . 8i 8 ¢
» Balance trans-
ferred to T, J.
Murmray’s afc . 231j13] ¢
. ——— T PRSI .
5733} o} © 733] o] o
To Balance . .|b/d]| £58] o} o =
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. TN MURRAY, Londa
— Cr,
£ sl I i

"o, - e . ‘I {
ToCavh 250 o ‘,!I By Conignens Sl
wom e aafu o oty
w Balanee  of .( lr“r“!:\\"! s e

Stoek G n

Inwardy ol il g

eyl w8l o .'l Chnsignrunt

[f"ﬂ ER1 ) Dol o
|—{“
| N Y l,c.i .] o

151.—Goods on Sale or Return, In the case of gonds on
sale or return the goods are 1eturnable at the option of the 1.
ceiver of them, provided they are returned within a spcified or
reasonable time.

The following is a suitable ruling for & buok to record such
transactions :—

GOOPS ON SALL OR RETURN ROOK

' 2 3 4 5 [ 7 L]
Name [ { JRCYON
ate,{ and s N Vatue || tate [ Crnels rerusmet f1eten
address, |20 d BT
- 71 I i . ' . T
L s o “{ sl ,{:n ./!
| AR | 4
1 N I B I {
[ { P

Procedure.—(1) Whe goods are st on approval oy
are entered in columns I to o, and no other vm? I~
made in the books until the goods are returnod or
notified as kept. )

{2) Goods retumed are entered in colunin 6 Both columy
and column 0 are memoranda colnmns only, aned do
not affect the double entry.

(3} Goods sold are extended into column 7, e} drom there
posted to customer’s account in the Sales Ladaor Ehe
total of column 7 must be posted (say monthiv) to the
credit of Sales Account.

{4) Goods outstanding at a given date are dhiown by the
difference between the totals of odan 6 wd 7
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(together) and column 4. This value must be reduced
to cost when brought into the stock figure in the final
Accounts and Balance Sheet.

132.—Joint Ventures. When two or more persons contil-
bute capital to and agree to share profits and losses in a particular
speculation or venture, without the use of a partnership name,
such a partnership is called a Joint Venture. By such an
arrangement special facilities or advantages possessed differently
by the parties are in a sense pooled for their common benelit,
whilst rtesponsibility is not incurred beyond the scope of the
venture. ) ) -

Such Joint Ventures may be in connection with a jomnt con-
signment of goods or some other form of speculative enterprise.

133.—Joint Venture Accounts :—

(1) Each party may open a special account for the joint
venture, recording only those transactions in the
venture with which he himself is concerned. A general
account or statement is prepared later in which all
the transactions of each party engaged in the venture
are incorporated, and from which the profit (or loss) is
ascertained. Each party then debits the Joint Account
in his own books with the profit due to him, and credits
Profit and Loss Account.

If there remains a debit balance on his Joint Account
this amount is due to him from the other parties; or
if a credit balance he will have to pay it to them.
The payment of this balance by one party to the other
will finally close the Joint Venture Account, and the
Joint Account in each party’s books. '

(2) Usually one of the parties undertakes to manage the
Joint Venture, and he does the buying, selling, etc.,
and keeps the general Joint Venture Account.

For this service he generally takes a commission in
addition to his share of the profits.

The Joint Venture Account is debited with the cost
of the goods, and €ach party contributes his agreed
share of this cost, which amounts are credited to their
personal accounts in the managing party’s books., The
Joint Account is also debited with all expenses, credited
W.lt!l. sales, and the balance is the profit (or loss)
divisible.

The Joint Accounts are sometimes kept on an Account

Carrent basis, bringing interest i
Vol. 1, Chap. 1) ging interest into account. (See
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Lt e—Wells and Holdn entored a joirt yoe R L R Y R )
el ot o, AN reetisd ohers o ol st st Lo 373 oo
with which Hobbs mid Lo, 100 eapemes, Hols dew on \\’:‘1« f+ Lien
Welts puid freight and other charges L1875 he sl all the g wds thrregh o ber [
L2300, and had 1o py the Titter 1 prr cont, comprinion o1 the grons georads
I'rogure a Joint Venture Account, and the jolnt accourt kege by Wellsant Hath i;
Iheir owit books, Wells «ont a cheque 10 Hobby 1o watle the acoury, the puriioy
Jaring cqually i profits of Towses, ’

JOINT VLNTURL ACCOUNT

(Memorandum Aavunt kept 8y 1Wells)

Lr, .
. 7
SRS PR A PR
Lo Goods (W) sool olo By Mles . L2,000°
W w  (Hobb) oy 1,900, o]0} Less Wrohemgr 23
¢ Lreight (Wells) ., 18! oo ———~ 247§) 0[O
» Dapenses(Hobbs) 10| 10]0! \
 Profit (joint) ¢/d | 236{10 U‘. !
l(2,475) ojo ! £,5) 00
] b SR
To Wells .| £323] slo| Uiy I'rotit b’ . f:J(n‘ 0,0
» Hobbs . . 123! slo |
S, Wt N
£246] 10]0
h e 1

JOINT ACCOUNT WITH HOBLS
(Zn Wells’ Books)

Dr. Cr.
- e e e
7 ;
| 5 {d ; L] o
' " ; "1y Che from
To Goods . s00} 0 o M, Clhiegue L R
» Frewght and v | Broker . 2478]0

Clurges . 18] o 0]:

o Bill (drazen by |
Jlokbsy . az0{ 0,0
w Profit (4 share) 123 5}0

tuaot| slo]
To Hank (Cheyue to! Lo
Hobbs to settle) | 1,083 ]15 o)v s

L2
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JOINT ACCOUNT WITH WELLS

Dr. - (In Hobbs Books) Cr.

£ s |d . £ | s id

To Goods . .|| 1,400 olo By Sight Bill (on
,» Expenses . . 10{10]{0 Wells) . . .l a4g0| oo

,, Profit (+ share) . 1231 s5lo By Bank (Chegue
Srom 1ells) . L,083(1510
£1,533 |15 (0 ' £1,535 |15 |0

|

Examerr I11—Bell, Home and Jones entered a Joint Venture, Bell managing
affairs for a commission of § per cent. on sales, and all sharing equally in profit.

Bell bought goods value 5750, and supplied £az0o from his own stock.

He paid freight and other charges 467, 10s.

He received cheques of 4400 each from Horne and Jones for their share of the
cost of guods.

Gonds on joint account sold for 41650 prompt cash. )

Sent cheques to Horne and Jones for their share in the profits.

Write up all the entries in Bell’s books.

JOURNAL
~- )
£ |s|dl £ |s|d
Joint Venture a/c . . . . 450 { o] o
To Goods afc . . 450} ol o
For goods from stock for joint
account.
Joint Venture afc . . . . 82 10} o
. To Commission . . 82|10| 0
For 5 per cent. on L1630 sale
0( joint stock for joint account
with Horne and Jones.
CASH BOOXK
Dy, Cr
£ |sld £
. .1 d. s.ld.
To Horne, By Joint afc
. ‘share of cost 4o00io0}o expenses . 67 [10{0
13 ](;nesi _ By Goods for
_ share of cos 4o0lolo Joint afc . 7
I'o Cash (for i By Hom/e ng olo
sale of Siock) 1,650{0{0 J ) 2 or°
! ) : 55 Jones . 500 lolo
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LEDGER
JOINT VENTURL ACCOUNT
Ceith Hornie and foner)

.
i £ 1.{:1,. i A
To Cash 750( 00 By Cash for N
o fioouds 450} 0/o Sale of pint
| o Cash Ain Vool
i (Froght il | / )
1 Charges) 67 10,0 {
£ Commrs- | 1 {
Losion g/ on, ?
Stles . B2l 0
tTo  Raance, |
1 bung profit
L 300—
i Home } 100 00
Jones § . 10| 0o
Profit  and |
Loss afe & mo] oo
1,050 0 0
i _
H., HORNE
Dr. o
i } L ’431 ) ’ () a
to Cash i 00 © ol By Cash ' Aol i
| 5 Jont a'e
‘I () profit) . Tov j0,0
% ‘ Lo oo, Do belee
g ];._*;:’:—‘ o
J. JONES or
Dr. —_—
! ! £ s a! } o
i ' L |5 e i Can S0 oo
['m Coh f w0 (o of e a
Lo ! (8 prafit) oo
e P ten © o
i 1 {500 Jo @ _—
| e e S
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GOODS ON JOINT ACCOUNT
Dr., Cr.

To Transfer ( § ! By Joint afc !x

to Trading with Home
ale | § £a50 lolo and Jones . 3 £as0 |o o
| T | |
TRADING ACCOUNT
Dr. Ci
‘ . [ ;
é ! § i { £ sd.
i % ! 8 By Goods on
i § Joint afc . | {430 jolo
PROFIT AND LOSS ACCOUNT
Dr., Cr
‘ P | }
‘ L s la

By Joint a/c
with Horne
and Jones . . 1oo |ojo

By Commis- (é
stont , . i 82 j10jo
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Book-keeping and Account

Acceptance fer honour, 35,
Acceptance of bills, 12, 13,
Accepter, 12
Account, Sales, 125,
Accounts, form of, 2,
hnds of, 2,
nature of,
m o Lmal

”

Adpustments Accounts, e,
:

Ad valorem Duty, 69

Alirmze, 53

Altewances Book, 35

Antesdated tul) 13

Appartionments i Fraal Acconunts, oo

Asscls, g, 111,

in bajance sheet, 030

crenfating, g.

fictsrous, 10,

fixed, 9.

flating, o

Itqund, o,

washing, 9.

Bad debits in balance sheet, 116
Balance sheet, compnlation, 73 05 112
definttion, g5
double accouny 122
examples of go, 11y
form of, 114
heading of, 95
order of items in,
I!nlnnnng fccounts, 5

. atstocktahing, 73
Bank account, 10, 30

frterest, fo
Lill of Lxchange, bearer, 52
ean 57, 59
collectron of 5o
currency of 57
days of grace, 13
definition, 11
discounting, 53, 125
dishonoured, entres for

1

” ”
53

” " documentary, 57«0
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Cheqgues, 11, 05, 66, 67.
,,  crossed, 05.
,,  crossing, forms of, 03, LO.
' definition, 11, 65.
,,  dishonoured, 67.
. indorsements, 66.
. mutilated, 67.
. negotation, 05.
,.  post-dated, 67, 68.

v ' book;, 68.

" revocation of banker's author-
ity, 67.

”» St"alﬁ, 67.

. Stamp Duiy, 6S.
Closing entries in Journal, 71, Sq, 03.
Code Napoléon, 24.
Commission, 123, 130.

. Del credere,
Compensating errors, S6.
Caonsignee, 130.

" books of, 123, 130.
Consignment Account, 124, 128,
closing, 120.

2301300

33 er

" books. 123, 124.

" Day Book, 124.

v discounting biils on, 125.
. example, 126.

” cxpenses, 124.

. financing, 12.4. .
”» inwards, 123, 130.

. outwards, 123, 123.

. procedure on sale, 130.

" procedure summarised, 129.
Consignments, 123.

Cost Account, 7.

Counting-house discount, 11.

Credit Book, 35.

Credit note, 3z.

Creditor, 2.

Current Account at Bank, 1o.

Days of grace, 13.

Debit note, 32.

Debit Returns Book, 3..

Debtor, 2.

Deficiency, o.

Deposit Account at Bank, 10.

Depreciation :
Annmuity method, 100, 100,
Depreciation Fund methud, 106, 109,
Fixed Instalment methed, 103, 100.
How dealt with, 105, 115.
In Balance Sheet, 115.
Insurance Policy method, 106,
Aethods of providing for, 103.
Reducing Instalment method, 106, 108S.
Reserves for, 117,
Revaluation method, 108.

Discount, cash, 11, 40,
RN counting-house, 11.

{ Nominal Accounts

Discount, trade, 11, jo.

,. wholesale, 11.
Discounting charges, 54, 125.
Double Account System, 121.
Double Entry, principles of, 1.

. .. advantages over

entry, 1, 3.
Drawing Account, example, 04.

Endorsements, 52. See Indorsements.
Erasures in books, 47.
Errors, investigation for, 86.
,, in trial balance, 86.
Expenses, allecation of, 8.

Final Accounts, 73. §7, a2, 97.
Ccommeon crrors, 115.

2 EE

Goods Account, 27.

,,» on consignment, 123.

,» onsale or return, 123, I33.
Guard Book, 26.

1lypothecation, Ietter of, 57.

Income and Expenditure Accomnt, 110,
Indorsement of bills, 52, 53.
. cheques, 66.
Invoice Book. 25.
Impersonal Accounts, 2.
. subdivision of, 3

lmpregt system, petty cash, 47.

\ Joint ventures, 134.

Joumal, 18§, 6o.
' on Continent, 6q.
. narraton in, 19, 70.
. specimen, 7I.
Journalising, 24.
Ledger, 15.
»  Accounts, 15.
»  Bought, 16.
»  division of, 16,
» Impersonal, 16.
.»  Loose-leaf, 106, 17, 18.
»»  Nominal, 16.
»  Private, 16.

«  Sales, 16.
1oss, gross, SS.
» net, 93.

Manufactyring Account, g2, ay.
AMemerandum Book, 7.

» 30 7, 13
" balancing, 7.

tX}

Omissions from books, $6, S7.
Output, gg.

Qutstanding items, provision for, 101,

140
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Paymenty an advanee, 10p

FPersomal accounts, 2, 1y

alinarz ef, o
PORNTL 203033038

Tretty cash, 45 46,
o Impresesyetem, 47,
Mrtm::, 18, 21,
tulss far, 15,
Pmm and Jams Accouny, 7, 03, 97, 1o
Profit, gro-s, 88, g2
W net, g3,
Pro frrmainvonce, 124,
Purchases Aecount, 257
. Book, 2%

“ ™ columnar, 28
- . poeliag, 27
. Retums Book, 3
.- easly, 11,

" creeit, 11

Real aciounts, 3 1§,
Reveptsand Pryments Account, nn 10,
Ruconalution statement, Bk, g
Re<enve for bad ang doubttul drlm, 102
- ., deprecuition, 105
" L discounss, jor 137
" ., esumated losses and guns,
102,
" Tends, general t17
special, 117

" "
secret, (18, 1y
R&cr\’m 1

7
Retourns Dook, analyeed 3¢
Bought 32, 34
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Dimarte, 33,85 42,
L taarty,

Sk Areeeny, an
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e
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Jourray, 37

"xx:.l.m\ Fund, 1s¥

Sola bils, 46,

S

Statement ol 3furs 110,
atistical bocks, g
Stirhtabiny an d tabemeee, 33
Sutrahiary ek, 7.
Srepetise pecrwets, oo

Trading Account, 57, §v, 03,

. capial yo,
Transder i accounts, 7.
Toal ulance, 74, By,

adjustments, 113, 111
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. . eTrur not Irve ), Ny

. . prepantier of, 4, 8¢
Tummer o)

perrentae preft oo, 93, o)
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