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PREFACE

. The main object of the present volume is to provide
a textbook of Bookkeeping that will meet the special require-
ments of Ceylon students. The Bookkeeping papers
set at our local public examinations deal, and rightly so,
with rupees and cents, whereas British examinations held
in Ceylon employ sterling currency. It is necessary,
therefore, that the student should get accustomed to both
currencies in working exercises. This has been provided
for by the introduction against the various items of each
exercise, of both currencies side by side, the teacher being
left to decide in each case which- currency his students
should adopt.

The book embodies the results of many years of teach-
ing experience, and has been specially designed to present
what is usually considered a difficult subject, in a simplified
form. It begins with a study of Capital, and leads on by a
gradual process of expansion to the more advanced stages.

There is a popular idea that it is useless to attempt
to teach Bookkeeping in schools, on the ground that each
business has its own particular system of keeping accounts.
As the general principles of Bookkeeping are uniform,
however, it makes no real difference what particular system
the pupil may have to follow when he leaves school. His
knowledge of the elementary principles will undoubtedly
be a fitting preparation for his work, and he will be able
the more readily to master whatever system he may be
required to follow later. In practice this has proved to
be true in a large number of cases,

In presenting this book to the public, T am fully con-

- scious of its limitations and of the fact that errors and
" omissions may have inadvertently crept in. I shall
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welcome any suggestions from my colleagues in the teaching

profession, which will help to improve the next edition :
and make it even more suited to the special requirements &
of Commercial Classes in Ceylon. |

examination papers ; and to several friends for the encourage-
ment they have given me in writing this book. 111,
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CHAPTER 1

Bookkeeping— Its scope and meaning

Bookkeeping has been variously described as an art,
a science, and even a craft. We need hardly enter upcn a
long dissertation on these various terms: it will be suffi-
cient for our purpose to know that in Bookkeeping we have
t6 deal with both the theory and the art of keeping accounts.
The theory deals with a study of the principles of the sub-
ject, and the art with the practical application of those
principles. Unlike an absolute science, which is concerned
with the acquisition of knowledge for its own sake, Book-
keeping is ordinarily studied with a view to its practical
application in real life. For a knowledge of the subject,
however edifying and interesting, would lose much of its
value if put to no practical use. If, then, we regard Book-
keeping as essentially an art, we shall not be very far wrong.
As we study the principles of the subject in subsequent
chapters, we shall see that they are scientific, by which we
mean that they are well ordered and logically arranged.
They are based on what we may call systematized know-
ledge with the object of securing in their practical appli-
cation all that would conduce to facility, accuracy and
utility.

. ' What then is Bookkeeping ? The beginner
g‘ : :l?]iggp?i ¢ will at once answer : ‘It is the art of keep-

* ing accounts’. Quite true; but there are
many ways of keeping accounts which are not what the
modern bookkeeper would call Bookkeeping. You yourself
may keep a record of what you earn and what you spend,
but Bookkeeping does not limit itself merely to recording
what money we have received and what we have expended,
for there are business dealings that involve no exchange of

money at all, at least for the time being, as, for instance,

1
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2 BOOKKEEPING : 1TS SCOPE AND MEANING

when 1 sell goods to John Brown on credit. We must there-
fore probe deeper for a more comprehensive definition.
Shall we say, then, that Bookkeeping is the art of recording
business transactions ? That is a better definition, but it is
necessary that we should introduce two factors : (i) the
method “of recording such business transactions, and (i)
the object in view in keeping such records. In an age of
hurry and bustle like the present, any principles introduced
require that we should be able to apply them with the
least possible effort and yet secure the maximum result.
Our records must also be such that we should be able at
any time in the course of our business to draw up a state-
ment of the exact position of our affairs, which should be
capable of verification. If we deal in more articles than one,
we should be able to ascertain what profit or loss we have
made on each such article and how we stand in relation to
the whole of those transactions. We should be able to
tell how much each of our customers owes us and how much
we owe each of them ; how much we have in cash and in the
bank ; and generally how much we are worth. We might
then expand our definition as follows :—

Bookkeeping is the art of recording our business
transactions on scientific lines in such a way that at
any time we shall be able to ascertain the result of our
various transactions and what we are worth,

Double Now, in using the term ‘Bookkeeping’, we must
Entr bear in mind that we refer exclusively to the

‘TY.  method adopted universally by all leading busi-
ness houses. It is known as the ‘Double Entry’ system
because every transaction has to be recorded in at least
two different accounts. Take, for instance, the following
transaction : I sell goods to John Brown. If T sell goods to
John Brown, I shall have to make an entry in John Brown’s
account as well as in my Goods account. You will see,
when ' you study the chapter on ‘the Trial Balance, how
this double entry helps you to check your accounts so far
as clerical accuracy is concerned. The Double Entry
system is adopted so extensively because it is a complete
system and the best that has so far been devised.

BOOKKEEPING : ITS SCOPE AND MEANING 3

There is another system known as ‘Single Entry’
used by certain petty traders from econcmic
considerations, as it involves less time than the
Double Entry system. The term ‘Single Entry’ really
belies its name, for not all transactions under that system
involve only single entry. For instance, if I pay John

Single
Entry.

* Smith Rs. 50, it must be clear that I shall have to make

an entry in my Cash account or I shall find a sericus dis-
crepancy in my cash balance later. I shall also have to
make an entry in John Smith’s personal account, or I shall
be at sea when I try to ascertain his financial poéition
in regard to my firm. There are many transactions, however
in the Single Entry system that involve only one entry,
and the most serious defect in the system is that a-lthough‘
one can estimate what profit or loss has been made by tke
ultlmate“Statement of Affairs’, there is no means éithér
of checking clerical accuracy by any independent process
or of ascertaining the causes that have led up to the ultimate
profit_or loss. So that Single Entry may be considered to
be but a partial application of the principles of Double
Entry. We shall therefore discard this system in our
present treatise.
fodoor & Before we pass on to the next chapter, I
S‘ubsi diary should like to introduce to you thepbooks
iy most commonly wused by bookkeepers.
As you may have guessed, there are

' several such books, and you will learn later the

purpose served by each of them. The prinei

is called the Ledger. It contains all thlé acc%?:lnt];m:}}f{'
the. _ﬁrm,’ and gives you at a glance your financial
position in relation to each of them. The other books
are all_subsidiary to, or feeders of, the Ledger, viz: the
Journal, the Cash Book, the Sales Book, the Purc?z’a.ses—.-ﬁ’ook_

s ete. In practical bookkeeping, entries are not made direct

i_nto.t_he Ledger. They are made in one or other of the
subsidiary books and then posted or transferred to the

Ledger which is the great meeting place of all accounts.

You must note in this connection that an entry made in
one subsidiary book’ must not be made in any other subsi-

- diary book. The choice of the subsidiary book which you
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4 BOOEKKEEFPING ! ITS SCOPE AND MEANING

should use in making a particular entry cannot be made
arbitrarily but must be governed by certain rules which
you will learn in subsequent lessions.

Exercise 1
1, Define Bookkeeping.

2. Why is the Double Entry system of Bookkeeping preferable
to the Single Entry system ! In what respects is the latter system
deficient ?

3. Name some of the books used in Bookkeeping, Which is the
principal book ?

4. Eaxplain the difference between ‘entering’ and ‘posting’ trans
actions.

CHAPTER II
The Balance Sheet

Before we attempt a definition of a Balance
Sheet, it is necessary that we should know
the meaning of the terms ‘solvent’ and ‘in-
solvent’. We perhaps have heard of, or know, people who
own property of various kinds — houses, motor cars and
the like —and who live in apparent luxury and ease, but
who are nevertheless bankrupt or insolvent in the real
sense of the word. What does it mean ¢ It means just this :
that if such a person sold all he owned, the amount he
realised by the sale, together with the money he had in
cash and at the bank, would still not be sufficient to pay
his debts. We would say, then, that an Insolvent or a
Bankrupt is a person who is unable to meet his liabilities
or debts in full. On the other hand, one who is able to do
so is said to be Solvent.

Solvent &
Insolvent.

- It may here be mentioned that the terms ‘insolvent’
and ‘bankrupt’ are popularly regarded as having the same
significance. In a legal sense, however, a person is not
bankrupt unless he has committed an ‘act of bankruptey’,
after which he may be adjudged a bankrupt by the Court.

Now in Bookkeeping we ascertain whether a person is
solvent or insolvent by drawing up what is known as a
Bualance Sheet. Tt is called a Balance Sheet because it gives
a summary of the balances of various accounts and shows
either (a) what balance a person has after providing for his
liabilities or debts, or (b) what balance is still necessary to
enable him to meet his liabilities. You will notice from the
specimen Balance Sheets given overleaf how we arrive at
these balances. In specimen A, I am solvent because I have
the means of paying my debts; in specimen B, I am
insolvent because I have not the means of paying my debts.

FR

Digitized by Noolaham Foundation.

noolaham.org | aavanaham.org




6 THE BALANCE SHEET
Specimen A
BALANCE SHEET
LIABILITIES Rs. Cts. ASSETS Rs. Cts.
Debts Payable o 4,000 | oo | Cashin hand 1,500 | 0O
CAPITAL «s| 20,000 | oo | Cash at Bank 4,200 | 00
Debts Receivable 8,900 | oo
y Goods e 6,800 | oo
Furniture & Fittings =~ .. 460 | oo
Plant & Machinery i 2,140 | 00
Rs. | 24,000 | ool Rs. | 24,000 | o0
Specimen B
BALANCE SHEET
LIABILITIES Rs. Cts. ASSETS Rs. Cts.
Debits Payable 28,000 | oo | Cash in hand 1,500 | 00
Cash at Bank 4,200 | DO
Debts Receivable 8,000 | oo
Goods ] 6,800 | oo
Furniture & Fittings 7 460 | oo
Plant & Machinery 2,140 | 00
NET DEFICIENCY 4,000 | 0O
Rs. 28,000 . 00 Rs. | z28,000 | 0o

Aniets & On the right hand side of the Balance Sheet
Liabiliti I enumerate the various items in favour

1aDIULIES:  of the business, such as Cash in hand, Cash
at Bank, Debts Receivable (or monies that are owing to
me by other people), Goods (i.e. stock-in-trade for sale),
Furniture and Fittings, and Plant and Machinery. These
are called my Assets. There may of course be other assets,
but for the present these will suffice to indicate the different
kinds of items that are included under this heading.

On the left-hand side of the Balance Sheet, under the
heading Liabilities are shown my Debts Payable, which arc
the monies that I owe other people.

» THE BALANCE SHEET . - i

Our definition of Balance Sheet would then

Deﬂmtiqn be as follows :— A Balance Sheel is a state-
of Balance £ / L
Shaar, ment of a person’s Assets and Liabilities,

_ balanced in such a way as to show whether
he is solvent or insolvent.

The popular idea of the meaning of ‘Capital’ is
frapital, that it consists of the sum total of thepcash a
person has, together with his stock-in-trade. This would be
correct if he had no other assets and no liabilities, or, in other
words, if he did not owe anyone anything. In Bookkeeping,
we must take into account not only what we possess in the
shape of assets but also what our liabilities are. If you
will look at specimen A Balance Sheet you will notice that
the total amount of my Assets exceeds the total amount of
my Liabilities by Rs. 20,000.00. This is what in Bookkeep-
ing we call Capital or what I am worth. It is put on the
Liabilities side because it is the amount my business owes
me, and it serves to equalise the totals of both sides. Capital
then may be defined as the excess of a person’s assets over
his liabilities. :

In Specimen B, I am hardly so fortunate, for my
Liabilities exceed my Assets, and the balance is put down on
the Assets side as ‘Net Deficiency’. It shows that I am
insolvent.

It may of course happen that the total of my Assets
is exactly equal to the total of my Liabilities, in which
case I am just solvent as I have the means of paying my
debts ; but I possess no Capital. ' :

You will observe then, that in order to balance
" my Balance Sheet, I must. first ascertain the
total amount of my Assets and the total amount
of my Liabilities. I must then find the difference between
the two, and put that difference down ‘on the lighter side
as indicated above. The two sides are then totalled and
the Balance Sheet is ruled off, by which is meant that two
llsr;fs :,re drawn under the totals in order to close the Balance
eet, ;

How to
Balance.
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8 THE BALANCE SHEET

Balancing, in other words, is the same process that is
adopted by the grocer, for instance, in selling you a pound of
sugar. Think of the scales as the framework of the Balance
Sheet which it very nearly resembles. On the one side the
grocer puts a pound weight, and on the other a certain
quantity of sugar., When he finds that there is a preponder-
ance on the side of the weight, he adds more sugar to the
other until both sides are level. And balancing a Balance
Sheet, as you must have noticed, is concerned in reality with
ma.kmg the two sides level. The totals of the Balance Sheet
should, like the scales, be on the same level; otherwise
one side of the ‘scales’ may seem heavier than the other.

Assets may be divided into two kinds: Fixed

g;gef. & and Floating. By Fiwed Assels we mean the
Assae tlsng material or property used in the conduct of our

business, These include such items as Furni-
true and Fittings, Plant and Machinery. They are used
exclusively for the purpose of carrying cn trade and are
not intended for sale. The counters in a shop, or its show
cases, are examples of fixed assets.

Floating or Circulating Assets, on the other hand,
consist of the other items in our Assets column. They
include the property we deal in or exchange in the course
of our business. Stock-in-trade, Money, and Debts Receiv-
able are all Floating or Circulating Assets.

Exercise 2

(The amounts in these and in subsequent exercises are given both
in Ceylon and in English currencies. The teacher must decide whieh
of these the student should adopt.)

1. (a) Define: Balance Sheet, Capital, Assets, Liabilities.

- (&) Explain the difference between Fixed Assets and Floating
Assets, SBolvent and Insolvent.

THE BALANCE SHEET 9

2. From the following particulars make out a Balance Sheet,
stating in each case whether I am solvent or insolvent :—

{a)

Rs. Cts. B ey
Waalein hamel oS 600 00 AR
Cash at Bank......... R 4,250 00 283 6 8
M. Silva owes me. .. v.vvinin. i 325 00 20 T
J. Perera is my debtor............... 68 00 4 10 8
Lowe T, Fernando. iyl inaie i, o 189 00 12 12 0
L. Fonseka is my ereditor............ 368 00 24 10 8
My goods are worth.:............... 6,320 00 421 6 8
My Furniture aud Fittings,are valued at 463 00 30 17 4
Note : A DEBTOR is a person who owes money.

A CREDITOR is a person to whom money is owing,

()

Rs. Cts. & e dr
ihinvo Cashii B AL ihese ol i 380 00 25 6 8
Bank overdraWni. . v .cxveveeiaesiea, 220 00 14 13 4
A. Croningowesme. ................ 420 00 2
T owe my landlord . ... sons s 300 00 20 0 0
B. Dalton is my debtor.............. 462 00 30 16 0
€. Beatty is my ereditor............. 1,226 00 8l 14 '8
R. Isaacowesme......... TR QY 164 00 AR o
Sbool tmtrade. (U0, 2L, L Lo A 3200 00 21 6 8
Note : ‘Bank overdrawn' means that I have drawn out of the bank

more money than I had put in. The item indicates that
I owe the bank money and it must therefore be treated as

oo

a liability.
() :
Rs. OCts, LG L
Glaph nehand ol L A s s 460 00 - 30 13 4
Aeasiiat Bamle o sl T e e 980 00 65 v6 8§
Debts Payable :—
A AR B 4,164 00 277 12
1B b R e b R S A 1,235 00 82 6
Bl S e e 2,120 00 141 6
AR RlorrrisoF e DRl N 968 00 64 10
Debts Receivable :—
O DT, o e R B S 35 00 2 6 8
5 LS O 5 b I e e 128 00 8§ 10 B
My goods are worth, ................ 1,200 00 80 0 0
B Preringadd L olas e e 1,800 00 120 0 0

Digitized by NoolahamFeundation.
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10 THE BALANCE SHEET

(4) .
Rs. Cts. £ nad
AR s 8 e ok e 380 00 25 6 8 CHAPTER 111
Cash at Bank......0c00a0a I e AT 4,600 00 306 13 i |
i AN Bhoels. . e e e e e 2,680 00 178 13 L
Hood: Tt Siop | The Ledger and its Accounts
Sundry Debtors :— ; ] ; :
L TN AL SR et R PR 1,320 00 88 0 0 At
1 e e e R e 468 00 31 4 0 i
Splmayran o el 830 00 55 6 8
J. Mayo..... L b 1,412 00 94 2 8 Definition We have already learnt that the Ledger
- f is the principal book in Bookkeeping
: of Accounts. ; : : ping
Sundry Creditors :— I 3 and that it contains all the accounts of the
B PR s 1 et S SRS S 716 00 47 14 8 business. But what is an account ? It is fin 31
SRS et (. R G b R S P e 413 00 27 10 8 ¥ 4 ’ : ¢ 18 a ancia
C. Fernando. (. as sl 212 00 14 gle statement drawn up n a particular form giving details in
Furniture & Fitbings..........0.. ... 1,600 00 106 13 4 regard to some definite matter or to some particular
Plant & Machinery.................. 1,460 00 97 & 8 person. A study of the following examp]e Al An A B my
o meaning clear :— ! '
e ), i
i Rs. Cta. Erlatd,
10T DL TR b hav s e S SR 387 00 25 16 0O Dr.
Bank overdraft. ... ...c..oeen.conns 128 00 -8 10 8 i ORI T cr.
Walie of Stoels. i e s e 2,400 00 160 0O 0O
2oy T e R S e 7,600 00 506 13 4 Rs. [Cts Rs, |Cts,
Plant & Machinery.....coceeeaeonn. 4,800 00 320 0 0 i
Furniture & Fittings. . ....co.ncuvans 3.000 00 200 0 0O Togalance ; e 500 | oo | By Cash i o an
3 5 Goods i 26 | oo by goo]fls- i) 65 | oo
Sundry Debtors :— : :: Bﬁance c/fd , , Ség gg
T S T e 300 00, 24 0 .0 — ] Ll
R. Nadarajab....cocueanernneans 460 00 30 13 4 Koy 526 | oo Rs. | 526 | oo
o] BV T DR e R R 690 00 46 0 © ;
T RatEpa, bt R e 1,260 00 84 0 0 To balance b/d Rs. 383 oo
Sundry Creditors :—
d Pebarg oL 360 00 24 0 0 _
B RGhertaot: s sre s b e 1,800 00 120 0 0 The account, as the heading shows, is a statement of
AL Prigas i sl el 460 00 30 13 4 my business transactions with John Smith. The left-hand

side of the account is called the Debit (or Debtor) side,
and the right-hand side the Credit (or Creditor) side. ‘Dr.’

and ‘Cr.” entered at the top indicate these respective sides.
We must not forget that

A DEBTOR is a person who owes something.
A CREDITOR is a person to whom something is
owing.

11
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12 THE LEDGER AND ITS ACCOUNTS

The items on the Debtor side of the account would
therefore indicate the amounts in respect of which John
Smith owes me money, and the items on the Creditor side
the amounts in respect of which I owe John Smith money.
It must also be noticed that every item on the Debit side
i introduced by the word ‘To’, and every item on the
Credit side by the word ‘By’. In other words, John Smith
is Debtor to me or Credited by me in respect of the various
items enumerated.

Balancing The procedure adopted in balancing accounts
Accounts. is as follows :—

1. Find the difference between the totals of the two
sides ;

2. Insert the difference on the lighter. side so that
the two totals may-be equal ;

3. Add the two sides and ‘rule off” ;-

4. Bring down the balance to the opposite side as the
opening entry for the ensuing period.

There is a reason for bringing down balances to the
opposite side. As you will notice, the balance of an account
is really the excess of one side over the other. It is put
down in the first instance on the lighter side in order that
the totals of the two sides may be equal, but it is brought
down to the opposite side because, when equalities are
deducted from both sides, the balance shows by how much
one side is greater than the other, and such balance takes
its proper ultimate place on the heavier side.

If you will now refer again to John Smith’s account,
you will see that it has been balanced in accordance with
the above procedure. The letters ‘c/d’ and ‘b/d’ against
the closing balance stand for ‘carried down’ and ‘brought
down’ respectively.

In the example given, the balance of Rs. 383 is called
a Debit balance becanse it is the excess of the debit side
over the credit side. If, on the other hand, the credit

-

usgounamy

THE LEDGER AND ITS ACCOUNTS 13

. side were heavier, the balance would be called a Credit

balance which would first be entered on the debit side to
equalise the two sides and then carried down to the credit
side.

In Bookkeeping there are three distinet kinds
of Ledger accounts — Personal, Real and Nomi-
nal. In each case the heading of the Account

ifl;ldiicates into which of these classes a particular account
alls.

PERSONAL ACCOUNTS are accounts of perscns.
The account of John Smith, for instance, is a perscnal
account.

REAL ACCOUNTS are accounts of things, e.g. Cash,
Goods, Furniture, ete.

NOMINAL ACCOUNTS comprise all accounts that
are neither Personal nor Real, and deal with transactions
involving profits or losses, e.g. Interest, Discounts, Bad
Debts, ete.

Kinds of
Accounts.

PERSONAL ACCOUNTS

Let us deal in this chapter more particularly with
Personal Accounts, and leave Real and Nominal
accounts to be dealt with later. As I have already
said, Personal Accounts relate to persons. The account
gives us the various items in respect of which the
particular person is debited and credited, and also enables
us to ascertain, by means of balancing, whether such person
owesil us money or whether we owe him money, and how
much.

The rule that must be applied in making entries in
Personal Accounts is :—
DEBIT THE RECEIVER
CREDIT THE GIVER.

If you will observe this rule as your guide in making
entries, you cannot go wrong in your decision as to the side

~ on which any particular entry should be made. The pers cn

121738
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14 PERSONAL ACCOUNTS

who receives, owes me money or money’s worth to the
extent of his receipts, and becomes my debtor, for, as we
have noticed, a Debtor is a person who owes somethmg
If, on the other hand, he gives me something, then I become
his Debtor and he becomes my Creditor, and his account
should accordingly be credited with the amount. Now, when
we talk about receiving and giving, we must remember
that these are business transactions and are not the
same as gifts that we make to our friends on special occasicns
such as birthdays.

Let us come back to our guide rule :

Debit the Receiver
Credit the Giver.

The reason for the application of this rule now becomes
more evident to us. But shall we study it a little more
closely ¢ The question naturally arises : What can a person
receive and what can he give ? If we have already had
business dealings with a person, the chances are that there
will be a balance due by him or to him. In that case this
balance will appear as the first item in his account. The
example of John Smith’s account at the beginning of this
chapter indicates that he owed me Rs. 500, or in other
words, that he was Debtor to me to that extent. The
opening balance, however, gives us no particulars as to the
transactions that resulted in that balance ; it merely indicates
that such a balance existed at the begmmng of our new
trading period.

Apart from ‘this opening entry, if there be one, there
are many things one may give or receive. Cash or Goods
naturally suggest themselves, but Services, though in-
tangible, may be of equal value. If then we are asked what
a person may give or receive, we shall answer :

1. Cash
2. Goods
3. Services
There are other items that may suitably be entered
on the debit or credit side of a Personal account, but these
refer mainly to items involving profit or loss and will be
dealt with in the chapter on Nominal Accounts.

PERSONAL ACCOUNTS 15

Coods It must be noted that all sales or purchases of

*  goodsin the exercises are to be treated as CREDIT
sales or purchases unless it is expressly stated that they are
cash transactions. An item like ‘Sold gocds to John
smith....Rs. 50°, would mean that I sold him gocds on
credit to the extent of Rs. 50, and John Smith, having
received the goods, would have his account’debited as
follows :—

Dr.
PG e gl sl A N Rs. 50.00

But if the sale was a cash sale and the name of John Smith
was mentioned as the purchaser, e.g. ‘Sold goods for cash
to John Smith Rs. 50°, it would still be desirable to show
the transaction in John Smith’s account as he is a custcmer
of mine and it would interest me to know the extent of his
dealings with my firm both for cash and on credit. In the
latter case, John Smith has both received and given; he
has received goods and he has given cash. So we shall
have to make two entries in John Smith’s account which
will, so to speak, counterpoise each other, as follows : -

Togoods........ Rs.50.00 ByCash........ Rs. 50.00

It would be useful to note, therefore, that if the name of
the buyer or the seller is given in connection with a cash
transaction, such transaction must be treated as two
distinct transactions. In the above case they would be: -

(i) Sold goods to John Smith........ Rs. 50.0C
(ii) John Smith paid me cash....... Rs. 50.00

Now it may happen that John Smith is not quite
satisfied with some of the goods he has purchased frcm me,
or that for some other reason he does not require theni.
These goods he returns to me, and, as he gives, I shall have
to credit his account with the amount. But in that case,
instead of entering the item as ‘By Goods’, I shall make my
entry ‘By Goods returned’ to distinguish it from a pur-
chase. Similarly, I may have occasion to return him some
of the goods I bought from him, in which case I shall debit

-

= his account ‘To (GGoods returned’.
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16 PERSONAL ACCOUNTS

As has been pointed out, the services I render
a person may be quite as valuable as the
tangible cash or goods I give him. A doctor treats his
patient ; a lawyer gives his client professional legal advice ;
a broker helps to sell his principal’s goods; a clerk does
the clerical work of his employer ; a servant attends to the
household work of his master. In each case, service is
rendered, and the man who receives such services should
be debited in accordance with our rule. The doctor and
the lawyer charge a fee ; the broker charges a commission ;
the clerk is entitled to his salary, and the servant to his
wages. Conversely, if I receive such services, I shall credit
the accounts of the various parties who give me those
services.

Services.

When we say that a man has seitled his
account, we mean that he has paid the full
balance dte by him. If, for instance,
R. Adam’s account shows that he still owes me Rs. 100, and
he pays me that amount in full, or in other words settles
his account, he will be credital with that sum and there
will then be nothing owing by him. If, on the other hand,
he pays me Rs. 25 ‘on account’, it means that he has paid
me that sum of money in part setilement of the amount due.
The student must therefore discriminate between payments
‘in settlement’ and payments ‘on account’.

Settlement.
of Accounts.

There is another personal account that we
must not overlook, and that is my own
personal account in my firm, It is called the
Capital Account. If my firm is solvent, then it would
ordinarily have a certain amount of Capital. That amount
is due to me personally by the firm, and according to our
definition of Creditor, namely a person to whom something
is owing, I would have the amount of Capital of the firm
placed to my credit, as follows :—

Capital
Account,

Dr. CAPITAL ACCOUNT Cr.

Rs. | Cta. Rs! Cts.
By Balance .. | zo,000 | 0O

PERSONAL ACCOUNTS 17

Remember then that Capital account is personal and
thatis represents my personal account in my firm.

Summary. 1. Personal accounts are Accounts of
Persons
2. Debit the Receiver
3. Credit the Giver.

Before making an entry in a Personsl account, ask
yourself the question: Has he received or has he given ?
If he has received, you must debit his account ; if he has
given, you must credit his account. And remember that
services given or received must be treated in exactly the
same way as cash or goods.

Exercise 3

1. What are Personal Accounts ? Give an example.
2. What rule must you observe in making entries in Personal

accounts ?

3. What is a Capital account ¥ Why is it classed with Personal
accounts ?

4. Make out the following Personal accounts; balance, and
bring down balances :—

(a) J. D. Silva’s Account
Rs. Cta. £ o5 de
March 1 Towe Silva...ovevruninienan 60 00 4 0 0
¥ 3 Bought goods from Silva. ... 120 00 8 0 0
o 5 Bold goods to Silva.......... 38 00 2 10 8
s 8 Paid Silva cash on account. . 50 00 i L
i 12 Bought books from Silva. ... 320 00 2y R
,» 18 Bought rice from Silva...... 28 00 1 17 4
20 Bold goods to Silva.......... 69 00 CE
i 24 Bought goods from Silva. ... 85 00 ] e |
5 28 Bilva bought goods from me 26 00 1 14 8
»» 30 Silva sold me goods......... 68 00 4 10 8
»» 31 Isgettled Silva’s account . ...
(b) W. R. Perera’s Account
4 Rs. Cts. g
Sept. 1 Pereraowedme............ 190 00 12 13 4
o5 6 Bold goods to Perera........ 160 00 10- 13 4
o 9 o W e 78 00 5 4 0
A 5 " SIS S 67 00 1INy Pk X
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18 PERSONAL ACCOUNTS

Bas. Cts. £ sady
Sept. 15 Perera paid me on account .. 200 00 13 6 8
% 16 Bought goods from Perera .. 32 00 A S
.» 18 Perera bought goods from me 80 00 i
»» 20 Perera returned part of goods
purchased v in. 30 00 A
,» 23 Perera sold me goods........ 68 00 4 10 8
,» 25 Perera bought goods from me i
FoTiueh Ly, T 100 00 6 13 4
»» 28 Charged Perera commission
for workdone............ 84 00 5 120 D
» 29 Bold goods to Perera........ 219 00 14 12 &
s+ 30 Perera paid me on aceount . . 200 00 13 8 8
Note: The transaction on the 2ith should be treated as twe
separate transactions: (1) Perera bought goods from me, and (2}
Perera paid me cast. Y
(c) R. Fernando’s Account
Ras. Cta. I
June 1 Fernando owedme.......... 3256 00 21 13 &
=i 4 Sold goods to Fernando. . ... 48 00 = S LT
5 8 Fernando bought goeds from
00 el R B e R e 86 00 5 14 8
.» 10 Fernando paid on account. .. 1256 00 8 6 8
,» 14 T bought goods from Fer-..
nando for cash............ 90 00 G a0ty
5 16 Returned goods to Fernando
as unsuitable............. 25 00 1 13 4
2 18 Bought atable from Fernando 130 00 8 13 4
,» 23 Sold goods to Fernando...... 320 00 21 6 8
. 25 Bervices renderedto Fernando 160 00 10 13 4
.+ . 28 Fernando returned goods.. . .. 18 00 1. 4 O
;» 28 ° Fernando bought goods from
me for cash. ..., oihdhe s 60 00 4 0 0
;» 80 Fernando paid on account... 100 00 6 13 4
(d) . J. Henty’s Account
Rs. Cts. o M T Bl
Dec 1l Hentyowedme,............ 1256 00 8 6 8B
1. 2 Henty bought goods of me .. 38 00 2 10 8
I 5 Bold Henty goods for eash. .. 85 00 5 13 4
% 8 Henty did work for me...... 46 00 3 1 4
»» 10 Bought goods from Henty. .. 166 00 11 1 4
» 12 Sold goods to Henty........ 320 00 21 6 B
A 15 Received from Henty cash on
AEROTINT s L 50 00 t SHL
,» 18 Purchases from Henty....... 85 00. 5 13 4
. 20 Salesto Henty............. 120 00 8 0 0
;> 22 Henty paid by cheque....... 75 00 5 0 O
»» 28 Henty bought goods from
mp-foreaghl L, oL Al s 80 00 R T .
»» 30 Bought goods from Henty. . . 28 00 1 17 4

CHAPTER 1V

Real Accounts —Cash, Bank, Goods

In the last chapter we dealt with Personal accounts,
and we took as our rule for making entries in such accounts :
Debit the Receiver and Credit the Giver. In this chapter
we shall deal with Real Accounts or Accounts of Things.
The rule that guided us in connection with Personal Accounts

cannot literally be applied here because inanimate objects

cannot be Receivers and Givers. But the purport of it
is just the same, and, instead of using the terms ‘Receiver’
and ‘Giver’, we may substitute ‘What comes in’ and “What
goes out.” Our rule then for making entries in Real

. Accounts would be :—

Debit the Account with what comes in

Credit the Account with what goes out

Cash Let us begin with one of the simplest forms of
Account, 1Heal Accounts—the Cash account. The open-

. ing entry, as in the case of Personal accounts,
‘would be the balance brought down from the result of pre-
vious cash transactions. That balance must in the case
of a Cash account, always be a debit balance, because, if
you will give the matter a little thought, you will see that
we cannot pay out of our cash box more money than we have
put in; and the Credit side can therefore never be heavier
than the Debit side. When money comes in, we debit
the Cash account in accordance with our rule: when
money goes out, we credit it. On the Debit side every

* item shown the source from which that money was received

and on the Credit side every item shows for what purpose
19
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20 .RBAL ACCOUNTS—CASH, BANK, GOODS

the money was spent or to whom it was given. If we were
asked to make a Cash account from the following
data :—

Rs. Cts.
Cash in hand .. 7 R 3,000 00
Bought goods for Cash s 400 0¢
F. James paid me = .. Wi 260 00
I paid A. Perkins o ik 1,300 00
Withdrew Cash from bank ., 2,600 00
Paid Cash into bank . . o 100 00
I paid B. Hopper ol b 450 00
the result would be as follows :—
Dr. CASH ACCOUNT i Cr.
Rs. |[Cls, Rs. Cts.
To Balance Hy 3,000 | oo | By Goods i 400 | oo
s F. James b 200 | oo . AL Perkins A 1,300 | oo
.+ Bank A 2,600 | oo ,» Bank e 100 | 00
»» B. Hopper i 450 [ oo
Al y» Balance ¢/d s '_—3._,20_ _oo
Es.| 5,800 | oo | f Rs. 5,800 __:
To Balance b/d Rs. h 3,550 oo

The first item on the debit side is the balance left over
in our cash box after we had made our various payments
before the beginning of our present trading period. The

other two items indicate the sum we received from F. James.

and the amount we withdrew from the bank respectively.
Similarly, on the credit side the four items show in what
connection money was paid out of our cash box. The
balance carried down shows the amount of cash in our
possession at the end of our trading period. This amount
naturally opens the Cash account of the next trading
period.

Bank The Bank account is treated in exactly the same
way. [If we look upon the Bank as a special
cash box of ours, then we shall debit the Bank
with monies we pay in and credit it with monies we with-
draw. You will understand that there are many advan-
tages in having a Bank account. To name some' of them :
Your money would be, in its keeping, much safer than it
would be if you were content merely to let it lie in your

Account.

e
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safe. Then there is the convenience of remitting money
by cheques, which are really orders on the bank to pay
to a certain party a specified sum of money. And, to add
to these advantages, the bank allows you a certain amount
of interest calculated on the minimum amount to your
credit during each month provided that minimum does
not drop below a certain figure.

We shall consider at greater length the question of
Banking in a subsequent chapter, but at present it will
suffice if we realise that money is drawn from the Bank
by means of cheques which are orders on the bank, in the
prescribed form, to pay a specified sum of money to a
certain party. You must also remember that cheques
received by us are debited to the Cash account unless we
are expressly told that such cheques are paid into the Bank
upon receipt.

Let us now consider an example of a Bank Account :—

¢ Rs. Cts.
Balanee in Bank M ot 4,600 00
Paid cash into Bank i 300 00
Paid by cheque for goods o 450 00
" Received cheque from J. Harris
-and paid it into Bank .. 600 00
Paid R. Jones cheque s 200 00
© Withdrew cash from Bank .. 150 00
Paid salaries by cheque o 360 00
Our Bank Account would appear as under :—
Dr. BANK ACCOUNT cr.
Rs. | Cts. Rs. Cts.
To Balance 4,000 | oo | By Goods o 450 [ oo
4, Cash 300 | oo ;s B. Jones R 200 | 0o
.« J. Harris Goo | oo ,+ Cash A 150 | 00O
5 Salaries e 360 | oo
,+ Balance ¢/d i 3,740 | 0o
R e Rs.l 4,900 | 00
To Balance b/d Rs. 3,740 00

‘Unlike the Cash Account, the opening entry of a Bank
account need not necessarily be a debit, for by arrangement

* with the Bank, it would be possible for us to draw out more
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22 REAL ACCOUNTS—CASH, BANK, GOODS

money than we had actually put in. In such a case our
opening entry would be a credit entry, for we would owe
the Bank that money, and the Bank would be our Creditor.
Such an item is referred to as ‘Bank overdrawn,” which
means that we have overdrawn or drawn more than the
amount we actually deposited in the Bank.

It is sometimes found more con-

(&j?l;;;);lﬁegcggﬁgt venient to combine that Cash and

" Bank accounts by placing the two
columns side by side on both divisions of the account.
Let us take an example (—

Rs. Cts.
Cash in hand . . £ i 3,000 00
Bank overdrawn o 3¢ 450 00
Paid R. Bentley by cheque .. 20 00
Received Cash from S. Sydney 620 00
Paid into Bank ' .. ; 750 00

Paid by cheque for suﬁdry exi;enses 18 00
Received cheque from R. Hartley

which was paid into Bank 1,490 00
Withdrew Cash from Bank 250 00
Paid J. Smith Cash .. i 56 00
Received cheque from B. Jones 125 00
Sold goods for Cash .. s 66 00
Bought goods and paid by cheque 179 00

The combined Cash and Bank account would then be
as follows :—

Dr. . CASH AND BANK ACCOUNT Cr.
Cash Bank Cash l Bank
Rs. [Cts.| Rs. |[Cts. Rs. | Cts] Rs. ‘ Cts.
To Balance .. |3,000 | oo By Balanee (o 450 | 0o
» 3. Sydney 620 | oo ;» R, Bentley .. z0 | 0o
4+, Cash G 750 (oo |, Bank .| 750 | 00
+» R. Hartley 1,490 | oo | ,, Sundry x
s> Bank o 250 | 00 15 BXPENSES .. 18 | oo
» B.Jones ..| 125 |00 ;. Cash e 250 | 00
4+ Goods e 6o | oo s J. Smith 56 | oo
. Goods 3 [ 179 | oo
,+ Balance c/d | 3,249 | 00| 1,323 | 0o
Rs. 14,055 oo | 2,240 | 0o | Rs. 4,@ _oo_ 2,240 | oo

To Balance b/d Rs. 3,249 00 1,323 00

REAL ACCOUNTS—CASH, BANK, GOODS 23

Study the entry of each item carefully. There are
three items you should particularly observe ; the item
‘Paid into Bank' involves two entries —one on the credit
side of Cash because cash goes out, and the other on the
debit side of Bank, because money is put into the Bank.
A similar item ‘Withdrew cash from Bank’ also involves
two entries, but in this case Cash comes in and is debited :
Bank gives out and is credited. You will also notice that
each entry states the source from which money has been
received or the purpose for which money has been expended.
The entry ‘Received cheque from B. Jones’ requires some
elucidation, Cash (and not Bank) is debited with the
amount, because cheques received are treated as cash, as
they can be used for purchasing goods or for paying debts
in just the same way as cash can. Therefore, unless you
are speeifically told that a cheque received has been paid into
the bank uwpon receipt, it is correct to debit your Cash account -
_with the amount.

The treatment of a Goods account is some-
what different from that of either a Cash
or a Bank account. Shall we take a very
simple example as an illustration of what is meant ¢ Suppos-
ing we have a stock of a dozen pencils which we bought at
3 cents each, or 36 cents for the lot. In the course of our
business we sell 5 pencils at 4 cents each and 2 pencils at
5 cents each. Our total income from the sale of pencils
would thus amount to 30 cents, whereas our expenditure
on pencils at the beginning of our trading period was 36
cents. Does it mean that we have lost 6 cents on the trans-
action ? Certainly not, for it will be obvious to you that we
have sold only 7 pencils and that we have still 5 pencils
in stock for sale. In other words, against our expenditure
of 36 cents we have an income of 30 cents on the sale of 7
pencils, and 5 pencils which cost us 15 cents. You will see,
then, that in balancing our Goods account, it is necessary
that we should take into consideration the value of our
stock at the end of our trading peried or when we close
our books. We have frequently heard of shops having
what they call ‘Stock-taking clearance sales’, and it will
"now be apparent to you why itis necessary for them to

Goods
Account.
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24 REAL ACCOUNTS—CASH, BANK, GOODS

take stock. It is for the purpose of enabling them to close
their Goods account and see what profit or loss they have had
in connection with the purchase and sale of the various
commodities they deal in. But how shall we value stock?
The rule is that we should value it at cost price or the price
we actually paid for it, unless the market value of the arti-
cles has since come down, in which case we should value
it at present ruling rates. Let us revert to our transactions
in Pencils, and suppose that the price of pencils has not
gone down since we purchased them. We shall
then have 15 cents worth of pencils calculated at the cost
price of 3 cents per pencil, and we must treat this amount
as though we had actually sold the 5 pencils before we can
ascertain exactly what profit we have made. This is
done by placing the amount on the credit side of the account
as shown below :—

Dr. PENGILS ACCOUNT Cr.
Rs: Cts.
To Balance s o| zo
»s Gross profit (carried e 0| 10
toP. & L.a/jc) 0| 15
Rs. Rs. i ol 45
To Balance Rs....vuuu.s Rs. 0, TS

Now, if you will reckon it out without the aid of the
above account, you will see that we made a profit of 5 cents
on our first sale and 4 cents on our second sale. This total
of 9 cents is exactly the profit our account shows us we have
made. The value of unsold stock is brought down as the
opening entry for the new trading period, and what is
known as the Gross Profit is carried away to an account
called the Profit & Loss account (P. & L. a/c) with
which we shall deal in our chapter on Nominal accounts.

It will be seen, then, that the Goods account may have
two balances : (1) the gross profit or loss which is carried
away to the Profit & Loss account, and (2) the value of
Stock which is carried down as the opening item on the
debit side for the ensuing period.

REAL ACCOUNTS—CASH, BANK, GOODS 25

A merchant or a shopkeeper buys goods
at a certain price and sells them at a higher
Bng Het rice so that he may make a profit on them.
Profit. b ; :
In the case of the Pencils accounts, which
we have just examined, the profit made is 9 cents. But
your must remember that all the profit made in that way
cannot be appropriated by the trader because there are
certain expenses, called ‘overhead charges’ which we has
to meet in connection with the conduct of his business.
For instance, he may have to pay rent on his shop, the
salaries of his staff, and many incidental charges. The
profit he made before the deducation of those expenses
is called the ‘gross profit’ ; the profit made after the deduc-
tion of such expenses is called “net profit’. 'In other words,
the net profit is the actual profit a person has made, and his
Capital is increased by the amount of that profit. If
a loss has been incurred on the Goods account, then, natur-
ally, the debit side will be heavier than the credit side
(including value of stock) and the balance or Gross Loss
will appear on the credit side of the Goods account to make
the total ‘of the two sides equal. Whether the result is
a Gross Profit or a Gross Loss, the balance will in each case
be transferred to the Profit & Loss account. In the former
case the balance will appear on the Credit side of the P. &
L. account, and in the latter case on the Debit side, You
will notice that balances are always carried to the opposite
side of the P. & L. account. You will understand the
reason for this when you have studied Nominal accounts.

Gross Profit

Summary.

1. Real accounts are accounts of things, e.g. Cash, Bank,
Goods.

2. Debit what comes into the account.
'3. Credit what goes out of the account.
4. The credit side of a Clash account can never be greater

than the debit side, for we cannot pay out of our cash box
“more money can we have put in.
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26 ~ RPAL ACCOUNTS—CASH, BANK, GOODS

5. The Credit side of a Bank Account may be heavier
than the Debit side, for it is possible to arrange with the
Bank, by giving them suitable security, to allow us an
overdraft, or in other words to allow us to overdraw our
account with them.

6. The (Goods account cannot be closed until we

know the wvalue of our stock which should be reckoned
at cost price, or, if the market has since declined, at current
market price. Such value of stock should be entered on
the Credit side on the account before the account is balanced.

7. The balance of the Goods account, which is either
a Gross Profit or a Gross Loss, is carried qway to the oppo-
site side of the P, & L. account. The value of unsold
stock is carried down to the Debit side as the opening balance
for the next trading peried.

Exercise 4

1. What are real aceounts ¥ Name some of them.
2.  What rule must you observe in making entries in real accounts ?
3. Why is it that Cash a/c can never have a credit balance ?

4. Why is ‘stock taking’ necessary to enable you to close your
Goods accounts ?

5. How do you deal with (i) the balance of the Goods aceount,
(ii) the value of stock.

6. Make ont a combined Cash and Bank account from the follow-
ing particulars. Balance the account and bring down balances :—

(a) Rs. Cts. £ L0g, v,
LG5 0 T s G R R S 9,870 00 658 0 0
Gashiat Banle o onls shm o 6,720 00 448 0 0
Paid cash into bank................. 3,000 00 200 0 0
Received cheque from A James....... 462 00 30 16 0
Claghraglen- ottt i a e e 696 00 46 B 0O
Cash purchaseg. iy il csveraia-e: 843 00 56 4 0
Paid R. Silva by cheque............. 246 00 16 8 0
Received cheque from B. Jones which {

was paid into Bank............... 482 00 32 8
Withdrew from bank................ 500 00 33 6 8
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Rs. Cts. Fogteards
Paid for sundry expenses............. 36 00 AN
Cash stolen fromsafe................ 56 00 3 14 8
Gave A. Holden cheque.............. 69 00 4 12 0
Bought goods and paid by cheque..... 150 00 10 00
Received cash from B, Jones......... 120 00 8, 0 0
Cash purchases. . : . L il i 234 00 15 12

Note : The item ‘Cash stolen from safe’ should be entered on the
Credit side of Cash account because cash has gone out. Enter the
item as ‘By Loss by theft.’

®)

L Rs. Cts. £ s dy
Wash invhand. o 500 L0 AR 8.206 00 6A3 1 4
Bank overdramwm. .o veenasoseeneas 1,260 00 B4 0o 0
Paid cash intobank.........00p0eunn 2,000 00 133 6 8
Paid G. Henry by cheque............ 1,600 00 106 13 4
Bought goods and paid by cheque..... 350 00 23 85
Received cash from M. Perera........ 806 00 59 14 '8
Cash purchases..........covvueiins 4,269 00 284 12 0
Received cheque from R. Silva....... 850 00 56 13 4
Heid R Bilvarcash . ol b iy 465 00 310 o
Paid rent by cheque,...iivvieiineni. 100 00 6 13 4
Paid salaries by cash................ 426 00 28 B8 0O
Bank charged interest on overdraft. . . 45 00 3 0 0

Note : The last item ‘Bank charged interest on overdraft’ should
be credited to Bank account as ‘Interest on overdraft’. The amount
is due to the Bank as interest on the sum we have overdrawn. The
Bank would debit our account in their books, and conversely we would
credit the Bank. We are the debtors and the Bank is the creditor.

(¢)

' Rs. Cts. S
Bashan:hand. o oo DU o lnae, 6,842 00 456 2 8
Each at Bandk. ..oy osdasib il 4,960 00 330 13 4
Paid Fire [nsurance by cheque..... e 125 00 8§ 6 8
Received from L. Harris casgh......... 426 00 28 8 0
Bought goods and paid by cheque..... 1,200 00 80 0 0O
et alen s G A S e 420 00 28 0 0O
Cash purehases. ..o oieicivades 824 00 54 18 8
Paid 5. Lee cagh. .o il o i daiiaine 260 00 L7 8 08
Paid sundry expenses..... e S S 2 48 00 3 4 0
Paid R. Watts by cheque............ 324 00 21 12 0
Withdrew cash for private expenses. .. 300 00 20 0 ¢
Baid to R, Norris....oeesvesenrnsss 463 00 30 17 4
Raceived cash for sundry sales........ 280 00 18 13 4
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28 REAL ACCOUNTS—GASH, BANK, GOODS

Re. Cts. £ & d.
R.Jonespaidme.........c..vus e, 364 00 24 5 0
Paid into Bank. ... o) il dh slanes 1,500 00 100 L)
Bank allowed me interest............ 30 00 28 10

Note ] The item ‘Withdrew cash for private expenses’ should be
credited to Cash account as Cash goes out. The amount is for the

use of the proprietor whose Capital account would therefore be debited -

Enter the amount in the Cash account as ‘By Capital account (with-
drawal)’.

‘Bank allowed me interest.” Look at the note at the foot of the
last exercise. The Bank in this case allows me interest, and the Bank
aceount should therefore be debited.

7. From the following transactions make out a Goods account.
Remember that the balance Gross Profit or Gross Loss is carried away
to the P. & L. account, and the value of stock at the end of the trans-
actions must be carried down as the opening balance for the next
period —

(a) 4 Rs. Cts, T
T baE bt b a1d SO N S e e 8,600 00 873 6 g
Cash salesi oot il sl 300 00 20 0 0
CS N 684 00 45 12 0
Sold goods to B. Henty............nn 329 00 21 18 8
Sold goods to R. Thomas. . .......... 624 00 41 12 0
Goods destroyed by fire.............. 28 00 1 17 4
Purchases from 8. Williams. ......... 329 00 21 18 8
J. Perkins bought goods of me........ 660 00 4 0 0
H. Farrar sold me goods. .. .......... 326 00 21 14 8
Sold goodsto J. Bailey.............. 869 00 57 18 g
Ry S ) S R R E R 9,200 00 613 6 8
Note ] ‘Goods destroyed by fire’ should be entered on the credit
side of the account, Enter the item as ‘By Loss by fire’.
(b) Rs. Cts. CAL L L
Staclom Rend i, SG S S 6,950 00 463 6 8
Sold goods forecash......ovvvvvseenns 390 00 26 0 0
Sold goods to A. Henty.............. 462 00 30 16 0
Bought goods from B. George........ 329 00 21 18 8
R. Jamessold me goods. ............ 465 00 SEECSE S
P. Cader bought goods of me......... 326 00 21 14 8
L. Jones sold me goodg.............. 432 00 28 16 0O
C. Perera sold me goods..........0aun 269 00 178 8
Sold to D. Silvagoods............... 468 00 31 4 0
L. Darwin sold me goods............. 347 00 23 (& 8
D. Martin purchased goods of me..... 638 00 42 10 8
Bought goods of E. Earle............ 264 00 17 12 0
CREhiHurchasen B el i, Ll Loy 500 00 33 6 8
Nalus ofstoek, o e Lol 7,100 00 473 6 8
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8, From the following transactions make out a Goods account
and a combined Cash and Bank account, and balance these accounts :—

(a)

Stoclein hand ol S
aah anlbsriel . 10 S s

Sold goods to R. Stewart.............
Paid cash into Bank.................
Cash purchases. . ...c.oovveeinnnnn s
Purchased from T. Brown goods......
Bought goods from 8. James and paid

e e e U S S
Sold poods to R. Bastian.............
Elanh Saleps . onn e sa o
R. Henry bought goods of me........
Drew cheque for private OXpenses. ... .
Value of 2 e SRR Ul L TR

(b)

Stock of goods. ..o,
ek an e n A i e ]
Bank overdrawn.................. o
Sold goodsforcash..................
Paid cash into Bank.................
Paid wages by cheque...............
Paid into Bank cheque From J.Thomas
Cash purchases. .. .......ccooivinn..
Sold goodsto B. Seale...............
- Purchased goods foreash............
Bank charged interest on overdraft... .
Cash sales

Digitized by Noolah@setindation.
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Rs.

10,800
1,496
3,200
1,600
1,000

165
30

800
15
900
1,200
300
9,600

12,600
1,450
900
286
1,000
300
890
320
20

30

60
1,800
10,600

Cta.

00
00
00
00
00
00
00

00
00
00
00
00
00

720
99
213
106
66
11

53
i}
60
80
20
640

840

0
14

13
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CHAPTER V
The Trading Account

In our last Chapter we dealt, among other things,
with an account which we called the Goods account. In
large business concerns, however, it is referred to as the

Trading account, and we shall in future adopt this term

instead of Goods. The Trading Account is the account
that relates to the various goods in which a trader deals.
In a firm that does business in a variety of goods, these
Trading accounts are kept separately, for the Proprietor of
the firm would naturally want to know what profit or loss
he has made on each line of his business — what profit,
for instance, on Drugs, on Toys, on Millinery, ete. We shall,
however, restrict our consideration to one Trading account,
The extension of this to various Trading accounts would
of course be a simple matter.

Now it must be remembered that the business of a
trader consists mainly in buying and selling goods, and the

number of purchases and sales during any year would .

naturally be considerable. To lighten the burden of the
Trading account, therefore, at least five subsidiary Trading
accounts are kept, and only the tofal of each of these is
transferred to ‘the Trading account. These subsidiary
Trading accounts are :— /

1. Stock account

2. Purchases account

3. Sales account

4. Returns Inwards account (or Sales Returﬁs)
5. Returns Outwards accounts (or Purchases

Returns)
30
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Stock The. value _of stock at the beginning of the
trading period is entered on the debit side of
thiy account. The account is then balanced
and the balance transferred to the debit of the Trading
account. The value of stock af the end of the trading
period is entered, as we have already seen, on the credit
side of the T'rading account ; this value of stock should be
brought down not to the debit side of the Trading account
but to the debit side of the Stock account. The following
is an example of a Stock account :—

Account,

Dr, STOCK ACCOUNT Cr.
Rs. | Cts. Rs. | Cts.
“To Balance 360 | oo | By Balance transferred
to Trading a/e Rs. 360 | oo
L DT TS (SN, I
To Balance Rs. 432 oo

The ultimate balance stock of Rs. 432.00 is entered

- on the credit side of the Trading account before that account

is balanced, and the balance is brought down to the debit

side of the Stock account, as above.

All our purchases of goods, whether for cash
or on credit, are entered on the debit side
of our Purchases account, for when we make
purchases, goods come in, and, according to' our rule, the
account should therefore be debited. The total amount
is then ente:red on the credit side of this account in order
to balance it, and the amount is transferred to the debit
side of our Trading account, as follows :(—

Purchases
Account.

Dr. PURCHASE ACCOUNT
Rs: |Cts.} 7

To %asgtea] % 50 | oo | By Balance transferred

fetlc 2 e L zo0 | oo to Trading a/c

5 C. Curtis Y 35 | oo

o DL Yeats il e 44 | o0

. R. Bonsor =2 35 | oo

Rs Al 184 | oo Rs.

Digitized by Noolahs
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32 THE TRADING ACCOUNT

The Trading account, instead of being burdened with
five items, will thus have only one item from the Purchases
account, viz : Rs. 184.00.

Sales In the same way, all our Sales are entered on
e s the credit side of our Sales account, for in this

*  case goods go out and the Sales account must be
credited. The balance, which is the total of the credit
side, is transferred to the credit side of our Trading account,

as follows :—

Dr. SALES ACCOUNT (v
Rs. | Cts. Rs, |Cts.

To Balance transferred By Cash £ 30 | oo
to Trading account .. 27z | 00 ; G. Robins o 60 | oo

» R. Haggard i 65 | oo

4 M. James o 49 | oo

R Henty .t 68 | oo

Rs 272 | oo Rs 292 |- oo

You will observe that neither the Purchases nor the
Sales account leaves any balance to be brought down,
as the total in each case is carried away to the Trading

account,

In business, it sometimes happens that goods

gf:;;?&i we gell are returned to us either in whole
Aerount, & in part, for various reasons. It may be
BB that the quality of a . certain article we

supplied is not according to specification, and the "goods
are therefore sent back to us. As goods come in, we shall
follow our rule by debiting the Returns Inwards account
with the value of the goods returned. In our Sales account
above, we notice that we have sold G. Robins goods to the
value of Rs. 60.00. Supposing he returns half those goods
to us as not being satisfactory, we shall debit our Returns
Inwards account with the amount Rs. 30. Similarly,

Rt s

CHAPTER I

Bookkeeping —Its scope and meaning

Bookkeeping has been variously described as a
a science, and even a craft. We negd hardly enter u;c?:gi
L?Sft glssertatlon on these various terms : it will be suffi-

1or our purpose to know that in Bookkeepin ;
to deal Wltfh both the theory and the art of keep?ngga:;eo:};lx?:se
The theory deals with a study of the principles of the sub-
Ject, and the art with the practical application of those
principles. Unlike an absolute science, which is concerned
with the acquisition of knowledge for its own sake Book-
keeping is ordinarily studied with a view to its p;"actical
application in real life. For a knowledge of the subject
howe\rfar edifying and interesting, would lose much of its
value if put to no practical use. If, then, we regard Book-
keeping as essentially an art, we shall not be very far wrong
As we study the principles of the subject in aubsequent-.
chapters, we shall see that they are scientific, by which we
mean that they are well ordered and logie:a.]ly arranged
They are based on what we may call systematized lmgow-.
Iecige with the object of securing in their practical appli-
?ti}i(g .a,ll that would conduce to facility, accuracy and

What then is Bookkeeping ? The beginner
will at once answer : ‘Tt is the art of keep-
ing accounts’. Quite true ;
many ways of keeping accounts which are t;]‘g;; twt'll‘?;?s f}ig
modern bookkeeper would call Bookkeeping. You yourself
ina,y keep a record of what you earn and what you spénd
ut Bookkeeping does not limit itself merely to recordin :
j*:'1.\rha,1: money we l:lave received and what we have expendedg
or there are business dealings that involve no exchange f
money at all, at least for the time being, as, for instgnog

1

Meaning of
Bookkeeping.

2313—B
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i There is another sys;,tem known as ‘Single Entry’
gl hd by certain petty traders frem econcmic

-

when T sell goods to John Brown on credit. We must there-

fore probe deeper for a more comprehensive definition.
Shall we say, then, that Bookkeeping is the art of recording
business transactions ? That is a better definition, but it is
necessary that we should introduce two factors: (i) the
method of recording such business transactions, and (i)
the object in view in keeping such records. In an age of
hurry and bustle like the present, any principles introduced
require that we should be able to apply them with the
loast possible effort and yet secure the maximum result.
Our records must also be such that we should be able at
any time in the course of our business to draw up a state-
ment of the exact position of our affairs, which should be
- capable of verification. If we deal in more articles than one,
we should be able to ascertain what profit or loss we have
made on each such article,and how we stand in relation to
the whole of those transactions. We should be able to
tell how much each of our customers owes us and how much
we owe each of them ; how much we have in cash and in the
bank ; and generally how much we are worth. We might
then expand our definition as follows :—

Bookkeeping is the art of recording our business
transactions on scientific lines in such a way that at
any time we shall be able to ascertain the result of our
various transactions and what we are worth.

Double Now, in using the term ‘Bookkeeping’, we must
Bite bear in mind that we refer exclusively to the

Y- method adopted universally by all leading busi-
ness houses. It is known as the ‘Double Entry' system
because every transaction has to be recorded in at least
two different accounts. Take, for instance, the following
transaction : I sell goods to John Brown. If I sell goods to
John Brown, I shall have to make an entry in John Brown’s
account as well as in my Goods account. You will see,
when you study the chapter on the Trial Balance, how

this double entry helps you to check your accounts so far .

as clerical accuracy is concerned. The Double Entry
system is adopted so extensively because it is a complete
system and the best that has so far been devised.

Enitry. considerations, as it involves less time than the
Double Entry system. The term ‘Single Entry’ really
belies its name, for not all transactions under that system
involve only single entry. For instance, if I pay John
Smith Rs. 50, it must be clear that I shall have to make
an entry in my Cash account or I shall find a serigus dis-
arepancy in my cash balance later. I shall also have to
make an entry in John Smith’s personal account, or I shall

¢ jat sea when I try to ascertain his financial pesition
in regard to my firm. There are many transactions, however,
in the Single Entry system that involve only one entry,
and the most serious defect in the system is that, although
one can estimate what profit or loss has been made by tke
ultimate ‘Statement of Affairs’, there is no means either
of checking clerical accuracy by any independent process,
or of ascertaining the causes that have led up to the ultimate
profit or loss. So that Single Entry may be considered to
be but a partial application of the principles of Double
Entry. We shall therefore discard this system in our
present treatise.

Before we pass on to the next chapter, T

éﬁggfc{‘ia&r should like to introduce to you thepboéks
y t commonly used b bookk

sty iws y y  bookkeepers.

s you may have guessed, there are
several such books, and you will learn’ later the
purpose served by each of them. The principal book
is called the Ledger. It contains all the accounts of
the firm, and gives you at a glance your financial
position in relation to each of them. The other books
are all subsidiary to, or feeders of, the Ledger, viz: the
Journal, the Cash Book, the Sales Book, the Purchases-Book.
etc. In practical bookkeeping, enfries are not made direct
into the Ledger. They are made in one or other of the
subsidiary books and then posted or transferred to the
Ledger which is the great meeting place of all accounts.
You must note in this connection that an entry made in
_one subsidiary book must not be made in any other subsi-
diary book. The choice of the subsidiary book which you

Digitized by NOSISSEREOUNdation.
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4 BOOKKEEPING : ITS SCOPE AND MEANING

should use in making a particular entry cannot be made
arbitrarily but must be governed hy certain rules which
you will learn in subsequent lessions.

a

Exercise 1
1. Detfine Bookkeeping.

2. Why is the Double Entry system of Bookkeeping preferable
to the Single Entry system ? In what respects is the latter system
deficient ?

3. Name some of the books used in Bookkeeping. Which is the
principal book ?

4. Explain the difference between ‘entering’ and ‘posting’ trans
actions.

Digitized by N
noolaham.org
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CHAPTER 11
The Balance Sheet

‘Before we attempt a definition of a Balance
Sheet, it is necessary that we should know
the meaning of the terms ‘solvent’ and ‘in-
solvent’. We perhaps have heard of, or know, people who
own property of various kinds — houses, motor cars and
the like —and who live in apparent luxury and ease, buf
who are nevertheless bankrupt or insolvent in the real
sense of the word. What does it mean ? It means just this :
that if such a person sold all he owned, the amount he
realised by the sale, together with the money he had in
cash and at the bank, would still not be sufficient to pay
his debts. We would say, then, that an Insolvent or a
Bankrupt is a person who is unable to meet his liabilities
or debts in full. On the other hand, one who is able to do
80 is said to be Solvent.

[t may here be mentioned that the terms ‘insolvent’
and ‘bankrupt’ are popularly regarded as having the same

Solvent &
Insolvent.

significance. In a legal sense, however, a person is not

bankrupt unless he has committed an ‘act of bankruptey’,
after which he may be adjudged a bankrupt by the Court.

Now in Bookkeeping we ascertain whether a person is
solvent or ihsolvent by drawing up what is known as a
Balance Sheet. Tt is called a Balance Sheet because it gives
a summary of the balances of various accounts and shows

. either (a) what balance a person has after providing for his

liabilities or debts, or (b) what balance is still necessary to

enable him to meet his liabilities. You will notice from the

specimen Balance Sheets given overleaf how we arrive at

these balances. In specimen A, I am solvent because I have

the means of paying my debts; in specimen B, I am

insolvent because T have not the means of paying my debts.
5
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6 THE BALANCE SHEET

Specimen A

BALANCE SHEET

LIABILITIES Rs. Cts. ASSETS Rs. Cts.
Debts Payabla .| 4,000 | oo | Cashin hapnd o 1,500 | 00
CAPITAL «+| 20,000 | oo | Cash at Bank .| 4,200 | oo

Debts Receivable -+] 8,900, oo
Goods i) 6,800 | o0
Furniture & Fittings o 460 | oo
Plant & Machinery il 2,140 | 00
Rs. | 24,000 | oo ! Rs. | 24,000 | oo

Specimen B

BALANCE . SHEET

LIABILITIES Rs. Cts. ASSETS Rs. Cts.
Debis Payable ++| 28,000 | oo | Cash in hand ..} 1,500 0o
Cash at Bank ] 4,zo0 | oo

Debts Receivable iv 8,000 | 00

Goods =) . 6,800 | oo

Furniture & Fittings W 460 | oo

Plant & Machinery i zI40 | 00

NET DEFICIENCY i 4,080 | 00

Rs. za‘oool a0 Rs. | 28,000 ] 0o

= e

LA.SS;:.tlE.‘t.& I enumerate the various items in favour
1aDIULIES.  of the business, such as Cash in hand, Cash
at Bank, Debts Receivable (or monies that are owing to
me by other people), Goods (i.e. stock-in-trade for sale),
Furniture and Fittings, and Plant and Machinery. These
are called my Assets. There may of course be other assets,
but for the present these will suffice to indicate the different

kinds of items that are included under this heading.

On the left-hand side of the Balance Sheet, under the
heading Liabilities are shown my Debts Payable. which are
the monies that I owe other people.

D\gmzed'by Nos
noolaham.org e

On the right hand side of the Balance Sheet.

THE BALANCE SHEET 7

Qur definition of Balance Sheet would then

Efe%];il‘:ﬁ?e. be as follows :— A Balance Sheel is a state-
. Sheet., ment of a person’s Assets and Liabilities,

balanced in such a way as to show whether
he is solvent or insolvent.

The popular idea of the meaning of ‘Capital’ is
that it consists of the sum total of the cash a
person has, together with his stock-in-trade. This would be
correct if he had no other assets and no liabilities, or, in other
words, if he did not owe anyone anything. In qukkeepmg,
we must take into account not only what we posgess in the

Capital.

- shape of assets but also what our liabilities are. If you

will look at specimen A Balance Sheet you will notice that
the total amount of my Assets exceeds the total amount of
my Liabilities by Rs. 20,000.00. This is what in Bookkeep-

_ing we call Capital or what I am worth., It is put on the
Liabilities side because it is the amount my business owes

me, and it serves to equalise the totals of both sides. Capital

' then may be defined as the excess of a person’s assets over

his liabilities.

In Specimen B, I am hardly so fortunate, for my
Liahilities exceed my Assets, and the balance is put down on
the Assets side as ‘Net Deficiency’, It shows that I am
insolvent.

It may of course happen that the total of my Assets
is exactly equal to the total of my Liabilities, in which
case I am just solvent as I have the means of paying my
debts ; but I possess no Capital.

Mow to You will observe then, that in order to bg.]ance
Balance, 1Y Balance Sheet, I must first ascertain the

total amount of my Assets and the total amount
of my Liabilities. I must then find the difference between
the two, and put that difference down on the lighter side
as indicated above. The two sides are then totalled and
the Balance Sheet is ruled off, by which is meant that two
hSr;)es gre drawn under the totals in order to close the Balance

ee
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8 THE BALANCE SHEET

Balancing, in other words, is the same process that is
adopted by the grocer, for instance, in selling you a pound of
sugar. Think of the scales as the framework of the Balance
Sheet which it very nearly resembles. On the one side the
grocer puts a pound weight, and on the other a certain
quantity of sugar. 'When he finds that there is a preponder-
ance on the side of the weight, he adds more sugar to the
other until both sides are level. And balancing a Balance
Sheet, as you must have noticed, is concerned in reality with
making the two sides level. The totals of the Balance Sheet
should, like the scales, be on the same level; otherwise
one side of the ‘scales’ may seem heavier than the other.

Assets may be divided into two kinds : Fixed

L and Floating. By Fized Assels we mean the
Floating ial g e
Agsets ~ material or property used. in the concuel of our

business. These include such items as Furni-
true and Fittings, Plant and Machinery. They are used
exclusively for the purpose of carrying cn trade and are
not intended for sale. The counters in a shop, or its show
cases, are examples of fixed assets.

Floating or Circulating Assets, on the other hand,
consist of the other items in our Assets column. They
include the property we deal in or exchange in the course
of our business. Stock-in-trade, Money, and Debts Receiv-
able are all Floating or Circulating Assets.

Exercise 2

(The amourts in these and in subsequent exercises are given both
in Ceylon and in English currencies. The teacher must decide whieh
of these the student should adopt.) i

1. (a) Define: Balance Sheet, Capital, Assets, Liabilities.

(5) Explain the difference between Fixed Assets and Floating

Assets, Solvent and Insolvent.

!

THE BALANCE SHEET 9

2. From the following particulars make out a Balance Sheet,
stating in each case whether T am solvent or insolvent :—

{a)

_ Rs. Cts, A
OCER T AN s e e e s 2 600 00 40 0 g
asi Rt Bl e b L B 4,250 00 283 6 8
M. Bilva owes me....oovvi i, 325 00 21 13 4
J. Perera is my debtor............... 68 00 4 10 8
I owe T. Fernando.........ccouuuiin 189 00 12 12 0
L. Fonseka is my creditor..........., 368 00 24 110 8
My goods are worth................. 6,320 00 421 6 8
My Furnituire aud Fittings,are valued at 463 00 30 17 4

Note : A DEBTOR is a person who owes money.
A CREDITOR is & person to whom money is owing.

®) ' ,

Rs. Cts. £ m dl
LUy e A R = 380 00 25 6 8
AN DVORATIWIL. . v+ viva i o ain s s 220 00 14 13 4
A. Croning owes me... ... ..o eeen.. 420 00 28 0 0
dowemy landlord . ........coo0innn 300 00 20 0 0
B. Dalton is my debtor.............. 462 00 30 16 0
(. Beatty is my creditor............. 1,226 00 81 14 8
R.Isaacowesme.............c.00n, 164 00 10 18 8
Stockintrade. ... ......o0.. s 320 00 21 6 8

Note : ‘Bank overdrawn’ means that I have drawn out of the bank
more money than I had put in. The item indicates that
I owe the bank money and it must therefore be treated as

a liability.
() -
Rs. Cts. £ iame edy
LI D PR T ST O Y P e e e 460 00 30 13 4
ash ot Bank oln sl e i s 980 00 66 6 8
Debts Payable :—
R L o L S 4,164 - 00 277 120
R e 1,235 00 B2 ThH
e S R L L 2,12¢ 00 141 6 8
TRERTR 5y e V.03 s et oo S 968 00 64 10 8
Debts Receivable ;:— ;
O e 35 00 2 6 8
1 HAR i e R e 128 00 8§ 10 8
My goods are worth................. 1,200 00 L8010
U R e R L S 1,800 00 120 0 O

fFoundation.
ham.org
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10 THE BALANCE SHEET

b
4 Rs. Ct £ d \\ :
/ 5. Cts. B, d,
it iny Birend 01 R 380 00 25 6 8 | CHAPTER 111
Cash at Bank...... T L e 4,600 00 306 13 i !
it ot IRt L GO R T S 5 00 178 135 ° -
Bepes il oanih e s The Ledger and its Accounts
Sundry Debtors :— ;
il E{‘Y Diag. ... e 1,320 00 88 0 0O I M
B EErers L G e e s S 468 00 31 4.0 i
b R e A SR e 830 00 55 6 8 4
?fﬁl}i ....................... 1412 00 94 2 8  Definition We have already learnt that the Ledger
: ; \ of Accounts. 5 the principal book in Bookkeeping
Sundry Creditors :— R * and that it contains all the accounts of the
D. Henryl ...................... Z}g gg ;g }‘é g : . business, But what is an account? It is a financial
el A, 212 00 14 2 8  statement drawn up in a particular form giving details in
Furniture & Fittings................ 1,600 00 106 13 4 . regard to some definite matter or to some particular
Plant & Machinery...... el 1,460 00 97 6 8 ~person. A study of the following examp]e will make my
\ : meaning clear (—
e . Rs. Cts. £ 5 d.
Cast BNy, v s Sl e sl 387 00 25 16 0 e S | :
Bank oVerdraft. ... .. .v.iveenesseses L 3 L Cr
Value of Stock.. . .vaseiseenennnas 'y T
P:t‘amlses ........................... 7,600 00 506 13 4 Rs. i Rs, |Cts,
Pla.nt&Machmel‘Y 4,800 00 320 0 0O e Btk :
0 Dalance ae
Furniture &.F:ttmgs ................ 3.000 00 200 0 0 ] s & i "}' Gla:f:»ds_ g ol o \
. Cash ik 28 | oo
Sundry Debtors :— ' , Balance c/d i 383 | oo
A’ Belleth. ... .uiuas R 300 00 24 10 0O e i ool L=t
i PR e 460 00 30 13 4 5 220:llido Rs 526 | oo
S EL TP S S e e 690 00 46 0 0 :
%, S S 1,260 00 84 0 0 oo bid oSl
Sundry Creditors :— 4 on b
J. Perera........ R R R 360 ; ]
B 1,800 00 120 0 0 The account, as the heading shows, is a statement of
AN F R e el M 460 00 30 13 4. my business transactions with John Smith. The left-hand
side of the account is called the Debit (or Debtor) s:ide,
and the right -hand side the Credit (or Creditor) side. ‘Dr.’
~and ‘Cr.’ entered at the top indicate these respective sides.
We must not forget that
A DEBTOR is a person who owes something. i
A CREDITOR is a person to whom something is
owing.
5 12l
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12 THE LEDGER AND ITS ACCOUNTS /

The items on the Debtor side of the account would
therefore indicate the amounts in respect of which/ John
Smith owes me money, and the items on the Creditor side
the amounts in respect of which I owe John Smith money.
It must also be noticed that every item on the Debit side
is introduced by the word ‘To’, and every item on the
Credit side by the word ‘By’. In other words, John Smith
is Debtor to me or Credited by me in respect of the various
items enumerated.

Balancing The procedure adopted in balancing accounts -

Accounts. 1is as follows (—

1. Find the difference between the totals of the two
sides ; iy

2, Insert the difference on the lighter side so that
the two totals may, be equal ;

3. Add the two sides and ‘rule off’ ;

4, Bring down the balanee to the opposile side as the
opening entry for the ensuing period.

There is a reason for bringing down balances to the
opposite side. As you will notice, the balance of an account
is really the excess of one side over the other. It is put
down in the first instance on the lighter side in order that
the totals of the two sides may be equal, but it is brought
down to the opposite side because, when equalities are

deducted from both sides, the balance shows by how much
one side is greater than the other, and such balance takes

its proper ultimate place on the heavier side.

If you will now refer again to John Smith’s account,

you will see that it has been balanced in accordance with

the above procedure. The letters ‘c/d’ and ‘b/d’ against
the closing balance stand for ‘carried down’ and ‘brought
down’ respectively.

In the example given, the balance of Rs. 383 is called
a Debit balance becanse it is the excess of the debit side
over the credit side. If, on the other hand, the credit

Y THE LEDGER AND ITS ACCOUNTS 13

sidek were heavier, the balance would be called a Credit
balance which would first be entered on the debit side to
equalise the two sides and then carried down to the credit
side.

In Bookkeeping there are three distinct kinds
of Ledger accounts - Personal, Real and Nomi-
nal. In each case the heading of the Account
ifr;ldlisca,tes into which of these classes a particular account

PERSONAL ACCOUNTS are accounts of persons.
The account of John Smith, for instance, is a personal
account. i

REAL ACCOUNTS are accounts of things, e.g. Cash,
Goods, Furniture, ete.

NOMINAL ACCOUNTS comprise all accounts that
are neither Personal nor Real, and deal with transactions
involving profits or losses, e.g. Interest, Discounts, Bad
Debts, ete.

Kinds of
Accounts.

PERSONAIL ACCOUNTS

Let us deal in this chapter more particularly with
Personai Accounts, and leave Real and Nominal
accounts to' be dealt with later. As I have already
said, Personal Accounts relate to persons. The account
gives us the various items in respect of which the
particular person is dehited and credited, and also enables
us to ascertain, by means of balancing, whether such person
owesil us money or whether we owe him money, and how
much.

The rule that must be applied in making entries in
Personal Accounts is :(—
DEBIT THE RECEIVER
CREDIT THE GIVER.
If you will observe this rule as your guide in making

entries, you cannot go wrong in your decision as to the side
* on which any particular entry should be made. The perscn

Foundation.
Iaharn.org
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who receives, owes me money or money’s worth te< the
extent of his receipts, and becomes my debtor, for, as we
have noficed, a Debtor is a person who owes somethmg
If, on the other hand, he gives me something, then I become
his Debtor and he becomes my Creditor, and his account
should accordingly be credited with the amount. Now, when
we talk about reeceiving and giving, we must remember
that these are business transactions and are not the
same as gifts that we make to our friends on special occasions
such as birthdays.

Let us come back to our guide rule :

Debit the Receiver
Credit the Giver.

The reason for the application of this rule now becomes
more evident to us. But shall we study it a little more
closely ? The question naturally arises : What can a person
receive and what can he give ? If we have already had
business dealings with a person, the chances are that there
will be a balance due by him or to him. In that case this
balance will appear as the first item in his account. The
example of John Smith’s account at the beginning of this
chapter indicates that he owed me Rs. 500, or in other
words, that he was Debtor to me to that extent. The
opening balance, however, gives us no particulars as 'to the
transactions that resulted in that balance ; it merely indicates
that such a balance existed at the begmmng of our new
trading period.

Apart from this opening entry, if there be one, there

are many things one may give or receive. Cash or Goods
naturally suggest themselves, but Services, though in-
tangible, may be of equal value. If then we are asked what
@ person may give or receive, we shall answer :

1. Cash

2.  Goods

3. Bervices

There are other items that may suitably be entered

on the debit or credit side of a Personal account, but these
refer mainly to items involving profit or loss and will be
dealt with in the chapter on Nominal Accounts.

PERSONAL ACCOUNTS 15

0 It must be noted that all sales or purchases of

goods in the exercises are to be treated as CREDIT
sales or purchases unless it is expr‘ess]y stated that they are
cash t a,nsa.ctlons An item like “Sold goeds to John
smith. .\..Rs. 50°, would mean that I sold him gocds on
credit tf) the extent of Rs. 50, and John Smith, having
received the goods, would have his account debited as
follows :—

Wo, goodas L AEET 0l Rs. 50.00

But if the sale was a cash sale and the name of John Smith
was mentioned as the purchaser, e.g. ‘Sold goods for cash
to John Smith Rs. 50°, it would still be desirable to show
the transaction in John Smith’s acecunt as he is a custcmer
of mine and it would interest me to know the extent of his
dealings with my firm both for cash and on credit. In the
latter case, John Smith has both received and given ; he
has received goods and he has given cash. So we shall
have to make two entries in John Smith’s account which

' will, so to speak, counterpoise each other, as follows : -

. Dr, Cr.

Togoods........ Rs.50.00 ByCash........ Rs. 50.00

It would be useful to note, therefore, that if the name of
the buyer or the seller is given in connection with a cash

- transaction, such transaction must be treated as two

distinct transactions. In the above case they would be: -
' (i) Sold goods to John Smith........ Rs. 50.0C
(ii) John Smith paid me cash.......Rs. 50.00

Now it may happen that John Smith is not quite
satisfied with some of the goods he has purchased frcm me,

.or that for some other reason he does not require them.

These goods he returns to me, and, as he gives, I shall have
to credit his account with the amount. But in that case,

. instead of entering the item as ‘By Goods’, I shall make my

entry ‘By Goods returned’ to distinguish it from a pur-
chase. Similarly, I may have occasion to return him some
of the goods I bought from him, in which case I shall debit
*his account ‘To Goods returned’.

121738
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16 PERSONAL ACCOUNTS

As has been pointed out, the services I render
a person may be quite as valuable gs the
tangible cash or goods I give him. A doctor treats his
patient ; a lawyer gives his client professional legal advice ;
a broker helps to sell his principal’s goods; a clerk does
the clerical work of his employer ; a servant attends to the
household work of his master. In each case, service is
rendered, and the man who receives such services should

Services.

be debited in accordance with our rule. The doctor and

the lawyer charge a fee ; the broker charges a commission ;
the clerk is entitled to his salary, and the servant to his
wages. Conversely, if I receive such services, I shall credit
the accounts of the various parties who give me those
services. '

When we say that a man has seitled his
account, we mean that he has paid the full
balgnce due by him. If, for instance,
R. Adam’s account shows that he still owes me Rs. 100, and
he pays me that amount in full, or in other words settles
his account, he will be credital with that sum and there

Settlement.
of Accounts.

will then be nothing owing by him. If, on the other hand,
he pays me Rs. 25 ‘on account’, it means that he has paid

me that sum of money in part settlement of the amount due.
The student must therefore discriminate between payments
‘in settlement’ and payments ‘on account’. .

Capital There is another personal account that we
Account.

ordinarily have a certain amount of Capital. That amount
is due to me personally by the firm, and according to our
definition of Creditor, namely a person to whom something

is owing, I would have the amount of Capital of the firm

placed to my credit, as follows :—

Dr. CAPITAL ACCOUNT Cr.
Rs. | Cts. ; Rs. Cts. .
By Balance -+ | 20,000 | 00

Digitized by NG&k
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must not overlook, and that is my own
personal account in my firm. It is called the
Capital Account. If my firm is solvent, then it would

| PERSONAL ACCOUNTS 17

Remember then that Capital account is personal and
that isrepresents my personal account in my firm.

Summary. 1, Personal accounts are Accounts of
: Persons
2. Debit the Receiver
3. Credit the Giver,

. Before making an entry in a Personal account, ask
yourself the question: Has he received or has he given ?
If he has received, you must debit his account ; if he has
given, you must credit his account. And remember that
services given or received must be treated in exactly the
same way as cash or goods.

Exercise 3

1. What are Personal Accounts ? Give an example.

2. What rule must you observe in making entries in Personal
accounts ?

3, What is a Capital account ¥ Why is it classed with Personal
accounts ?

4. Make out the following Personal accounts ; Mlanee, and
bring down balances :—

(a) J. D. Silva’s Account
Rs.- Cts. Xra el
March 1 Towe Silva,...cuvsueuesansn 60 00 4 0 0
4 3  Bought goods from Silva. ... 120 00 8§ 0 0
,, 5 Bold goods to Silva.......... 38 00 2 10 8
s 8 Paid Silva cash on account. . 50 00 3 6 B
»s 12 Bought books from Silva. . .. 320 00 ZIl s
. 18 Bought rice from Silva...... 28 00 Lo e
5 20 Bold goods to Silva.......... 69 00 4 12 0
»» 24 Bought goods from Silva. ... 85 00 6 13 4
»» 28 BSilva bought goods from me 26 00 1 14 8§
»» 30 Silva sold me goods......... 68 00 4 10 8
,» 81 I settled Silva’s account .. ..
() W.-R. Perera’s Account
Rs, Cts. L L
Bept. 1 Pereraowedme.........l.. 190 00 12 13 4
2 6 Sold goods to Perera........ 160 00 10 13 4
# 9 ” LS s 78 00 5 4 0
el i LCON a2 L 67 00 4 9 4
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18 PERSONAL ACCOUNTS f

Re. @ts. 18 Biid,
Sept. 15 Perera paid me on account .. 200 00 13 /6 8

N 16 Bought goods from Perera .. 32 00 arig 8 §
,» 18 Perera bought goods from me 80 00 5;'{ 6 8 L CHAPTER 1V
.. 20 Perera returned part of goods f

putehased il e i et 30 00 o S
.+ 23 Perera sold me goods. . 63 00 4 10 8 Real Accounts —C&Sl’l, Bank, Goods
.+ 25 Perera bought goods from me

Toiteashtde Lol G Gl i 100 00 6 13 4 A O e M
.+ 28 Charged Perera commission i

kdonse.. ... iisas Sl S J : A

.29 So‘fgrg";gss t: ]if;rem """""" 251;3 gg li 12 o In the last chapter we dealt with Personal accounts,
,» 30 Perera paid me on account 200 00 13 6 8 and we took as our rule for making entries in such accounts :

Note: The transaction on the 2Dth should be freahad as two
separate transactions: (1) Perera bought goods from me, and (2}
Perera paid me cash.

Debit the Receiver and Credit the Giver. 1In this chapter
we shall deal with Real Accounts or Accounts of Things.
The rule that guided us in connection with Personal Accounts

(e) R. Fernando’s Account cannot literally be applied here because inanimate objects
JUIIG 1 FB]?HBIldO owed Me.....oouu. g‘;é Cit)% gl Fi‘s d4- "G&I-ln()t be Receivers e?)nd Givers. -BUt the purport ?f it
., 4 Sold goods to Fernando..... 48 00 2 4 0 is just the same, and, instead of using the terms ‘Receiver’
. 8 IFernando bought godds from | : and ‘Giver’, we may substitute “What comes in’ and ‘What
- Fexrl;:lea.ndo Sepming o ey 132 gg g 1*; g goes out.’” Our rule then for making entries in Real
:: 14 T bought glz)oda from Fer-.. ' ' :Accounts would be ;—
nando for cash............ 90 00 Big
R i et B ORI VR Debit the Account with what comes in
sy 18 SBolug‘nt aé;s.ble from Fernando 133?) 00 2? 13 4« )
O e o At Weiasiaa 60 00 1018 Credit the Account with what goes out
., 28 Fernandaq returned goods..... 18 00 ) QUGS S
. 29 Fernando bought goods from ;
me for cash.............. 60 00 A0 Cash Let us begin with one of the simplest forms of
s> 30 Fernando paid on account. .. 100 00 6 13 4% Aas Real Accounts —the Cash account. The open-
(d) = J. Henty’s Account i &L, ing entry, as in the case of Personal accounts,
O e RS R B ?;5 GE:; £8 %% dé ‘would be the balance brought down from the result of pre-
., 2 Henty bought goods of T 38 00 o 10 '8 vious cash transactions. That balance must in the case
.. 5 Sold Henty goods for cash.. .- 85 00 B 13 4 of a Cash account, always be a debit balance, hecause, if
L lg ggﬁtﬁfldoﬁgﬁfﬂf ]{In?:t il 1;132 gg 11;' ; 1 you will give the matter a little thought, you will see that
ey dggo & ironl iy o y o S50 6 s we cannot pay out of our cash box more money than we have
.. 15 Received from Henty cash on ; put in, and the Credit side can therefore never be heavier
e T S 50 00 3 6 8 than the Debit side. When money comes in, we debit
»» 18 Purchases from Henty....... 85 00 5 13 4 the Cash account in accordance with our rule: when
i gg ?f;ﬁi;opggng e 132 gg g 8 g money goes out, we credit it. On the Debit side every
»» 28 Henty bought goods from _ _ item shown the source from which that money was received
me for cash. ............. 80 00 5 .6 8 ~and on the Credit side every item shows for what purpose
»» 30 Bought goods from Henty. .. 28 00 AT 4 A 19

I oundation.
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20 REAL ACCOUNTS—CASH, BANK, GOODS

the money was spent or to whom it was given. If we were
asked to make a Cash account from the following
data :— -

' Rs. Cts.
Cash in hand .. i 2 3,000 00
Bought goods for Cash 400 00
F. James paid me 2060 00
I paid A. Perkins s 1,300 00
Withdrew Cash from bank 2,600 00
Paid Cash into bank .. 100 00
- I paid B. Hopper 450 00
the result would be as follows ;—
Dr. ) CASH ACCOUNT cr.
Rs. |Cts. Rs. |Cts
To Balance il 3,000 | oo | By Goods Ao 400 | 00
- F. James e 200 | oo 4, A Perkins i 1,300 | oo
4 Bank 4 2,600 [ oo +» Bank ek 100 | 00
5 DB. Hopper S 450 |' oo
,» Balance ¢/d o] 3:550:| op
Rs. —;;5_(-)0_ oo b Rs. _5,3D0 _3_.._0'

: To Balance b/d Rs. 3,550 00

The first item on the debit side is the balance left over
in our cash box after we had made our various payments
before the beginning of our present trading period. The
other two items indicate the sum wereceived from F. James
and the amount we withdrew from the bank respectively.
Similarly, on the credit side the four items show in what
connection money was paid out of our cash box. The
balance carried down shows the amount of cash in our
possession at the end of our trading period. This amount
naturally opens the Cash account of the next trading
period.

Bank The Bank account is treated in exactly the same
way. If we look upon the Bank as a special
cash box of ours, then we shall debit the Bank
with monies we pay in and credit it with monies we with-
draw. You will understand that there are many advan-
tages in having a Bank account. To name some of them :
Your money would be, in its keeping, much safer than it
would be if you were content merely to let it lie in your

Account.
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safe. Then there is the convenience of remitting money
by cheques, which are really orders on the bank to pay
to a certain party a specified sum of money. And, to add
to these advantages, the bank allows you a certain amount
of interest calculated on the minimum amount to your
credit during each month provided that minimum does
not drop below a certain figure.

We shall consider at greater length the question of
Banking in a subsequent chapter, but at present it will
suffice if we realise that money is drawn from the Bank
by means of cheques which are orders on the bank, in the
prescribed form, to pay a specified sum of money to a
certain party. You must also remember that cheques
received by us are debited to the Cash account unless we
are expressly told that such cheques are paid into the Bank
upon receipt.

Let us now consider an example of a Bank Account :—

- _ Rs. Cts.
; Balance in Bank &y 15 4.G00 0C
Paid cash into Bank i 300 00
Paid by cheque for goods Y 450 00
Received cheque from J. Harris
and paid it into Bank .. 600 06
Paid R. Jones cheque s 200 00
Withdrew cash from Bank .. 150 00
Paid salaries by cheque 0 360 00
Our Bank Account would appear as under :—
Dr. BANK ACCOUNT Cr.
Rs. Cts. Rs. Cts.
To Balance 4000 | oo | By Goods i 450 | oo
,; Cash 300 [ oo | ,, R. Jones iy 200 | o0
w J. Harris boo | oo ,» Cash o 150 | 00
» Salaries i 360 | oo
,» Balance c/d | 3740 | 0o
Re ol B 6 Rs.| 4,900 | 00
To Balance b/d Rs, 3,740 00

Unlike the Cash Aceount, the opening entry of a Bank
account need not necessarily be a debit, for by arrangement
*with the Bank, it would be possible for us to draw out more
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22 REAL ACCOUNTS —CASH, BANK, GOODS

money than we had actually put in. In such a case our
opening entry would be a credit entry, for we would owe
the Bank that money, and the Bank would be our Creditor.
Such’' an item is referred to as ‘Bank overdrawn,” which
means that we have overdrawn or drawn more than the
amount we actually deposited in the Bank.

: It is mometimes found more con-
(iogli:‘)riﬁei c(gﬁiltllt venient to eombine that Cash and

' Bank accounts by placing the two
columns side by side on both - divisions of the accmmt
Let us take an exa,mple _

Rs. Cts.
Cash in hand . S0 U 3,000 00
Bank overdrawn . v 450 00
Paid R. Bentley by cheque 43 20 00
Received Cash from S. Sydney 620 00
Paid into Bank : 750 00
Paid by cheque for sundry expenses 18 00
Received cheque from R, Hartley
which was paid into Bank 1,490 00
Withdrew Cash from Bank ..’ 250 00
Paid J, Smith Cash .. i 56 00
Received cheque from B. Jones 125 00
Sold goods for Cash .. 60 00
Bought goods and paid by cheque 179 00

The combined Cash and Bank account would then be
as follows :—

Dr. ~CASH AND BANK ACCOUNT ] Cr:
Cash Bank Cash ' Bank
Rs. [Cts.! Rs. |[Cts. : Rs, | Cts] Rs.. [Cts, '
To Balance ..| 3,000 | co By Balanch i 450 | oo
s 9. Sydney 620 | oo ; SR Bentley R 20 | oo
'» Cash 750 [ oo | ,, Bank .| 750 | oo
i HartTey 1,490 | oo | ,, Sundry
5 Bank ++| 2350 | 0o y BXpenses .. 18 | oo
4 B, Jones .. 125 | oo . Cash i z50 | oo
y Goods =i 6o | oo 4+ J. Smith i 56 | oo
v Goods ] 179 | oo
,» Balapce c{d 3,249 | 00 | 1,323 | 00
Rs. 14,055 | 00| 2,240 [_oo Rs. | 4,055 | oo :,;go_ T:m

To Balance b/d Rs. 3,249 oo 1,323 00

. Account.
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Study the entry of each item carefully, There are

. three items you should particularly observe; the item

‘Paid into Bank’ involves two entries — one on the credit

~ ' side of Cash because cash goes out, and the other on the
~ debit side of Bank, because money is put into the Bank.

A similar item ‘Withdrew cash from Bank’ also involves
two entries, but in this case Cash comes in and is debited :

. Bank gives out and is eredited, You will also notice that
~ each entry states the source from which money has been
~ received or the purpose for which money has been expended.
. The entry ‘Received cheque from B. Jones’ requires some
 elucidation. Cash (and not Bank) is debited with the
. amount, because cheques received are treated as cash, as
. they can be used for purchasing goods or for paying debts
* in just the same way as cash can, Therefore, unless you
. are specifically told that a cheque received has been paid into
. the bank wpon receipt, it is correct to debit your Cash account
* with the amount.

B eoods The treatment of a Goods account is some-

what different from that of either a Cash
or a Bank account. Shall we take a very

i simple example as an illustration of what is meant ? Suppos-
. ing we have a stock of a dozen pencils which we bought at
. 3 cents each, or 36 cents for the lot. In the course of our

business we sell 5 pencils at 4 cents each and 2 pencils at

. 5 cents each. Our total income from the sale of pencils
~ would thus amount to 30 cents, whereas our expenditure
.~ on pencils at the beginning of our trading period was 36
~ cents. Does it mean that we have lost 6 cents on the trans-
~ action ? Certainly not, for it will be obvious to you that we
. have sold only 7 pencils and that we have still 5 pencils

‘in stock for sale. In other words, against our expenditure
. of 36 cents we have an income of 30 cents on the sale of 7
- pencils, and 5 pencils which cost us 15 cents. You will see,
. then, that in balancing our Goods account, it is necessary
~ that we should take into consideration the value of our
‘stock at the end of our trading period or when we close
~ our books. We have frequently heard of shops having
.~ what they call ‘Stock-taking clearance sales’, and it will
' flow be apparent to you why itis necessary for them to
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24 REAL ACCOUNTS—CASH, BANK, GOODS

take stock. It is for the purpose of enabling them to close
their Goods account and see what profit or loss they have had
in connection with the purchase and sale of the wvarious
commodities they deal in. But how shall we value stock?
The rule is that we should value it at cost price or the price
we actually paid for it, unless the market value of the arti-
cles has since come down, in which case we should value
it at present ruling rates. Let us revert to our transactions
in Pencils, and suppose that the price of pencils has not

one down since we purchased them. We shall
then have 15 cents worth of pencils calculated at the cost
price of 3 cents per pencil, and we must treat this amount
as though we had actually sold the 5 pencils before we can

ascertain exactly what profit we have made. This is

done by placing the amount on the credit side of the account
as shown below :—

Dr. PENCILS ACCOUNT Crs
Rs. Cts. ; Rs. | Cts,
To Balance oy o | 36 | By Cash LY 0| 20 ¢
. Gross Ppmﬁt (carried 4y Cash 0 a| 10
to P. & L.ajc) o o | ag | ., Value of stock L o] 25
Rs. o |45 Rs. ] -45
To Balance Rs......... Rs. atirs

Now, if you will reckon it out without the aid of the
above account, you will see that we made a profit of 5 cents

on our first sale and 4 cents on our second sale. This total
‘of 9 cents is exactly the profit our account shows us we have

made. The value of unsold stock is brought down as the
opening entry for the new trading period, and what is
known as the Gross Profit is carried away to an account
called the Profit & Loss account (P. & L. a/c) with
which we shall deal in our chapter on Nominal accounts.

It will be seen, then, that the Goods account may have
two balances : (1) the gross profit or loss which is carried
away to the Profit & Loss account, and (2) the value of
Stock which is carried down as the opening item on the
debit side for the ensuing period.

- Goods.
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A merchant or a shopkeeper buys goods
ind Net at a certain price and sells them at a higher
Profit price so that he may make a profit on them.

s In the case of the Pencils accounts, which
- we have just examined, the profit made is 9 cents. But
your must remember that all the profit made in that way
cannot be appropriated by the trader because there are
certain expenses, called ‘overhead charges’ which we has
to meet in connection with the conduct of his business.
For instance, he may have to pay rent on his shop, the
salaries of his staff, and many incidental charges. The
profit he made before the deducation of those expenses
is called the ‘gross profit’ ; the profit made after the deduc-
tion of such expenses is called ‘nef profit’. 1n other words,
the net profit is the actual profit a person has made, and his

Gross Profit

= Capital is increased by the amount of that profit. If

a loss has been incurred on the Goods account, then, natur-
ally, the debit side will be heavier than the credit side
(including value of stock) and the balance or Gross Loss
will appear on the credit side of the Goods account to make
the total of the two sides equal, Whether the result is
a Gross Profit or a Gross Loss, the balance will in each case
be transferred to the Profit & Loss account. In the former
‘case the balance will appear on the Credit side of the P. &
L. account, and in the latter case on the Debit side. You
will notice that balances are always carried to the opposite
side of the P. & L. account, You will understand the
reason for this when you have studied Nominal accounts.

Summary.

1. Real accounts are accounts of things, e.g. Cash, Bank,

2. Debit what comes into the account.
3. Credit what goes out of the account.

4. The credit side of a Clash account can never be greater
than the debit side, for we cannot pay out of our cash box

. more money can we have put in.
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26 REAL ACCOUNTS—CASH, BANEK, GOODS

5. The Credit side of a Bank Account may be heavier
than the Debit side, for it is possible to arrange with the
Bank, by giving them suitable security, to allow us an
overdraft, or in other words to allow us to overdraw our
account with them. ,

6. The Goods account cannot be closed until we

know the value of our stock which should be reckoned

at cost price, or, if the market has since declined, at current -
market price. Such value of stock should be entered on
the Credit side on the account before the account is balanced.

7. The balance of the Goods account, which is either

a Gross Profit or a Gross Loss, is cgrried away to the oppo-
site side of the P. & L. account. The value of unsold
stock is carried down to the Debit side as the opening balance
for the next trading period.,

Exercise fl

1. What are real accounts ¥ Name some of them.,
2. What rule must you observe in'making entries in real accounts ?
3. W.hy is it that Cash a/c¢ can never have a eredit balance ?

4. Why is ‘stock taking’ necessary to enable you to close your
Goods accounts ? ;

5. How do you deal with (i) the balance of the Goods account.
(ii) the value of stoek. ;

6. Make out a combined Cash and Bank account from the follow-
ing particulars. Balance the account and bring down balances :—

(a) : Rg. Cts. £l dl
et T h s d e sl e S e 9,870 00 658 0 0
Cashiat Banl, 1 s aicias, o A 6,720 00 448 0 0
Paid cash into banlk. ..., ..o iiivian. 3.000 00 200 0 0
Received cheque from A James....... 462 00 30 16 0
Eastuaales. ol ool Sl i 696 00 46 8 0
Cash purchases. .. .. cvveveeonea. e 843 00 56 4 0
Paid R. Silva by cheque............. 246 00 16 8.0
Received cheque from B. Jones which
was paid into Bank............... i 482 00 32. 2 8
Withdrew from bank...... A e ks 500 00 33 6 8

REAL ACCOUNTS—CASH, BANK, GOODS 27

Ayl

, Rs. Cts, £
. Paid for sundry expenses. ............ 36 00 D B
. Cash stolen fromsafe................ 56 00 314 '8
~ Gave A. Holden cheque. . e 69 00 4 12 0
. Bought goods and paid by L.heque ..... 150 00 Lol
,' Becewed cash from B, Jones......... 120 00 8 0 0
. Cash purchages. . ..........ouueeun.s 234 00 15 12 o

Nate : The item ‘Cash stolen from safe’ should be entered on the

- Credit side of Cash account because cash has gone out. Enter the
atem as B)QLosa by theft.’ ; .
i ¥
- (B)
.‘ Rs. Cts. b P [
I Cauh in hand. .ol cne e e e e 8.296 00 663 1 4
. Bank overdrawn........oveiviianaan 1,260 00 84 0 0
- Paid cash into bank................. 2,000 00 133 ' 6 8
. Paid G. Henry by cheque............ 1,600 00 106 13 4
. Bought goods and paid by cheque..... 350 00 23 6 8B
~ Received cash from M. Perera........ 896 00 59 14 8
B ash purchamses. - cvs s i g o 4,269 00 284 12 0O
. Received cheque from R. Silva. ... ... 850 00 56 13 4
Pmd B Sibvaaadhia L0 e 465 00 sl 0 o
100 00 6 13 4
i P 426 00 28 &0
' Bank charged interest on overdraft, 45 00 S

Note : The last item ‘Bank ehargeed interest on overdraft’ should
" be credited to Bank account as ‘Interest on overdraft’. The amount

Al Bank would debit our account in their books, and conversely we would
- credit the Bank. We are the debtors and the Bank is the creditor.

| Rs. Cts. A

BRCash in Band . .. 5L e s S 6,842 00 456 2 B8
BRE sk ot Bank . v s s 4,960 00 330 13 4
aid Fire Insurance by cheque........ 126 00 8 6 8
ceived from L. Harris cash......... 426 00 288 0
Bought goods and paid by cheque..... 1,200 00 80 0 0
SRTRs e P e e 420 00 28 0 0
sash purchases. .. ..cvvvvrenennnnns 824 00 54 18 8
paid 5. Lee casgh. ... .oeih e iaasas 260 00 L7 B8
Yaid sundry exXpenses. . v..e.s i n.s 48 00 3 4 0
aid R, Watts by cheque............ 324 00 21 12 0
thdrew cash for private expenses 300 00 20 0 0

Bhd to R NormR: L s e 463 00 30 17 4
13 4

Received cash for sundry sales..... o 280 00 18
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28 REAL ACCOUNTS—CASH, BANK, GOODS

Rs. Cts. PN
R.Jonespaidme............... ety 364 00 24 5
Paidiinto Banlebinl s T ol i i 1,500 00 100 0
Bank allowed me interest............ 30 00 2 0

Note] The item ‘Withdrew cash for private expenses’ should be
credited to Cash account as Cash goes out. The amount is for the
use of the proprietor whose Capital account would therefore be debited
Enter the amount in the Cash account as ‘By Capital account (with-
drawal)’.

‘Bank allowed me interest.” Look at the note at the foot of the
last exercise. The Bank in this case allows me interest, and the Bank
account should therefore be debited.

7. From the following transactions make out a Goods account,
Remember that the balance Gross Profit or Gross Loss is carried away
to the P, & L. account, and the value of stock at the end of the trans-
actions must be carried down as the opening balance for the next
period :—

(a) . 7 Rs. Cta. £ DEl A
Stookin hand. ol Ul D il 8,600 00 573 6 g
Canliaatda il sallEe s s e 300 00 20 0 0
Cash PUrChases. ..« e vsvrneennennnns 684 00 45 12 0
Sold goods to B. Henry.............. 320 00 21 18 8
Sold goods to R. Thomas. . .......... 624 00 41 12 0
Goods destroyed by fire.............. 28 00 NI G g
Purchases from 8. Williams.......... 329 00 21 18 8
J. Perkins bought goods of me,....... 660 00 44 0 0
H. Farrar sold me goods............. 326 00 21 14 8
‘Bold zoods to J. Bailey.............. 869 00 57 18 g
Valug of Btoele.h oo 0L ol sl o 9,200 00 613 6 8§

Note ] ‘Goods destroyed by fire’ should be entered on the credit
side of the account. Enter the item as ‘By Loss by fire’.

R

e ; . Rs. Cts. £ B
Bbonle a e e  ree 6,950 00 463 6
Sold goods forcash.................. 380 00 26 0
Sold goods to A, Henty.............. 462 00 30 16
Bought goods from B. George........ 329 00 21 18
R. James sold me goods............. 465 00 31 0
P. Cader hought goods of me......... 326 00 21 14
L. Jones sold me goods.............. 432 00 28 16
C. Perera sold me goods.............. 269 00 17 18
Sold to D. Silva goods............... 468 00 31 4
L. Darwin sold me goods.......... et 347 00 23 2
D. Martin purchased goods of me..... %38 00 42 10
Bought goods of E. Earle............ 264 00 17 12
Cashipurehages, Wil b oo LE g s 500 00 33 6
Walteiof slioede oL Sl s il e s s 7,100 00 473 6
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Vs Rs.
R Cocls b sl U 10,800
BlCash inhand. . ...o00 e bl i, 1,496
RRCach 2t Bank. .. oo e oo oronniiniin s 3,200
Sold goods to R. Stewart............. 1,600
id cash into Bank......... bR 1,000
B Cach purchgses. o, voeeaovansniiennss 166
. Purchased from T. Bmwn goods.. .. .. 30

* Bought goods from 8. James and paid :

A ghogues o s e LT 800
. Sold goods to R. Bastian........... G 75
A e e e e 900
- R. Henry bought goods of me........ 1.200
. Drew cheque for private expenses. ... . 300
ke d o LA S IR 9,600
~ Btock of Gerr ey L A R S 12,600
elashn hand. ... ......... ARG e 1,450
S Bank overdrawn.............0.0i0es 900
- Sold goods for cash. ..........ovvuns. 286
- Paid cash into Bank................. 1,000
- Paid wages by cheque............... 300
- Paid into Bank cheque from J.Thomas 890
Cashpurchases. .. .........ccovunn... 320
Sold goods to B. Seale............... 20
~ Purchased goods forcash............ 30
ank charged interest on overdraft.. 60
- IRe T e e A I 1,800
3 Va.lue of atisele Al il e R 0 10,600

8 REAL ACCOUNTS—CASH, BANK, GOODS

Cts.

00
00
00
00
00
00
00
00
00
00
00
00
00

00
00
00
00
00
00
00
00
00

00
00

00

£
720
99
213
106
66
11

53
60
80

20
640

840

14
13

o}
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8. From the following transactions make out a Goods account
and a combined Cash and Bank account, and balance these accounts :—
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CHAPTER V

The Trading Account ¢_ 

In our last Chapter we dealt, among other things,
with an account which we called the Goods account. In’
large business concerns, however, it is referred to as the
Trading account, and we shall in future adopt this term
instead of Goods. The Trading Account is the aceount
that relates to the various goods in which a trader deals.
In a firm that does business in a variety of goods, these'
Trading accounts are kept separately, for the Proprietor of
the firm would naturally want to know what profit or loss
he has made on each line of his business — what profit,
for instance, on Drugs, on Toys, on Millinery, etc. We shall,
however, restrict our consideration to one Trading account..
The extension of this to various Trading accounts would
of course be a simple matter. i

Now it must be remembered that the business of a
trader consists mainly in buying and selling goods, and the
number of purchases and sales during any year would
naturally be considerable. To lighten the burden of the
Trading account, therefore, at least five subsidiary Trading
accounts are kept, and only the fotal of each of these is
transferred to the Trading account: These subsidiary
Trading accounts are :—

1. Stock account

2. Purchases account

3. Sales account

4, Returns Inwards account (or Sales Returns)
5. Returns Outwards accounts (or Purchases

Returns)
30
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Stock The value of stock at the beginning of the
Account, [rading period is entered on the debit side of

"' this account. The account is then balanced
and the balance transferred to the debit of the Trading
account. The value of stock af the end of the trading
- period is entered, as we have already seen, on the credit
. side of the Trading account ; this value of stock should be
. brought down not to the debit side of the Trading account
. but to the debit side of the Stock account. The following
~ is an example of a Stock account :—

Dr. STOCK ACCOUNT Cr.
L
! Rs. | Cts. Cts.
i - To Balance 360 | oo | By Balance transferred

to Trading a/c  Rs. 360 | oo

To Balance Rs.

The ultimate balance stock of Rs. 432.00 is entered
on the credit side of the Trading account before that account
is balanced, and the balance is brought down to the debit
side of the Stock account, as above.

All our purchases of goods, whether for cash
or on credit, are entered on the debit side
: of our Purchases account, for when we make
X purchases, goods come in, 'and, aécording to our rule, the
account should therefore be debited. The total amount
118 then entered on the credit side of this account in order
' to balance it, and the amount is transferred to the debit
side of our Trading account, as follows :—

Purchases
Account.

Dr. PURCHASE ACCOUNT Cr.

Rs. Cts. Rs. Cts.

To Cash chi 50 | oo | By Balance transferred : i

4 B. Seale s 20 | ao to Trading a/fc 184 | oo
i C. Curtis i 35 | oo
» D. Yeats o3 44 | oo
2 R. Bonsor el 35| oo

Rs. 184 | oo Rs. '__184 00
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The Trading account, instead of being burdened with
five items, will thus have only one item from the Purchases
account, viz : Rs. 184.00.

o In the same way, all our Sales are entel.‘ed on
K ctoiine the credit side of our Sales account, for in this
*  case goods go out and the Sales account must be
credited. The balance, which is the total of the credit
side, is transferred to the credit side of our Trading account,
as follows - —

Dr. 1 SALES ACCOUNT IET,
Rs, |Cts. Rs. [Cts.
To Balance transferred By Cash y 30 | oo
to Trading account .. 272 |t 00 , G. Robins o 6o | oo
;  R. Haggard s 65 | oo
+ M. James . 49 | oo
1+ R. Henty e 63 ;| o0
Rs. 272 | oo |. Rs. 27z | oo

You will observe that neither the Purchases nor the
Sales account leaves any balance to be brought down,
as the total in each case is carried away to the Trading
account.

Ratiths In business, it sometimes happens that goods

we sell are returned to us either in whole
Inwards or in vpart, for wvarious reasons. It may be
Account. Bk ; : ¥

supplied is not according to specification, and the goods
are therefore sent back to us. As goods come in, we shall
follow our rule by debiting the Returns Inwards account
with the value of the goods returned. In our Sales account
above, we notice that we have sold (. Robins goods to the

value of Rs. 60.00, Supposing he returns half those goods

to us as not being satisfactory, we shall debit our Returns
Inwards account with the amount Rs. 30. Similarly,

that the quality of a certain article we

Digitized by 0
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R. Henty has returned Rs. 18 worth of the goods we sold
to him. Our Returns Inwards account would then
appear as under :—

Dr. RETURNS INWARDS ACCOUNT Cr.

Rs. |Cts. Rs. | Cts.
To G. Robins i 30 | oo | By Balance transferred 48 | oo
,» R. Henty el 18 | oo to Trading a/c

Rs. 48 | oo Rs. 48 | oo

If you were asked on which side of the Trading account
this Rs. 48 should be entered, you would no doubt say
‘the Debit side,” and you would be quite right in saying so.
But in actual practice we do what is tantamount to placing
‘the sum on the debit side. Instead of adding it to the
debit side we deduct it from the credit side. The reason
for this is that thereby our Trading account will show us
at a glance what our net sales have been. You will see,
for instance, that the total of our sales, that is our gross
sales, amounted to Rs. 272.00, from which we must deduct
the value of the goods returned to us, viz. Rs. 48.00 if we
would know what we have actually sold. That will leave
us a balance of Rs. 224.00 which represents our actual
gales. This is shown in our Trading account by providing
~ each side of the amount with two columns — the inner
~ column for details and the outer column for the net result,

Similarly, we may return goods bought by
us. These we call, ‘Returns Outwards’ and
credit the Returns Outwards account with
_ the amount of such returns. The total
~ which helps us to balance the account will then be placed
"on the debit side of the Returns Outwards account and
' transferred to the Trading account. But, instead of entering
‘the amount on the credit side of the Trading account we
deduct it from the debit side of that account. Let us suppose
‘we have returned part of two of our purchases — Rs. 10

- Returns
. Outwards
. Account,

2313 ¢

BFoundation.
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worth of goods to B. Seale and Rs. 5 worth to R. Bonsor.
?11111- Returns Outwards account would then appear as
ollows :—

THE TRADING ACCOUNT

4. Prepare Trading and subsidiary Trading
following particulars:—.

35

accounts from the

(a) Rs. Cts. ol olE ]
Dr. RETURNS OUTWARDS ACCOUNT Cr. . Stock January 1, 1937................ 4,800 00 320 0 0
| Credit sales. . 3,200 00 218 - H 8
Rs. | Cts Rs. |Cts - Credit pumhasea .................... bl 1,428 00 95 -3 0
P i Sl . Cash gu.fcha.aes ....................... i;.,igg 00, lg% 10 4
. aeale ! .e i = S e e )
tofradinga/e .| xsfoo | RBowor  If T3 G0 | el e R 25 00 17 13 4
B ALY | Purchases Returns, . .....o.oovveenannn, 432 00 28 16 0
Rs. ) 15 | oo Rs. 15 | 0o : Btock Dec, 31, 193700 <o ubie sdleisiamaaimnisy 4,148 00 276 10 8
o)

- _ ; g . StockJanuary 1,1938..... 0 0cniiinnn, 6,828 00 455 4 O
Trading We shall I e Trading account ' Sold goods to R. Jones...v-uvevaaea.y 329 00 21 18 8
et with the wvarious transfers from the above R A T T 1,324 00 88 5 4

" subsidiary accounts :— . Purchased goods from T. 8mith......... 1,436 00 95 14 8
| Cash purchases. . ... c-:cocavaeecrsnan 689 00 45 18 8
Dr. TRADING ACCOUNT Cr. . T. Henry purchased goods from me..... 268 00 17 g
: Lo R. Jones returned goodssold........... 46 00 S
Rslcts| Rs |Cts: Re. lcts:] Re lctes '_ Bought goods of C. Thomas............ 684 00 45 12 0
2 ¢ . Returned goods to C. Thomas.......... 36 00 3R D
'[‘::) %E?rccllcaases” 184 | 00 e ias,lsisréturﬁé 27; % . Moy sobmmnad poncsa g o S L0y
» Lessteturns| 15 | oo | 169 | 0o T e i | @, Pearce sold me goods.. ... ... 630 00 s
I Value of : . Bought goods from M. Baron........... 694 00 46 5 4
e g;ﬂ:: e:?eﬁ; stock I 432 | oo  Sold goods to J. Perera, ............... 1,396 00 95 g
to Profit & . Returned to M. Baron part of goods .
Loss aje ,. 127 | a0 purchnsad  Gtn s LoR Tl Bl 126 00 8 8 O
[ute :  Sold goods LTl b T s e e 1,432 00 95 9 4
Rs. 6356 | oo Rs. 1 636 | oo ~ Stock December 31, 1938.............. 7,000 00 473 6 8
(e)
Note that (i) the value of stock is carried down B gt?gkg.]‘;dn:::yol OL?’ESH ................ a,fﬁsgg gg 512 {g g
. g 1 L fas 0 S if " o 0 A
to tlfe debit side- of ;S’it_)c?u account (ii) if the' debit side is . Purchased goods from D. S 384 00 95 120
heavier than the credit side, the balance will be entered . E. Earle bought goodsofme.......... 868 00 57 17 4
on the credit side of the Trading account as ‘ Gross Loss’ Returned paé"t of goods bought from Laie AN
and transfi 3 i % e ptears phg UGN LR LS 30 GG LR i
sforred to the debit side of P. & L. account. In B Soid goods t6 F. Francis. ... .ouiene. 364 00 24 5 4
the a,bo.ve instance, however, the credit side is heavier than " Qarson returned part of goods purchased
the debit side, and the balance is therefore a Gross Profit, b Frimtn.o o i RO 49 00 R
| Cash purchases. ........... N T e ey ; ggg gg 24 10 2
Xerci AT EA L P e R S S i 1 - 91 &
Exercise 5 0 1ht £o0ds oF Gl Gray: b proi i viae e s 234 00 15 12 0
1. What is a Trading account, and how is it prepared ? Sold goods to ](Ei[emy. i da ..... h i 1.200 00 80 0 0
2, What arethesubsidiary Tradingaccounts? How is the ba,la.nc:a Hemi)yvrgflﬁlms e il 120 00 800
in each case transferred to the Trading Account ? Sold g}oo&s o IIsa.ac 460 00 S
3. What is done with the final value of stock, and to what . Bought goods of J. Jones. . ............ 689 00 45 18 8
account is it carried down ? Gash o R L U AR T 246 00 16 8 0
Digitized by NI / Floundaﬁon.
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36 THE TRADING ACCOUNT

: Rs. Cts. £ anide
Purchased from K. Keary goods. ... .... 826 00 55
Sold goods o L. Lamont. ... ... ... .... 1600 00 108 15 4
I returned goods bought from J. Jones... 264 00 17 12 0
M. Marchant bought goads of me. . . .. .. 384 00 25 12 0
Stock December 31, 1038. . ... SR 3,200 00 213 6 8

5. There are certain errors in the following Trading account.
You are required to correct these errors and to draw up an accurate
Trading account :—

Dr. TRADING ACCOUNT Cr.
Rs. lCts. Rs. [Cis. Rs. |Cts] Rs. |Cts.
To lg‘urchases -+ | 3,860 | oo By Stock Jan.
£55 returns e G R 14,630 00
Inwards ..| 4309 | 0o | 3,431 0o 5+ Sales .+ | 4,800 | 00 ik
» Gross Profit| 20,799 | oo Less returns
Outwards ..| zoo | oo | 4,600 oo
v s Stock Dee.
31,1933 .. I4,000 | 00
Rs. 133,230/ 0o Rs. | ?3:3_0 a0
To Stock Jan. 1, 1934 14,000' 00 ;
Dr. TRADING ACCOUNT [
o lsded £ s g £ |s:laf £ |sld
To Purchases..| 257 | 6| 8 By Stock Jan. .
Less returns I, 1933 .. 975 | 6l 8
Inwards .. 20 | 5| 4 228 |14 8] , Sales ++| 320 o] @ :
W Less returns
» Gross Profit 1,986 [12| o Outwards .. 13| 6] 8] 306 |13 4
., Stock Dec. i
31,1933 .. 933 | 6 8
£lz,215 1 6 8 £lz2,215 | 6
Ta Stock Jan 1, 1934 933 6 8
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4 CHAPTER VI

Nominal Accounts

We now come to the third class of accounts — Nominal
Accounts. They are also sometimes referred to in Bock-
keeping as ‘Impersonal’ and ‘Fictitious’ accounts. ‘Im
personal’ accounts would also of course include Real ac-
counts or accounts of things, for real accounts are ‘not
personal’, The term ‘fictitious’ is used because the losses
with which the accounts deal may be looked upon as pay-
ments to an imaginary person. But the term ‘fictitious’
gives a wrong impression, and, to the lay mind, may seem
to the reference to some shady transactions which at all
costs should be avoided by the honest bookkeeper.

Nominal Accounts are accounts dealing with Profits
and Losses, the principal Nominal Account being the Profit
the Loss adcounts to which, you will remember, the Gross
Profit or the Gross Loss from the Trading account is trans-
ferred. Like the Trading account, the P. & L. account
has several subsidiary accounts, for you will understand
that there are several ways in which a trader may make a
profit or incur a loss. The rule for entering Nominal
Accounts is :—

DEBIT your LOSSES
CREDIT your GAINS

Let us now consider some of the subsidiary P. & L.
accounts to which we have referred :—

There are two kinds of discounts — Trade
Discount and Cash Discount. Trade Discount
‘i the deduction made on the price of goods by
the manufacturer or the wholesale dealer in selling goods
.to the retail dealer. This varies with the cost of the raw

37
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38 NOMINAL ACCOUNTS

material and generally with the cost of production of the
finished article. It is usual for a manufacturer to issue to
his customers a standard price list of the goods ke manu-
factures, and to advise them periodically of the trade dis-
count allowed on the various articles. This saves him

the necessity for issning a fresh price list with every rise and

fall in price. Trade discount, however, is not usually
shown in our accounts. A trader buys goods from a manu-
facturer who makes a'deduction from the usual price so
as to give the former a chance of making a profit on his
sales. To take an example: A trader buys bicycles from
a manufacturer at Rs. 50 each, but he sells them at Rs. 75
each to his customers. A manufacturer does not, as a
rule, sell goods direct to the public, but where it is done,
a customer would not be able to get a bicycle from the
manufacturer at the same price as a retailer could, for the
very good reason that if a manufacturer allowed the public
a trade discount, they would naturally buy cycles direct
from him and the retailer would have no chance of disposing
of his cycles except at cost price. It would mean that
the retailer, who generally buys goods in large quantities,
would not in future be disposed to buy his goods from that
particular manufacturer. Let us suppose that the retailer
buys 50 cycles at a time. ' He would debit his Cycles account
with the actual cost of the cycles to him, namely Rs. 2,500,
and the Trade discount would have no place in his
books.

It is the other kind of Discount (the Cash Discount )
that we, as bookkeepers, have to deal with, Cash Dis-
count may be defined as the allowance made for prompt
payment of a debt or for payment within a prescribed time.
When you buy goods at a shop, you will probably be allowed
a cash discount of 10%, if you pay cash at the time of pur-
chase or if you settle your account perhaps during the
month following purchase. Now a Cash Discount may be
either a loss or a gain. If we allow others a cash discount,
we lose, and, in accordance with our rule, our Discount
account would be debited with the amount of that loss.
On the other hand, if others allow us a Cash discount, we
gain, and our Discount account would ke credited with the

Digitized by N
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amount. The balance of the Discount account is then
transferred to the opposite side of P, & L, account. To
take an example :(—

Dr. DISCOUNT ACCOUNT Cr.,
Rs. [Cls. Rs. Cits.
To B. Arthur ! 45 oo | By W. Watkins % 38 | oo
S a0 S. Saunders au 20 o0
it i gz : Balance transterred
P. & L. Account .. IT oo
Rs. [ 69 | oo

The two items on the Debit side indicate that we have
allowed Arthur and Church cash discounts of Rs, 45 and
Rs. 24 respectively. If we allow a discount then we lose,
and as we should Debit our Losses, we must enter the items
on the D:zbit side of the account. Conversely, the two
items on the Credil side show what cash discounts Watkins
The net result of these
allowances by way of disecount respresents a loss of Rs. 11,
and this amount, carried to the Debit side of P. & L.
account, would therefore be in its right place.

Interest is another subsidiary P. & L. aecount.
Interest. For instance, we may pay interest on monies
borrowed by us, in which case we shall debit our interest
account ; w;herea.s, if interest has been received or is due
to us, we shall be gainers to the extent of that interest,
and credit our Interest account with the amount. Remem-
ber the rule : We Debit our Losses and Credit our Gains.

A trader may even sometimes debit his interest account
with interest on his own Capital. You may ask why.
The reason is that if he had invested his money in some
other way and not put himself to the trouble of trading with
it, he would get a certain percentage of interest on that
investment. The charging of interest on Capital would,
however, not make the slightest difference in his ultimate
Lapital because, although the Interest account is deb}bed
with the amount, his Capital account would be credited

B Foundation.
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with a like amount. The only reason he can have for
adopting this procedure is to ascertain what his actual
profit is, as the result of his trading. If, however, there
are two or more partners who have invested unequal sums
of money in the business as Capital, then it would be proper
that each partner should charge interest on his Capital
before the profits of the firm are divided among them,’

Depreciation is the loss we sustain by
wear and tear of our possessions or by
any cause that makes those possessions of lower value than
when we purchased them. Suppose we buy a cycle at the
beginning of the year for Rs. 100. At the end of the year
that cycle will have depreciated in value say by 309, and
will then be worth not more than Rs. 70. In the following
year there will be a further depreciation, and so on
until we shall find our cyele not worth more than, shall
we say, Rs. 20. The same rule applies to our Fixed Assets.
Our furniture, our plant and machinery, ete. show a steady

decline in value because of the use they have been put to.
Even the commodities we deal in may depreciate in value :
The silk we have for sale may become tender : our goods
may become shop soiled ; and so forth. i

" Depreciation.

Now Depreciation is clearly a Loss to the firm and must
be debited annually to our Depreciation account which will
‘be balanced and the balance transferred to the opposite
side of the P. & L. account. You will of course understand
that all our items in the Depreciation account must be debit
items because we cannot possibly gain through depreciation.
The extent of the depreciation in connection with each
particular article must be estimated at the time you close
your books and will depend on the use to which you have
put your possessions, e.g. 10%, on Furniture, 209, on Plant
and Machinery. The effect of this depreciation will be to
reduce the values of these particular assets at the beginning
of the next trading period. The Depreciation account will
be debited because it is a loss, and the Furniture or other
accounts will be credited with the amount because it is
virtually the outgoing of value from these respective
‘accounts. -

NOMINAL ACCOUNTS 41
Dr. DEPRECIATION ACCOUNT f , Cr
Rs. |Cts. Rs. |Cts
To Furniture & Fittings .. 150 oo | By Balance transferred ..
s Plant & Fittings e 230 | o0 to F. & L. ajc - 380 00
Rs. | 380 00 Rs. 380 o0

B Bad Debts are losses we incur through debts not
e being recoverable. A t f 3, for ins-
Deth- 2 : B}‘a, €. = CUStOmer o : ours, 10r 1ns

tance, may die leaving no effects behind ; or he may
be declared bankrupt by a Cowrt of Law. In either case,
if he owes us money, we shall lose the sum he owes us.
These are Losses from our point of view and must be debited
in this case to the Bad Debts accounts, the customer in
question being credited with the amount so as to balance
his account which should no more be shown as an asset in
our books. It may sometimes happen that a person may
be able to meet only part of his liabilities. For instance, the
amount of his liabilities may be Rs. 50,0060 when the total of
all his assets amounts to only Rs. 25,000. In that case he
will be able to meet his liabilities to the extent of half their
value. When he settles his debts to that extent, he is said
to compound with his creditors by paying them a compo-
sition of fifty cents in the rupee. You will see then that
Bad Debts are normally Debit entries. There may also
be credit entries in a case such as this: A person becomes
ingolvent. He owes us Rs. 2,000 and we have now no means
of recovering that amount. So we write off his account
by crediting his personal account with the amount so as
to leave no balance, and by debiting our Bad Debts account
with the amount. After some time, by dint of hard work
or it may be inheriting a fortune, he becomes a wealthy
man. If he is honest, he will not want us to lose our money,
and so he settles his debt to us. In that case we shall
debit our Cash, for cash comes in, and credit our Bad
Debts account.

The balance of our Bad Debts accounts, like the other
. subsidiary P. & L. accounts, is transferred to the opposite
‘side of the P. & L. account. ;

)
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Dr. BAD DEBTS ACCOUNT / Cr
Cts, Rs. Cts.
To A. Adam oo | By Cash (A. Adam) L 450 00
» DB. Beade e 0o ,» DBalanece transferred
n G Cash o 590 oo to P.& L. Account .. | 1,100 00
Rs. 1,640 00 Rs. F_x,iuo_ a0
: There are different forms of Trade Expenses
Trade that a trader has to meet in the course of his
Expenses.

business. Among them are Advertising,
Stationery, Travelling Expenses and Petty Expenses.
If each of these has several entries, then these accounts
should be kept separately so that we may know exactly
what our expenditure on each is. Otherwise, it would be
more economical to group them all under the general
heading-Trade Expenses. The items, as you will realise
must all be debit entries for when we incur these expenses
we lose to that extent, and so, according to our rule, we must
debit the account with these losses. The balance of this
account must, as in the case of the other subsidiary P. &
L. accounts, be transferred to the P. & L. account.

This, too, is rightly a Trade Expense, but
as, the amount involved is generally high,
we keep it distinct. The word ‘salaries’
it must be noted, is used for payments to working partners,
clerks, bookkeepers and others who perform the more
important work of the firm, as distinct from ‘wages’ which

Wages and
Salaries.

is applied to remuneration paid to peons, coolies, ete.

The term “Wages' is also applied to remuneration calculated
on the ‘day’ basis. The Wages and Salaries account is

~ Loss Account.
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certain of their employees wages for the purpose of con-
verting raw material into the finished article, such as cotton
into cloth. Such wages are called Productive Wages or
Manufacturing Wages or Factory Wages. As these wages
really represent a part of the cost of the articles manu-

~ factured for sale, this expenditure is debited to the Trading

Account through a Productive Wages account, and is not
debited to the P. & L. account.

Another subsidiary P. & L. account is
the 'Commission account. Commissions
allowed by wus, which are losses, are debited to this account,
and commissions earned by us are credited to it.

Commission.

The above are some of the subsidiary P. & L. accounts
most commonly met with. There may be others, and
they must be dealt with in exactly the same way, always
remembering our guide rule :—

DEBIT your LOSSES
CREDIT your GAINS

A As we have already seen, the balance
Profit & of the various subsidiary P. & L. ac-
counts are transferred in each case to
the opposite side of the P. & L. account, as also is the
Gross Profit or the Gross Loss from the Trading account.
After these transfers have been made, we are then in a
position to balance our Profit & Loss account :—

dealt with in exactly the same way as Trade Expenses, bE EROETLE 0SS ascating S
the balance being transferred to the opposite side of the i eI
P. & L. account. N s i i
\ *Ta llilitscourtlt Al 22 0o | By Gross Profit on Goods | 2,670 oo
5 . L : 3 Anteres . i9 oo | 4, Commission o 20 on
The ordinary ‘wages and salaries are said to be ‘unpro- » Bad Debts | 150 oo /
B y » £ Tk 5 Depreciation & 100 o0
ductive’ in the sense that they are not paid for the definite ;» Trade Expenses IO T
purpose of ‘producing’ articles for sale, but merely for the o e ] e oo /
ordinary conduct of the business. As such, they are a . ferred to Capital a/c | 1,725 | oo ol
loss to the firm. Manufacturers, however, have to pay 4 o R T Rs. |2,600 |oo
—_— —
\_ f
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44 NOMINAL ACCOUNTS

You will observe that the balance of the P. & L. account
is called the Net Profit as distinct from the Gross Profit
transferred from the Trading account. Gross Profit is the
profit derived on the sale of goods without any deduction
for expenses, etc., whereas the Net Profit is the actual
profit made by the firm after deduction of all such expenses
and losses. The Net Profit is in turn transferred to the
opposite side of the Capital account which, as we have
already learnt, is the Proprietor’s private account in the
firm. Thus it will be seen that all Nominal accounts lead
up to the Capital account, the balance of which represents
the ‘net worth’ of the firm, or in other words its Capital.

Exercise 6

1. What are Nominal accounts ? What is the principal Nominal
account ? Name some accounts that are subsidiary to the Profit &
Loss account, "

2. What rule should you observe in making entries in Nominal
accounts ?

3, What is the difference between Gross Profit and Net Profit ?
From what account is the Gross Profit derived, and to what account
is 1t transferred ¥

4. From what account is Net Profit derived and to what *account
is such Net Profit transferred ?

5. What is the difference between Productive Wages and un-
productive Wages ? To which account is the balance of each of them
transferred ¥

6. From the following particulars make out subsidiary P. & L.
accounts and transfer balances to the P. & L. account. Complete

NOMINAL ACCOUNTS 45

Rs. Cis. £ 8 d

Rates paid......... e Sl Bes 25 00 1 13 4
Baicons Bill . S e s e 18 00 1 4 0

8 Travellingexpenses. .................. 16 00 Al R
| Bundryexpenses......c..cooniuoaianis A 32 00 ey 8
. Depreciation of Furniture.............. 20 00 e L
Interest due by Bank.......coovvunn .. 30 00 2 0 0
Wages and salaries.............ooi0en. 420 00 28 0 0

Note : The first item ‘Capital’ should be credited to Capital account.
It represents the amount of Capital the Proprietor has in the firm,

(b) Rs. Cts. £ Ed,
iEapabals b iRt U e SR 68,000 00 4,533 6 8
Gross profit on goods.....oooeuiian.., 3,400 00 226 13 4
Paid Fire INsurance. ... .....coc.uon-s 125 00 8 6 8
Sundry OXpenses. cu..ae.uaesaiisaan 48 00 3 4 0
Withdrew for private expsnses.......... 300 00 20 0 0
Bank charged interest on overdraft...... 48 00 3 4 0
Ba dBbba . i e e e it e 426 00 28 8 0O
Cash stolen from safe.................. 463 00 30 17 4
{Debit P. & L. a/c-To Loss by theft)
CHit b0 chariby i w st e s s 45 00 3 0 0
Discounts received.. .. ..ot 84 00 5 12 0
Discounts allowed..........co0vvun. .. 42 00 2 160 O
Bad debts previously written off now
il Y R ST e 1 A s S 150 00 10 0 0
Wages and Salaries. . ......oiiiiinnan,n 380 00 25 6 8
Commission earned by me.............. 120 00 8 0 0
oMt OF OITIES, oy e vt oo s s iatnia i s e s 200 00 i s
Depreciation of Plant & Machinery..... 60 00 4 00,0

Note :  “Withdrew for private expenses’ should be d ted to the
Capital account as the money is intended for the private use of the
Proprietor.

the P. & L. account a,ndcca.rry the balance to the proper side of Capital (e) Rs. Cts. & s
: h i il ;
Saepun. ) Balfie ite Uepital egnaun Eapihal o e ST L 18,000 00 1,200 O g
; - . Rs. Cis. £ i Grossloss on goods. .vvvviiiniaiiiiian 450 00 30 0
@) ] i > 2 Stamps and stationery................. 55 00 3 13 4
Capital.......ooooiiiiiiiia 48,000 00 3,200 0 0 Received from P. Henry the sum of
_Gross profit on goods.................. 2,290 00 152 13 4 Rs. 265 and allowed him disecount. .. 15 00 1 0 0
Paidrent. ..........iooiiiiiiii 100 00 6 13 4 Travelling eXpenses. . .. ...veereeee.. .. 32 00 o g s
Stationery. ... ..ceesiiiiiiiii i 26 00 1 14 8 Borrowed Rs. 500 and paid interest. . . . . 30 00 2 00
‘Bad Debts. ..ol 120 00 s A Sundry discounts made by me.......... 42 00 2 16 O
Discounts allowed..................... 25 00 1 13 4 Sundry discounts made to me...... 3 e 26 00 1 14 8
Discounts received. . ............. . 0., 84 00 5 12 0O s R e T vl TS I S e 4 00 3 12 O
CarTage .....oooviiiiiiiiii 43 00 2 l? 4 "Paid M. Renan less 239, discount.,...... 200 00 3 NGiE
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R. Freeman paid me less 59, discount, , .
Allowed B. Peters for cash payment, a

gebate of wlr e n R
Wages and Salaries....................
Carrings. (0 il L, Sal e e

(@)

LRl e e R e e SR i)
Gross profit from Trading account. . ...,
Received from A. Adam Rs. 480 (£ 32)
in settlement of an account for
Rs. 500 (£ 33.6.8) Discount........
Badidebta! 100 o S,

I receive rent on cottages..............

Allowed C. Cain discount for cash pay-.

Ment Of ACCOUDb v s i ies i i
Petty expenses.....ooooviiiniininins
Drow for private expenses..............
Bad debts written off now recovered. . ...
Wages and Salaries....................
Rent. . ... ;

(e)

S ens e bt e T T SO Mo o el
Gross Loss from Trading account. . . . ...
Discounts allowed. ...covvyveviiennnnn.

BDODrOCITbION . . s Suitiiiai h s
Drew for personal expenses.............
Wages and Salaries............. AP
Bundry expenses..........oiii....
Benbi s s e e
Lanpiapa s ot s e BN R

NOMINAL ACCOUNTS

Ras.

150

28
380
50

Rs.

20,000
2,620

20
324
48
56
83
25
18
145
255

30
35
240
120
450
100

Rs.

30,000
290
45
30
380
650
900
580
420
250
480

Cts.

00

00
00
00

Cts.

00
00

00
00
00

00
00
00
00
00

00
00

00
00
00

Cta,

00
00

00
00
00
00
00
00

00

1,333
174

o]

—

-

[
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CHAPTER VI1
The Principle of Double Entry

In the previous chapters we have studied the different
~ kinds of accounts and the rules that should guide us in
making entries in each of them. Let us recapitulate :—

. Personal Accounts
Accounts of Persons Debit the Receiver
Credit the Giver
Real Accounts

Accounts of Things Debit what comes in
Credit what goes out
Nominal Accounts

Accounts of Profits

and Losses

Debit the Losses
Credit the Gains

‘Real and Nominal accounts are sometimes referred to
as impersonal accounts.

Note also that

A Debtor is one who owes us money
A Creditor is one to whom we owe money

]
It is most important that you should master these
different classes of accounts and the guide rules relating to
each, and then we shall proceed to consider the prineiple of
Double Entry bookkeeping.

‘Double Entry’, as its name implies, requires that
every transaction should have a double entry in our books—
 one a Credit entry and the other a Debit entry. In other

., 47
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48 THE PRINCIPLE OF DOUBLE ENTRY

words, it means that every Debit entry must have a corres-
ponding Credit entry, and wice versa. It does not necessarily
mean that the Credit and the Debit entry of every trans-
action should belong to the same class of accounts, as,
for instance, Real accounts. As a matter of fact it more
often happens that a Debit entry in one class of accounts
has its corresponding Credit entry in another class. But
the principle of Double Entry is there just the same. Let
us take a few examples :—

(i) Sold goods to John Smith

John Smith Dr To Sales ; John Smith receives
Sales Cr By John Smith ; goods go out

(ii) B. Wyatt pays me cash

Cash Dr To R. Wyatt ; Cash comes in
R. Wyatt Cr By Cash ; R. Wyatt gives

(iti) Paid Trade Expenses by Cash

Trade Expenses Dr To Cash ; it is a loss
Cash Cr By Trade Expenses ; Cash goes out

Now it may happen that a transaction involves more
than two entries. Still the principle remains the same :
the fofal of the Debit entries must be equal to the fotal of
the Credit entries. To take an example . —

J. Smith pays me Rs., 185 in Settlement of an
account for Rs. 200.

It means that I have allowed him a discount of Rs. 15
becanse the account has been ‘settled’. The entries in my
books would be :—

Cash Dr. Rs. 185
To Smith Cr. Rs. 185
' Discount Dr. Rs. 15
To Smith Cr. Rs. 15

THE PRINCIPLE OF DOUBLE ENTRY 49

For the sake of convenience, and in order to save time,
however, these two double entries are usually combined
as follows :—

Cash Dr. Rs. 185
Discount Dr. Re.. 15
To Smith 1 Cr. Rs. 200
- 200 200

Whatever the transaction may be, you will always find it

. possible, and indeed necessary, to equalise your Debits and

Credits if you are to maintain the principle of Double Entry

TRIAL BALANCE -

You will understand, then, that if every Debit has a

corresponding Credit, at any time during the course of our

business, the total of our Debits must, be equal to the total

of our Credits. A list of totals of these Debits and Credits

is what is known in Bookkeeping as a Trial Balance which
is drawn up as follows :— -

TRIAL BALANCE

Dr. Cr.

Rs. |[Ots.] Rs. |[Cts.
BT MU s o 8 14,926 | 00
Saled acconnt ...t 248 | 0C
Purchases account.......... 860 | 00
Returns Inwards account. . 26 |00
Returns Outwards account. . 38 | 00
CIRE T, e L e 6,894 | 00 1,239 | 00
Radde SN s e 8,944 | 00 1,346 | 00
15982 8 Loy o e B S SO e T e 264 | 00 324 | 00
Discount account ......... 48 1 00, 236 | 00
Interest account .......... 28 | 00 12 i 00
Wages and Salaries ........ 495 | 00 ;
Bad Peblis: . neaiton ol 320 | 00 ;
G Gray L 34 | 00 46 | 00
iHL. Harward 050 Sl : 246 | 00 38 | 00
NG e e e N 423 | 00 129 | 00

Rs. | 18,582 | 00 18,582 | 00

h Foundation.
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50 THE PRINCIPLE OF DOUBLE ENTRY

In actual practice, however, only the balances are entered
in the Trial Balance, and on the axiom that ‘if . quals be
taken from equals the remainders are equal’, both sides
when added up must still be equal. The above Trial
Balance would in fact be shown as under :—

TRIAL BALANCE

Dr. Cr.
Rs. Cts. Rs. Cts.

Capital: oo il s Lt 14,926 | GO

Sales acecount ............. 248 | 00
Purchases account.......... 860 | G0
Returns Inwards account. . . . 26 | 00

Returns Outwards account, t 38 | 00
Clash vl h e S 5,665 | (0
Bl ghes it ONINE © e I 7,598 | GO

BiHenby il o Gl 0 60 | 00

Discount account.......... 188 | 00
Interest account........... 16 | 00
Wages and Salaries......... 495 | 00
13358 1 D o e e M IR S 320 | 00

B o S LT L SN 12 | 00
15 B & ey ot BTG N S 208 | GO
OBRAROR L lE R e o T 294 | 00

Rs. | 15,472 | 00 | 15,472 | 00

The student is advised, in making out his Trial Balance,
to adopt the second method, namely to insert only balances
in his Trial Balance. ; 1 '

From the above example, you will realise that if the
debit and credit columns of your Trial Balance tally, it
by no means proves that your accounts are correct, ‘though
1t does prove (i) clerical accuracy, and (ii) that every debit

had a corresponding credit. That is the main purpose .

of theé Trial Balance.

, Diditized by N
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HOW TO PROVE

We must now consider, step by step, the procedure we
should adopt in keeping our accounts, from the Preliminary
Balance Sheet to the Final Balance Sheet. The steps are
as follows :—

1. Open a Preliminary Balance Sheet and find what

~ your initial Capital is ;

2, Open as many accounts in the Ledger as there are

. items in the Balance Sheet (including Capital), always

remembering that Assets are Debits and Liabilities are
Credits. Every item taken from the Balance Sheet will
be entered in the respective Ledger accounts as ‘To Balance’
or ‘By Balance’ ;

3. Enter the tramsaclions in the various accounts in-

. volved. In doing so, do not forget that every Debit must

have a corresponding Credit ;

4. Draw up a Trial Balance, inserting only balances
of the various accounts. Note that a Trial Balance is

:. drawn up immediately after all the entries have been made ;

5. Balance all the subsidiary Trading accounts (Stock
account, Purchases account, Sales account, Returns Inwards

 account and Returns Ourwards account), and carry the

balances to the Trading account. Then enter the value
of the stock you have in hand at the end of the trading
period, on the Credit side of the Trading account. Balance
the Trading account and carry the Gross Profit or the Gross
Loss away to the opposite side of the P. & L. account ;

6. Balance the subsidiary P. & L. accounts (if any)
and carry the balance in each case to the opposite side of
P & L. account;

7. Balance the P. & L. account and carry the balance
Net Profit or Net Loss to the opposite side of Capital

. -account ;

Foundation.
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b2 THE PRINCIPLE OF DOUBLE ENTRY
8. Balance the Capital account ;

9. Balance the remaining accounts and open a Final
Balance Sheet showing your Assets and Liabilities at the
end of the trading period. Do mot forget that the steck
ab the end of the trading period, which you will find on the
credit. side of the Trading account, should form one of
your Assets.

You will find, if you have followed these instructions
accurately and carefully, that the balance of the Capital
account will correspond with the Capital as shown in your
Final Balance Sheet. This is what is meant by ‘proving’
one’s books. ;

The following exercise, which you are advised to follow

point by point, will show you exactly how your accounts
should be kept :— ;

On December, 1 1938, my Assets and Liabilities were as
follows :—

Rs. Cts.
Canhlinhardm e T o At sl e 8,910 00
BT U B STy o S PR R A S e i I R R 4,620 00
BStockeoE Gondsliy i U T S 6.920 00
dilisnathy ovedomia s e n LI N R 496 00
Towed PeterSilva. . looin il et 324 00
ISt ess I M i o ¢ o 08 s s e 860 00
T. Perera was my debtor.................... 390 00
R. Fernando was my creditor................ 265 00

Find my Capital by means of a Preliminary Balance
Sheet and open the Ledger. Then enter the following
transactions for December in their proper accounts. Take
out a Trial Balance, and close and prove my accounts :—
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i Rs. Cts.
Seld goods for Cagh.. i ceevaiiea e 320 00
J. Smith paid me Cash............. 2RI el 380 0C

; I allowed him discount........... AR 26 00
Bought of J. Charles goods.................. 620 00

.~ Returned part of goods bought from

JiCharlestory e o 0 TR S s L 36 00
Trade Expenses paid by cheque.............. 45 00
Bought goods and paid by cheque............ 390 00
Sold goods to J. Smith.........cooiivinn.. 675 00
Depreciate Furniture by 10%................ 86 00
Paid Wages by cheque...................... 250 00

Value of Stock on December 31, 1938.... 7,550 00

The Preliminary Balance Sheet will appear as under :—

PRELIMINARY BALANCE SHEET (DECEMBER 1, 1938)

LIABILITIES Rs, |Cts. ASSETS, Rs. | Cts.
Petor Silvar gagelign LCash. oo bisnn ana sl 8,010 00
H. Fernando............ i et Lol T [ S R S P 4,620 o0
CAPITAL........ 21,607 | oo |Stock of goods. 6,920 oo
C J. Smith. ... 496 00
Furniture. . . i 860 oo
L= PAYRER. T i e e S e 300 00
Rs. | 22,19 o] oo Rs. | 22,196 | o0

Our next step is to open as many accounts in the Ledger
as there are items in the Balance Sheet, regarding Assets
as Debits and Liabilities as Credits. You will see there are
six items on the Assets side and three on the Liabilities
side, 8o we shall have to open nine accounts in all,
as follows : i

.(Note that Cash and Bank are entered together in one
aceount)

Rs. Cts. _
Sold goodgito M. Baine., ... ihleivinnn. L 360 00 Dr. . CASH AND BANK Cr.
Baine returned part of goods sold to him. ... .. 50 00
Baid Qash inke Bank. 7 o oy ool S 1,000 00. Cash fenk Gl |- i
Peter Silva paid me Clash on loan. ........... 200 00 Re. |Cts.| Rs. |cts. Rs. | Cts.| Rs. |Cts.
1 paid : Bl T A e Taligmelie by e B M e R 7, 250 00 To Balance .. | 8,910 | 00 |4,620| oo ]
And was allowed discomnt.............. 15 00 ’
L L
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54 THE PRINCIPLE OF DOUBLE ENTRY
Dr. STOCK ACCOUNT cr. 3 We must now proceed to enter our transactions, not
forgettlng that every Debit must have a correspo'ndwg Credit.
Rs. | Cts. R, bees, ~ Shall we deal W1th them one by one :—
To Balance.......... 6,920 00
Sold goods to M. Baine Rs. 360.00
D.. J. SMITH . M. Baine Dr. To Sales Rs. 360.00 (Baine receives)
Sales Cr. By M. Baine Rs. 360.00 (Goods go out)
Rs. Cts.
To Balanice.......... 496 |00 Baine returned part of goods sold to hym Rs. 50.00
Returns Inwards Dr. To Baine Rs. 50.00 (Goods
Dr. FURNITURE Cr. come in) :
Baine Cr. By Returns Inwards Rs. 50.00
Rs. |Cis. (Baine gives)
To Balance....,.,.... 860 o0
Paid Cash into Bank Rs. 1.000.00
Dr. £ B X Bank Dr. To Cash Rs. 1,000.00 (into Bank)
’ ] ; Cash Cr. By Bagk  Rs. 1,000.00 (Cash goes out)
Rs, |Cts. '
ot N ik Peter Silva Paid me Cash Rs. 200.00
Cash Dr. To Peter Silva Rs. 200.00 (Cash comes in)
o o A oy Peter Silva Cr. By Cash Rs. 200.00 (Silva gives)
7 I paid R. Fernando Rs. 250.00 and was allowed Discount
s. | cts.
. Rs. 15.00
By Balanca 324 oo
i R. Fernando Dr. To Cash Rs. 25€.00 (Fernando
5 receives)
r. R. FERNANDO cr. To Dis. Rs. 15.00
R Cash Cr By R. Fernando  Rs. 250.00
oy Al 1 (Cash goes out)
7 i " Dis. Cr. By R. Fernando Rs. 15.00
(A gain to me)
Dr.
3 e o Sold goods for Cash Rs. 320.00
e i Cash Dr. ToSales  Rs. 320.00 (Cash comes in)
i G b Sales Cr. By Cash Rs. 320.00 (Goods wo out)
Digitized by Na Bl Foundation.
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56 THE PRINCIPLE OF DOUBLE ENTRY

J. Smith paid me Cash Rs. 380.00 and I allowed him

Discount Rs. 20,00 ;
Cash Dr. To J. Smith Rs

Discount Dr. To J. Smith Rs.

J. Smith Cr. By Cash Rs

. 380.00 (Cash comes in)
20.00 * (a loss to me)
. 380.00 (Smith gives)

By Discount ~ Rs. 20.00
Bought of J. Charles Goods Rs. 620.00

Purchases Dr, To J. Charles Rs. 620.00 (Goods come in)
dJ. Charles Cr. By Purchases Rs. 620.00 (Charles gives)

Retwrned part of goods bought from J. Charles Rs. 36.00
J. Charles Dr. To Returns

Outwards Rs. 36.00 (Charles receives)
Returns Outwards Cr. By "
J. Charles - Rs. 36.00 (Goods go out)

!

Trade Expenses paid by CkegueR@‘ét&OO
Trade Expenses Dr. To

Bank Rs. 4500 (aloss to me)
Bank Cr. By Tradé At
Expenses - Rs. 4500 (out of Bank)

Bought goods and paid by cheque Rs. 390.00

Purchases Dr, To Bank  Rs. 300.00 (Goods come in)
Bank Cr. By Purchases Rs. 390.00 (out of Bank)

Sold goods to J. Smith Rs. 675.00

J. Smith Dr. To Sales Rs. 675.00 (Smith receives)
Sales Cr. By J. Smith Rs. 675.00 (Goods go out)

Depreciate Furniture by 109,

Depreciation Dr. to

Furniture Rs. 86.00 (a loss to me)
Furniture Cr. By ‘
Depreciation Rs. 86.00

Digitized by N
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Paid Wages by Chegue Rs. 25(.00

Wages Dr. To Bank
Bank (r. By Wages

Rs. 250.00 (a loss to me)
Rs. 250.00 (out of Bank)

The value of Stock Rs. 7,550.00 is NOT a transaction

 but only a statement to enable me to balance my Trading
. aceount.

When I have entered my various transactions

. the appropriate accounts, the accounts will appear as

under :—
Dr. CASH AND BANK €r:
Cash l Bank Cash ' Bank
Rs. | Cts.| Rs. |Cts. Rs. {Cts.| Rs. |Cts.
To Bank -~ |8.910| oo |4.,620| oo | By Bank vo | T,000 | 0O
,» Cash r 1,000 | 0O ,» R. Fernando 250 | 0o |
»» Peter Silva 200 | 60 s Trade
5 oales o 3z0 | 0o " Expenses .. 45 | 00
y J. Smith .. | 380 | oo | yi Purchases. .. 3g0 | oo
1, Wages A 250 | ao
Dr. STOCK ACCOUNT * Cr;
Rs. Cts.
‘To Balance .....s.eesis 6,020 | oo
Dr ~J. SMITH Cr
! Rs. Cta. 3 Rs. Cts.
To Balange el 406 oo | By Cash .....iiauaes 380 | oo
e oalEs SR 675 | oo | ,, Discount ...vese- 20 | oo
Dr. FURNITURE Cr.
Rs., Cts. Rs. Cts.
To: Balante vi.iuauaaies 860 | oo | By depreciation ...... 86 | oo
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58 THE PRINCIPLE OF DOUBLE ENTRY THE PRINCIPLE OF DOUBLE ENTRY 59
Dr. T. PERERA Cr. Dr. DISCOUNT Cr.
Rs, |Cts. ) Rs. | Cts. Rs, |Cts.
To Balance .. eexseiih 390 | 0o & To J. Smith ,......... . 20 | oo | By R, Feznando ..,... 15 | 0o
Dy PETER SILVA g2 Dr. ; PURCHASES €Er.
Rs. Cts. Rs. Cts.
By Balance .......... 324 | 00 To J. Charles. 6z0 | oo
: CERRL G O E 200 | oo e BADKL ST 390 | oo e
S
L L
¥ NANDO C "
Dr. R. FER T Dr. J. CHARLES Cr.
i Rs. Cts. Rs. |Cts. Re. Cis. Rs, Cra
Cl e e A By Bal vl :
'I,"o CDaissf:iount B 22? ] gg ptiplod 265 | oo To Returns Outwards 36 | oo | By Purchases ......... 620 | oo
Dr. CAPITAL:‘“__ Cr. Dr. RETU@NS OUTWARDS Cr.
Rs. Cts. Re. Cts.
By Balance ,...ce.u.. 21,607 | oo . By J. Charles ,....... + 36 | oo
Ld x
Dr. M. BAINE Cr. Dr. TRADE EXPENSES Cr.
Rs. [Ctz Rs. | Ot Rs. |[Cts.
To Bales ... 360 | oo | By Returns Inwards .. 50 | oo R e ) e bz ;
Dr. SALES Cr. .
Dr. DEPRECIATION . Cr.
Rs. | Cts:
- Rs. Cts.
By M. Baine ......... 360 | oo <
AT S L e 320 | oo To Furniture ............ 86 | 0o
el (o L3 P S 675 | oo
Dr. RETURNS. INWARDS cr. 24 WAGES Cr.
Rs. Cts. Rs. Cts.
To M. Baine ............. 50 oo l ! To.Bank ..vovvreninrnin, 2305}/ 00
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60 THE PRINCIPLE OF DOUBLE ENTRY THE FPRINCIPLE OF DOUBLE ENTRY 61
Having made all our entries in the Ledger, we must now 13 SIRGH ACCOUNL Cr.
draw up our Trial Balance, entering only the balance of TR
each account. The Trial Balance will then appear as under : B et B Sl
} To Balanee .....oviee-. 6,920 [ oo | By Balance (tansferred
TRIAL BALANCE to trading account) 6,920 | oo
Dr. Cr. —— —
Es. (ts. Rs. Cts. To Balance ...cuvevnnas Rs. 7,550 o0
Canht 8,660 | 00 :
L et S M B S 4,935 | 00 Dr. J. SMITH Cr.
Staele g dia e Dt 6,920 | 00
NS ak o e R S 771 | 00 Rs. | Cts. Rs. |Cts.
AER T e 5 L e o 774 00 To Balance wuoiesciases 400 o0 | By Cash s s 380 | oo
T Perera 290 00 o Sales oo 675 | oo i IB)lsimunt ((d ........ 20 | 0o
vy L L L o e X " alanice ol SN Ll i fr e o0
Peter Silva B 524 | 00 1 v
B T I i | s R MRS Rs. | 1,171 | oo Es 1,171 | oo
DR E A LTRSS e 21,607 | 00 ==
MLEBaine ol s sva 310 | 0G ' To Balance b/d .......... Rs. 771 oo
i e s S N S Sl 1,355 | 00 _
Returns Inwards............. 50 | 00 Dr. FURNITURE Cr,
18 St et L PR 5 | 00
IPrchages o i v - s L use 1,010 | 00 Rs. | Cts. Rs. |Cts.
JaCharies s e e oG 584 00 To Balance ..uucwiissin. 860 | oo | By Depreciation ...... 86 | oo
Returns Qutwards........... ! 36 | 00 . Balance c/d vessers 574 | oo
Trade Expenses.............. 45 | 00 Rs. 860 | oo 860 | oo
Depreciation. ... 00aE L 86 | 00
s e e I U S 250 | 00 e s e Ra it ien
Rs.| 24,106 | 00 | 24,106 | 00 L T. PERERA Cr.
If you will now carry out the instructions on “How to weil ot |
Prove’ Sections 5 to 9, the ‘balanced accounts and the Final ST P B L )
............. an: PR
Balance Sheet should appear as under :— i 27
CASH AND BANK
- To Balance b/d .......... Rs. 300 oo
Cash Bank Cash Bank
Rs. | Cts.] Rs, |Cts. Rs. | €te] Rs. | Cts. Dr. PETER SILVA Cr.
To Balance ..|8,910 | 0o [ 4,620 | oo [ By Bank .| 1,000 | oo |
s Cash 1,000 | 0O i B Fernando’ 250 | oo
s Peter Silva | zoo | 0o y» Trade ' Rs Cts
s Sales 320 | oo Expenses .. 45 | oo s g
» J. Smith 380 | oo »» Purchases 390 | oo To Balancec/d ...vuvvan 524 | oo | By Balance .......... 2
o Wages o z50 | oo ? Cash St gog gg
» Balance ¢/d ..| 8,560 | 0o | 4,935 | 0o " s ey by S
Rs. | 9,810 | oo | 5,620 | 0o Rs.| 9,810 | oo | 5,620 ‘T:»;;_- . Rs' ) Rs'¢i_—°-
“Ta Balance b/d Rs.8,560 00 4,935 00 By Balance b/d ........ Rs. 524 o0
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62 THE PRINCIPLE OF DOUBLE ENTRY
Dr. R. FERNANDO Cr.
Rs. Cts. Rs. Cts.
b AT o v UL TR i e 250 | 00O By Balance ...va.esss 265 | oo
;. Discount ...... 15 | oo
Re. 265 | oo Rs. | 265 | oo
Dr. . CAPITAL Cr.
Rs. Cts. Rs. Cts.
To Balance Capital ¢/d 22,182 | oo | By Balance .......... 21,607 | 00
Net Profit . ....: s 575 | oo
Rs. -_22,:82 _00_ Rs.) 22,182 | oo
By Balance b/d ...... Rs. 22,182 oo
Dr. M. BAINE Cr.
Rs. '|Cts. Rs. |Cts.
To Sales | ciesnanavians 360 | oo | By Returns Inwards ... 50 | oo
Balance g/fd ....... 310 | 00
Rs. ;_60_ 00 Rs.! 360 | oo
To Balancab/d .......... Rs. 310 00 1
Dr. SALES Cr.
Rs. Cts. J Rs. Cts.
“To Lalance (transferred By M. Baine .. 360 | oo
to Tradinga/c ..... 1,355 | oo ASH ... 320 | oo
; S Smlth 675 | oo
Rs. 1,355 | oo Rs. 1,355 |00
e —
Dr. RETURNS INWARDS Cry
Rs. Cts. Rs. Cts.
To M. Baine ... h.siiias 50 | 0o | By Balance itransferred
¢ to Trading a/c) .. | 50 | oo
Dr. DISCOUNT cr.
Rs. Cts. Rs. Cte
o FoSmiti e s ae Sordlsia sl 20 | oo By R. Fernando ....., 15 | oo
ad ,» Balance (transferred
toP. & L.a/e) ... 5
Rs. 20 | 00 Rs. 20 | 00

|
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.
Dr. PURCHASES Cr
Rs. || Cts. Rs Cts.
'io J. Ctarles P 620 | oo | By Balance (transferred
_“390 00 toTradmga/c] 1,010 | oo
Rs. 1,010 | oo Rs. I ou]_ oo
R O
Dr. J. CHARLES Cr.
Rs. Cts. Rs. Cts
To Returns Qutwards . .... : .
w Balancec/d .......... 532 gg R e S e
Rs. 620— _oc-— Rs. | " 1:,-2_0_ :u_-
——2 99 il
By Balance b/d ....... Rs. 584 oo
Dr. RETURNS OUTWARDS Cr.
ot Rs. [Cts. Rs. Cts.
o Balanee (transferred t
Tty o frle. / ‘::‘1 b By J. Charles ., .....,. 35 | oo
i IR
et ISR I ) Iy
Dr. TRADE EXPENSES ! Cr
Rs. Cts. Rs. Cts
4 )
o Batgnes L0l 45 [ oo | By Balance (txansfemd
3 to P, & L.ajc, 45 | oo
e o
Dr. DEPRECIATION Cr.
Rs. [ Cts. Rs Cts
To Furniture .......... ., &6 | oo | By Balance (transferred
to P. SRR 86 | oo
Dr. WAGES Gr
Rs. Cts
. Rs. Cts
. To B ! ‘
. o Bank: co o D 250 [ oo | By Balance (transferred
;. toP. & L. a/c)...... 250 | oo
e =
e
b
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64 THE PRINCIPLE OF DOUBLE ENTRY
" c
Dr. TRADING ACCOUNT 8
Rs. |Cts.] Rs. |Cts, Rs. Cts.| Rs. |Cts.
¢ Sales .+ I,355 00
To Stock . 6,020 | 0o | By i el
,» Purchases 1,010 | 00 Less retu: 5 i3
Less returns 36 | oo 974 | 0o
. Value of
i ?&35:9}:325 Stock 7,550 | oo
toP.&L. a/c) 961 | 00 i R
. Rs. | 8,855 | oo Rs. | 8,855 | oo
Dr. PROFIT & LOSS ACCOUNT Cr:
Rs. Cts. Rs. Cts.
from i
SEHILE: o i b 5 | oo | By Gross Profit
3 glsatclljcu%npenses 45 | oo I‘r_ar]mg B0 s e 96T | 0o
_: Depreciation .. ....... 86 | oo
b WEERS . .iiialeiins 250 | oo
, Net Profit (transferred
to Capitalafe)] .. .00 575 | oo
Rs. ;»1— oo Rs. g6t | oo

Note that the closing Value of Stock, though entered on
the Credit side of the Trading account, is carried down l:o
the Stock account for the next trading period. Note also
that the value of this Stock forms one of the Assets in our

Final Balance Sheet.

BALANCE SHEET .-AS ON 31st DECEMBER, 1938

Liabilities Rs. |Cts.|] R |Cts- Assels Rs. [Cts.] Rs. |Cts.
gmdr}:
Clg?a?;iorssi'!;\ 524 | 00 Cash in hand .. | 8,560 | 00 £
Charles 584| oo 1,108 | oo | At Bank .. | 4,935 |00 [13.495
i S e Sundry Dﬁbtors —— —;o—-
& Smit. i
CAPITAL  ..fz21,607| 0o : 2 i
Add Net Profit| 575 | oo |22,182 | oo h'i‘.%e;ﬁfea i ;30 it [ e
P (K3 Stock of Goods 7,550 | oo
* | Furniture .. | 860 | o0
Less Depre- ;
ciation .. 86 | oo 774 | oo
Rs. -;3,390 _oo & Rs. l23.290! 00
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noolaham.org

THE PRINCIPLE OF DOUBLE ENTRY 65

You will observe that in the above Balance Shest we have

two columns on each side. The inner column is for details
and the outer column for totals. The reason for the double
column in the Balance Sheet is obhvious. It gives at a
glance the answer to any general information required.
For instance, if we were asked how much our debtors owed
us, we should say unhesitatingly Rs. 1,471.00, saving

~ourselves the trouble of totting up the individual debts

due to us.

Follow every item of the above exercise carefully, and
then work it out yourself independently of the book. De
not pass it over until you have understood every step
taken. This is important.

You must also note in connection with the Balance
Sheet :—

(i) That the Capital of Rs. 22,182.00 agrees exactly
with the balance of our Capital account. Thus we are

~ said to have ‘proved’ our books ;

(i) That Cash and Bank (both being ready money)
are shown together first in the inner colnmn, the total
being taken to the outer colummn :

(ii) That all Personal accounts are similarly shown
individually in the inner colunin, the total of such assets
or liabilities being taken to the outer column :

(iv) That the original cost of the Furniture and the
deduction for Depreciation are shown in the inner column
and that the balance is given in the outer column ;

(v) That all the items of the Capital account (in this
case only two) are represented on the Liabilities side in the
inner column of the Balance. Sheet, the resulting Capital
only being shown in the outer column.s

Before closing this chapter it may be con-.
venient here to refer to what is known as the
Suspense account. It sometimes happens that :
money is received from a person who is untraceable. In that
case we must debit our Clash account because Cash comes in,
and, in order to fulfil the requirements of ‘double entry,’

Suspense
Account.

2313—D
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66 THE PRINCIPLE OF DOUBLE ENTRY

we must credit some other account with a'like amount.
For that purpose we introduce a Suspense account as a
‘temporary expedient, and credit it with the amount we
have received. When the name of the sender is ascertained,
the Suspense account will be debited and the sender’s Per-
sonal account credited. Thus the Suspense account will
leave no balance and the amount will be credited to the
correct Personal account. You will understand then that,
though a temporary account, the Suspense account, so long
ag it exists, must be treated in exactly the same way as a
Personal account, the balance being shown in the Balance
Sheet.

The principle of the Suspense account is also applied
in other directions, Whenever it is desired to ascertain
the- true position of a person’s affairs on a certain date,
allowance must be made either (¢) for liabilities incurred
and not paid, or (b) for payment made in advance of the
" date on which the accounts are balanced. As an example
of the former, we may take the case of ‘Wages due but not
paid.’ The P. & L. account will be debited with the
amount due and the Suspense account credited. 1In the
second case, let us suppose that the accounts are balanced
on the 3lst December and that Hire Insurance premium
on the building has been paid for twelve months to 3lst
' March of the following year. The proportionate premium
for three months will be credited to P. & I.. account and the
Suspense account debited. The reason for crediting the
P. & L. account is that that account has already been
debited with the full amount of the insurance premium,
though the benefits received in exchange cover only nine
months. Therefore, in order to ascertain the exact loss
at 31st December, we must deduet the proportionate pre-
mium for three months, or in other words one-fourth of
the total premium paid. By debiting the Suspense account
with the amount, we indicate that, at the date of closing
our books, the advance payment for three months is an
amount owing to the business, and the item will therefore
appear as an asset in the Balance Sheet. In both cases
the items will be ‘written back’ or reverse entries made
at the heginning of the next financial year so that the
Suspense account will then leave no balance.
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Exercise 7

1. What do you understand by ‘Double Entry’ Bookkeeping ?
Give an example of a transaction showing the doub!eJ;ntcry. 4 iR
2. What is a Trial Balance ? At what point in the working of your
exercise would you draw up a Trial Balance ?
3. Name the subsidiary Trading Accounts, and explain h
» the
balance of the Returns Outwards ac ] T the Tradi
i 8 account should appear in the Trading
4. What is the difference between Gross Profit and Net Profi
: £ t?
:ghlﬁhtatg'uuats, when balanced, will show (a) the Gross Profiit and (b)
e Nei ofit, respectively, and to which
e ipe trans{f}:xe o Y. ich aceount should each of these
5. What is meant by ‘proving’ your books ? If your account
‘proved’, does it mean that they are accurate ? I¥ not, wlf;rl :‘;r?
6. What is a Sus is it nec i
L pense account, and when is it necessary to in-
7. (a) On December 1, 1938, J. Smijth’s Trial Balance was as
follows :—

Dr. Cr.
Rs. c.] £ s.|d.] Rs. | el £ 8.| d.
Cash............| 4,800|00] 320| 0| 0
Bk, L b 5,620 00 374|13| 4
gung;y %abtors 8,9401 00} 596| 0| 0O} -
undry Creditors 1,360 !
Goods in Stock..| 9,680/ 00| 645| 6 8 % ° ol o
Furniture &
Eguipment....| 2,300/ 00| 153 6| 8
Capital. ......... T ]29,980| 00f1,908| 13| 4
Rs.|31,340( 000 2,080| 61 8l31,340(00]2,089| 6| 8

Open your Ledger with the above balances. Then enter the foll -
ing transactions, draw out a Trial Balance, close and prove :_e s

Rs. Cts. £ s d
Dec. 3 Sold goods to Sundry Debtors. . 350 00 p
» 4 Paid Cashinto Bank.......... 1,500 00 lég g g
» 6 Paid by cheque for repairs to
typewriter.......... Culali fe 04 20 00 1 6 8
A ReI{::eiI;red Cash from Sundry
o ghtrs ol e ey 180 00
Allowed them discount ...... 20 60: 1% g g
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68 THE PRINCIPLE OF DOUBLE ENTRY THE PRINCIPLE OF DOUBLE ENTRY 69
Rs. Cts, £ d. Open your Ledger with the above balances. Then enter the follow-
Dec. 10 Bought for Cash a writing table 60 00 O ing transactions for the month of June. Draw up a Trial Balance, a_
., 12 Paid Sundry Creditorson account 215 00 T g 8 Trading account, a P. & L. account and a Balance Sheet as at 30th
Dizcount allowed ... ......... 15 00 1 (RN 1 i 1 June, 1938 .— /
+» . 14 Bought goods of Sundry Creditors 684 00 45 12 0 b E
., 16 Sold goods to Sundry Debtors.... 2,450 00 163 6 8 i Bt Gl e
Sl G Canhiaalen: o oot slne e s 275 00 18 6 8 .
» 21 Sundry Trade Expenses......... 120 00 B0 June i (Cash salesloiil . Jisia e desin 286 00 1PN Bh
:» 24 Boughtgoods and paid by cheque 325 00 21 13 4 »» 4 Paid cash into bank........... 1,200 00 80 0 0
,» 26 Drew cheque for private expenses 500 00 33 | 6 8 .. & Paid B. Butler on account by
s+ 30 Sold goods for Cagh............ 1.860 00 124 0 0 cheqre et LT e 5 25 00 1 13 4
s 31 Paid Wages................ el 13800,.00 25 6 8 »» 8 Purchased goods from F.
Rent for Def:. due but not paid.. 100 00 6 13 4 Francis and paid by cheque... 896 00 59 14 8
ot Value of Stock............... 6,800 00 453 6 8 »» 10 A. Abraham paid me cash...... 145 00 9 13 4
Note : I allowed him discount. .. ... 5 00 6 8
1. The item ‘Repairs to Typewriter’ should be debited to the .+ 12 Bold goods to Abraham........ 324 00 21 12 0
pe go
P. & L. account and not to the Furniture & Equipment account. ,» 15 Trade expenses paid by cash. .. 86 00 5 14 8
A little thought will show you that if the Furniture & Equipment ,» 18 C. Crabbe became insolvent and 3
account were debited, the value of the original equipment would be paid me a composition of
enhanced, but such is not the case. 50 cents in the rupee (10sin
2. Drawings Account. The item on the 26th ‘Drew cheque the £) in full settlement i b
for private expenses’ should be debited to the Drawings account, the n 20 Goods destroyed by fire.,,..... i o T
Bank account being credited. : : . 21 D, David pde?'le\%ash._. A ! 25 00 1 13 4
In order not to overburden the Capital account with the drawings 2 gi‘; %?31 ;1 %';Odso:lz frz:rlt Ear]e """ '332 gg gg lg {8}
for|private purposes of the proprietor of the firm, a Drawings account 2 2& Ret ugm pg B R
is usually kept, to which is debited all amounts drawn by him for = il pﬁﬁk og s 25t-hg 76 00 gy
private use. This account is subsidiary o Capital account and should 28 Paid Earl:? e heoa 380 00 9% 6 8
be balx?ead in the usual way and the balance transferred to the Capital 2 Heo allowesd mecei:liscount.l i i 20 00 1 6 8
ACCOUID, (e ) 4» 20 Repairs to Furniture paid by
(b} On the 31st May, 1938, my Trial Balance was as follows :— (] 4100 - SRSERORRRRRNESN kARl [ N 39 00 P2
! : 5 30 Paid wages by cash........... 685 00 45 13 4
Dr. Cr. Dr. Cr. Rent due but not paid......... 100 00 6 13 4
B Valueof stock.......uiiuv.un 11,200 00 746 13 4
| Re.. |Cts.] Rs. |Cts.] £ 8. (d. £ 8. |d
Cash........{ 3,840{ 00 256| 0] 0 ;
Bank..-.... 8»590 00 5701 13 4 (e) On the 31st December, 1938, A. Thomas’s accounts showed the
Stock.......| 7.426] 00 495| 1| 4 following balances (—
Sales,....... 4,268 | 00 284 10| 8 i
Purchases .. | 5,983, 00 398| 17| 4 ; :
A. Abraham | 269| 00 17| 18{ 8 ! i : Fim e Gt S e
B. Butler .. 326 00 : 21( 14| 8 Goods in hand (at begnning of frading
. Crabbe .. 436! 00 20, 1|4 pertad )i ot e R wor 120,000 00 8,000 0 O
D. Pavid .| .129| 00 8 121 0 SUTIEY CrEIBOTE 10 4e s o wn e o snl siaimines e ninls 3,000 00 200 0 0
B Marle. . 46, 00 alliihig Returns Inwards. . ....covvivuas. ierete 37 00 PRI
P.& L. a/c 1941 00 12| 18 8 Bienb e e L R R 3G 00 5 0 0
Furniture ..| 2,680] 00 179! 6| 8 Sund]gye]gebtors .................. e 2,2% gg Igg g 3
Capital .... 24,887, 00 1,659/ 2|8 Bad Buldir o iia i s 20 A :
g ' ik iU R e e T 63,157 00 4,210 9 4
' Re.129.527| 00 129,527| 00 | 1,968, 9| 4| 1,068 9] 4 B b b o £V e e s L b L 2,240 00 149 6 8
—_— _ = Returns Outwards. . .. ... it 544 00 36 b 4
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Rs., Cts, .
Rs. Cts. Lo gy d; i s s
i “Jan. 3 Received cazsh from G, Gedge 880 00 58 13 4
(B 51y e NS e 6,900 00 460 0 O : 10T ol e P R 24 00 1 12 ©
Bank Current account................. 742 00 40:° 9 4 Paid wagesin cash............. 75 00 5 0 0
Bank Deposit account..... Il DG 7.500 00 500 0 0 ‘Withdrew cash for personal use 150 00 10 5000
Discounts allowed. ... ooy, 66 00 4 8 0 Paid eash into bank. . 900 00 60 0 0
Discounts received.... ..o 49 00 3 5 4 .. 4 Bought goods from L. Lewis.. 7568 00 50 10 8
Trade EXpeTi8es. .. voces o v rsvvreasans 483 00 32 4 0 .. b Paid cheque to B. Briggs....... 735 25 49 0 4
Furniture and Fittings......ocoeooiin.n 1,580 00 105 6 8 EMEEOUITE S ol cam s s s s 16 00 1 1 4
Plant and Machinery....c.oeevunecasss 849 00 56 12 0 .. 7 Received cash from M. Mlggs 210 00 4 0 0O
Ty e S R 77,086 00 5,139 1 4 DHpcannbeeRG e S 14 00 18 8§
Value of Stock (31st December)......... 69,150 00 4,610 0 © w9 Paid wagesineash............ 75 00 o8 LI
] 5 12 Sold goods to G. Gedge........ 325 00 21 13 4
You are required to draw up the Trading a/e, the P. & L. a/e, the Cagh purchases, ; i . i-nociq. 275 00 18 6 8
Capital a/c and the Balance Shect as at 31st December, 1938. Paid cash for carriage on goods
on account of G, Gedge...... 8 00 10 8 ’
(d) The assets and liabilities of O. Oliver on the lst January, 1938, .. 13 Paid L. Lewis by cheque. . ..... 470 00 31 48
were as follows :— Digeount, o iy eelil v ot 12 00 16 0
., 14 Allowed G. Gedge for goods
ASSETS damaged in transit , ........ 75 00 D SSE ()
* Rs. Cts. £ s d 16 %?.sh gg,;es.i: .............. o 485 00 32 6 8
ithdrew from bank for
Machinery........... TRUL00° T80 S0, 0 use..... e ak o 225 00 15 0 0
sl B Al 202000 195 g8 Paid wagos in oash.. ... oo 75 00 5 0 ¢
undry ors (— : ought for eash from Colombo
M. Miggs......... 210 00 14 0 0 EI%};imem'ng Co.  additional
S. Silva.......... 345 00 23 0 0 MAChINETY . ... i cnnnns.s 375 00 25 0 0
G_‘r. Gedgo.....ovn. 911 25 60 15 0O Cash purchase. ............... 305 00 20 6 8
Cashin hand......... 2,317 00 164 8 4 Sold goods to A. Aylmer . .. ... 450 00 30 0 0
: Value of stock. . .cvevenennnnn y 2,700 00 180 0 0
Rs. 7,460 25 £ 497 7R e
Note : Carriage on goods. In this case you will debit G. Gedge °
LIABILITIES with cost of carriage or transport, as it was incurred on his behalf.
. If, however, the arrangement was that the seller should pay carriage,
Sundry Creditors :— the amount would of course be debited to the P. & L. a/c.
BoBiggss i 751 26 50 1 8 ; Lt
iR 480 00 32 0 0 When carriage has been paid for goods brought to my own ware-
Capitaloe. o s .. 6,220 00 415 5 4 house, you will understand that such carriage adds to the cost of the
goods, and in such case the carriage should be debited to the Trading
Rs. 7460 25 £497 7 0 P
Open Ledger accounts with the above balances, and then enter
the following transactions. Take out a Trial Balance as at 16th i
January, 1938, close your books and prove :— 4 e P ey T

Rs. Cis. e
Jan. 1 Opened account at Bank paym g

e T b e S S 1,500 00 100 0 0O
» 2 Sold goods to M. Miggs... ...t 379 00 25 5 4 -
s S 8ilva. i 625 00 41 13 4
Digitized by No I Foundation. 1 2 1 7 3 8
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CHAPTER VIII
Books of Original Entry

THE JOURNAL

You will remember that in Chapter 1 we referred to the

Ledger as the principal book in Bookkeeping, and also stated
that there wers various subsidiary books into which frans-
actions were first entered. Hitherto, in order to familiarize
ourselves with the Ledger, we have made entries direct into
that hook. Such entries are known as ‘blind entries’. This,
However, is not what is done in actual practice. The items
are first entered in one or other of the several subsidiary books
in use, and then posted or transferred to the Ledger. There
is thus a difference between enfering and posting. In making
entries in subsidiary books, you must be caretul to see (i) that
such entries are made in the appropriate subsidiary book,
and (ii) that an entry made in one subsidiary book does not
appear in any other subsidiary book ; otherwise, such an
. entry when posted will appear twice in the Ledger.

In this Chapter we shall consider the use of a very
important subsidiary book —the JOURNAL. The Journal
is not now so extensively employed as it used to be, when
it was the only subsidiary book and every transaction had
to be entered in it before being transferred or posted to the
Ledger. Other subsidiary books have since been introduced
in order to lighten the work of the Bookkeeper and simplify
the art of Bookkeeping. The Journal, however, still
retains its place as a subsidiary book because certain en-
tries that cannot appropriately be made in any other
subsidiary book must necessarily find their way into the

Journal. You will see what these entries are as we

proceed,
72
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The Journal prepares entries for the Ledger in the
form indicated below :—- :

JOURNAL
Dr. Cr.
Led.
Fol.
Rs Cts. Rs Cts
Wages Dr. 400 | 0O
To suspense a/fc 400 | 0o

' You will observe that there are two columus for the
amounts, both on the right hand side — one a Debit column
and the other a Credit column. The contraction ‘Dr.
in the body of the Journal may be put right up against
the Ledger Folio column as abeve, so that every subsequent
‘Dr.” (represented by the mark ') will appear under the
previous ‘Dr.’ The whole Journal will thus present a neat
appearance. The word “T'o’ in the second line is slightly
indented to show that the credit item appears more to the
right than the debit item ; and everv subsequent “To’
will appear with exactly the same indentation.

i

_ In posting the above entry to the Ledger, the Wages
a/c will be debited : “T'o suspense a/e, Rs. 400°; and converse-
lyv, the Suspense a ¢ will he credited: ‘By Wages,
Rs. 400.° :

The column for Ledger Folio is referred to at the end
of this chapter.

Opening In the previous chapter we commenced our
Entries, ©Xercise by opening what we called a ‘Prel-
; " minary Balance Sheet’. That iz now no
longer necessary as it can conveniently be supplanted by
Journal entries. This is one of the uses to which the Journel
.may be applied. In future exercises you must therefore
adopt this method in making your opening entries.

B Foundation.
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T4 THE JOURNAL

Instead of the Preliminary Balance Sheet referred to
in the last chapter, we may journalise the entries as
follows :—

JOURNAL
Dt [ M
Led.
Fal. Rs. Cts. Rs. Cts.
(o 1 e e R e e e e P S s Dr. 8,010 1 00
BaTe el v i o 4,620 | oo
?tosck f Goods =l 6,920 | oo
. Smith oy 496 | oo
Furniture A 860 | oo
T. Perera ” 3590 | 00 :
To Peter Silva ......... o 324 |00
s R Permaido WU SR e 265 | oo
e Eapatal oo ot S Sy et e 21,607 | 00
Rs. | 22,166 | oo 22,196 | oo

Not only does the Journal enable you to ascertain your:

Capital, but it also prepares the entries in such a way as
to make it an easy matter to post them into the Ledger.
Thus all debit items will be posted to the debit side of the
various accounts in the Ledger with the introduction ‘To
Balance’, for of course in this instance the amounts represent
the balances brought forward. Similarly, the credit en-
tries will be posted to the credit side of the respective

accounts as ‘By Balance’. For example, in the Cash
account the first entry will appear on the dekit side —To -

‘Balance Rs. 8,910-00 : and in Peter Silva’s account the first
item will be on the credit side — By Balance Rs. 324.00.

Closing There is another impc_irta.nt function of the
Entries ‘Journal. In our previous lessons we dealt

% with the transference of a balance from one
account to another account, for instance, the Sales

account is balanced and the balance is transferred to the

Trading account ; the Trading account is balanced and-the
balance, Gross Profit or Gross Loss, is transferred to the
P. & L. account ; the P. & L. account is balanced and the
balance, Net ‘Profit or Net Loss, is transferred to the Capital
account. In every such instance it is necessary to pass
a Journal entry before such transference is made, debiting

THE JOURNAL 3 75

one account and crediting the other. If, for example, the

. P. & L. account shows a net profit, that balance will appear

on the debit side of P. & I. account, and it will be
transferred to the credit side of the Capital account. The
appropriate Journal entry for such a transference would
be s

P. & L. account Dr.
To Capital account
(being balance transferred)

The Journal is also used to rectify any errors

}é:ﬁt()i:ging that have been made. For instance, let

i us suppose that we have received cash

Rs. 150 from A. Brown. We should of course in that

case credit A. Brown with the amount. But supposing

we have inadvertently credited C. Crow instead. It will

then be necessary for us to rectify the error by passing the
following Journal entry :—

C. Crow Dr. Rs. 150.00
To A. Brown Rs. 150.00
(being amount wrongly credited to C. Crow)

This entry will not only give Brown the necessary credit
but it will also wipe off the credit entry we have wrongly
made in Crow’s account. A Bookkeeper must be careful
not to erase an entry he has once made, for it may arouse
suspicion that his accounts are ‘faked’. The proper way
is to rectify such an error by a suitable Journal entry.

Other Besides the entries we have referred to above,
Fotichal there are soveral adjustments which do not
Ertries prop_er_ly come within the scope of the other

" subsidiary books, such as Interest, Depreciation,
Bad Debts, ete. Such items must therefore also find a

place in the Journal before being posted to the Ledger.
For example :

Depreciation a/c Dr. Rs. 300.00

To Furniture a/c Rs. 300.00
Bad Debts a/c Dr. Rs. 500.00

To John Brown Rs. 500.00
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T8 THE JOURNAL

.Narration- It is usual in a Journal entry to elucidate
iy 7" a transaction by appending a note at the
foot of 'such entry explaining the purpose for which the
record is made. This is called a Narration. The Narration
should be as brief as possible but sufficiently informative.
For example, ‘ Goods stolen * would be shown in the Journal
- -as follows :— :

P. & 1. account Dr.
To Stock account
(being loss by theft).

The Journal, then, has three impbrtant uses :—
(1) To record all opening entries ;
(2) To record all closing entries when balances are
transferred from one account to another ; ;

(3) To record all transactions that cannot suitably be
entered in any other subsidiary book. :

In every subsidiary book, just in front of the.

Ledaer figures, there in provided a column for ‘Ledger
- Folio. 0o In posting each item into a Ledger
account, it is necessary to state in this column the folio or
page on which the relative account appears in the Ledger.
This not only helps yon to ascertain whether or not any
particular item has been posted, but it also proves a valuable
reference in locating the account in question in the Ledger.
You must therefore see that in future this extra column
(Led. Fol.) appears in every subsidiary book and that the
proper folio number is entered against each item imme-
diately it is posted. :

‘There is similarly a column before the figures in every
account in the Ledger. When an item is posted to the
Ledger, it is necessary not only to state the folio number
of the relative Ledger account in the Ledger Folio column
of the. subgsidiary book, but also to indicate against each
item in the Ledger account the source of the posting. In
the case of an item having been posted from the Journal
it will be sufficient for examination purposes if you enter
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the letter ‘J’ against each item. In a large business, how-
ever, where there are several pages of the Journal, you must
indicate the page or folio of the Journal from which the item
has been posted, e.g. °J 14’ which means that the relative
entry may be found on page 14 of the Journal. .

Exercise 8

1. What is a Journal ? What particular transactions would you
journalise ? p y

2. What is the difference between ‘entering’ and ‘posting’ ?
3. What purpose does a ‘Ledger Folio’ eolumn in a subsidiary

i

hook serve ?

In the following exercises all entries should be journalised (i) in
ordx_ar that you may learn the procedure adopted in journalising trans-
actions of various kinds, and (ii) because we have not yet dealt with
the other books of original entry which are employed in actual prac-
bice.

4. (o) Journalise the following transactions inserting suitable
narrations :— 3
Rs. Cts. £ s dy

Jany. 1 Sold goods to B. Sharpe......, 150 00 10 0 0
.» 2 B. Bharpe returned. goods as . .
wnspitable. ... o ol St 1 00 ; Rty ik
" ,» 3 Drew cash from bank.......... 200 00 13 6 8
5» D Cashpurchases............... | 560 00 B e R
5 B Cashsales..............o.0 00 420 00 28 0 0O
;» 10 Deposited cash in bank........ 500 00 33 6 8
s 12 J. Addision has been credited
in error with an amount
which should have been cre-
dited to J. Anderson........ 56 00 314 8
,. .15 Bought goods of R. Leal. ...... 39 00 212 0
s» 16 Part of goods bought from R. ;
Lealreturned asdamaged. . . . 10 00 13 4
;» 18 Drew cheque for private
RCHEEOS o 150 00 10 0 0
»» 20 Withdrew from bank for office :
o R TS T M 230 00 15 6 8§
»» 25 Goods destroyed by fire........ 80 00 5 6 8
» 28 Paid L. Marks by cheque on
aocoVng LRI E L LR e T 50 00 I
»» 31 Paid wages by eash........... 300 00 20 0 0O

Note : The item on the 12th should be debited to J. Addison and

eredited to J. Anderson.
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The cheque drawn for private purposes on the 18th should be debited
to the Drawings account. This account will be balanced and the
balance transferred to the Capital account,

(b) Journalise the following transactions inserting suitable
narrations :—

Rs. Cts. LNt ds
Feb. 1 Paid cash into bank........... 500 00 23 6 8
- 5 3 A. Green settled hls account
byedel oo 290 00 19 6 8
Discount allowed............ = 10 00 13 4
s B Paid by cheque, Trade Ex-
PODSEHT 14 5 it w e s s 25 00 10 E% A
Sy GOOdB bought from P. Arthur 35 00 DA
»» 10 Cash stolen from safe.......... ) 20 00 1 6 8
,» 12 Paid R. Henry cheque......... 38 00 2 10 8
Discount received. .......... 2 00 2 -8
»» 14 Sold goods to T. Smith........ 48 00 3 4 0
T. Smith returned part of
goods sold to him........... 12 00 16 0
» 15 Bank allowed interest on !
- Current account. ........... 18 00 1 4 0
»» 18 Paid rates and taxes.......... 48 00 3 4 o
5» 20 D. Daniel has been debited in
error with an amount which
should have been debited to
D. Dawson. .... AR 68 00 4 10 8
;s 22 Received cheque fmm C. Clark
I which was paid into bank. . ... 95 08 6 6 8
Digeount allowed........... 5 00 6 8
21 25 Paid J. HCIC'kj.Ilg .............. 75 00 B 0 0
w28 Withdmw by chequefor private ¢
PUTTRORCE oo swn 41 o st ais s - 125 00 8 6 .8
Rent due but not paid....... 100 00 6 13 4

(¢c) On December 1, 1936 my accounts showed the following
balances :—

. Re. Cts. L o

Casbamuband: e s s i 8,600 00 579 6 8
s bamle. 5 e S e 4,630 00 308 13 4
Goodainstock. ... .cinvanasisiinens 30,460 00 2,030 13 4
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Rs. Cts. il i il

Debtors :—
P. Thomas...... o 62 00 4 2 8
L T 120 00 8 0 0
BBt s et 886 00 69 L 4
VNS B e e e R B 490 00 32 13 4
iR e b b by e BN e O 1,230 00 82 0 0

Ascertain my Capital by means of Journal entries, and open
accounts in the Ledger. Then enter the following transactions in
the Journal, post to Ledger, draw up a Trial Balance, close accounts
and prove your books :—

A Rs. Cts. 08, d:
; _Dec. 3 Bought goods for cash......... 680 00 45 6 8
,» 4 Sold goods to P. Thomas....... 1,600 00 106 13 4
»» 8 Paid J, Brown by cheque...... 200 00 13 6 8
,» 10 Bought goods and paid by
3 T L e RS S 360 00 24 0 0
» 12 R. Jones paid me cash......... 110 00 7 6 8
I allowed him discount. ... .. 10 00 13 4
»» 14 Bold goods for cash............ 1,260 00 B4 0 0
»s» 16 Goods destroyed by fire........ 65 00 4 6 8
,» 18 Sold goods to R. Jones. . ...... 2,195 00 146 6 8
» 20 Paid J. Browncash........... 150 00 10 0 0
He allowed me discount. . ... 10 00 13 4
»» 21 Bought goods for cash......... 690 00 46 0 0O
5 22 B. Smith paid mecash........ 200 00 13 6 8
s» 28 Paid cash into bank........... 1,500 00 100 0 0
»» 90 Paid A. Higgins eash.......... 38 00 2 10 '8
He allowed me discount. . ... 10 00 - 13 4
»» o1 Paid wages by cheque......... 230 00 15 6 8.
Withdrew cash for private 3
(i b P I o o 250 00 16 13 4
Rent due but not paid......... 100 00 6 13 4
Value of stock. ..ocovvcnusns 28,075 00 1,871 13 4

(d) On Jume 1, 1937 R. Haig’s books showed the following
balances :—

Assets { Liabilities

Rs. Cts. £ 8. d. Rs, Cts, £ 8. d.

Cashin hand 380 00 25 6 8| D.Droll .. 20000 19 6 8
Cash in Bank 1,600 00 106 13 4| Capital .. 5,035 00 335 13 4
Goodsinstock2,450 00 163 6 8 :
A. Abel .. 31500 21 00

J. BI*(?“.’II .................. 3?0 00 24 0. 0 . Baslow .. 450 bp 93" 0.0
BoWalliams, S0 oo ool 250 00 16 13 4 . O.Crow .. 160 60 10 13 4
A Higomai ot s 48 00 3 4.0 k
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Journalize the above opening entries and post them to their preper
Ledger accounts. Then journalise the following transaction and
post to Ledger :.

Rs. Cts. B aganel
June 4 Sold goods to A. Abel......... 120 00 8 0.0
« 1.5 B, Barlow paid Cash.......... 410 00 Ll B
Digcount allowed. . ......... 10 00 13 4
+ 8 Paid Trade Expenses by cash 150 00 W00
»» 10 Goods brought trom D Droll. . 340 00 22 13 4
;12 €, Crow paid cheque which was :
deposited in'bank........... 100 00 6 13 4
.+ 15 Sold goods to B. Barlow....... 195 00 130! O
,» 18 Paid postage by eash.......... 12 00 16 0
w20 Paid cash into bank........... 300 00 20 0 0
L 24 Withdrew from bank for private
PHrpageaT s LT e . 800 00 33 6
,» 29 Sold goods to C. Crow......... 135 00 800
. 30 Paid wager by cheque......... 250 00 16 13
Paid rent by cheque........... 100 00 6 13
Value of stock. .... EREE 2,700 00 180 0O

After posting the above, take out a Trial Balance. Then close
your books and draw up & Balance Sheet as on 30th June, 1937,

Note : In transferring balanees from one account to another, remem-
ber that it is necessary first to pass a Journal entry.

(e) Correct the following errors by appropriate Journal entries i —

(7) A‘n amount of Rs. 60 (£ 4,0.0) paid to D. Arthur has
been wrongly debited to D. Arden ; :

(i1} Rs. 30 (£ 2.0.0) paid for repairs to Furniture has been
debited to Furniture account ;- )

(i) Rs. 300 (£ 20.0.0) paid for extension to Buildings has
been debited to P. & L. account ;

(iv) Commission Rs. 45 (£ 3.0.0) earned by G. Henty has
been debited to R. Henty and credited to P. & L. account.

S how

CHAPTER IX
Books of Original Entry

THE CASH BOOK AND THE
PETTY CASH BOOK

In this lesson we shall deal with another very i mportant
‘book - the Cash Book. If you will refer to Chapter TV
you will see that our Cash and Bank accounts were placed
together zide by side in one account. We must now include
an additional column for Cash Discount which, as we have
already learnt, is the discount allowed for prompt payment
of a debt or for payment within a prescribed time. These
three accounts are embodied in what is known as the Cash
Book. Tt is primarily a book of original entry hecause
every item in it has to be posted to the opposite side of the
relative account in the Ledger. Thus, an item on the
Debit side of the Cash Book reading

Cash
To- Alfved Bmith -l it i ol Ris. 150.00

means that Alfred Smith has paid me cash Rs. 150. As

- Cash comes in, Cash has to he debited, but in posting the

item to the Ledger, it is necessary that Alfred Smith’s
account should be credited, thus completing the double
entry.

But, unlike the other subsidiary books, the Cash Book
is not merely a book of original entry. It is also a part
of the Ledger, in that it represents the Cash and Bank
Ledger ‘accounts, and so no separate account should appear’

-in the Ledger for either Cash or Bank. You will therefore.
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understand what is meant when we say that the Cash Book ! g 9 3 s g i
is both a book of original entry (because items have to be &Il g = 5 = - [
posted from it to the Ledger), and also a part of the Ledger AT PR T e S y
(because it represents the Cash and Bank Ledger accounts). — = — =
The Cash and Bank columns in the Cash Book must be Sl R g 8
balanced in the usual way, and the balances carried down. L IS e
You must not forget, in drawing up your Trial o > = 2
Balance and your Balance Sheet, to include these SR T AT i N ey (e oe L
balances. =l 3 } S — .
; S e
So far as the Discount column is concerned, this must not 8 j giigiaio ol ®
be balanced in the Cash Book, but the totals must be carried - Ll
to the Debit and Credit sides of the Discount account in 2 £z 8
' the Ledger. The Discount account will then be balanced £ 5 S
and the balance transferred as usual to the P. & L. account. v K 4= d &S 4
The introduction of the Discount column in the Cash Book le) Sk PR o st e
of course saves the Bookkeeper the labour of journalising I £ 0 RIS s
these items, and as Cash Discounts, where allowed, naturally ' s AT s e R )
accompany receipts and payvments, the Cash Book has been o, TI g g s z e
found to be the most convenient place to record them. w £ : : = i
< ARCHOR i S Ok
A specimen of a Cash Book will be found on the next ~ AR e o N
page. Study it carefully and note how it is balanced. The worllg Lo ® s o8 G 8 ¢
balance, Cash Rs. 948 and Bank Rs. 1,014, will of course aubelg gs R lgll 2
appear as Assets in the Balance Sheet. C == : b
AT E
You will insert it the Ledger Folio column in each case 2 i g Lt © B I “ |
the number of the folio or page in the Ledger on which the ; o i
account to which each item is posted, appears. In the 5 S S LR i l
corresponding column of the Ledger account you will enter = = | = {
‘C.B. which means that the source of your posting is the u g 88 = 5 ;
Cash Bock. Where Cash is paid into Bank or where g £=4 GE a8 g 3 E
money is withdrawn from the Bank for office use, as in the & T e e EL
case of the last two items, insert in the Ledger- Folio ; s Eue B O =
column on each side the letter ‘C’ which stands for . sl e TR 2 i o
‘Contra.’ ) i R f
i + Digitized by No im Foundation.
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. The totals of the Discount column will be transferred to
the Discount account in the Ledger as follows :—-

Pt DISCOUNT Cr.
Rs. [Cts. | Rs. | Cts.
To sundries C.B.] 13 | o0 By sundries C.:B. 5 | oo

L Youn will observe, in connection with the Discount
_column, that the Discount always appears on the same side,
Debit or Credit, on which the relative entry in the Cash or

‘Bank column is entered. A little thought will make it clear -

‘that when money is paid to me, the Cash account is debited.
and any discount I may allow to the payer is a loss to me and
‘must therefore also be debited. Conversely, if I pay,
money goes out and is credited, and the discount allowed
to me is a gain and must therefore be credited. When I
receive money, I lose in allowing discount ; when I pay
‘money, I gain in receiving discount.

_ In posting items to the Ledger from the Cash Book,

(it is necessary to show in the Ledger account both the amount
received or paid as well as the discount allowed. For
example, in posting the item against E. Hwing, we shall
make the fo]lowmg entries on the Debit mde of E. Ewing’s

, account :— ,

To Bank Rs. 126.00
Discount 4 3.00

¥

- You must also remember that when cheques are receiv-

ed, they must be treated as Cash and debited to the Cash
account unless you are specifically told, as you are, in some
examination papers, that all cheques received are paid into
the Bank upon receipt, in which case the Bank account will
be debited.

THE CASH BOOK AND THE PETTY CASH BOOK 85
THE PETTY CASH BOOK

There is another book-the Petty (lash Book—which
may properly be dealt with in this Chapter. Petty Cash,
as its name implies, is the cash kept for meeting petty or
small expenses such as Travelling, Cartage and Sundries.
Its main purpose is to lighten the work of the Cash Book
proper and also to save making several entries in the Ledger,
for of course it must be obvious that if minor items of ex-
penditure involving a few riipees or a few cents are entered

‘in the Cash Book, this book will soon be filled with alarge

number of small items, and every such item will have 130 be’
posted to the Ledger separately.

The Petty Cash Book is usually in charge of a junior
clerk called the Petty Cashier, and it is generally kept on
what is known as the Imprest System. According to this
system, a round sum of money (say Rs. 100) is paid to the
Petty Cashier who will keep a record of all his expenditure

| and see that, where possible, every item of such expenditure

is supported by a voucher or a receipt, When his resources
are coming to an end, he will apply for a further sum of
money. His accounts will then be checked with the vouch-
ers, and he will be refunded the exact amount of kis expendi-

' ture so that he will then begin with the original amount of
. the Imprest. For ingtance, if he had received Rs. 100
. originally and he had spent Rs. 92, he will be given only

Rs. 92 which, with his balance of Rs. 8, will make up the
original amount of Rs. 100.

You will see on the next page the form of a Petty Cash

~  Book. This book may have several columns to provide
| for various Petty Cash disbursements, but we have included
' only a few to give you an idea how a Petty Cash Book

should be kept on the Imprest System. The Petty Cashier

' in this case began with a sum Rs. 100, and during the month

he spent Rs. 98 for which he received a cheque on the 3lst

. January, leaving him with the original sum of Rs. 100 to
start afresh ‘on the lst February.
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‘é o (=} o
o g - i b _The Bookkeeper will now post the fotals of the distri-
z 2 bution to the Debit of the various accounts in the Ledger, i
o 3 viz i— -
o & .
(=} T : |
“ : < Travelling Expenses............,.. Rs. 14.00
m o
o o o
2 2 § Eé CGartape irne ol L s, 11.00
- Z g oA
= ks LA e e e e SR e 14.00
S YT
- saupung 5 Ml - :-..i i Sundry Expenses................ ., 15.00 z I
Z ) o = I
M E% :E;auo;;e;g 3 ; ]% ; : L Fl]]'l]lt‘ill'? account...... R A raeata Al . 33 30.00 :
e -
(@) DR ) o ol 3 .
S E—i el 8 :~ z dCU@larlc, IR AN EATLA s 10.00 |l
m ["ﬂ 2 =3 k=1 =3 4 g
Ea-' TR N 8 2 R. Henry....... e LS 5 400 7
o Supaaes, ST |
73] = VT e e T The corresponding credit entry will of conrse be the |
é EE% y pecrucnalies )y 7l llgs. QSC spent by the Petty Cashier, as shown in the
' HEE Sl T o e Petty Cash book.
E ‘oN 38onos SOR b e Y At the end of a Trading Period, when you close your |'
B kooks, the balance of the Petty Cash may be returned $o I
= _ e i the Cashier who will enter it on the debit side of his (lash
S A 2 o b account ; or the balance of the Petty Cash may be treated
< g "E o T i sepai:'atgly as an Asset just like the balance of Cash shown
5 EEN R aE = in the Cash Book.
= solazet Bicral :7 %
EA Sg3befeEiEiony & 3 E The Ledger Folios of the first four items in the above
ASAEEsE5887 S g m A example will be shown at the foot of the respective columns,
Shsrasirzar 22 - 2 & & where indicated ; those of the other three items will appear
ISP P BT n z in th‘e column reserved for them. The Petty Cash Book,
i BINRSR 25 like its parent the Cash Book, is both a book of original
= = I { entry and also a part of the Ledger, as it represents the Petty
qE 2 Cash Ledger account ; and therefore no special Petty Cash
account need appear in the Ledger when a Petty Cash Book
| 23 58 g gl 8 is used. Do not forget that the balance of the Petty Cash
g % E % 1% 8 - Book (if any) must appear in your Trial Balance, as well
< § gl 2 ' ‘as in your Balance Sheet, because it represents part of

your cash.
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88 THE CASH BOOEK AND THE PETTY CASH BOOK

Exercise 9

1. What do you understand by a three-column Cash Book ?

2. ‘The Cash book is both a book of original entry as well as a
part of the Ledger’. Discuss this statement.

3. When Cash is withdrawn from Bank or paid into Bank, what
will you enter in the Ledger Folio column against each itemn ? What
does the abbreyiation stand for ?

4. How does the use of a Petty Cash Book save the Bookkeeper
work ¢ What is meant by the Imprest System of Petty Cash ?

5. (a) Draw up a columnar Petty Cash Book making provision
in it for Postage & Telegrams, Travelling Expenses, Carriage, and
Sundries. Then record the following transactions and enter the sum
which should be received from the Cashier to make up the amount
of the ‘Imprest’ :— :

Rs. Cts. £Ry o
Jany. 1 Received from Cashier........ 150 00 10 0 0
i) 2 Bought postage stamps....... 10 00 13 4
i) 3 Stationery.......... ST 5 00 6 8
Rickshaw fare. ... ........... 75 1 0
Sl N Weap b, 00 o 000E 20 00 1 6 8
Paid garden coolie, .. ........ 50 8
Surcharge on letters.......... 25 4
i b Relegrarn. f- e DI LT Laaly 50 8
5 GURAHARTS v onld s L 6 00 8 0
Boughb files, 0o e, 5 75 il
. Packing materials............ 3 50 4 8
Office chair.........o.covy it 15 00 gl e 2
., 7 Paid for telephone trunk calls 28 00 1olzird
£ Paid rickshaw fare on account i
i R Moegan.. . il N 1 25 1 8
B 8 Advertisement............... 15 00 LR T 1
i) Wepsprrs Warer S o el 50 8
Paid for telegram on account Al
B Browm L e s e 2 5 0

'(.b_} From the following complete and balance the three-column

Cash Book. (All cheques received are paid into the Bank upon
Teceipt ) :—

1938 Rs. Cts. LilliEEa
J 1 Balance of cash in hand....... 5,000 00 533 6 8
i Balance at Bank........2. .. 12,000 00 800 0 0

i 4 Bought ods and id by !
L-.hge,que go .......... pa. ...... 320 00 21 6 8
+» 6 Paidsundry creditorscash...... 890 00 ;'09 6 8
Paid sundry ereditors by cheque 560 00 = et
L FE e el SR R A a0 00 3 6 8
s 7 Withdrew from Bank for office ! !
bl A R s ), 500 00 32 6 8
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o
0 0
6 8
12 0
6 8
6 8
6 8
12 0
6 '8
Book,
8. .
6 8
0 0
6 8
6 8
13 4
13 4
13 4
0 0
6 8
13 4
13 4
13 4
10 8
13 4

Balance and

Rs. Cts. £
June 8 Sundry debtors paid me cash. . 600 00 40
; Piseount Ll M Bl Bl 20 00

+»» 10 Bold goods for cheque. ....... 384 00 2

»» 12 Drew cheque for private expenses 500 00 3

»» 15 Received cashfor bad debi

previously written off...... .. 230 00 15

s» 18 Cash stolen from safe......... 80 00 b

»» 20 Paid cashfor office expenses. . 54 00 3

Received cheque from sundry
debtors for Rs. 260.00
(£ 17.6.8) in settlement of
an aecount for.......... ... 290 00 19

(¢c) Enter the following items in the three-column Cash
and balance the Cash Book :—

1938 Rs. Cts. %
April 1 Cashinhand............ .. .. 6,800 00 ' 453
/ Bank overdraft.......... .. .. 150 00 10

i 5 Bold goods for cash........... 200 00 13

G 6 Drew from Bank for Petty Cash 50 00 3

i 8 Received cheque from C. Cook

which I paid into Bank... . . 25 00 1

o 9 €. Cook’s cheque dishonoured 25 00 1

» 12 Trade expenses.............. 175 00 11

wwle Oashisales . .4t il ol A 600 00 40

55 18 Paid into Bank.............. 500 00 33

»» 19 Cagh Purchases.............. 250 00 16

» 20 H. Hawkins paid me cash

Rs. 110 (£ 7.6.8) in full :
settlement of his account for 115 00 7
s»» 25 Paid R. Nelson by cheque. . . . 160 00 10
He allowed me discount. . . . 8 00
»» 28 Withdrew cash for private
OXpPBRgeR, oL, o 100 00 6

(d) Enter the following in a columnar Cash Book,

bring down balances :—
. 1938 Bs, Cts. £

Nov., 1 Cashamband........ uv:oeens 2,800 00 186
t Bank overdraft....... e 300 00 20
s 4 Paid cash into Bank.......... 2,000 00 133
it 5 Sold goods for cash........... 600 00 40

0 7 Received from M. Regan cheque

for Rs.385.00 (£25.13.4) in

settlement of an account for

Rs. 400 (£ 26.13.4). Paid

' Chequeinto bank,

»» 12 Paid by cheque to R. Hodgson

Rs. 400 (£ 26.13.4) less 249
& discount,. ois
» 14 Drew cheque for Petty Cash.. 200 00 13

§.
5
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Rs. Cts. £ e di
Nov. 16 Bought goods for cash......... 3956 00 26 6 8
22 Paid to W. Collins cheque for
amount due to him Rs. 650
(£ 43.6.8) less 49 discount
;s 28 Paid by cash for repairs to 4
! it Eu et iz R RN S U 89 00 5 18 8
,s 30 Paid wages by cheque......... 300 00 20 0 0

(¢) On January 1, 1937 L. Lawson’s books showed the following
balances :—

Rs. Cta. el ol
Gasheinhand s o vn sty 480 00 SA 00
Caahy af Tanle ool s e e 2,050 00 136 13 4
Clonap ol i R C s e S 6,180 00 412 - 0 ©
Debts Receivable :—
i g H At e SO ol e a70 00 38 00
T HOHABTEON . oo v vosin oinaias mmes b 790 00 52 13 4
S. Ferguson,......couueuenecceen 1,290 00 86 0 0
Horgesand carts. . ......ccvcovivomnaaas 1,760 00 117 6 8
Liabilities :—
A MChishR o LI ] e T 327 00 21 16 0
T b T R e S R L o 430 00 28 13 4

Find his Capital by means of the usual Journal entries and open
accounts in the Ledger. Then enter the following transactions for
the month of January (using Journal and Cash Book), post to Ledger
and take out a Trial Balance :—

! Rs. Cts. £ & d,
Jan. 2 Bought goods forcash......... 350 00 23 6 8
i 4 Received from M. Silva cash .
in’ full settlement of hig
Cereie s s e SN e ek 560 00 37 68
& 6 Sold goods to 8. Ferguson for
Cash Rs. 180 (£ 12.0.0) on
Credit Rs. 760 (£ 50.13.4) .. 940 00 62 13 4
., 10 Received from 8. Ferguson
. cheque and paid same into

|57 v e S D T 120 00 8 0 0

Allowed him discount...... 15 00 I 0@
- 11 Sent credit note to F. Hender-

son for goods reported ;

damngods. sl Sl a0 00 6 0 0
/8 12 Sold goods to M. Silva........ 320 00 21 6 8
‘! 14 Bought goods from W. Clive 160 00 10 13 4
,, 16 Sent cheque to W. Clive...... 320 00 21 6 8

He allowed me discount. ... 10 00 13 4
o 18 Bought a new horse and paid

for same by cheque........ 300 00 20 0 0
., 20 Paid wages by cash.......... 180 00 12 0 0
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i Ras. .
Jan. 21 Received from M.Silva cheque s 0 T
on sﬁ:ount and paid same
kG heicli S e 1680 0
» 22 Paidintobank....,......... 300 Og slzg lg 3
» 23 Returned goods to W. Clive as ;
not up to sample........... 160 00 10 1
» 24 Paid cash for trade expenses 65 00 4 g ;
s 26 M. S@lva became bankrupt and
paid a compositionof 40 cents
in the rupee (83 in the £) into
the firm’s banking account
.» 28 L. Lawson paid his private
accounts by cheque........ 230 00 15
;31 Value ofstock...,........... 6,300 00 428 g g
Gas account due but not paid 13 00 17 4
Depreciate Horses and Carts. . 20 00 Lowe g8
Credit Capital with interest. .. 180 00 12 0 0

Close the accounts, and d .
January, 1937. raw up a Balance Sheet as on 3lst

N.B.—All P. and L. items may be i
P ay posted -‘dlrﬂut‘_ to the P. & L.

Foundation.
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CHAPTER X

Banking and Cheques

I st now turn our attention to the question of
Banl}zznlrllllzhiir uses. The advantages in baving an a.ccm;}'r])t
in a Commercial Bank are many. In the first »plaoe%h e
Bank it a convenient depository for our money, as r[?}]]‘e
our cash would be safer than in our own keeping. ' i
Bank, moreover, allows us a certain amount of mt-et('ie_é;
calculated on the minimum monthly balance to our cre:_tzfi
This interest we should lose if the money were de}flome
in our safe. The Bank'also collects for us aﬂ};’: e(till}es
(drawn on any bank), money orders, n’r? which we f'asm in,
and places the proceeds to our credit. There all'e, 0 :ouﬁf’-
other advantages that may suggest themselves b'Iqt -te
student, but perhaps the greatest advantage is our abi 11 y'tﬁ
pay our debts by means of cheques which we shall deal wi
later in this chapter. - i

Should we desire to open a Bank account,
Opening a " ust first select a Bank that, by reason
Bank of its long standing, public support and
Account. . reserve fund, has established a repu-
tation, Having. done that, we must furnish the Bank
with references from people of standing or from persislons
who already have accounts in the same Bank. T esi
references are required in order that the Bank ma.yhprotec
itself against unscrupulous or undesirable persons ]:V odm&y
open an account not so much because they wish to take advan-
tage of the benefits the Rank offergfas lziacausce they may use

e fact as a handle for purposes of fraud. / i

N f%‘?; s;aﬂ then be rr{quﬁ'ed to fill up the specified athl:
cation form and payin the amount with:which we WIE:
to open our account. The Bank will thereupon supply
us with (i) a eheque book, (ii) a pass book, and (iii) a paying-
in slip book.

92
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)

: The account we have now opened 1s called
gg;roz?tt SALONER e Current Account. ~We deposit into
Aecouatd this account from time to time cash, cheques,
- ? money orders, postal orders, ete., and we
withdraw from thie account, by means of cheques, monies
that we wish to pay our creditors or that we require for our
own private or office use. Tt is this account that is dealt
with in the Cash Book referred to in the last chapter. When
we make our deposit we debit our Bank account, and when
we draw out money by means of cheques, we credit the
aceount,

This Current Account, however, must not he confused
with what is known as a Bank Deposit Account. In o
Deposit Account we place a certain sum of money with the
.Bank on Fixed Deposit for a certain term, say six months
Or one year, or on the understanding that say three monthg’
notice should be given on either side before withdrawal.
In any case we shall have to wait till the expiry of the term

fore we can get our money back. It must be quite clear
that this Deposit Account cannot be operated on by means
of cheques, and that no further snms may be paid in from
time of time as is possible with oar Carrent Account, When
we hand in our deposit, the Bank gives us what is called a
Fized Deposit Receipt. Tn it is mentioned the name of
the depositor, the amount deposited, the date of re-payment
or the notice required for withdrawal, and the interest
allowed. The interest varies from time to time according
to the Bank’s immediate need of money, and may be
anything between 2 and 5 per cent. The advantage
of a Fixed Deposit account as against a Current account
is that the interest allowed by the Bank for the former is
greater than the interest allowed on Current accounts which
Is, in Ceylon, at present 19/, per annum calculated on the
minimum monthly balance to one’s- credit provided such
minimum does not fall below Rs. 1,000. Accounts are
balanced half-yearly, and no interest is allowed unless it
amounts to Rs. 5. When only a small amount (less than
Rs. 500) is retained in the Bank, the Bank makes a charge
of Rs. 7/50 each half year for the services it renders in
maintaining the account.

iin Foundation.
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94 BANKING AND CHEQUES

Fixed Deposit accounts, then, have no place in our
Cash Book except in so far as we make the deposit either in
cash or by cheque. TFor Fixed Deposits we ghall therefore
open a separate account in our Ledger in just the same
way as we would if we lent money to a person. The balance
of this Deposit account, which is a debit balance, will
appear as one of our Assets in our Balance Sheet.

CHEQUES
As we have seen, when we open a Current account in
a Bank, one of the books we receive is a Cheque Book.
This book may consist of 25, 50 or a larger number of leaves,
and the Bank will debit us with the cost of such cheque
book. A Cheque Book contains a series of detachable
forms with counterfoils, as in the following specimen :—

No. B 345 No. B 345
Jany., 15, 1937 % ﬁulumhu.m:{@f%m_m{?_,_ 1937,

Golombo Banking Go., Tid.

R . Henry . ...8%&

@

in settlement Eag E. Henry, Esg., nr Bearer
gy Hn;m_a_a twenty five only—
Rs. 26/- 5 @ Rs. 25/- B. James

A Cheque may be defined as an unconditional order on
a Bank to pay on demand a specified sum of money to a
certain person. In the above illustration B. James is the
Drawer, the Colombo Banking Co., Litd. the Drawee, and
R. Henry the Payee. The cheque leaf is torn off the book
by the Drawer and sent to R. Henry who presents it at
the Bank and receives his money. The counterfoil is
retained by B. James for reference.

But let us examine our specimen cheque in greater detail.
You will notice that both the cheque and the counterfoil bear
the same serial number, viz : B. 345. This serial number is

Digitized by No
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useful for reference both by the Bank and b

1 - ; hets ourselves.
instance, if we lost a blank cheque leaf We'ghouifle;ssablﬁ 1?:;
inform the Bank of the fact, quoting the serial number of
which the Bank has a record,

Balvor and The payee’s name (R. Henry) is insorted
Oiidir in the body of the cheque, and we have
Cheques: L t}n’s Instance crossed out the word
Bearer’' and substituted ‘Order’. If we
had not donme so, the cheque would be called a Bearer
cheque and anybody would be able to cash it because the
order of the Drawer is to ‘Pay R. Henry or bearer’ That
would naturally make it very unsafe because a per‘éon who
came by it through unfair means would be able to
draw the money from the Bank without the payee’s know-
ledge or consent, It is therefore usual to alter the word
Bearer’ to ‘Order’ and so make it an ‘Order cheque’. In
fact, some Banks print the word ‘Order’ instead of ‘Bearer’
on their cheque leaves. When a cheque is an Order cheque
that is when it is payable to a certain party or to 0;??161"
it is necessary for the payee to endorse the cheque before
he can collect the money from the Rank. A cheque is
endorsed by the payee’s putting his signature across the
back of the cheque at the perforated end. By his makin
this endorsement, it can always be proved that ke dig
receive the money even though he may not have qmlﬁ: thy
drawer of the cheque a receipt. oy 2

Now, endorsements ma i
i y be of differ-
o ent kinds. If R. Henry merely put
15 signature on the back of the cheque, that would be called
a Ceneral or Blank endorsement, and would have the eﬁ'eét
of converting the cheque at once into a Bearer ehequf; for
3::1? Eha,t_ :r}[cdorseﬂentBh&s been made. anybody can ob’tain
i or it from the Bank. But R. Henry mav desire t
Ii)ass izhe a}Eequc on to a third party in {etﬂe{n&]islrgf J;
debt, in which case he would make a Special endorsement
somewhat as follows — 'y

Endorsements.

Pay Mr. W. Jones or Order
R. Henry,

in Foundation.
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96 BANKING AND CHEQUES

Mr. Jones will then have to endorse the cheque before he
can cash it. But he in turn may wish to trans}fer his
interest in the cheque to yet another party, in which case
he too would make a Special endorsement; and so on.
A third kind of endorsement is called a Restrictive endorse-
ment which is a Special endorsement in favour of a third
party in such a way that the third party is unable to trans-
fer the cheque further. The endorsement would be as
follows :—-

Pay Mr. W. Jones only
R. Henry.

Tn this case no further transfer of the cheque is possible
because the endorsement restricts payment to W. Jones.

When endorsing a cheque the payee should be careful
to see that the exact name on the cheque is repeated, even if
there is any error in the initials or in the spelling of the
name. Mr. A. B. Perera, for instance, receives a cheque
payable to Mr. A. R. Pereira. The correct endorsement

would he :(—
A. R. Pereira

A. B. Perera

the signature of Mr. A. B. Perera heing placed under the -

incorrect name. If, again, Mrs. A. B.. Perera, who ordi-
narily signs herself Alice Perera, receives & cheque payable
to Mrs. A. B. Perera, the correct endorsement would be :—

Alice Perera
Wife of A. B. Perera.
Again, if one’s signature is not quite legible, as unfortu-
nately is the case with some signatures, the endorsement

must consist of the payee’s name in clear characters
with his signature appended underneath.
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If the correct endorsement is not made, the Bank will
return the cheque with the remark ° FEndersement
Irregular.’

Date, Cheques should usually be dated with the date upon

* which they are drawn, but they are not invalid by
reason of their being ante-dated (having a previous date)
or post-dated (having a subsequent: date). If a cheque
iz not dated, the Bank may refuse to ¢ash it and may return
it with the remark ° Incomplete ’ or ° Undated.’

It is sometimes found necessary to posi-date a cheque.
A person desires to make a payment by cheque but he has
not sufficient funds in the bank at present to meet it. If
the cheque is dated with the true date, the Bank will refuse
to cash it on presentation because there are not sufficient
funds to the credit of the drawer to meet such a cheque.
The drawer, therefore, post-dates the cheque as he hopes
before the date to deposit sufficient funds to secure payment
of the cheque. No post-dated cheque can be cashed before
the date stated on it. )

If a cheque is not presented for payment within six
months of its date, the Bank will probably return it marked
* Stale.’

The amount or value of the cheque, as you will
notice, appears twice—once in words and once in
figures. The words are necessary to prevent any person from
altering the figures before presenting the cheque for payment.
In our example it would be quite a simple matter to insert
the figure 1 before 25 and so to alter the value of the cheque
from Rs, 25 to Rs. 125. If, for any reason, the figures and
the words do not tally, the Bank will return the cheque
with the remark ° amounts differ ’ or ° figures and writing
disagree.’

Amount.

It must also be noted that where any alteration is made
on the face of a cheque, either in connection with the amount
or in any other particular, every such alteration must be

2313—E

jil Foundation.
fiaham.org




98 BANEING AND CHEQUES

initialled by the drawer of the cheque. Some banks require
that every alteration shall be supported by the full signature
of the drawer.

Before issuing a cheque, the drawer must
be careful to see that he has sufficient money
in the Bank to meet it ; otherwise, the cheque
will, on presentation, be dishonoured by the Bank and re-
turned with one or other of the following remarks made in
an abbreviated form :—

R/D (Refer to Drawer), which is a request that the
payee should communicate with the drawer in regard fto
payment. The drawer in such a case may have asked the
Bank to stop payment of the cheque.;

‘Dishonoured
Cheques.

N/S (Not Sufficient Funds). This is an indication that
the balance in the Bank at credit of the drawer is not sufficient
to meet the cheque ; :

N/E (No Effects), which means that the drawer has no
balance to his credit at the bank.

When a cheque is thus dishonoured by the Bank, we
should write at once to the drawer and demand payment
in cash. Qur richt of action of course lies against the drawer
and not against the Bank. An adjustment in our accounts

will now be needed in order to rectify matters so far as our .

book-keeping is. concerned, and in order to do this we must
Debit the Drawer and Credit the Bank with the value of the
dishonoured cheque. This is really a reversal of our
original entry when we debited the Bank and credited the
Drawer. !

Cheques are sometimes returned by the Bank with the
remark * Effects not cleared.’ This means that the Drawer
had paid in sufficient funds in the form of cheques, ete., but
that cash for them had not been collected by the Bank ; in
other words, that these cheques had not yet passed through
the Bank’s Clearing House through the medium of which
cheques on other banks are collected. This is tantamount
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to a temporary dishonouring of the cheque until sufficient
cash has been collected to meet it on the deposits made by
the drawer. In that case we shall wait for a day or two and
then present the cheque again for payment.

You have already seen that it is safer to issue
an Order cheque than to issue a Bearer cheque,
because an Order cheque requires the endorse-
ment of the payee, whereas a Bearer cheque does not. But
even an Order cheque is not quite safe, for it is quite possible
for a person who has stolen the cheque to forge the signature
of the payee and thus obtain the money from the Bank.
This is particularly the case where the Bank has no means
of identifying the signature of the payee. In order to make
cheques more secure, therefore, we resort to the expedient

Crossed
Cheques.

-of crossing our cheques by drawing two parallel transverse

lines across the face of the cheque as follows :(—

The insertion of the words ““ & Co.” between the crossing
is a relic of bygone days. When the practice of crossing
a cheque was first introduced, the most usual ending of
banking firms was “ and Company.” The employment of
these words, however, is not compulsory in the crossing of
a cheque. The effect of this crossing is that the Bank will
not pay cash in exchange for the cheque but will only place
it to the credit of the payee’s account. In that way, even
if the cheque gets lost and is paid into someone’s account,

.it can always be traced back. A cheque which is not crossed

is sometimes referred to as an Open Cheque.

Foundation.
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Of course it may happen that the person to whom I send
a crossed cheque has no account in a Bank, in which case
he will either ask someone who has such an account to
exchange it for an uncrossed cheque of his own, or he will
. pass it on to someone else in settlement of a debt. If he
finds it inconvenient to do either he may return me the
ﬂheque which T shall “open’ by writing the words ° Pay
Cash * underneath the crossing, and adding my signature
thereto. He will then be able to obtain cash for it from the
Bank in the same way as he would if the chegue were not
crossed.

The above crossing is called a General Crossing. In
order to restrict the negotiation of a cheque still further, we
may make a Special Orossing by writing the name of the
Bank through which it shoyld be paid between the two lines
of the crossing. " Thus, if the name of ;our Bank is the Mer-
cantile Bank of India, Ltd. and we send a crossed cheque
to a person who, we know, has an account in the National
Bank of India, Ltd., we may cross the cheque specially as
follows :—-

That would amount to an order on our Bank (the Mercantile
Bank) to pay the sum named on our cheque only to the
National Bank of India, Ltd. In that case, no other Bank
than the National Bauk will be paid that money by our
Bank.

et i SN, e, 1,
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It is always wise, when forwarding a cheque through the
post, to cross it, and if we want further security of payment
to the right party, we may write the words ‘A/a. Pavee
only * between the crossing, or, instead of the words °
Order° we may substitute ‘only.’ In either ocase, only
the payee can receive credit for the amount of the
cheque.

Not There is yet a ?urtrher variation of the crossing,
Negotiable. namely the insertion of the words ‘Not

Negotiable ’ between the lines of the crossing.
The words in themselves, however, do not constitute a erossing.
‘ Not Negotiable’ does not prevent the transfer of a cheque
from one party to another, but it means that the person to
whom it is transferred accepts it subject to defects in the
title. If the transferor has a good title to the cheque, then
the transferee has nothing to fear in regard to its acceptance,
but if the transferor obtained the cheque through fraudulent
means, then the transferee has no more title to it than the
transferor had, and he can be compelled to restore it to the
original payee. For instance, R. Henry receives a cheque
for Rs, 25 which was stolen from him by A. Thief. A. Thief
transfers it to B. Blank from whom he receives value in
exchange. When R. Henry discovers that B. Blank holds
the cheque, he can compel B. Blank to give up the cheque
gven though B. Blank accepted the cheque in good faith and
paid A. Thief value in exchange. When accepting a cheque
marked ‘ Not Negotiable,” therefore, we are warned to
‘Beware of the transferor

It must be noted that When a person receives a cheque, it
is quite in order for him to restrict the negotiability of it, for
example, by crossing an uncrossed cheque or by converting
‘a (feneral Groqsmg into a Spema,l Crossing, or by writing
the words ‘ A/c Payee only * across the face of the cheque.
But he may not make any other alterations such as changing
the date or the amcunt of the cheque. Any of these latter

.alterations must be made by the drawer himself who should

initial or sign every such alteration.
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102 BANKING AND CHEQUES

Overdrafts at the Bank are not permitted
except with the previous consent of the
Bank. In case you desire to overdraw your account at
the Bank, that is, to draw out of the Bank or to issue
cheques for a sum or sums exceeding the amount at your
credit, it will be necessary for you to see the Bank Manager
first and arrange for such overdraft up to an agreed amount.
The Bank will of course require suitable security before
they allow such an overdraft, and you will be debited by
the Bank with interest on the money you have overdrawn.
In the case of a Bank overdraft, the Bank must of course
be credited, for we owe the Bank money. We are their
debtors.

Overdrafts.

BANK PASS BOOK

The Pass Book issued to us by the Bank at the time we
opéen our account, is a book in which is entered a copy of our
_account, in debit and credit form, as it appears in the Bank
Ledger. Tt is sent to the Bank periodically to be written
up, and customers are requested not to make any entries
in it themselves. The Pass Book shows us at a glance
what balance is at our oredit on a certain date as shown
by the Bank Ledger. This balance, you would expect,
should correspond with the balance as shown by the Bank
column in our Cash Book. That however, is not always
the cage for the very good reason that some cheques that we
have issued may not yet have been cashed, and also that
some cheques we have paid into the Bank, such as out-
station cheques, have not yet been realised, for the Bank
will not usually credit out account with any such cheque
or other document until its wvalue has been collected. If
then, on a certain date, we close our books, and- the two
balances (that is the balance as shown in ‘the Pass Book
and that shown in our Bank account) do not agree, we shall
have to prepare what is known as a Bank Reconciliation
Statement, ol " i

-
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Bank This statement is one which reconciles
the balance as shown in the Bank Pass
Book with the balance as shown in our
Cash Book (Bank account). Such a state-
ment would be made out in the following form.:—

Reconciliation
Statement.

Bank Reconciliation Statement.
December 31, 1938.

Rs, Cts.

Balance as per Pass Book 8,900-00

Add cheques paid in but not cleared':

A Alder. o ac o tREE EAE N RE L6000
BeBlack. (o il So i . 25000 400-00
Rs. 9,300-00
Less cheques issued but not preaented :
Guillanke; oo a s Rs. 75:00
Driaewreril (. -l e bt e S SR L)
R e e I G R w  50-00 35000

Balance as per Cash Book Rs. 8,950-00

It must be observed that if, instead of there heing a Bank
balance in our favour, there is a Bank overdraft, that is, that
we have overdrawn our Bank account and are debtors to the
Bank, then a reverse process will be necessary in making
out our Reconciliation Statement. In other words, instead
of adding the amount of the cheques paid in but not cleared
we must deduct that amount and so reduce the amount of
our indebtedness to the Bank. Similarly, cheques issued
by us but not cashed should be added to the amount of our
overdraft,
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PAYING-IN SLIP BOOK

This is a book which is issued by the Bank and used by
us (their customers) for the purpose of paying in cash,
cheques, ete. for credit of our acaount. It saves us the
trouble of writing a letter to the Bank when making depos-
its. To each paying-in-slip there is a counterfoil in which
is entered a summary of the payments made, the paying-in
slip itself containing full particulars. Cash is generally paid
to the Cashier or °teller’ as he is sometimes called, and
cheques, money orders, etc. to the Accountant. When
deposits are made, the counterfoil is initialled by a Sub
Accountant and thus we have an immediate receipt for cash
eta. paid in.

Exercise 10

1. Name some of the advantages in having a Commercial Bank
Account.

2. What is the difference between a Bank Current account and a
Bank Deposit account ?

3. Name the three parties to a cheque, and draw a,specimen form
of a cheque.

4. What difference is there between an Order cheque and a
Bearer cheque ? Why is an Order cheque safer ?

5. What do the FolIOng terms mean :—Stale, R/D, N/S,
‘amounts differ’, °incomplete *?

6. What is meant by endorsing a cheque ? How can a cheque
be passed on to another party by the payee ? i

7. Name the different kinds of endorsements and give an exampl&
of each.

8. What is a crossed cheque, and what effect has a crossing ?

9. What is the difference between a Gleneral Crossing and a Special
Cr oaamg ?

10. What steps ought we to take when a cheque preaentad at the
Bank is dishonoured ?

11. What is a post-dated cheque ? Why is it necessary some-
times to post-date a cheque ?
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12, How can we draw a cheque to ensure that no one but the
payee shall receive the money ?

13. What is meant by the term ° Not Negotiable * written across
the face of a cheque ?

14, (_)f what use is a Bank Pass Book ?
15. What is a Bank Reconciliation Statement ¥ Give an example.

16, What is a Paying-in Slip Book, and what purpose does it
Serve,

17, (a) On the 3lst December, 1936, my Bank Pass Book showed
a balance to my credit of Rs. 1,940.00 (£129-6-8).

My account had not been credited with the following outstation

cheques :—
SL Bwama Lt Rs. 16000 (£10-13-4)
B.Rowlands............ . 84000 (£22-13-4)
The following cheques issued by me had not been cashed :(—
BT onem s e LG Rs. 240-00 (£16- 0-0)
B Henrylai sl 5 160-00 (£10-13-4)
C Clonwan i s o 190-00 (£12-13-4)
1Y Patlera TIMRHEAE ) S .o 18000  (£12- 0-0)

Prepare a Bank Reconciliation Statement showing what balance

my Bank account should show in the Cash Book.

() On the 31st January, 1938, my Bank balance was Rs. 2,640.00
(£176-0-0) whereas the Bank Pass Book showed a balance of

Rs. 2,820.00 (£188-0-0). Prepare a Bank Reconciliation Statement,

inserting appropriate entries, reconciling the two balances.

(e) R. Meaden's accounts on the 1st December, 1938, showed the
following balances :—

Rs. Cts. Les
Rl Tm eyl e e 8,970 00 598 0 0
Banl overdrafb. . . .5 .. oo Dol 140 00 g 6 8
Stock C_lf TrTaTa s ke e e s W S 10,460 00 697 6 8
Debts Receivable :—
BoWsden- . i v v il 690 00 46 0 0
B Thomaa 0 s e S 420 00 28 0 0
I iCalabares s ol iy e B FE T 920 00 61 6 8§
BEE R ararm il e IR 438 00 29 4 0
I sty o oA e A 265 00 17 13 4
B L L T R s e 820 00 54 13 4
B Fernandol .ot Lol 238 00 15 17 4
Debts Payable :—
Ve Alwe e Dol LU Sl 760 00 50 13 4
FBRCRBNETE . S e e 425 00 28 6 8
Furniture and Fittings. . ......0cnnu... 1,400 00 93 6 8
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-Find his Capital by means of the usual Journal entries and open
accounts in the Ledger. Then enter the following transactions, post
to Ledger, take out a Trial Balance, close your accounts and draw

CHAPTER XI

up a Balance Sheet as on 31st December. All transactions that can- 2
not be suitably entered in the Cash Book should be journalised :— Books of Origmal Entr ¥
] Rs. Cis. £ s d.
Dec. 3 Paid Cash into Bank.......... 3,000 00 200 0 0O
i 5 Bought goods foreash.......... 439 00 29016 -4 ; .
. AT e TR . THE PURCHASES AND SALES BOOKS
¥ Banlk by caph. ..l . .o 0 2,000 00 RS R AND THE RETURNS BOOKS
,» 8 Sold goodsforcash............ 860 00 57 6 8 . :
,» 10 Cash purchases................ 150 00 10 0 0 We have already dealt with two very important books
i }g %“r?wg‘;%g?lﬁz }o::t;:gyﬁ;;ﬁah e gg gg g . of original entry—the Journal and the Cash Book. In
18 Paid S. de Alwis by cheque. . 480 00 32 0 0 this chapter we shall consider four other books subsidiary
He allowed discount......... 20 00 Bvd 16 8 to the Ledger, namely the Purchases Book, the Sales Book,
o L9 Oaideraibecan ingulvent and the Returns Inwards Book and the Returns Outwards Book.
paid a composition of 50 cents
in the rupee (10s. in the £) in i
full settlement of his debt.. . .. BOOK
Petty cash expenses........... 35 00 2 6 8 i
,, 20 B.Wilsden paid mecash........ 390 00 26 = 00 i
Sl Win 3 The Purchases Book (also called the Invoice Book or
Lt Cantiahleas . 1L WL S0l 1,290 00 86 0 0 the Purchages Journal or the Bought Book)is a book in which
» 22 Sold goods to B. Wilsden. ...... 4 380 00 25 6 8 all credit purchases are recorded. ('ash purchases will of
S st o USRI B R course find a place in the Cash Book and be posted from
previously written off. . ...... 120 08 - 8 0 0 there to the Ledger The form of a Purchases Book is
.»» 24 Cheque received from R. Thomas 420 00 28 0 0 as follows :—
B. Wilsden returned as unsuit-
able part of goods sold on the
P Bl i et e e 75 00 & 0.9 PURCHASES BOOK
y» . 25 Cash purchases. ............... 120 00 8 0 0 4
! M. Perera paidecash........... i 370 00 24 13 4 Date Name Particulars L.F. Amount
! Discount allowed . ........... 30 00 Z 0.0 ! ;
... 26 Returned part of goods bought Rs. | cts.
on 25th and re-received a 1936
refundof......... et e 20 00 1 s Jan. 4 1];. z]:';ll:elk 4 tons coal ?g 64; gg
£ 2. L . A AMS PaAper
» 27 Paid J. Buhanan by choquo. - 10 00 12 13 4 oo { S
' ,, 28 Drew cheque for private purposes 250 00 16 13 4 Purchase a/c Dz ‘ 16, | Rs 167 | oo
il Balescbal G Bitva i T 200 00 13 6 8 i
Paid sundry expenses by cheque 110 00 7 6 8 .
M P e Minory 1tom of the  Furohises Dook 1 afted citbal b0
. 31 Interest on Capital............ 150 00 10 00 the credit of the person from whom the purchase was made
' Paid rent by cheque........... 100 00 6 13 4 because they are the givers, Thus T. Abel will be credited
Value of stock. . ....covvnnnnn. 9 000 00 600, 0 O - 107 : ; ;
j Depreciate Furniture & Fittings 59,
" .Digitized by Nol m Foundation.
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108 THE PURCHASES BOOK

with Rs. 60:00 (‘ By purchases '), B. Black with Rs. 35:00
and. 5. Snowden with Rs. 72:00. The total of the Purchases
Book will then be entered on the Debif side of Purchases
Account in the Ledger, thus completing the double entry
and equalising the Debits with the Credits. Now if we
had no Purchases Book, we should have to journalise every
one of these three transactions—Purchased goods from Abel,
Purchased goods from Black, and Purchased goods from
Snowden, and when posting these entries to the Ledger we
shall have six postings to make—three to the personal accounts
and three to the Purchases account. With our Purchases
Book, however, we have only four postings to the Ledger—
three to the personal accounts and only one to the Purchases

account. Thus you will see that if our credit purchases had
been numerous, an enormous saving of time and labour

would, be effected by the employment of a Purchases Book.
The use of the Journal to record these transactions would
mean that every individual purchase would have to be
posted to the Debit side of Purchases Account, thus causing
the Purchases Account to assume abnormal proportions,
apart entirely from the additional labour entailed.

What you should particularly observe in connection

.. with a Purchases Book is that it is used for recording only'
Credit Purchases, or Purchases for Cash where the name of
the seller is given. In the latter case, such a purchase would’

be treated as two separate transactions. Take for example
a purchase of Rs. 6000 worth of goods for Cash from T. Reed.
We shall deal with it as two separate transactions, viz :—

(@) Purchased goods from T. Reed.... Rs. 60-00
(b) Paid T. Reed Cash.............. .. 60:00

In the above case, (@) will be entered in our Purchases
Book and (b) in our Cash Book. The reason for dealing
with the transaction in this way is that our books will show
what we have purchased from T. Reed not only on credit
but also for Cash. So far as T. Reed’s account is concerned
he will first be credited, when we post the item from the
Purchases Book, with the Rs. 60-00, and then,” when we

post the item from the Cash Book, he will be debited with'

a like amount. These two items will therefore balance each

Digitized by Noo}
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other. The items that remain will show a Debit entry in the
Purchases Account and a Credit entry in the Cash Account,
and that \would mean that we have purchased goods for
Cash. \ ! :

You mﬁgt also note that by Purchases which are to be
recorded in the Purchases Book, we mean purchases of
goods for trading purposes. Purchases of furniture, office
equipment, etc., which are intended for the conduct of the
business and are not for sale, should be journalised.

; When we purchase goods, the seller will send
Involees. e o Invo{)ce of anm}%r goods, and the receiving
clerk will make a record of the goods received in a ‘ Goods
Received Book.’ An invoice is a statement giving full
particulars of goods sold and their value. Insuch astatement
may also be included the cost of carriage, and that expense
must also naturally be included as forming part of the cost
of the goods. When the Invoice has been checked with the
Goods Received Book, it will, if in order, be passed on to the
Accounts Department so that the necessary entries may be
made in the Purchases Book.

If we deal in more than one class of goods, ¢.g.

g‘;i,'::?azig Drapery, Stationery and Groceries, we should
Book keep what is known as a Columnar or Depart-

mental Purchases Book, so that our purchases
may at once be analysed and the various Departments debited
with the totals of their respective purchases. The following
will serve as an illustration of such a book :—

COLUMNAR PURCHASES BOOK

Station-

T
ery Groceries

Date Name Particulars  (L.F.] Total | Drapery

Rs. | Cts.| Rs. | Cts)| Rs. | Cts| Rs. | Cts.
Jan. 6] R. Pearce 2 bales shirting | 30 | 160 | 0o | 160 | 00

7| F. Field 4 Teams paper | T 60 | oo 60 | oo

g| J. Robins 6 cases salmon | 3 IzZo | 00 120 | 00
10| B. Henry | 1z pleces linen 2z | 200 | 00 | zoo | oo
12| S. Thomas | 3 eases butter | 43 | 230 | oo 230 | 0O
14| L. Perera 5 cazes ink 26 72 | oo 72 | 00

I. P38 L. ¥F. 40 L, F.30

Foundation.
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Each of the sellers will be credited with the total /value of
the goods purchased, and the Drapery, Stationery and'Groceries
Accounts will be debited with the total of their/respective
columns. You will notice that the Ledger Folio columns
of these last three accounts are inserted at the bottom of
the totals. /

In a business having several Departrﬂents, you  will
realise the value of keeping the accounts of each Department
separate so that we may ascertain what profit or loss each
Department has made. If we were content, for instance,
to amalgamate the accounts for Drapery, Stationery and
Groceries in one Trading account, we shall not know how
we have fared in regard to the working of each Department,
although we can tell the result of our trading as a whole.

THE SALES BOOK

What we have said about the Purchases Book applies
equally to the Sales Book (also called the Sales Day Book
or the Sales Journal or the Sold Book) with the exception
that the parties whose names appear in it and to whom the
‘goods are sold on credit are debited, and the total of the Sales
Book is credited to the Sales Account in the Ledger.

The Sales Book, whether in the simple form or in the
_.columnar form is ru]ed in exaetly the same way as the
Purchases Book,

The following is a specimen of the simple form of Sales
Book :—

SALES BOOK

Date Name i Particulars ] .. F. Amount

RETURNS BOOK 111

When an order for goods is received, the particulars
are first entered in an Order Book, and when the goods are
despatched ‘the particulars of each despatch are recorded in
the Despatch Book from which the Sales Book is written up.
An Invoice is\drawn up at the same time and sent to the
customer, usually on the same day the goods are despa,tched

\\ RETURNS BOOKS

Two books are usually kept—one a Returns Inwards
Book (also called ﬁhe Sales Returns Book) and the Returns
Outward Book (also called the Purchases Returns Book.)
These books are kept on exactly the same lines as the Pur-
chases Book and the Sales Book, and are intended to record
respectively the value and particulars of goods returned by
a customer, and of goods returned fo him.

The whole or part of the goods sold or purchased may be
returned for various reasons : It may be that the goods
supplied were not up to specification or that they were in
some way damaged.

The total of the Returns Inwards Book will of course
be debited to the Returns Inwards account in the Ledger,
and the total of the Returns Outward Book will be credited
to the Returns Outwards account in the Ledger.

Credit As in the case of Purchases, any goods returned
NI&:_- o to us will be recorded by the stores clerk in the

*  Goods Received Book, and we shall then issue to
the customer a Credit Note which is a note giving particulars

|
1

of an amount in respect of which a customer is being credited.
i l s It takes the following form and is printed in red ink to
1936 B I: ks distinguish it from a Debit Note which is printed in black :—
Jany. 5| E. Bleakly 3 £ases syrup 5 - 120 | 6o
8 1 J: Knower 1 doz. tins salmon k 25 iz, | 00 CREDIT NOTE
10 | S. Pearce 6 cases herrings 20 150 | 00 ) 6
1z | M. Perera 8 jars preserve - i1 | oo- J. Black Esq. TN ) January, 4, 1936.
12 | LiSilva 4 cases chutney 28 o bl L BB ) Cr. in account with Johnson Bros.
Sales a /e Cr. 25 Rs. 325 | oo 5
—— * Jan. 4 By groceries returned this day Rs. 2400
Digitized by No im Foundation.
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112 RETURNS BOOK

returned to the seller. But in such a case the/ buyer will
naturally claim compensation for the damage. In that
event the seller will make an allowance to
will send him a Uredit Note in support of

overcharge we shall send him a Credit Note ‘ By overcharge
in Invoice No—’. A Credit Note wouldf also be sent when
the cost of packages is charged for in the original Invoice
and the empties are returned— By empties returned ’.

A Debit Note is the converse of a Credit Note, and
may be defined as a note showing ‘the amount in
respect of which a person is being debited. Tt real]v
serves as an extension of an Invoice, and is made out in the
following form :—

DEBIT NOTE
R. Henry Esq.
Dr. to Thos. Braid & Co.
2 TR T 7
Jany. % ' To undercasting of Invoice No.....o.ouos I Rs. 1000

When an undercharge has been made in casting the
Invoice either in regard to the price charged or in compu-
tation, a corrected Invoice is.sent to replace the previous
one ; but where the error is discovered some time later, the
usual procedure is to send a Debit Note which is really a
supplementary Invoice. Some firms also send Debit Notes
when they return goods to the seller.

Exercise 11
1. What is a Purchases Book ? What particular kinds of entries

g PURCHASES AND SALES BOOKS 113
iy 08 How oes the use of Purchases and Sales Books reduce the
work of the Book-keeper ?

4. Why m-e;__Purchaaes and Sales Books sometimes kept in Tabular
or Columnar fo‘m?

5. Whatisa Returns Inwards Book and where is the total of such
a book entered in\the Ledger ?

6. What is a Credit Note ! How do you distinguish it from a
Debit Note ?

7. Name three items that may suitably be entered in a Credit
Note. Draw up a Credit Note in proper form.

8. When is a Debit Note sent to a customer ?

9. (a) From the following particulars draw up in proper form a
Purchases Book, a Sales Book, a Returns Inwards Book and a Returns
Outwards Book :—

Rs. Cts. £ 8. d.

Jan. 2 Sold goods to R. Smith........ 200 00 13 6 8

+» 3 Bought goods tfrom P. Pearson. . 150 00 10 0 0
5+ 4 Returned goods to Pearson as

unsuitable.......... . 0000, 30 00 2 00

oo 6 Sold goods to J. Brown........ 340 00 28 3 4
0 7 J. Brown returned goods bought

anithe Bth:. .. Sl L1 35 00 R A T

o 8 Sold goods to 8. Swa.n .......... 450 00 30 0 0

»» 9 Bought goods of R. Thomas. 160 00 10 13 4
» 10 R. Smith returned. goodn as

damaged. . g i 40 00 2 13 4

. 11 Sales returns fmm S Swan ..... 60 00 4 0 0

,» 12 Sold goods to A. Smith for cash. , 120 00 8.0 0

.+ 14 Bought goods of B. Taylor. ..... 315 00 2l 0 0

,. 15BalestoC.Beven.........v.... 240 00 16 0 0

»» 16 Bought of R. Dawson goods. . .. 190 00 12 13 4

Returned goods to B. Taylor. . .. 50 00 3 6 8

(b) On July 1, 1938, A. Smith began business with a Capital of
Rs. 50,000-00 (£3,333-6-8) in cash. His transactions during the
month were as under. You are required to make the necessary entries
in proper subsidiary books and to post them to the Ledger. Draw
out a Trial Balance and close the accounts, bringing down balances.
Prepare a Balance Sheet as at 31st July, 1938 :—

Rs, Cts. £ s, d.

ate recorded in such a Book ? July | Opened a Bank account with.... 38,000 00 2,533 6 8
) . »» 2 Bought goods for cash......... 10,000 00 666 13 4
2. What is a Sales Book ? How and where would you enter a “.» 3 Bought' Office Equipment and
transaction ‘ Sold goods to T. Timothy for cash’? paid by cheque.............. 3,850 00 256 13 4
Digitized by Nod :-' Foundation.
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114 PURCHASES AND SALES BOOKS
Rs. Ots. /£ s d
July 4 Sold goods to B. Bird.......... 620 00 /[ 41 6 8
., 6 Commission due from C. Carey i /
i for work done.,............. 345 00 23 0
. 7 Bold goods for cash to C. Carey. 960 Oﬂ 64 0 0
2 8 Sold goods to D, Dunn......... 1,125 00 % 0 0
,» 10 Part of goods sold on Tth re- '
; turned%;: unsuitable......... 35 00 7§ B
,» 12 Purchased goods from E. Earle. . 1,400 00 93 6 8
,» 14 B. Bird paid cash............. 185 00 12 6 8
Discount allowed............ 15 00 1500
,» 15 Loan to ¥. Frank per cheque. . .. 500 00 i
,» 18 Sundry expenses paid by eash.. . 38 00 2 10 8
,» 20 Bought goods from G. Gamp 600 00 40 0 0
id hi t b
:ﬁ;iq'f:.l d hn'n on .a.e.c.o \m e y 250 00 16 13 4
v 26D, Dunnpaidme.............. 1,000 00 fiﬁ 13 4
4+ 28 Withdrew cash from bank...... 2,000 00 133 6 8
,, 31 Paid rent by cheque........... 200 00 13 6 8
Paid salaries by eash........ G 450 00 30 0 0
Value of stoek.........oounn 10,500 00 700 0 0

(¢) The following is my Trial Balance on July 31, 1938. You are
required to prepare therefrom a Trading Account, a P. & L. Account,
& Capital Account and a Balance Sheet :—

TRIAL BALANCE

Dr. Cr. Dr. Cr.
Rs. |Cts. Bs.' lCtal] £ s | d. 7y s | d
Stock account (1-7-38) 8,000 | oo 533 g g
Sundry Debtors......|- 8go | oo 59 A g
Sundry Creditors.....|, 460 00 3 3
BT R e o Il 642 |13 | 4 iy
Bankis s i iind 8,260 | oo 550 113 [ 4
P.& L. Account. ..., g5 | oo ; 6| 6] 8
Returns Inwards..... 48 | oo 34| @ i
Returns Outwards... . 63 | oo 4 Sl
Soalpge S Ll eral = (RTRIWE 2,000 | oo : 103
Purchases ... i..cuiee 3,620 | oo za1:| 6. & iy
Capital.. .. .cooovive, 27,130 | o0 1,80 2_ _‘!’_
30,553 | 00 | 30,553 | o T s I T
Value of stock on 31st July. 1938 Rs. 9,200 00 £ 613 6 8

. (d) On December 1, 1936, the accounts of R. Fernando showed the

following balances :— Rs. Cts. £ oed

Crghlc oo i AN R O S H 8,800 00 573 6 B

Bankoverdrawn . ... v vesvanns Paucs 280 00 18 13 4

Digitized by No
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Debts Receivable :— Rs. Cts. £ s d,

Pk s S Gl s 160 00 10 13 4

BiJawet fut R il e M B T 290 00 19 .. 6 8

C. Durrant.. . . . e P e 130 00 IR, S S &

1, Sl e i e e R 1,420 00 94 13 4

K Btephopas o U0 T RN 140 00 & 8 8
Debts Payable :—

iEBaearass, ~ I esro e e ol 230 00 15" 6 8

16, 00 Ferm v L USROS R D L 180 00 EEN0 20

= ML TR SN 95 00 6 6 8

BEOS T AR e o Dot 12,600 00 840 0 0

Purcheaes aceotnt, oty il b 8,200 00 546 13 4

Saloraainimt, . RS T 6.920 00 461 6 8

ot Twards ... i e e 280 00 18 13 4

Returns Oubwards. . ..asiew syt 140 00 9 "6 8

Furniture and Fittings................ 1,600 00 106 13 4

Find his Capital through Journal entries and open accounts in the
Ledger. Then enter the following transactions in suitable subsidiary
books, take out a Trial Balance and close your books. Draw up a
Balance Sheet as at 31st December, 1936 :—

(Accounts involving profit or loss may be posted direct to the
P. & L. afe.). ;
Rs. Cts. By o

Dec. 1 Paidcashintobank............ 5,000 00 333 6 8

Charged D. Silva interest on
overdue account. ............ 25 00 1 13 4

s+ 2 Purchased goods and paid by
T el e R ST 230 00 15 6 8
Sold goods to P. Henry......... 1,225 00 81 13 4

»» 3 Received cheque in full discharge
of B. Jowett’s account....... 275 00 RN 8
- 4 C. Durrant bought goods. .. .... 2,400 00 160 0 0
Paid charger on his a/¢ by cash 80 00 5 6 8
»» 5 B. Button beught goods........ 860 00 57 6 8
- B Sold goods to T, Smith......... 690 00 46 0 0
» 1 Bought goods from J. Perera. . .. 460 00 30 13 4
» 8 K. Stephens paid cash......... 75 00 5 0 0
Discount allowed............ 5 00 6 8

T. Smith returned part of goods
bought on 6th............... 60 00 4 0 0
»» 9 Paid Rates by cheque.......... 50 00 3 6 8
,» 10 Paid L. Mottau cheque. . ....... 90 00 6 0 0
Discount allowed..,......... 10 00 13 4

-»» 12 Repairs to Furniture paid by
(T i e B S 25 00 1 13 4

im Foundation.
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116 PURCHASES AND SALES BOOKS

R-s. Cts. % g. d.

Dec. 13 Sold goods to E. Ealing........ 250 00 16 13 4 CHAPTER XII
,» 15 K. Stephens became jpsolmn; ;
and paid a composition o : :
25 cts, in the rupee (5s. in the Bills of Exchange
£) in full settlement of his debt o
5 16 D, Silva paid me cash.......... 390 00 26 0 5 A
Discount allowed .. .......... 10 00 133 : = ——
,» 17 Bought goods of L. Mottau. ... .. 265 00 17 13 4 ! . .
;» 18 Returned part of goods bought " Bills .Of Exeh&nge play a very important parb in the
from L. Mottat. ........ ... ‘igg gg - g g credit transactions of large business concerns. But what
el ﬁr,e‘f,‘é}‘f:é"ee‘;’:fesfﬁfldﬁﬁC“ﬁgﬁi : % is a Bill of Exchange ! The Bills of Exchange Act of 1882
previously written off. . ...... 150 00 10 0 0 defines it as ‘an unconditional order in writing addressed
»» 21 Sold goods to A. Douglas....... 620 00 41 6 8 by one person to another, si gned by the person giving it,
AR Dci)uglals_itretu;ie;i part of goods e A requiring the person to whom i.F is addressed to pay on
Paiﬁ‘fgm ?;;r (,hseque """"""""" 100 00 6 13 4 . demand or at a fixed or determinable future time a sum
sl walan e O i 225 00 15 0 0 . certain in money to, or to the order of, a specified person,
s 23 Drew cheque forself. !, ........ 300 00 20 00 or to bearer’. This is a very full definition, and should be
Cash purchases. . ...........vn. 185 00 12 6 8 committed to memory.
.+ 24 R. Samuel sold me goods....... 165 00 LL 0 ,
; ; : g t ; :
el Refj-‘:xﬁaﬂ m&ﬁg‘wd‘b bough 30 00 2:0,0 For purposes of illustration, we shall assume that John
»» 29 Received cheque from A. Douglas 238 00 Lae A Perera owes Joseph Silva Rs. 1,000-00. Joseph Silva makes |
Discount allowed .. .% ... ..., 12 00 16 g out a Bill of Exchange in the following form and sends it
+» 31 Paid wager by cash, ........... 260 00 153500 W5 Joh Patare. o -
Interest on Capital............ 140 00 9 g g
Goodsonhand.............. 12,500 00 833 No. 1 Gulatbo) Febmitey) 151955,
Rs. 1,000.00 )

Two months after date pay to me or my order the
sum of One Thousand rupees, value received.

STAMP
JOSEPH SILVA

JOHN PERERA, "Esq.

Now this Bill complies in every particular with the'
(definition of the Bills of Exchange Act. You will notice
that, as in the case of a cheque, there are three parties to
- 117
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118 BILLS OF EXCHANGE

the Bill, viz: the Drawer (Joseph Silva), the Drawee (John
Perera) and the Payee (Joseph Silva). In this example the
Drawer and the Payee are one and the same person, but if
Joseph Silva required the Bill in order to pay a creditor of

* his (Alan Gomes), then, instead of the words ‘me or my,

order’ he might substitute ‘ Alan Gomes, Esq. or order’,
and Alan Gomes would thus become the Payee. In that
way, if A owes B money, and B owes €' money, B can meet
his liability to C by drawing a Bill on 4 and making C' the
Payee.

Let us examine our illustration in greater detail. The
date of the Bill appears -on the right upper corner, and on
the left upper corner there appears the serial number of the
Bill. This serial number is of course not essential to the
composition of a Bill of Exchange, but where a firm’s business
is' conducted largely through Bills, it is customary to give
each a serial number for the sake of easy reference. On
the left side you will also find a stamp, either adhesive or
embossed, to satisfy the stamp duty which is reckoned in
each country according to a graduated scale fixed by
law.

In Ceylon, the stamp duty payable on Bills of Exchange
is stated as follows in Ordinance No. 22 of 1909 :—

Bills of Exchange payable on demand 5 cents.

Bill of Exchange, promissory note, draft or order for
the payment at any time otherwise than on demand to the
party named therein, or the bearer, or to order, of any sum
of money— :

Notlover B 100, oo vl s an s 10 cents.,
Over Rs. 100 and not over Rs. 250....... 15

Over Ra. 250 3 Ba. 500, ... AT

:Over Rs. b00 i Rs. 1.000.. ... e )

Every further Rs. 1,000 or part thereof.... 50

BILLS OF EXCHANGE - 119

In England, the stamp duty on Bills of Exchange is
as follows :—

Bills of any amount p.ayable on demand or at sight or

within three days after date or sight 2d.

On other Bills the duty payable is as follows :—

Forsums not exceeding £ 10 ................ 2d.
Over £10 and not over £ 25........... 0w 3d.
Over £25 v - Db R U S €d.
Over £ 50 o DN S 9d.
Over £75 b B 1s.
Every further £ 100 or part thereof - 1s.

The term or currency always begins the word-
ing of the body of the Bill. In Inland Bills
this is generally so many months after date and
in Foreign Bills, which are Bills drawn by a person in one
‘country upon a person in another country, it is so many days
or months after sight. ° After sight '’ means after the date
on which the Drawee has had the opportunity of seeing the
Bill, that is, after it has been presented to him. Now, accord-
ing to our illustration, you would presume that the Bill falls
due on the lst April, or two calendar months after the date
stated on it. That, however, is not the case because the
law allows T'hree Days Grace for payment after maturity,
unless the Bills specifically states that the term is to be
without grace. This Bill will therefore mature or become due
on the 4th April. The term of the Bill, that is the period that
must elapse before the Bill matures, is sometimes also called
the Tenor of the Bill. '

A Bill may also payable ‘ On Demand’ or < At Sight’,
in which case payment is due immediately on presentation,
no days of grace being reckoned on'such Bills,

Term or
Currency.

As we have pointed out, the Payee is the person
to whom the money should be paid. In this case
he is also the Drawer (Joseph Silva). The words ‘or my
vrder ’ require that the Payee shall endorse the Bill before

Payee,

" he can claim the money,
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120 BILLS OF EXCHANGE

As in cheques, the value of the Bill is written
both in words and in figures, in order to make
it more difficult of alteration. The figures are shown at
the top of the Bill in the place indicated.

‘Amount.

These words, although superfluous, are invariably
added to the Bill to show that value in cash,
goods or services has been received by the
Debtor. Even without these words, it would be assumed
that such value has been received.

The Drawer (Joseph Silva) affixes his sig-
nature at the bottom of the Bill, just as he
does when he signs a cheque, and the name of
the Drawee (John Perera), to whom it is addressed, appears
on the left bottom corner.

Having drawn this Bill, Joseph Silva will
: now send it to John Perera for the latter’s
Acceptance. acceptance. If John Perera agrees to the
" terms of the Bill, he will accept it by

writing across the fage of the Bill .—

Value
Received.

Drawer and
Drawee.

1 @h'

o

\ r} ;
g ¥

It would be sufficient if he merely wrote the word
‘ Accepted * and put his signature underneath, but usually
the Drawee arranges with his Bank to pay the Bill at maturity
on his account, and so he adds the name of his Bank in order
that the Bill may be met there when due.

The above Acceptance is called a General Acceptance
to distinguish it from what is known as a Qualified Accep-
tance, If the Drawee is not willing to agree to all the terms of

BILLS OF EXCHANGE 121

the Bill (he may, forinstance, be willing to accept it for only
part of the sum specified ; or provided the term of the Bill
is extended to say three months), he will make a Qualified
Acceptance by writing across the face of the Bill

Accepted for Rs. 500 only.
or

Accepted payable in three months.

If he refuses to accept the Bill at all, then of aourse the
document will have no value whatever, and will be said to
be dishonoured for nom-acceptance. If, however, he doés
aacept the Bill, he will return it to the Drawer who will then
hold a document of some value. John Perera will now no
longer be known as the Drawee but as the Accepior, and the
Bill will be known as John Perera’s dcceptance. By accepting
the Bill, John Perera accepts the responsibility of complying
with the terms of the Bill, that is, of paying the value of the
Bill at maturity to the holder who will be either the payee
or a person to whom it has been legitimately transferred by
endorsement.

Joseph Silva (the Drawer) has now obtained documentary
proof of Perera’s indebtedness to him, and he can make use
of the Aaceptance in one of three ways, e.g.

(¢) He may keep the Bill until it matures and then
collect the money, or '

(b) He may transfer it by endorsement to one of his
creditors, or

(¢} He may Discount it at the Bank by endorsing and
handing it over to the Bank and receiving prompt cash in
exchange. In such a case the Bank will not be willing to
give the full value of the Bill (Rs, 1,000) in exchange because
the Bank will have to wait until the Bill matures before it
can collect the money, and must therefore make up the
interest on the payment ; moreover, the Bank is entitled to
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122 BILLS OF EXCHANGE

remuneration for the services it renders. The Bank will
therefore charge Joseph Silva what is known as Bank Charges
and will deduct that amount from the Rs. 1,000 before the_
cash is handed over. Now, although Joseph Silva has
discounted the Bill at the Bank and received cash in exchange,
it must be remembered that there exists a confingent liability
on Silva’s part to the Bank, forshould the Bill be subsequently
dishonoured, the Bank will debit Silva with the full value of
the Bill. By ° contingent liability ’ is meant a liability that
is contingent or dependent on something happening, that
something in this case being the non-payment of the Bill
A Bill of Exchange may also be discounted with a person or
firm other than a Bank, in the same way.

What we have said about endorsements
on cheques applies in the same measure
to Bills. There are three kinds of endorsements—(General,
Special and Restrictive. In the case of a General Endorse-
ment (or ‘ Endorsement in Blank’), the payee merely writes
his name across the back of the Bill, thus converting the
Order Bill into a Bearer Bill which may now be negotiated
in the same way as a Bearer Cheque. Or he may make a
Special Endorsement transferring his interest in the Bill to
another party, as, for example, by writing on the back of the
Bill :

Endorsement,

Pay to A. Fernando, Esq. or order
Joseph Silva.

Now, A. Fernando in turn may transfer the Bill to an-
other party, and so on. Thus it sometimes happens that
there iz not sufficient space on the back of the Bill to ac-
commodate all the endorsements. In that case a slip of
paiper called an Allonge, which is the same width as the Bill,
is pasted at the end of the original Bill, and endorsements
are continued on that slip of paper. But the first endorse-
ment, after the Allonge has been attached, should be partly
on the original Bill and partly on the Allonge. This is
necessary in order to prevent the substitution of another
allonge with intent to defraud. :
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Again, an endorsement may be a Restrictive Endorsement
which prevents the further negotiation of the Bill by restric-
ting payment to the next party and to no other. An example
of a Restrictive Endorsement would be :—

Pay to A. Fernando, Esq. only
Joseph Silva.

A Fernando will then not be entitled to transfer his interest
in the Bill to a further party, because payment is restricted
to him,

An endorsement is also sometimes made with the addition
of the words ° sams recours’ (without recourse). It means
that the endorser in such a case disclaims all liability in
the event of the Acceptor or any of the previous endorsers
of the Bill failing to meet it when due.

3 We have already referred to the possibility
l];;?lléonoured of a Drawee’s refusing to accept a Bill. It
5 is also possible that, after accepting it, he

fails to settle the Bill when it becomes due. The Acceptance
is then said to be Dishonoured for non-Payment. When
a Bill is dishonoured for non-payment, it is usual for the
Drawer to have it Noted as an independent proof that the
Bill was presented for payment and not met. This Noting
is usually done by a Notary Public who represen ts the Bill
for payment and then makes an endorsement on it to the
effect that the Bill was presented for payment and not paid,
and the reason for such non-payment. It must be observed
that our failure to nole a Bill does not invalidate our claim
on the Bill : the noting merely establishes independent proof
that the demand was made and was rejected. It is essential,
however, that when a Bill is dishonoured, we should lose no
time in acquainting those liable on the Bill of the fact :
otherwise, such parties will be relieved from liability. In
the case of Foreign Bills, this noting is followed by a Profest
which is a certificate given by a Notary Public that the Bill
was presented for payment and was refused. The extra
charge for noting must naturally be debited to the Acceptor’s

-account as he was responsible for the expense to which the

Drawer was put in this connection.
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The Acceptor of a Bill can settle his Accept-
iit;ée?;iléteof ance in various ways. If he has sufficient
P ' money to meet it before it matures, he may
pay prompt cash in consideration of a discount or rebate
made to him for early settlement. This is known as Retiring
a Bill. The allowance or rebate will of course be a loss to the
holder of the Bill and will be treated as such in his books.

The Acceptor may also, with the consent of the holder,
Renew his Bill by giving a fresh Bill in exchange for the old
one. In such a case it will be necessary that the amount of
the new Bill should be for a larger amount than that provided
on the original Bill, because the holder will have to wait for
a further period before the money on the new Bill becomes
due, and he will require interest on his money for that period.
If, for instance, in our illustration, John Perera cannot meet
his Bill on the due date (4th April), the Drawer may be con-
tent to accept in exchange a new Bill for say Rs. 1,050 which
beeomes payable on the 7th June. It may also be possible
for Perera to settle his old Acceptance by paying cash
Rs. 500 and giving a new Bill for say Rs. 525 in exchange for
the old Bill.

Drafts. Lhe word ‘ Draft’ is often used indiseriminately

* as synonymous with a ‘ Bill’ or an ‘ Acceptance.’
In its real sense a Draft is a Bill of Exchange which has been
drawn but not aoccepted. An Acceptance, on the other
hand, is a Bill that has been accepted. We talk about
‘drawing a draft’ on A. Nelson but never of drawing an

acceptance. The term ° Bill ’ is used to signify either a Draft

or an Aaceptance,

. . " Before we consider how we should
aBrllgsBl;i‘;:efa‘:;;?& - deal in Bookkeeping with our
* transactions in Bills, we must note

that Bills are divided into two classes: Bills Receivable
and Bills Payable. A Bill Receivable iz a Bill on which we
have to receive money, while a Bill Payable is a Bill on which
we have to pay money. If you will refer to our illustration
~ at the beginning of this chapter, you will see that, so far as
Joseph Silva is concerned, it is a Bill Receivable because
he hopes to receive money on it at some future date. On
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the other hand, John Perera calls it a Bill Payable because
he has undertaken to pay the valuve of the Bill at maturity.
Thus, every Bill is both a Bill Receivable and a Bill Payable ;
the Payee calls it a B.R. and the acceptor or the Payer calls
it a B.P. We must not, however, let this consideration
obscure the issue. When we talk of a Bill we must look at
it from our own standpoint and treat it accordingly. If we
draw a Bill and someone else accepts it, we call it a B.R.
Conversely, if another person draws a Bill and we accept it
we call it a B.P. We call a Bill a B.R. or & B.P. according
to whether we have to receive money on it or to pay money
on it. It must also be obvious to you that an acaeptance is
retained by the payee until it is met, and when it is met it
must be returned to the aceeptor.

Bills in What is perhaps a very important question
Bookkeeping. 2 connection with Bills is how we should
' " deal with them in our books. Now, you
have already learnt that if we buy goods from P. Smith we
must debit the Purchases account and credit P. Smith ; or
if we receive (Pash from Smith, we debit our Cash account
and credit P. Smith. In precisely the same way, if P. Smith
gives us his Acceptance, we debit the Bills Receivable
account and credit P. Smith. The balance of our B.R.
account will be shown as an asset in our Balance Sheet. On
the other hand, if we give P. Smith our Aaceptance, we shall
debit P, Smith and oredit our Bills Payable aceount. The
balance of the B.P. account will appear as a liability in our
Balance Sheet. This is simple enough. But, as we have
seen, there are various things that may happen in connection
with a Bill. We shall first take the case cnP a Bill Receivable,
a].gl::](} see how we should deal with transactions relating to such
Boees
BILLS RECEIVABLE

Ml “I draw -a Bill on P, Swmith for
(a) Drawing a Bill. Rs. 1,00C which he accepts . f
If I were journalising all my transactions, this would
appear as follows :— -
B.R. . Dr. Rs. 1,000
To P. Smith Rs. 1,000
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No entry should really be made in your books until the
Bill hfsegctﬁauy been accepted, but when a Bill is drawn
it is usually presumed, unless otherwise stated, that the
Bill has been accepted.

(b) Meeting a Bill. “P. Smith meets his Bill at
i maturity.”
Cash . " Dr. Rs. 1,000
To B.R. Rs. 1,000

It is important here that you should notice that when
a Bill is settled or met, no personal account is involved. Gash
goes one way and the Bill goes the other way. This is true
both of Bills Receivable and of Bills Payable. Although
Smith pays me the money to redeem his Bill, I cannot cre('ht
him with the amount because T had already credited him
when he gave me his Acceptance. I have now to return
him the B.R. that I hold, and as the B.R. goes out I credit
the B.R. account with the amount and debit the Cash which
comes in.

(c) Dishonoured Bills. “P. Smith dishonours his
! Acceptance at maturity. Not-
: i ing charges paid Rs. 10.”

P. Smith Dr. Rs. 1,010

To B.R. Rs. 1,000
,, Cash (noting
charges) 5 10

The above is merely a reversal of the entry as shown
in (@) with the. additional debit to P. Smith’s account of
Res. 10 which was paid in cash as noting charges. The Bill,
haying been dishonoured, is now a worthless document,
and as I originally debited the B.R. aceount with the value
of the Bill in the expectation that it would be met at maturity,
1 have now to make a contra entry on the credit side, which
cancels that debit entry.

(d) Retired Bills. ““P. Smith retires his Acceplance
: ‘before maturity by paying me

; Cash Rs. 980.”

(Clash Dr. Rs. 980

DiSGﬂ‘mt' ] 1 20
To B.R. - Rs.-1,000
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In this case we have received only.Rs. 980 in settlement
of a B.R. whose face value is Rs. 1,000. The difference,
Rs. 20, represents the discount I allow Smith for retiring his
Acceptance at an earlier date than that on which it was due.
As such a discount is a loss to me, I must, of course, debit

- my discount account with the Rs. 20.

(¢) Renewed Bills. “P. Swmith renewes his Aeccept-
ance by giving me a new Bill

for Rs. 1,050.”
B.R. Dr. Rs. 1,050
To P. Smith : Rs. 1,050
" P. Smith Dr. Rs. 1,050
To B.R. Rs. 1,000
., Interest i3 50

A new B.R. for Rs. 1,050 has come in and the B.R.
account must therefore be debited, while P. Smith is credited
with that amount. The old B.R. for Rs. 1,000 has gone
out and must be credited. The difference Rs. 50 represents
the Interest I gain for having to wait a further period before
the new B.R. becomes due. This interest is a gain to me
and must therefore be credited to the Interest account.

(f) P Smith settles his Acceptance by giving me Cash
Rs. 500 and a new Bill for Rs. 525.”

Cash Dr. Rs. 500
B.R. RS
To P. Smith Rs. 1,025
P. Smith Dr. Rs. 1,025
To B.R. - Rs. 1,000
., Interest e 25

Cash Rs. 500 and a new B.R. have come in and these
accounts must therefore be debited. The old B.R. for
Rs. 1,000 has gone out and that acecount must therefore
be credited. The difference Rs. 25 represents the Interest
allowed to me for the further period before the Bill matures

.. and is credited to Interest aceount.
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Negotiating Bills. I settle my debt to R. Jones
o i by giving him P. Smith's
Acceptance.” -

R. Jones Dr. Rs. 1,000
To B.R. Rs. 1,000

Note that P. Smith’s account is not in any way affected
by this transaction. A Bill, as we have seen, is a negotiable
instrument and may be transferred by endorsement from
one party to another. Whoever holds the Bill at the date
of maturity will of course claim the value from the Acceptor

direct.

(h) I buy goods from R. Jones and gi’ve him P. Smith’s
Aceeptance in payment.” fi

Purchases Dr. Rs. 1,000

To R. Jones ’ Rs. 1,000
R, Jones Dr. Rs. 1,000 _

To B.R. Rs. 1,000

The B.R. in this case takes the place of Cash, and the
transaction is dealt with in just the same way as we should
deal with a cash purchase from R. Jones.

(i) Discounting Bills. I discount P. Smith's
; . Acceptance with the Bank for

Rs. 985.”
Bank Dr. Rs. 1,000 /
ToBR. - Rs. 1,000
Bank Charges Dr. Rs. 15 |
To Bank _ Rs. 15

In practice, the above entries will naturally be made in
the Cash Book, the Bank first being debited with the jull
value of the Bill and then credited with the Discount which
in this case is termed °Bank Charges.” The ° Discount’
must nof be entered in the Discount column of the Cash
Book because this column is reserved for Cash discounts, and

_you have already learnt that Cash discounts are allowances
made for prompt payment of a debt or for payment within
a prescribed time. :
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(7) Discounted Bills dishonoured. “P. Smith’s
Acceptance  discounted  at  the
Bank returned dishonoured”,

P. Smith Dr. Rs. 1,000
To Bank Rs. 1,000

The Bank must be credited with the full value of the
Bill because when it was discounted at the Bank we debited
the Bank with its full value. Now that the Bill has been
dishonoured, we must cancel that debit with a contra
credit entry. Moreover, as P. Smith was credited with the
amount when he gave us his Acceptance, he must now be
debited with a like amount.

BILLS PAYABLE

In the above examples we have studied the procedure
adopted in Bookkeeping, in dealing with Bills Receivable.
The method of dealing with Bills Payable, you will under-
stand, is just the reverse, but for purposes of illustration we
shall take a few examples in order to make it clear how the
Bookkeeper should deal with them :

(@) Accepting a Bill. “I accept P. Smith’s draft

for Rs. 1,000 or
“P Smith draws on me for
Rs. 1,000”.
P. Smith Dr. Rs. 1,000
To B.P. Rs. 1,000

If I had given P. Smith cash, I should debit him and
credit Cash ; if I had sold him goods, I should debit him
and credit Sales. Just in the same way, if I give him a
B.P. (my Acceptance), I debit him and credit B.P.

(6) Settling a Bill.  “I seitle my Acceptance to P.
Smith at maturity”.
B.P. Dr. Rs. 1,000
To Cash Rs. 1,000

Note here again that when a Bill is paid, whether it
be a B.P. or a B.R,, no personal account is involved. The
Bill goes one way and the Cash goes the other way. In

2313—F
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the above case I have paid cash to redeem my Acceptance
(B.P.). The B.P. therefore comes in and is debited, while
Cash goes out and is credited.

(c) Dishonoured Bills. “I  dishonour —my  Accepl-
ance to P. Smith at maturity’.

B.P. Dr. Rs. 1,000
To P. Smith ) Rs. 1,000

This is a reversal of the entries I made in (a)
above, and my financial position in regard to P. Smith
stands just as it was before I accepted his draft.

(1) Renewed Bills. “I renew my Acceplance lo
' . P. Smith by giving him a new
B.P. for Rs. 1,050",

P. Smith Dr. Re. 1,050

To B.P. : Rs. 1,050
B.P. ¥y " 1!000
Interest e Al 50

To P. Smith . ., 1,050

A new Bill Payable for Rs. 1,050 has gone to Smith
and the B.P. account is credited with that amount. The
old B.P. for Rs. 1,000 nas come in and that account is
therefore debited, The interest of Rs. 50 is a loss to me
and must be debited to the Interest account. P. Smith
will now have to wait a further period therefore the new Bill
matures, and he is therefore entitled to that extra credit
by way of interest.

The above transactions will suffice to show you how
to deal with Bills Payable. It must be noted that, after
T have accepted P, Smith’s Bill, I am not concerned with what

. he does with it. He may transfer it by endorsement to an-
other party, or he may discount it at the Bank, but that would
make absolutely no difference to me What I am concerned
about is that the Bill falls due on a certain day and that
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I must be ready to redeem it then. The holder of the
Bill at the time of its maturity, you will understand, may
not be P. Smith at all ; but whoever has possession of it
at the time (supposing it is legally transferred by
endorsement) will be entitled to payment, and when I honour
{or pay) my Acceptance, I shall credit my Cash and debit
my B.P. account with the amount of the Bill.

: It may happen that a person is in
gﬁigmmodatlon need of rgggy money p:md cannot

T obtain a temporary loan. He knows,
however, that if he has an Acceptance (a B.R.), he can
discount it at the Bank. He therefore resorts to the
simple expedient of finding a person who would accommo-
date him by accepting his draft, although that person may
not owe him any money at all. Such a Bill is called an
Accommodation. Bill or a * kite”. It may also be that the
person to whom he has applied is also in need of some money
and so they arrange to divide the proceeds. Now this is
what happens: A is in need of Rs. 500 and his friend B.
is also in need of Rs. 500. 4 therefore draws a draft for
Rs. 1,000 on B; B accepts it and returns it to 4. 4 then
discounts the Bill at the Bank on the joint credit of both
A and B., and receives say Rs. 950 in cash, the Bank having
deducted Rs. 50 to cover their charges and interest. This
Rs. 950 is divided between A4 and B. When the Bill
matures, B will be expected to meet it, and by arrangement,
A will refund to B his half share of the value of the Bill
(namely Rs. 500) before the due date of the Bill. In this way
both 4 and B were accommodated with ready money at the
time they needed it. You will realise, however, that a Bank
will not readily discount an Accommodation Bill because if
A or B has not sufficient credit to be able to raise a loan with-
out resorting to the device of introducing an Accommodation
Bill, it is hardly likely, in ordinary eircnmstances, that either
of them will be able to meet the Bill when it falls due.
Moreover, in a transaction of this nature, the amount does not
represent value received, and the Bill is therefore not a
legitimate one.

# Foundation.
aham.org




132 : BILLS OF EXCHANGE

Promissory A Promissory Note (or a pro. note), is
Wates really another and a simpler form of an

2 Acceptance. It is a promise to pay a
certain sum of money to a certain person on a certain date,
and is drawn in the following form :—

PROMISSORY NOTE

Colombo, February, 1, 1938.
Ras. 1,000.00

Two months after date I promise to pay to Mr.
Joseph Silva or his order the sum of Rupees
STAMP Ome thousand for value received.

JOHN PERERA

Now in essence, this Promissory Note has the same
gignificance and the same, value as John Perera’s Accept-
ance referred to at the beginning of this chapter, for both
documents are an undertaking by John Perera to pay Joseph
Silva the sum of Rs. 1,000 on the 4th April. The real dif-
ference between the two documents lies in the fact that in the
case of the Bill of Exchange, the creditor (Joseph Silva in this
case) draws it, and the debtor (John Perera) accepts it ;
whereas in the case of the Promissory Note, it is drawn by the
debtor (John Perera). In making entries in his books, Joseph
Silva would treat both of them in exactly the same way ; in
other words, he would deal with a Promissory Note as he
would with an Acceptance. Either of the documents entitles
him to receive money, and so far as he is concerned, they are
both treated as Bills Receivable. |

Foreign A Foreign Bill, is distinet from an Inlsi\,nd Bill,
Bills. which we have dealt with above, is, as its name

implies, one which is drawn or payable or both,
in a foreign country. If a person abroad owes us Houer,
we may draw a Foreign Bill on him.

Foreign Bills are usually drawn in sets of two or three,
each part of the set sometimes being referred to as a “via
The necessity for sets lies in the fact that, in case one via
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gets lost in transit, the second wia, which is sent by a subse-
quent mail, may be negotiated, and time may thus be saved
in collecting the money.

Sometimes, however, only a single Bill of Exchange is
issued, not in duplicate or triplicate. Such a Bill is called a
Sola of Exchange.

In principle, a Foreign Bill does not differ from an
Island Bill, though of course the wording has to be changed
slightly to meet its special requirements. Let us examine
a Foreign Bill which has been drawn in duplicate :—

FIRST OF EXCHANGE

Exchange for £ 100
Colombo, August 1, 1936.

Thirty days after sight pay this first of exchange

(second of the same tenor and date unpaid) to our
STAMP order the sum of one hundred pounds sterling.

Value in account which please place to account.

L. SMITH & Co.

To Messrs. S. Peters & Co.,
Manchester.

SECOND OF EXCHANGE

Ezchange for £ 100
Cclombo, Augitist 1, 1936.

Thirty days after sight pay this second of exchangs

(first of the same tenor and date unpaid) to our
STAMP order the sum of one hundred pounds sterling.

Value in account which please place to account.

L. SMITH & Co.

To Messrs. 8. Peters & Co.,
Manchester.

You will realise that if this Bill were dealt with in the
same way as we deal with an Inland Bill, the process of for-
warding the Bill to England for acceptance and return to us,

‘and sending it back to England at maturity for payment
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would be a long and tedious one. In practice, such a draft
would be discounted at a local Bank who would then send
it to their Agents in Manchester for collection.

When we make a shipment of goods to a person abroad,
we draw a draft on him for the value of our shipment. To
this draft we attach the following documents of title :—

(i) The Bill of Lading (which is the Steamer Company’s
receipt for goods shipped, and which must be produced at the
other end before the goods can be delivered) ;

(i) The Policy of Marine Insurance (covering marine
risk of the goods while in trangit) ;

(iii) An Abstract Invoice (a summary of the full
Invoice which is posted direct to the consignee); and

(iv) A Letter of Hypothecation (whereby the goods
are assigned to the Bank as security).

‘We are then said to draw with documents attached,
and the draft itself is called a Documentary Draft. A Bill,
when no such documents are attached, is called a Clean Bill.

Now a Documentary Draft may be extended further by
the addition of the words “‘Shipping Documents attached to
be surrendered on Acceptance ” or ‘‘ Shipping Documents
attached to be surrendered on Payment”. In the former
case, the Bank at the other end surrenders the shipping
documents on the Drawee’s accepting the Bill, and in the latter
case only on his paying the Bill. The Bill in each of the above
instances will be known either as a D/4 Bill (Documents
against Acceptance) or as a D/P Bill (Documents against
Payment.) ;

In certain countries a time is allowed by custom for the
payment of a Bill of Exchange, and this is termed the Usance
of the country.

You will see from the above what a useful purpose a Bill
of Exchange serves in foreign trade. It may be that the
orderer of goods may not, be disposed to pay for them in
advance, and that we, as sellers are not inclined to trust them
with the goods without payment ; in such a case a Bill of
Exchange helps us through the difficulty. Moreover, a Bill
of Exchange enables us to get prompt payment for our goods,
although of course we have to meet the Bank Charges when
discounting the Bill.
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Exercise 12

1. What is a Bill of Exchange as defined by the Bills of Exchan
Act of 1882 ¢ F o

2. Draw an Inland Bill of Exchange from the following
particulars ;—

Term ; 3 months
Amount : Ras. 2,000
Drawer : R. Massey
Drawee : J. Henry
Payee : 8. Bilva

The Bill to be accepted payable at the Mercantile Bank of
India. Ltd.

3. Define the following terme as applied to a Bill of Exchange :
Currency ; maturity ; days of grace ; tenor ; on demand.

4. How does a Qualified Acceptance differ from a General Accept-
ance ¥ Give an example of the former.

. 5. Distinguish between ‘Dishonoured for non-acceptance’ and
‘Dishonoured for non-payment’.

~ 6. What do you mean by ‘Discounting a Bill’ ? What is a ‘Con-
tingent liability’ ? )

7. Distinguish between General Endorsement, Special Endorse-
ment, and Restrictive Endorsement. What is an ‘Allonge’

.. 8. What do you understand by : ‘Not,ing a Bill’, “Protest’, ‘Re-
tiring a Bill’, ‘Renewing a Bill’ ?

9. Distinguish between Draft, Acceptance and Bill,
_10. How does a Bill Receivable differ from a Bill Payable ? ‘Every
Bill is both a Bill Receivable and a Bill Payable’. Explain this state-
ment.

11. What is an Accommodation Bill ?

12. Define Promissory Note. What difference is there between

a Promissory Note and a Bill of Exchange ?

13. What is a Foreign Bill { Give an example, and state why it
is drawn in sets.

14. What is a Documentary Draft ? Name the doeiimentsreferred

-t-l:l, and state how a D/A Bill differs from a D/P Bill,
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15. What do you understand by ‘Usance’?

16. Where do the balances of your B.R. and B.P. accounts appear
when you close your books ?

17 (a)
. On December 1, 1936 my Bills Receivable and Bills Payable ac-
counts showed the following balances : B.R. Rs. 15,000 (£ 1,000);
B.P. Rs. 9,000 (£ 600). Journalise the following transactions and post
entries to the B.R. and B.P. accounts only. Balance these two
accounts and bring down balances :

Dec. 2 Drew on P. Perera at one Rs. Cts. £ s d
month. . . 600 00 40 0 O
» 3 Accepted the drafts of :—
J. Bmith, at two months.. 300 00 20 0 O
R. Wade, at three months 2 800 00 53 6 8
T. Brown, at one month. .. 250 00 16 13 4
,» b 8. 8ilva gave mehis Acceptance 750 00 50 0 0
,» 6 L. Abraham drew on me at
onemonth............... 380 00 25 6 8
5» 8 T. Brindley dishonoured his
Acceptance due this day.. . 400 00 26 13 4
5» 10 C. Crow renewed his Accep-
tance for Rs. 600 (£ 40) by
giving me a new Bill for. .. 650 00 43 6 8
»» 11 I gave D. David my Promis-
BOTY OB i uvivny o siia oo 360 00 24 0 O
5» 156 Met my Acceptance to E.
*  Earl due this day, at Bank 480 00 32 0 0
., 18 F. Frank drew on me at two
L7110 11 - PP B A 260 00 17 6 8
5 20 I renewed my Acceptance to
G Gaunt for Rs. 390 (£ 26)
by giving him cash Rs. 90
(£ 6) and a new Bill for
Ras. 325 (£ 21.13.4)
5 23 H. Hay pays his Acceptance
due thisday....oovneeann 525 00 35 0 0
s 25 Gave J. Jones my Aweptancs
at two months. . 350 00 23 6
. 26 L. Lawson renewed h,la Ac-
ceptance for Rs, 800 (£
53.6.8) due this day by
giving me Cash Rs. 300
(£ 20) and a new Bill for
Rs. 6560 (£ 36.13.4)
»» 27 Discounted at Bank B.R. for 526 @0 3 0 0
Bank charges on above.... 30 00 2 0 0
5> 28 Received Promissory Note
froml T3 Marrs, ., 1% 20 Joe 80 00 - by L0 8
»» 29 P, Prance retired his Accept-
ance for Rs. 480 (£ 32) by ;
a Cash payment of........ 465 00 31 0 0
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(6) On lst January, 1936, my Assets and Liabilities were ‘a3

follows :—
Rs.

RN o o A e L O 1,900
Banle, 57 A AR T Lo 4,300
Stockof Gooda, . il sty Lo L L 6,800
BR.(Nos1l,2,3 &4)..ciniieiinannn 4,900
B.R N Nos. L& Syt o s 2,300
P.Potersowed me. .. . uiiieivinsn, 460
B Bawson: G- S pateieie s re 380
N PHRSONE 4. b e L 620
E owed A, Abel, nc o sl 0L s e 340

N 1 O R L R 630

Cts.

00
00
00
00
00
00
00
00
00
00

£,

126
286
453
326
153
30
25
41
22
42

8.

13
13
6
13
6
13
6
6
13
0

=

e 00 00 He OO0 He OO0 He W T

Ascertain my Capital by means of the usual Journal entries, and

open accounts in the Ledger.

Then enter the following transactions

in suitable subsidiary books (Journal, Cash Book, Sales Book and

Purchases Book) and post to Ledger.

Rs.
Jan. 3 Paid Cash into Bank........ 1,000
» 4 Gave A. Abel my Promissory
Nobo .. . choallise s Lo 340
;s 0 Drew on J. Parsons at 1 T
Thonthfor. G 500
»» 7 Rawson gave me his Accept-
ance at 2 months......... 380
;» 9 Discounted 8. Silva’s B.R.
(No. 1) for Rs. 1,000 (£ 66.
13.4), the Bank crediting
100 WItH, o vy aion datals s 970
»» 12 Paid A. Abel by cheque...... 340
;s 16 Bought goods from B. Bull
and gave him B.R. (No. 2)
in payment., ... .8, oo 2,600
»» 16 B. P, (No. 1) met at Bank at
miatarity Ul e 1,500
5 18 Sold goods for Cash......... 490
»s 20 Bilva’s . Acceptance dis-
counted at Bank returned
dishonoured, .....c......- 1,000
5 22 Sold goods to P. Peters...... 3,250
»» 24 Peters paid me cheque on
account, which was paid
into Bank. . 2,000
,» 28 B.R. No. 3)settled by cheque
which was paid into Bank 800
. 30 Sold goods for Cash......... 90
5» 31 Value of Stoek......ovvvun.. 6,100

Cloge and prove.

Cte.

00
00
00
00

00
00
00

00
00

00
00

00
00

00

66 -

22
33
25

64
22

173
100

66
216

133
53

6
406

i
)

13
13
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138 j BILLS OF EXCHANGE

{¢) On June 30, 1936 P. Perkin’s accounts showed the following
balances :—

; Ra. Cts. £, a. d.
(it AL W Veesesem i L ek et ST IR n 960 00 64 0 O
Pabby CaER L5 ol s B e eatera 40 87 2 14 6
£ 5 L 2,480 00 1656 6 8
Stockof Goods. . i, vivisvniriiienan 6,560 50 437 7 4
SERRT T by T pa R B R s 2.800 00 186 13 4
NI A B B L S R S e 392 62 26,3 '8
Debts Receivable :—
B AHeahany, Pl s e s e L 468 00 31 4 0
fiButeher. i s 325 00 21 13 4
€ ramer . et i 826 56 R |
D Poughby it sl ki i 496 37 33 L10
Debts Payable :—
i () D 1T 13 e ORI e R 384 12 2512 2
B B s e e L S 624 87 4] 13 2
Bills Receivable..........oooviivnnn 3,200 00 213 6 8
Bills Pagabla. ol b 2,620 00 174 13 4

Ascertain his Capital through Journal entries and open accounts
in the Ledger. Then enter the following transactions for July in their
proper books,—Cash book, Purchases Book and Bales Book. Any
items which do not appropriately fall into any one of these books should
be journalised. i

Post the accounts to the Ledger and extract a Trial Balance, Then
‘draw up and complete the Trading account, P. & L. account, Capital
account and Balance Sheet :—

15 TR o) 1 PR EFNEL S MR R
July 2 Bought goods from B, BEdmund 200 00 13 7 4
. 4 Accepted draft of F. Fairhead
Fars s s anr s e 500 00 ¢ 33 68
w5 Paid sundry expenses from :
Pobiy @asiyes ci s W50k 10 0
,» 6 Bought goods for Cash....... 820 00 a4 13 4
.. 7 Withdrew from Bank....... 1,000 00 66 13 4
., 8 Drew on A. Abraham at 3
o RN AN ST 468 00 31 4 0
,» 10 B. Butecher paid cheque on 5
aceaunt sl d o dl L 240 00 16 0 0
Allowed him discount. .. .. 5 00 6 8
»» 11 Sold goods to A, Abraham. .. 1,890 00 126 0 ©
o 12 Ol Sglea. L oalin e 1,400 62 11 IR B
y» 13 Discounted A. Abraham’s ’
Acceptance at Bank....... 468 00 31 4 0
Bank charges on above. ... 12 00 16 0
., 14 Paid Edmund on account
by cheque................ 475 00 31 13 4
He allowed discount. ...... 25 00 113 4
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Rs. Cts. 1 Byl
July 15 Repairs to Furniture paid by

chogued L s Sl 76 87 8. 2006
. 16 B.P, due today met at Bank 1,600 00 100 0 0

,» 17 H. Hunt's Acceptance due !
today dizshonoured. ... .. 1,600 00 106 13 4
Paid Noting charges on above 12 50 16 8
;» 18 Paid Cash for Stationery..... 86 00 5 14 8

. 20 R. Lamb renewed his Accept-
ance for Rs. 900 (£ 60) by
giving Cash Rs. 450 (£ 30)

and anew Bill at 3 monthsfor a00 00 33 B LR
,+ 21 Sold goods to C. Cramer..... 920 00 61 6 8
v 22 Drew on C. Cramer at 2

months for....... 1,000 00 66 13 4

»» 23 D. Doughty became bankrupt
and paid a composition of
75 cts. in the rupee (15sin
the £) in full settlement... .

. 25 Goods destroyed by fire... . . . 75 00 5 00
+» 28 Bought goods for Cash....., i 345 00 28 0.0
5 31 Paid Wages by Cash........ 285 00 190 0
Credit Capital with Interest 200 00 13 6 8

Rent due but not paid....... 80 00 6 0 0

Value of stoek. ........... 6,500 00 433 6 8

Depreciate Furniture 249%. . .

(d) From the following particulars draw up and close the Bills
Receivable and Bills Payable accounts. No other accounts need be
opened. All transactions Should be Journalised before being posted
to the Ledger :(—

: On January 1, 1936 my B.R. and B.P. accounts showed the follow -
ing balances :— |

Rs.  Cts. £, dy ke
Bills Receivable. . .......... 6,900 00 460 0 0
.« Billg Payabla. .. .oie i 4,600 00 306 13 4
Jan, 2 Drew on R. Silva at 1 month 500 00 j 33 6 8
5 4 Accepted 8. Perera's draft
atrlmonthiel i e 480 00 32 0 0
;s 5 J. Fernando's Acceptance
discounted at Banle. . ..... 810 00 54 0 0O
,» 8 A, Conway drew on me at
2menthsfor............. 690 00 46 «0 0

. 10 BE. de 8oysa renewed his
Acceptance for Rs. 600 (£40)
due today by giving me
Cash Rs, 200 (£13.6.8) and
anew Bill at 4 monthsfor. .. 450 00 30 0 0

;. 12 Bought goods from V. Deutrom
and gave him T. Edwards’

Acceptance in settlement 260 00 s b S ]

;14 Met my Acceptance at Bank. 345 00 23 0

=1" 2]
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140 BILLS OF EXCHANGE

i Rs. Cts. £ eltd
Jan. 18 C. Elias retired his Bill for
Rs. 980 (£ 65.6.8) before
maturity, and I allowed him

a rebate of Rs. 20 (£ 1.6.8) 960 00 64 0 0
» 19 R. Field’s Acceptance which
was discounted at Bank,
returned dishonoured...... 1,200 00 8 0 0
Paid Noting Charges on above 12 00 16 0
s 20 Bought goods from.J. Fernando 500 00 33 6 8
Acceptedhisdraft at 1 month for 480 00 32 0 0
He allowed me discount..... 20 00 1 6 8
_ s 22 I dishonour my Acceptance
to B. Gauder............. 1,800 00 120 0 0
I send him cheque for,...... 800 00 53 6 8
And accept a new Bill from
him at 3 months for....... 1,100 00 73 6.8
»» 24 Sold goods for B.R.......... 300 00 20 0 0

»» 28 T honour my Acceptance to
C.Geddes due this day, pay- i

ment being made by bank 650 00 43- 6 8

{¢) A. Thomas had a Capital of Rs. 6,800.00 (£ 453.6.8) on lst
December, 1936, his goods being worth Rs. 2,500 (£ 166.13.4). On
81st December his accounts showed the following ba.]u,ncez —

Rs., Cts. s. d.
Returngoutward.........ovvuvaen LA 60 ' 00 4 0 0
Rentlioouiins S e e g 100 00 6 13 4
Sundry Debbors. . e - el 700 00 46 13 4
Bad Debts....... R s a e S A e 210 00 14 0 0
Bader s s e i e s e 450 00 30 0 0
15 E 0t ot A A S 800 00 83 .6 8
13 L VA R LR T e 860 00 57 6 8
Sundry Croditors. coveencsesensinnis 50 00 3 6 8
Discounts allowed.........covnviennn 50 00 SRS
Discounts received , .. ..covviriira- 80 00 5 6 8
Furniture & Fitbings....:cvrnvsnaes. 500 00 23 6.8
Plant & Machinery.....oovvvveeeenns 1,500 00 100 0 0
Bills Receivable.......ccocvuoiiiena- 300 00 20 0 0O
BilE Payahlo: « i e e s ' 80 00 5 6 8
Value of Stock.: . oociioainiieany 3,000 00 200 0 0

You are required to prepare Trading, P. & L. and Capital accounts,
and Balance Sheet as at 31st December, 1936. :

Depreciate Furniture & Fittings 5%, and Plant & Machinery 109,

f) P.Isaacand R. Jacob agree to put through an Accommodation
Bill for Rs. 1,500 (£ 100) and to divide the proceeds. Isaac draws
on Jacob, and Jacob accepts the Bill and returns it to Isaac. Isaac
thereupon discounts the Bill at the Bank, receiving Rs. 1,450 (£96.
13.4) half of which he pays to Jacob by cheque. On the maturity
of the Bill, Isaac sends Jacob a cheque for Rs. 750 (£ 50) to enable the
latter to meet the Bill, and the Bill is paid by Jacob. Show the records
of these transactions as they would appear in Isaac’s books.

Digitized by Noolal
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CHAPTER XIII
Bills Books

You will remember that we have already learnt the use of
various books of original entry such as the Journal, the Cash
Book, the Purchases Book, the Sales Book, ete. We are now
going to add to that number by introducing Bills Receivable
and Bills Payable Books. Where a comparatively few Bills
of Exchange have to be dealt with, it will ordinarily be
sufficient to journalise transactions dealing with them unless
you are specially requested to open Bills Books.

In principle, Bills Books are exactly the same as the
Purchases and Sales Books we have already studied. In the
Purchases Book, for example, we recorded all our credit
purchases, and posted the total of those purchases to the debit
of the Purchases account in our Ledger. We also credited
each individual purchase, to the personal account of the party
from whom we bought the goods. The object of the
Purchases Book is of course to save ourselves the trouble of
posting each purchase, as it oceurs, to the Purchases account,
as we should have to do if we used the Journal instead of the
Purchases Book. In just the same way, we record in our
Bills Receivable Book, all Bills Receivable that have come in,
whether in the form of Acceptances or of Promissory Notes.
We credit each party from whom we receive such a Bill with
the relevant amount, and then at the end of our tradingperiod
when we close our books, we transfer the total of the*Bills
Receivable Book to the debit of the Bills Receivable account
in our Ledger. :

So far, the position seems plain enough. But, you ask,
what shall T do if a B.R. is met before the trading period is
over ? Should I deduct the amount of that Bill before

141

Foundation.



142 BILLS BOOKS

transferring the total of the B.R. Book to the Bills Receivable
account in the Ledger ? The answer is emphatically-No.
Whatever happens to a Bill in the meantime will be passed
through either the Cash Book or the Journal, and the postings
from these books will find a place in the Bills Receivable
account in the Ledger. For instance, if we have an enfry in
our Bills Receivable Book to indicate that we have received
John Robin’s Acceptance for Rs. 500, that entry will find a
place, with the other Bills Receivable we have received, on
the debit side of the Bills Receivable account, although it
might have been met before we closed our books. Shall we say
that Robins met his Acceptance on the due date. If we had
asked our Bank to collect the money for us, we shall then
debit the Bank as follows :—
To B.R. Rs. 500.00

Now, in posting this transaction, the Bills Receivable account
will be eredited with that amount, and thus the B.R. account
will be less by the credit entry of Rs. 500.

Again, if Robins dishonoured his acceptance at maturity,
we shall pass a Journal entry as follows :
Robins Dr. Rs. 500.00
To B.R. - Rs. 500.00

Here, again, the B.R. account is credited, and it will
have an exactly similar effect on the Bills Receivable account,
namely that the total of the B.R. account will be reduced by
that sum.

The Bills Payable Book, on the other hand will be dealt
with just as we deal with our Sales Book ; Debit the person
to whom we have given our Acceptance, and credit the Bills
Payable account with the total of all the Bills Payable we have
issued. '

Unlike the Purchases and Sales Books, however, the
Bills Books must give full particulars of each Bill in regard
to its term, name of drawer, name of acgeptor, etc. You
will find specimens of Bills Books'on page 144,

Bills In posting the Bills Receivable Book, you
Receivable  will realise that in each case the person from
Book.
credited. So far as our Ledger is concerned, it makes not
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whom you have received the Bill should be

BILLS BOOKS - 143

the slightest difference who the Drawer of the Bill is, or
who the Acceptor, although these details, would be useful
in case the Bill is not honeured at maturity.

In the first transaction, 8. Silva has drawn the Bill, and
J. Smith has accepted it. Smith’s Acceptance then passes
into the hands of P. Perera either by endorsement or by his
having been made the original payee, and he in turn endorses
it over to us, it may be in settlement of an amount he owed us.
What we are concerned with is the fact that Perera has given
us a valuable document (J. Smith’s Acceptance) which we
can utilise in various ways, for we may transfer it by further
endorsement to a creditor of ours (you will notice in the
‘Remarks’ column that we have so endorsed it to R. Jones)
recording such transfer through the Journal ; or, we may even
obtain ready money on it by discounting the Bill at the Bank.
Following the old rule, then, that a giver should be credited,
we credit P. Perera’s account with the value of the Bill.

In the next two items we ourselves are the Drawers and
R. Adams and B. Henty have accepted our Drafts, and
returned their Acceptances to us. In each of these cases it i8
obvious that we should credit Adams and Henty with the
value of their respective Bills.

Having posted our three credit items to the accounts
of the persons from whom we have received Acceptances,
we next post the total of our Bills Receivable Book (namely
Rs. 2,210) to the debit of the Bills Receivable account in our
Ledger. That makes the corresponding debit entry and
we have thus got our double entry complete.

Just as we credit a person who gives us an

E;ll:ble Acoceptance, so we debit the person to whom
B o)cik we give our Acceptance, for he has. received

and our rule tells us that a receiver should be
debited. Look at the specimen Bills Payable Book and ask
yourself the question-To whom have I given my Acceptance ?
The answer should of course be-To the Drawer of the Bill.

Il Foundation.
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144 BILLS BOOKS BILLS BOOKS 145
£ iy In the first item, although the Bill has been drawn by
0 RN 0 5 T. Smith, it is made payable to J. Fonseka. It does not
5 P e K | matter to us, however, who the payee is. It is the Drawer to
e = =
3 #im o = e whom I send my Acceptance, and therefore he, as the
E 3 g 3 =k é receiver, should be debited. You will notice in the ‘Remarks’
g = g = column that that particular Bill was met at maturity. The
a & A o money certainly did not go to the Drawer, for the draft
o ST | ° = g g ¢ \ 2 was drawn in favour of Fonseka, and unless Fonseka had-
50 ik 550 5% in th ime transferred it by end t b ne
3 o SR _in the meantime trans erred 1t by endorsement to someo;
Ci 2 8 §] 2 iz B E:‘ g else, it is he who was entitled to the money, being the last
| <l g o holder of the Bill.
- g | n + @ m I ' ;
] 38 ] LI S| 5 In the next two items, my Acceptances are in fayour
o o m = ) i, CIEE of the Drawers (R. Forbes and H. Gregg).
o -
o iz s o L = aa g ¢ g ! :
== T | ey Ef A @) & A8 We see then, that when posting the Bills Payable Books
Sy [ala] % Wwe must in each case debit the account of the Drawer of
= g 2235 ) the Bill. The corresponding credit of these various debits
g H e e = g v = 3 will of course be the fofal of the Bills Payable Book
< e g & HRE B Lk (Rs. 2,490) which is posted to the credit of the Bills Payable
°= R i account in the Ledger, for these Bills have gone out.
2 IR | s - 4 -
= A
(®)] = 2 = 3 < ' SR Exercise 13
R || & | EiEzis B vllees Bl -
o = Eggﬂgﬂ 0 a “';;' %ﬂ E 1. What purpose do Bills Books serve in Bookkeeping ?
W i3 = = Tic| ] 2. On January 5, 1936, Messrs. Silva & Co, of Kandy drew a Bill
i 2 S d L g of Exchange on Messrs. Perera, & Co. of Colombo for Rs. 12,000 (£800)
— g g5 S 3 =) S 5, ﬁ:-h 2R at 3 months after date. After acceptance, the Bill was transferred
) 2 e i =g g by endorsement to Messrs. Fernando & Co., Galle. Draw the Bill of
o] T : Exchange, showing Aceeptance and Endorsement.
@ = -ﬁ 8 m
& g 22 Boa & 3. The above Bill was dishonoured at maturity, and the Endorsee
g sk :§ g o= o arranged with the Acceptor to take a new Bill of Exchange at three
a e Lol = oBom months plus interest at 59% per annum and Rg. 2 (2s. 8d.) to cover
5 expenses. Make the Journal entries in the books of the Acceptor
E - g E B § g 08 2 to record these transactions.
Z o § < g L g & &
ét L S a - ; i 4. A, Bruce owes you Rs. 3,500 (£ 233.6.8). He sends you cash
& o = Rs. 500 (£ 33.6.8) and a Bill for Rs. 2,000 (£133.6.8) in part settlo.
o 8 o+ = S R ment of his indebtedness. He dishonours his Acceptance at maturity
- é: 2 §>‘ Sl E8g R w o and you pay for noting charges Rs. 3 (48.). Bruce becomes bankrupt,
£o1 2 o =o8 i b ¥ 2 ey
a8 g 2 z A< e and his Trustee in bankruptey pays a first and final dividend of 33
o “- cents per rupee (6 /8 in the £). SBhow Bruee’s Ledger account in your
R 3 288 books.
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146 BILLS BOOKS

5. Rule Bills Receivable and Bills Payable books, and make four
entries in each of them, Explain how the items in these books are
posted to the Ledger. :

6. Pass the following transactions through properly ruled Bills
Receivable and Bills Payahle books, Any transactions that cannot
be entered in these books should be journalised. All Bﬂla Payable
are payable at my Bank-—the Imperial Bank.

Post the transactions in the above books to the Ledger, and balance
the Bills Receivable and Bills Payahle accounts :—

Rs. Cts. Ellean dh
Bills Receivable afe (Nos.

1-9) balance. . 8,000 00 533 6 8
Bills Payable a/c {Nos 20- !

24) balance............. 5,000 00 333 6 8
1934 :
Jan. 1 Received from J. Hubert &

Co. their A/ce (No. 10)

drawn by me on them in

my favour, payable 20

days from date 'at the

Mercantile Bank......... 4,200 00 280 .0 0

4 Accepted P. Perera’s draft
at 2 months in his favour
dated Jan. 2, 1934 (B.P.

No. 25) for.. 1,300 00 86 .13 4
o 6 Received from S Sll\ra hlS
Ajee (No. 11} at 2

months drawn by me on
him on Jany. 4 in my f ' .
favour, payable at the
National Bank. Endorsed
this ‘Bill and forwarded
it to B. Niles..

8 R. Andree drew on me in
his favour at 30 days.
Accepted this draft (B.P.
A e S e

9 Received from a .Fernando
& Co. a B.R. (No. 12)
drawn by me on them in
my favour, payable at the
Chartered Bank 3 months
after this date............

12 Handed to P. Gomes my
Acceptance (No. 27) in
his favour at 2 months for

14 Discounted B.R, (No. 1) at
Bank for Rs. 800.00 (£53.
6.8), the Bank charges
being Rs. 20.00 (£1.6.8)...

E1}
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1,200 00 80 0 0

1,000 00 66 13 4

1,650 , 00 116 0 0

1,820 60 121 6 8

780 00 62 . 0.0

1934
Jan.

e 2l
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15 Received J. Stewart’s A /ce
(B. R. 13) in my favour at
3 months from Jan. 12,
payable at Mercantile
Ban

18 Bill Payable (No. 20)
redeemed at Banlk.......

24 B.R. (No. 10) due today
dishonoured. . W
Paid noting cha.lgr:s on
aboye il e

25 Gave R. James my Accept-
ance (No. 28) dated Jan.
20, payable 2 months
after date drawn by him
in favour of P. Abrahams.

26 Received T. Thomas’s Pro-
missory Note (B.R. 14)
payable in 3 months... ...

28 Acéept'ed B. Brown’s draft
(B.P. 29) drawn by him
in his favour at 6 months.

29 Discounted B.R. (No. 2) for
Rs. 1,000.00 (£ 66.13. 4)
at Bank, receiving cash.

30 Endorsed and forwarded
B.R. (No. 3) to J. Mendis

31 Renewed m‘y B.P. (No. 21)
for Rs. 2,000.00 (£ 133.
6.8) by paying cheque
Rs. 600.00 (£ 40.0.0) and
a new B.P. at 3 months for

Rs.

600

300

960

1,450

Cts.

00

00 '

00

50

00

00

00

00

00

00

90

280

40

20

64

13

13

0



CHAPTER XIV

Goodwill and Reserves

In this chapter we shall deal with two accounts of a very
practical nature to all business men, namely Goodwill and
Reserves,

GOODWILL

Goodwill has been defined as ‘the benefit accruing from
connection and reputation’. Let us take an illustration :
A. Arthur starts a business as Bookseller & Stationer on
a very small scale under ‘the title of the Premier Book &
Stationery Co. By perseverance and application to his
work, he has succeeded in building up a fairly prosperous
business, and has managed to secure a large clientele.
You will realise of course that it had been necessary for him
also to spend a considerable sum of money in advertising
his trade in order to attract new customers. He now feels
that the time has come for him to retire, and B. Beale,
who is anxious to take the business over and continue to
run it, offers to purchase the business from Arthur for the
cost price of all his stock-in-trade and fittings. Arthur,
however, declines the offer for the very good reason that
he has established a lucrative business both by his own
efforts and by the expenditure of various sums of money
by way of advertisement. If Beale now took it over,
he would have the advantage of all that work; and expense,
and the present customers of the firm would most likely
continue to patronise the firm. Arthur therefore suggests
to Beale that the latter should pay him Ra. 5,000 for that
advantage and for the reputation that has been established
by the firm ; for, you see, if Beale started a new business
he would have up-hill work in developing it, and the chances
are that it would be some time before his establishment

148
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became known and he was able to derive a satisfactory
profit on his outlay. Beale therefore readily accepts Arthur’s
offer, and pays him, in addition to the cost of the stock-in-
trade and fittings, a further sum of Rs. 5,000 for Goodwill.

B. Beale then starts, under the old title of the Premier
Book & Stationery Co. with a Capital of say Rs. 39,000
consisting of :— i

Stock-in-trade Rs. 30,000 00
Fixtures & Fittings . 4,000 00
Goodwill . 5000 00

He would open his books with the following Journal
entries which would be posted to his Ledger :—

Stock Dr. Rs. 30,000 00
Fixtures & Fittings e 4,000 00
Goodwill Soi2 T M8600.00
To Capital Rs. 39,000 00

1 You will see, then, that among his Assets, one of the
items is Goodwill, and his Goodwill account will appear

in his Ledger as follows :—

Dr, GOODWILL Cr.
Rs. Cts.
To Ealance 5,000 | 00

- But Goodwill is an snfangible asset, for Beale has no-
thing to show for it. This is rather unsatisfactory, and so,
year after year when he closes his books, he sets aside
a portion of his profits to writing off the Goodwill account.
The Journal entry he would make at the end of the first
year would be somewhat as follows, although of vourse the
amount may be larger or smaller according to the profits
he makes :(—

P. & L. account Dr. Rs. 1,000+00
To Goodwill Rs. 1,000-00
(to write off part of Goodwill)
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150 GOODWILL AND RESERVES

‘The Goodwill account, after the above journal entry has
been posted, would then appear with a balance of only
Rs. 4,000-00 as follows ;

Dr. GOODWILL F
Rs. Cts. Rs. Cts,
TeBalanees e sl ot sis 5,000 | 00 By B & Fagdelici s 1,000 | 00
y Balance efd ....... 4000 | 00
Rs. 5,000 | oo Rs.} 5,000 | 0o
To Balance b /d .......... Rs. 4,000 00

In this way, if he is able to devote Rs. 1,000 to writing
off Goodwill every year, he will have wiped off the Goodwill
account entirely at the end of five years. In the mean-
time, the balance of the Goodwill account will appear as
an Asset in his Balance Sheet.

RESERVES

A business man with sufficient foresight is not content
merely to have large profits and make no provisions for a
time of stress such as was brought about by the recent
depression. He therefore, if he is a prudent man, puts by
a part of his profits every year to meet any contingency
that may arise in the future, by crediting his Reserve Fund
with that amount.

Now, losses may occur in various ways other than by a
trade depression. The most frequent of these is brought
about by debtors not meeting their dues, either by becoming
bankrupt, or by dying and leaving no effects behind, or in
some other way.

In order to meet the case of Debtors who
Reserve for cannot or will not meet their liabilities,

Bad and a trader lays aside a portion of his profits
Doubtful for this purpose. Here, for instance, is
Debts. the Balance Sheet of A. Perera :—
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BALANCE SHEET

Liabilities Rs. Cts. Assots Rs. Cts.
Debts Payable:— . GARH el ey 5,000 | oo
;ST el a i 10,000 | 0O
? Rs. Cts. ——
F. Fudge 300 00 Debts Receivable:—
G, GGrain 1,700 00 2,000 00
Rs. Cts.
A. Henry Hgo 0o
B. Brown 430 00
3 - C. Cramer 1,260 0o
Capitalil = colaas o 35,000 | 00 | [, Dream 1,620 00
\ E. Elder 4,000 00 #,000 | 0o
s .: Stock of goods .. ..., 12,000 | 0O
S | Furnibure: oo odoe b 2 000 | oo
\ |
A YN o s e S
Rs.| 37,000 | oo Rs| 37,000 | 0o

On scrutinising this Balance Sheet, I say to A. Perera
‘I see you have debts amounting to Rs. 8,000 due to you. Is
it likely that you will be able to collect all of it, or may not
some portion of it have to be written off as unrecoverable?
He is forced to admit that, from his previous experience,
he is not likely to be so fortunate as to collect it all. He
therefore reserves, say 5% of this amount, from his profits,
to meet this possible loss, and credits it to an account
called ‘Reserve for Bad and Doubtful Debts’. He passes
this through his Journal as follows :—

P. & L. account Dr. Rs. 40000
To Reserve for Bad
and Doubtful Debts a/c Rs. 400-00

Now this Reserve for Bad & Doubtful Debts account
will show Rs. 400 to its credit, and so will be treated as
a Liability in our Balance Sheet, for you will remember that
credits are lLiabilities. That means that his Capital account
will be reduced by a corresponding amount, and will show
a Balance (Capital) of Rs. 34,600 instead of Rs. 35,000 as

*.before. In practice, however, instead of showing this
amount on the Liabilities side, we deduct it from the total

fam Foundation.
anaham.org



152 GOODWILL AND RESERVES

of the Debts Receivable on the Assets side, and this gives
the same result. His Balance Sheet will then. appear as
under :—

BALANCE SHEET

Liabilities Rs. [Cts. Assets Rs. cts.
Debts Payable:— AT, a8 L 5,000 | 00
Rs. Cts. Bapk R T 10,000 | 0O
T, Fudge 300 00 oo | Debts Receivable . —
G. Grain I,700 00 Rs. Cts.
2,000 | oo | A. Henry 690 00
B. Brown ‘430 00
Capital 34,600 | oo | C.Cramer 1,260 oo
D, Dream 1,620 00
E. Elder 4,000 00
8,000 oo
Less Reserve
for B. & D.
Debts 400 00 7,600 | oo
Stock of Goods ........ 12,000 | 00
Furniture ...........- 2,000 | 00
Rs.! 36,600 | oo Rs, 36‘600' on

It may be agked: How do you compute the amount
to be reserved for Bad & Doubtful Debts ¢ This is a matter
for the individual trader. Either he will go through his
list of debtors and pick out those he thinks are likely to
prove ‘bad’ or ‘doubtful’, and provide a Reserve for that
amount ; or, basing his computation on previous experience,
he may reserve a certain percentage of the fofal value of
debts receivable. In the above example, we have adopted
the latter procedure and have provided a Reserve of 5%, on
the total of the book debts,

Let us now turn for a moment to the Reserve for Bad
& Doubtful Debts account. You will notice that it has
a credit Balance of Rs. 400.00. During our trading period,
- if any Bad Debts arise, we shall, as usual, debit the Bad
Debts account with such amounts. Before we close our
books, however, the total of that Bad Debts account will
be transferred by means of a Journal entry to the debit
of the Reserve for Bad & Doubtful Debts account, for
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obviously the Reserve account was originated in order to
meet such losses. Let us suppose that the amount of the
Bad Debts account is Rs. 250:00. That sum will then be
transferred to the debit of the Reserve for Bad & Doubtful
Debts account, leaving a credit balance in the latter account
of Rs. 150.00. Now supposing that, for the nest trading
period a Reserve for B. & D. Debts of Rs. 300.00 is required,
it will be necessary to debit only the balance Rs. 150:00
to the P. & L. account and credit the Reserve account with
that amount. Our Reserve for Bad & Doubtful Debts for
the new trading period will be as under :—

Dr. RESERVE FOR BAD & DOUBTFUL DEBTS Cr.
Rs. Cts. Rs. !Cts.

To Bad Debts afe ..i.uuus 250 | oo By Po&diiaic i 400 | oo

;» Balanceec/d .......... 300 | oo o i e 150 | 0O
Rs.| 550 | oo : Rs._._ sl

By Balance b/d Rs. 300 o0

It may, however, happen that through unforeseen
circumstances the Bad Debts account shows a total exceeding
the amount of our Reserve, say Rs. 500:00. It will then
be necessary to provide a further Reserve to the extent
of that deficiency by crediting the Reserve for B. &
D. Debts a/c and debiting the P. & L. a/ec as follows :—

P. &L aje Dr. Rs. 100:00

To Reserve for Bad &
Doubtful Debts a/c Rs. 100-00

That will exactly balance the Reserve for Bad &
Doubtful Debts a/c.

Supposing, again, that it is desired to create a Reserve

. for the mew trading period of Rs. 300-00, the same proce-

dure will be gone through as at first, the P. & L. a/c being
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debited with that amount and the Reserve a/c being credited
with a like sum., The Reserve account for the new trading
period will then stand as follows :—

Dr, RESERVE FOR BAD & DOUBTFUL DEBTS Cri
Rs. | Cts. Rs. Cts.

To Bad Debt aje . ....... 500 | oo By P& L g S 400 | oo
o Balaneeefd Ll Sep | |V e TG TSRS R 100 | 00
............. 300 | oo
Ra. __860 00 Rs. r— -8__1;;_ L c:

By Balance b/d Rs, 300 Q0.

Rusaiivioy You will remember that, in the Chapter
Discornts. o0 Nominal accounts, we referred to what

~'  we called Cash Discount as the discount
allowed for prompt payment of a debt or for payment
within a prescribed time., It is but reasonable to suppose
that some of our Debtors will claim this discount by prompt
payment of their debts, and that we shall thus be losers.
‘That being so, it is desirable that we should make provision
in any Balance Sheet we draw up, for such a possible loss,
just as we made provision for possible Bad & Doubtful
Debts. This is done in actual practice by reckoning a
certain percentage of our Book Debts as a possible loss on
account of Cash Discounts we allow. But you must note
that such a percentage must be calculated after deducting
the Reserve for Bad & Doubtful Debts. Supposing, for
instance, we took the Balance Sheet referred to in the last
section : The Book Debts (or the Debts Receivable)
amounted to Rs. 8,000 from which we deducted Rs. 400
as a Reserve for Bad & Doubtful Debts, leaving a balance
of Rs, 7,600. If it is decided to reserve 3%, for possible
losses on account of Cash Discounts, we shall have to calcu-
late it on the Rs. 7,600 and not on the full total of the Book
Debts. We shall a.ccordmgly pass a Journal entry to make
the necessary provision, as follows :—

P. & L. account Dr. Rs. 228.00
To Reserve for Discount
to Debtors a/c Rs. 228.00
(being 3%, Reserve for Discounts on book debts less
Reserve for Bad & Doubtful debts)
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The Reserve for Discounts to Debtors Account must be
treated in exactly the same way as we treated the Reserve
for Bad & Doubtful Debts Account. The Cash Discounts
we allow, as you know, are shown on the debit side of the
Cash Book. When we close our books we shall transfer
the total of this Cash Discounts column to the debit side
of the Reserve for Discounts to Debtors a ¢. Lets us suppose
that the Cash Discounts we allowed amounted to Rs. 150,
and that we require a new Reserve for Discount to Debtors
for the next trading period, of Rs. 300. There is a balance
from the old Reserve a/c of Rs. 78, so that we shall have to
provide a new Reserve of only Rs. 222, which is Rs.
less Rs. 78. The Reserve for Discounts to Debtors &ccount
will appear as under :—

Dr. RESERVE FOR DISCOUNTS TO DEBTORS Cr.
Rs. Cts. Rs. Cts.
To Dis. allowed as per 1 By P. & L. a,a"‘ .......... 228 | oo
Cash Book ....... 130 | oo | Yottt ot 222 | oo
yircBalancaderd. o,y 300 | oo
Rs 430 | oo Rs.___ 450 _oo
By Balance b/d Ra. 300 0OC

The Debts Receivable item on the Assets side of the
Balance Sheet referred to above will then appear as follows :—

“A. Henry Ras. 690 00
B. Brown i 430 00
C. Cramer " 1,260 00
D. Dream . 1,620 00
E. Elder 5, 4,000 00

. 8,000 00
Less Reserve for B, & D.
debts W 400 00
51,600 00

Less Reserve for
Discounts : Al 300 00 Rs. 7,300 00
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The Capital in the Balance Sheet will then be further
reduced by the amount of this additional Reserve of Rs. 300.

The question now arises: What about our Debts
Payable ? As we shall probably gain in Cash Discounts
when we pay prompt cash in settlement of our liabilities,
you will agree that we may in the same way make provision
for such a gain. This is done by opening a Reserve for
Discounts from Creditors Account and debiting it with the
amount of the deduction we decide on, at the same time
crediting the P. & L. account with that sum. This of course
is the exact reverse of what we did in connection with the
Reserve for Discounts to Debtors account; in the latter
case it indicates a loss, while in the Reserve for Discounts
from Creditors account it is a gain.

To go back to our Balance Sheet. Our Liabilities amount
to Rs. 2,000. Supposing we desire to create a Reserve for
Discounts from Creditors account of 49, then we shall
pass a Journal entry as follows :—

Reserve for Discounts from
Creditors account Dr. Rs. 80-00
To P. & L. account Rs. 80.00

and the liabilities item in our Balance Sheet will appear
thus —

F. Fudge Ras. 300 00
G. Grain 2 , o 1,700 00
: o 2,000 00
Less Reserve for
Discounts a 80 00 Rs. 1.920 00

That will of course imecrease our Capital by Rs. 80,

Any Cash Discounts we actually receive will naturally
appear on the credit side of the Cash Book, and will be
transferred to the credit side of the Reserve for Discounts
from Creditors account and so reduce our Reserve.
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If it is not desired to make provision for a Reserve for
Discounts from Creditors account, then the total of the
Cash Discounts we receive may be transferred to the credit
side of the Discount account (P. & L. a/ec.)

Other Now that you have understood the principle
governing Reserves, you will realise that
it is possible to create other Reserves in the
same way, to meet any specific loss that may occur. Some
firms, particularly Banking Companies and Limited Liabi-
lity Companies, provide a Reserve Fund or Rest to meet
any possible emergency of a general character. In such
cases the Reserve Fund will be credited and the P. & L.
account debited with a sum agreed upon. The balance
of the Reserve Fund, being a credit balance, will then
appear in the Balance Sheet as a liability.

Reserves.

Exercise 14
1. What do you understand by Goodwill ?

. 2. Why is it desirable to write down Goodwill year by year ?
Give the Journal entry necessary to write down Goodwill.

3. Give the Journal entries required to open the books of 8. Pearce
from the following particulars, and show his Capital- account :—

8. Pearce has taken over the business of the Oriental Trading
Co. at its present value, including all Debts Receivable and Payable,
and has agreed in addition to pay the proprietor Rs. 4,000 (£266.13.4)
as Goodwill. The Oriental Trading Co. at date of handing over had
the following Assets and Liabilites :—

Rs. Cts. £ 8 Al
Debts Receivable. . ............ovu... 4,500 00 300 0 0
GRadsaiEatoeic Melln T MU AR 9,000 00 600 0 0
Furniture & Fittings.......c..co0un.. 3,200 00 213 6 8
Debte Fayallos it sy diiasss 1,800 00 120 0 ©

4. What is a ‘Reserve for Bad & Doubtful Debts ? How is it
shown in the Balance Sheet ?

5. What are the two * Reserve for Discounts * Accounts ? Where
-.do they appear in the Balance Sheet ?
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6. The following is a statement of my Assets and Liabilities on
the 31st December, 1936 :—

Rs. Cts. £, g dL
S N L e s gt i e 4,800 00 320 0o 0
Bank overdrawr. i ..o 120 00 % e
Debts Receivable. . . ... .ociiiinoeian 3.200 00 213 6 8
Debta Payable............... T 880 00 58 13 4
Btk of Goods, .t s s s 16,000 00 1,066 13 4
P TURETIR o s ariet o a4 3,600 00 240 0 0O
Billa Raceivable i doswsaidiie i 8,400 00 560 0 0
Bills Payable........... e 3,900 00 2600 0 0
Capifaly s s I Sl e 31,100 00 . 2,073 6 8

Make the following adjustments and draw up a Balance Sheef :—

Reserve for Bad & Doubtful Debts 5%,
Reserve for Discounts to Debtors 4%,
Reserve for Discounts from Creditors 49,
Depreciate Furniture 109,

7. On the 31st December 1938 my accounts showed the following
balances :—

o

Ra.,  Cta. £, 5.

Calys o e e R 186 00 L2 8= )
I I o L it i g iy R 6,200 00 413 6 8
s T DR L e T el P e 4,000 00 266 13 4
Bills Bocoivable . . oo omwaneae. 9,%00 00 613 6 8
Billa Payable.. ..o gaaie 3,600 00 233 6.8
Opening Stotlk. - P nG Tt i 12,300 00 820 0 0O
g5 D5 e R RS I SR TR, TR T 3,900 00 260 0 0O
Baleps i e el Dt ol ) o b L e U 00 e 8,400 00 560 0 0
Returns Inwards. . ........oiieiimnn. 86 00 514 8
BadiDebtg il e s orsisrininaess, -200 00 13 6 B
Reserve for Bad Debts................ 350 00 23 6 8
Bundry BBbEars. ot el S 9,600 00 640 0 0O
Bundry Craditors. s et svansvecaaas 2,800 00 186 13 4
PSIVITEE Jei eaa ra T 1,200 00 8 0 0
Sundry BXpenses.....o.uavoesis s 600 00 40 0 0
Baplatirga MoVl Do o LA AL Sl e el 1,800 00 120 0 O
TOIEUTRTICR v s e o cain o 2 et ere aToe st w i s 222 00 14 16 0
Capital. ......oociiiiiiiiianan., 34,444 00 2,206 5 4
Closing Stock...... P s PR 10,800 00 720 B0

' After making the following adjustments, draw up Trading and P.&

L. accounts and a Balance Sheet as at 31st December, 1938 :—

(e} Write off Re. 500 (£ 33.6.8) from Goodwill.
(b) Bring forward Rs, 22 (£. 1.9.4) Insurance as unexpired.
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CHAPTER XV

‘Consignments

Let us now consider Consignments as distinet from
a definite sale of goods.

Some merchants not only conduct business in their
own district but also send goods to Agents abroad for sale,
Such a shipment is known as a Consignment. The
shipper, who is also the owner of the goods, is called the
Consignor, and the Agent to whom the goods are sent for
sale is called the Consignee. In other words, the Consignor
consigns a consignment to the Consignee. The Agent may
also refer to the Consignor as his Principal in the transaction.

A Faclor is an Agent who deals in his own name and
has possession of the goods in addition to being entrusted
with their sale. Consequently, he is personally liable on his
contracts. An Agent, on the other hand, deals in the name
of his Principal and on his Principal’s account, and the
contracts he enters into, or the sales he makes, on account

~of his Principal, are therefore binding on the latter.

In making a consignment to an Agent, we shall
of course agree to pay him a certain commission on
sales, say 239, of the gross proceeds. That, however,
would leave us, as Consignors insecure, because if he sells
our goods bona fide to persons who subsequently become
bankrupt, we shall have to suffer the loss due to such
irrecoverable debts. In jorder to avoid this, we offer the
Agent a Del Credere Commission which is an additional
commission paid to an Agent for guaranteeing payment
for goods sold on behalf of his Principals. By that means,
the Agent becomes personally liable for payment on the

consignment sold by him,

159
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160 CONSIGNMENTS

The question then arises—How shall we deal with
Consignments in our books ? Tt must be obvious that we
cannot reasonably debit the Consignee’s personal account
with the value of our Consignment because, although we
have sent him the goods, they do not belong to him,
for he merely holds them on our behalf and for sale on our
account, Nor would it be correct to credit our Sales
Account with the cost of this consignment, for it is not a
sale. We therefore open two aeccounts to provide for a
consignment to our Agent, say R. Frank of Adelaide :
(1) * CONSIGNMENT TO R. FRANK ACCOUNT ° which
is debited with the value of the consignmens: and (2)
‘GOODS ON CONSIGNMENT ACCOUNT’ which is
credited with a like amount.

You will realise that, in making this consignment
we must incur certain expenses in forwarding the goods,
such as freight, marine insurance, etc. These are additional
charges to the Consignment Account, and the Consignment.
Account must therefore be debited with all sach expenses,
while the Cash account is credited with those expenses.
So that right at the start we find the Consignment
account debited not only with the value of our goods but
also with all charges incurred in connection with the shipment.
Shall we say that the value of our consignment is Rs. 5,000
and that we have paid Cash Rs. 75 for freight and Rs. 20
for marine insurance, etc. Our Consignment Account will
then appear as under —

Dr. CONSIGNMENT TO R. FRANK Cr.
Rs. Cts.
To Goods on consignment 5,000 | oo
|s» Cash Freight......... 75 | oo
e sy roundriess il 20 | oo

We then wait until we hear from our Agent (R. Frank)
that he has sold the goods. He does this by sending
us what is known as an Account Sales showing the
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gross proceeds of the sale of the consignment less all charges
incurred by him at his end as well as the commission due
tohim. The Account Sales will thus show the net proceeds
of the sale, which we credit to the Consignment account
debiting the Agent’s personal account with a similar sumj

The following is a specimen of an Account Sales

ACCOUNT SALES of: 50 cases tea ex. ss. “ Omrah”

sold by the undersigned for and on behalf of. . ... .. (Con-
signors).
Rs. |Cis.|] Rs. |Cts
30 cases tea Rs. 120 per case.... 6oo
BT Prlfyes s EEes 3:300 $
Less - 5,900 oo
Landing and cartage........ 7 50 | oo
Fire Insurance . ou .y v oss snis 3o | oo
Warehouse rent. .. 10 | o0
Customs duty....... I00 | oo
Commission 24%. . .. o I47 { 50
Del eredere com, 23%......... 147 | 50 485| oo
Adelaide Net proceeds ...... -Es_ 5,415 oo
E. & 0. E
July 20, 1934. (Sgd) R. FRANK

When we have entered the net proceeds (Rse 5,415.00)
to the credit of the Consignment account, we then balance
this account and carry the balance to the P. & L. account,
for such a balance is either a profit or a loss on the consign-
ment. Our Consignment account will now read as follows :—

Dr. CONSIGNMENT TO R. FRANK Cr.
Rs. Cts. Es. Cts.
To. Goods on consignment 5,000 | oo | By R. Frank, net eeds
e 75 | oo of Account Sales. ... 5,415 | oo
» Insuranceete ........ 20 | oo g
w P. & L. Account ..... 320 | o0
3 Rs, 5415 ) ool Rs. 5,415 _o;-
2313—G
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162 CONSIGNMENTS

The above entries will of course pass through the J ourns‘a,l'
or the Cash Book in the usual way, before being posted to their
respective accounts in the Ledger.

There are two possible difficulties that may confr.ont
us in dealing with this consignment. Supposing, at the time
we close our books, we have received no Account Sales from
our Agent. Then the Consignment account will remain as
it was originally, and the total of that account (Rs. 5,095.09)
will be treated as an Asset in our Balance Sheet. If you will
think it over carefully, you will see that, just as we regar_d
our final value of stock as an asset, we should also treat this
conéignment as goods we have on hand, including the expenses
we have been put to in making the consignment.

Supposing, again, that our Agent has so f.at: sold only
30 cases of the tea and that he has sent us an interim Account
Sales of those goods. We shall, in that case, credit the
Consignment account with the net proceeds (say Rs. 3,230.)
and deal with the account in exactly the same way as we
deal with the Trading Account. In other words, we shall
have to estimate the value of the unsold 20 cases and place
it on the credit side of the account before balancing the
account. In estimating the cost of these 20 cases, we must
Base our valuation, not only on the actual cost of the goods
but also oh the expenses incurred in shipping them. That
amount is Rs. 5,095, and as two-fifths of the consignment
still remains unsold, the value of such unsold portion will
be two-fifths of Rs. 5,095, or Rs. 2,038. The Consignment,
account will, in such a case, appear as follows :—

Dr. CONSIGNMENT TO R. FRANK Cr.
Rs. [Cts. Rs. [ Cts.
i ent ;000 | oo | By R. Frank net proceeds
& %gg:?“oncons:gnmn s 75| oo of A/S 3o cases tea... 3,230 | o0
¥ Insurance etc. ........ 20| oo | ,, Balance of consignment .
: transfer to P, & L. a/c 173| oo COSOI o se e 2,03_ _(_)3_
Rs.' 5,268\ oo Y Re. | 5,268 | oo
To Balance .............Rs. 2,038 o0
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The profit  on: the 30 cases sold will be carried to the
P. & L. account and the value of the 20 cases unsold will
be treated as an Asset in our Balance Sheet,

In regard to the Goods on Consignment account, it
is treated as a further subsidiary Trading account, and the
balance is carried away to the Trading account as follows —

Dr. GOODS ON CONSIGNMENT ACCOUNT Cr.
Rs. |Cts. Rs. Cts.
To transfer to Trading By Consignment to R.
ACCOUNE . .oviiionan 5,000 | oo ] e R 5,000 | oo

It is usual, when a consignment is sent to an Agent,
for the Consignor to draw on the Consignee for a part of
the value of the consignment. It is also customary for the
Consignee, when sending his Account Sales to the Consignor,
to remit any balance of the net proceeds to the latter.
Such transactions must be treated in the usual way apart
entirely from the consignment. The Consignee will naturally
be credited with any drafts the Consignor may draw on him,
or with any remittances he may make to the Consignor.

One other point needs reference here. When we sell
goods to a customer of ours, we furnish him with a document,
known as an Imvoice which is a statement giving full
particulars of goods sold, including quality, quantity and
price. Now a Consignment does not represent goods sold,
and so we cannot send the consignee in Invoice as such.
But we send him, instead, a Pro Forma Invoice which
gives particulars of what the goods actually cost the
consignor, including freight, insurance, ete. This Pro
Forma Invoice serves two very useful purposes: (1) Tt
gives the consignee an indication as to the price below
which he should not sell ; and (2) it is useful for Customs
purposes where an ad valorem (i.e. according to value)
duty is levied. Unless such an Invoice is produced, there
might be considerable difficulty in passing the goods through
the Customs because they will have to be examined and

“assessed in order that the ad valorem duty may be computed.
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§ We have so far dealt with Consignments
i]l;?:lrgdr;ments Outwards, or consignments which affect

- the consignor. Let wus now consider
what procedure we should adopt in regard to Consignments
Inwards. Supposing Perera & Co. of Colombo, as Agents
for T. Brown, Tasmania, receive a consignment of 100
cases of Apples for sale on his account, the Pro Forma
invoice for which amounts to Rs. 800. Here, Perera & Co.
are the consignees and T. Brown is the consignor. The
usual procedure, in the case of such a consignment is for
the consignees (Perera & (o.) to make a record of the con-
signment in what is known as a Consignments Inwards
Register. Beyond this, the consignees need not make
any entries in their books because the goods received do
not belong to them. But in taking delivery of the goods,
the consignees are called upon to pay certain expenses made
in connection with the. consignment such as Landing
charges, Fire Insurance, Warehouse rent, Customs duty,
etc. Now these expenses are made on behalf of the con-
signor, and the consignees therefore open an account in the
“name of the congignor (T. Brown) and debit that account
by a posting from the Cash Book. When sales are effected,
the consignor's account is credited with the amount realised,
and the Cash account (if cash is received) or the buyer’s
account (if the goods are sold on credit) is debited with
. that amount. After the goods have been sold, the consignees
also debit the consignor’s account with any commission
due (including del credere commission if any) on the gross
proceeds, and credit their Clommission account with that
sum. The Account Sales is then made out by a repro-
duetion of all the items in the consignor’s personal account,
and a remittance is sent to cover the balance due.

Let us suppose, in the above instance, that Perera &
Co. made the following cash payments in connection with the
consignment of apples : Landing charges Rs. 20 ; Ware-
house rent Rs. 10; Fire insurance Rs. 15; and Customs
duty Rs. 20. -

The consignor has also drawn on the consignees for
Rs. 400 against the consignment.
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Perera & Co. sell 20 cases of apples @ Rs. 12 per case ;
30 cases @ Rs. 15 per case; and 50 cases @ Rs. 16 per
case. They charge a commission of 219, on gross proceeds
plus 219, del credere, and remit the balance due, by bank
draft.

The Consignor’s account as it would appear in Perera
& Co’s Ledger would then be :—

T. BROWN
Dr. {Consignment of 100 cases apples invoiced at Rs. 8ca) Gr:
Rs. Cts. Rs. Cts,
To Cash: | By Sales:
Landing charges.. 20 | oo zo cases @ Rs. 12.. 240 | oo
Warebouse rent .. 10 | oo = o AR ) R . Tt 450 | oo
Fire insurance .... 15 | o0 7o S NN ) e T foo | oo
Customs duty .... 20 | oo
5» Commission 2-}9;: 37 | 25
s Del credere 249, .... 37 | 25
s Bill Payable ........ 400 | oo
o Bankidraft .. . oo 00 950 | 50
Rs. | 1400 |00 Rs. | 1,490 | oo

In dealing with Consignments Inwards, some book-
keepers, as soon as the consignment is received, open two
accounts, one in the name of the Consignor whom they
credit with the value of the Pro Forma invoice, and the
other a Consignments Inwards account which they debit
with a similar amount. The sales are credited to the
Consignments Inwards account and the balance of this
account is transferred to the Consignor’s personal account.
The transaction we have just dealt with will therefore
appear in the Consignee’s Ledger as under :—

Dr. CONSIGNMENT FROM T. BROWN Cr.
Rs Cts. Rs Cts,
To T. Brown (value of By Sales:
consignment ...... 800 | oo 20 cases @ Rs. 12.. 240 | oo
»+ DBalance transferred gl P ) 50 | oo
to T. Brown's a/e 6go | oo 50 . @& , 1b.. oo | oo
Rs. |. 1,400 | 0o Rs. 1,490 | oo
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T. BROWN
;D (Consignment of roo cases apples invoiced é_s Rs. Boo) Cr.
Rs. |[Cts. Rs. |Cts.
To Cash: By Consignment of apples 8oo | oo
Landing Charges. . 20 | oo | ,, Profit onsale of
Warehouse rent .. 10 | o0 consignment ....... 6go | oo
Fire insurance.... 15 | oo
Customs duty .... 20 (oo
» Commission 24% .... 37 |28
,» Del credere 239% ... 37 | 25
,» Bill Payable ........ 400 | 00
s Bankdraft.......... g50 | oo \
Rs. 1,490 | oo Rs. 1,490 | 0o

This procedure, however, is not strictly correct because
there is no justification for our credition the Consignors’
personal account with the value of the consignment (Rs.
800). TIf we do, it will show that Perera & Co. owe Brown
that sum of money, whereas, as a matter of fact, they do
nof. In dealing with Consignments Inwards therefore,
we shall adopt the lines laid down in the previous example,
having only one account for the Consignor and not open-
ing any account for Consignments Inwards. The entry
we make in our Consignments Inwards Register is a sufficient
record of our having received the consignment, and we make
a further note of the fact in the heading of T. Brown's
account, that it relates to a special consignment,

If our consignments (either Outwards or Inwards)
are numerous, the best plan is to give each consignment
a serial number e.g. ‘ Consignment to R. Frank No. 1.
But what you must remember is that each econsignment
must be dealt with separately, otherwise we shall have two
or more consignments included in the same Consignment
account, and we shall not be able to tell what profit or loss
we have made on each of them.

Exercise 15

1. What do you understand by the terms-Consignment ; Con-
signor ; Consigneo ?

2. What isa del credere commission asdistinet from an ordinary
cominission ?

3. In what respects does a Factor differ from an Agent ?
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‘4. In making an Outward Consignment, why is it incorrect to
debit the Consignee’s personal account with the value of such con-
signment ?

5. What is a ‘Goods on Consignment Account’, and where is the
balance of this account transferred to ?

6. In dealing with Inward Consignments, what aeccount or
accounts is it necessary for you to open in your books ¥ How is an
Inward Consignment recorded by the Consignee ?

7. What is an Account Sales ! From what account do you get
particulars to enable you to draw up an Account Sales ?

8. At the date of closing your books. how would you deal with
an Outward Consignment account (1) where the consignment has
not been sold by the Consignee, and (2) where the consignment has
been only partially sold by your Agent ?

9. What is a Pro Forma Invoice ! How does it differ from an
ordinary Invoice, and what purpose does it serve ?

10. (a)T.Silva & Co. of Colombo (Copra dealers) send a consign-
ment of 200 bags copra (250 cwts.) valued at Rs. 1,250 (£ 83.6.8)
to H. Wilkins, London. The Consignee is to receive a commission
of 3% on gross proceeds plus 39, del creders. The Colombo charges
are as follows :(—

Cost of bags . Rs. 60 (£4.0.0)
Shipping charges Rs. 40 (£2.13.4)
Harbour dues * Rs. 8 (10s. 8d.)
Marine Insurance Rs. T (9s.4d.)
Freight Rs. 312 (£ 20.16.0)
They draw on the Consignee for Rs. 1,000 (£ 66.13.4)
The Consignee incurs the following expenses in London :—
Landing Charges Rs. 30 (£2.0.0)
Duty i Rs. 60 (£4.0.0)
Fire Insurance Rs. 5 (6s. 8d.) .
Warehouse rent Rs. 6 (8s.)

.He. sells the consignment as tollows i—
80 bags @ Res. 10 (13s. 4d.) a bag
50 ,, @ Rs. 9 (12s.) a bag
and the balance for Rs. 750 (£ 50.0.0)

and remits the balance due to the Consignor by bank draft.
Draw up an Account Sales for the consignment and show T. Silva

-, & Co’s account in the Consignee’s ledger, and also how the consignment
is recorded in the Consignor’s ledger.
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(b) J.Fernando & Co., Colombo (Cinnamon dealers) send a Con-
signment of 100 bales cinnamon each 100 lbs. net @ 31 cents (5d.}
per lb., to R. Jones, London. The Colombo charges are :—

Harbour Dues Rs. 2 (2s. 8d.)
Marine Insurance Rs. 20 (£ 1.6.8)
Freight Rs. 319 (£ 21.5.4)
Sundries Rs. 7.50 (10s).
The Consignee pays the following charges in London :—

* Landing Rs. 26 (£ 1.13.4)
Duty Re. 50 (£ 3.6.8)
Fire Insurance Rs. 4.60 (6s.)
‘Warehouse rent Rs. b (6=, 8d.)

and sells the consignment for Rs. 4,500 (£ 300.0.0)

He is allowed a commission of 249, on gross proceeds, plus 2§%
der credere.

The Consignors draw on the Consignee for Rs. 1,500 (£ 100.0.0)
against the consignment. The Consignee, when sending the consignor
an Aceount Sales, remits the balance due, by bank draft.

Show how this consignment will be recorded in (&) the Consignor’s
ledger; (b) the Consignee’s ledger. Draw up in proper form an
Account Sales showing the net proceeds of zales.

{¢) On March 30, 1938 T received a consignment of 10 cases Toys
from Hiyoto & Co. of Japan for sale on their account. The pro-forma
invoice value of the goods was Rs. 1,500 (£ 100.0.0) and I was to
receive 39, commission on gross proceeds of sale plus 29, del credere,
The consignors drew on me for half invoice value, and the draft was duly
met. 1 |

On June 30 I sold 4 cases at Rs. 200 (£ 13.6.8) per case, and the
balance at Rs, 225 (£ 15.0.0) per case.

The Colombo charges were : Landing Rs. 25 (£ 1.13.4); Duty
Rs. 55 (£.3.13.4); Fire Insurance Rs. 6 (8s.); Warehouse rent
Rs. 8 (10s. 8d.)

Make out in proper form an Account Sales showing net proceeds
and also the Consignors’ account showing what balance I owe them.
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CHAPTER XVI

Joint Accounts and Contract Accounts

»

In the last chapter we considered adventures
or risks taken by a Consignor in sending
consignments to an Agent abroad. In such
consignments the Consignor took the full risk of the adven-
ture, and any profit or loss he made on it was entirely his
own. Frequently, however, a merchant shares the risk
of buying and selling goods with other parties, the profit
or loss being divided in proportion to the share taken in
the venture by each party. In such a transaction, a Joint
Adventure Account is opened and debited with the value of
the goods as well as with any expenses incurred and any
commission that may be charged by the seller. The account
is later credited with the sum realised by sales, and the
balance profit or loss divided among the adventurers. To
take a very simple illustration :
I bought goods for cash Rs. 3,000 on J/A with R.
Peries. These goods were sold to J. Fernando for
Rs. 4,000 and I charged a commission of 3%, on
the sale.
The following entries will be necessary :—
J/A with R. Peries Dr. Rs. 3,000-00
To Cash Rs. 3,000-00
(to be passed through Cash Book)
J. Fernando Dr. Rs. 4,000-00
To J /A with R, Peries Re. 4,000-00
J /A with R.
Peries  Dr. Rs. 120-00
To Commission a/c Ras.
J/A with R.
Peries Dr.
To R. Peries
» &N ale 5
169

Joint
Accounts.

120-00

Rs. 880-00
Rs. 440-00
440-00
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and the Joint Adventure. would appear in my Ledger as
under ~—

Dr. " JOINT ACCOUNT WITH R. PERIES Cr.
Rs. Cts. Rs, Cts.
To Bash: v day s s 3,000 | oo | By J. Fernando ...... 4,000 | o0
ye  COMMISSION 0w ernan 120 | oo
y Profit transferred to
R PerIes i ieva nar 440 | oo
s R e 440 | oo 2
Rs. 4,000 | 0O Rs. 4,000 | oo
e i S __HEOR S

The above transaction is simple enough, but often a
consignment is sent to an Agent abroad on Joint Account
of both Consignor and Consignee. As in the above illus-
tration, the Consignor opens a Joint Adventure account
in his Ledger and debits it with the value of the goods plus
all expenses incurred by him. If he draws against the
consignment and discounts the Bill at the bank, the Bank
" charges may also be debited to the Joint Adventure account.
The Consignor sends a Pro Forma invoice to the Consignee
to show exactly what the goods cost and what his expenses
have been. He also credits the Joint Adventure account
with any draft he may draw against the consignment as
also with any remittance in settlement made to him by the
Consignee.

The Consignee, on the other hand, opens a Joint
Adventure account in the Ledger, and debits it with all the
expenses he has been put to at his end, such as landing
charges, fire insurance, duty, etc. He also debits the account
with any drafts the Consignor may have drawn on him
and credits it with proceeds of sales. He then apportions
the resulting profit by debiting the Joint Adventure Account
and crediting kalf to his own P. & L. account, and remits
any balance due to the Consignor.

By way of illustration, let us take the following trans-
actions (—

A Perera & Sons of Colombo ship to B. Henty
of London 200 cases of tea valued at Rs. 8,000 on
Joint Account. A Perera & Sons incur the follow-
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,» P. & L. aje (} share

profit. ioiiih 1,508 | oo
e cBanldraftsyn oy 5899 | oo
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ing expenses :—Marine Insurance Rs. 16 ; Freight
Ra. 220 ; Shipping charges Rs. 80. They draw on
B. Henty, ‘on account of the consignment for
Rs. 4000, and discount the Bill at the Bank,
the bank discount being Rs. 75. The expenses of
B. Henty in London are as follows: Landing
charges Rs. 25; Warehouse rent Rs. 10; Fire
insurance Rs. 8 ; Duty Rs. 30,

The Consignee sells the consignment as follows :
100 cases @ Rs. 50 per case ; 40 cases @ Rs. 60
per case; and 60 cases @ Rs. 68 per case. He
remits the balance due to the Consignors by bank
draft, having deducted his half share of profit

The Joint Accounts in the Consignors’ and the
Consignee’s Ledgers ‘respectively will be as under :—

Dr. JOINT ACCOUNT WITH B. HENTY Cr.
Rs. Cts. Rs. |[Cts.
To Cost of 200 ¢/s tea .. 8,000 (o0 | By B. R. ............ 4,000 | 00
,» Marine insurance .. .. 16 | oo i T e 5,809 | oo
5y Freight D9l in il 220 | oo

,» Shipping Charges.... 8o | oo
.+ Discount on B. R ... 75 | oo
.+ P& L.aje [+ share
ProftiiansT ey 1,508 | oo
Rs.

Rs. | 9,899 | oo

Dr. JUINT ACCOUNT WITH A. FERERA & SONS Cr.
Rs. |Cts. Rs. Cts.
To Draft of A. Perera By Sales
o & Sonspaid ....... 4,000 | oo 100 ¢/s @ Rs. 50 .. 5:000 | 00
,; Landing charges .... z5 | oo 40 ©/fs % o O 2,400 | oo
,» Warehouse rent ..... _ 10 | oo 6o c/s HIEE 4,080 | oo
,» Fire insurance ...... 8 | oo

Rs, 11,480 | oo . Rs. 11,480 | oo
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You may ask how Henty computed his half share of
profit at Rs. 1,508 before he sent Perera & Sons a remittance
in settlement of the balance due. The answer is simple.
From the pro Forma Invoice he received, he knew the cost
of the consignment .and the Colombo charges. He also
knew what his own charges in London were. Combining
these two, he deducted the total from the proceeds of sale
and divided the difference by two in order to ascertain his
half share of the profit, as follows :—

Proceeds of sale Rs. 11,480-00
Less

Value of consignment , Rs. 8,000:00

Colombo charges ] 391-00 :

London charges i 73-00 ,,  8,464-00
Total profit Rs. 3,016-00
Half profit Rs.  1,508:00

The combined statement in connection with the venture
may be set out as follows :— :

Dr. } ~JOINT ADVENTURE IN TEA Cr.

: Rs. [Cts. : Rs. [Cis.
To Cost of 200 cfs tea 8,060 | oo | By Sales:
: y Sales:—
». Colombo charges: 100 cfs @ Rs. 50 .. 5,000 | o
%'Iar_-]rg.tmsuranoe i 16 | oo 40¢c/s@ , 60 .. z,400 [ o0
SRR e 220 | oo [+
Shipping charges ,.. 80 | oo el il s
Disct. on B. R..... 75 | oo
Lendon charges:
Landing charges .... 25 | oo
Warehouse rent .. .. 10 | 0o
Fire Insurance ..... 8 | oo
| PL  E 30 | oo
i Nit fi-voﬁt:
. Pererad Sons .. 1,508 | oo
B Hanty .l 1,508 | oo
Bs. | 11,480 | oo Rs. | 11,480 | oo
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A contract is an undertaking to supply
certain articles or to do certain work for
a specified amount. The person who enters
into such an agreement is called a Contractor. In under-
taking work of this nature, a Contractor usnally gives each
contract a special number in his Contract Register and deals
with each of them separately in his books because he will
naturally want to know what profit or loss there is on each
contract.

Contract
Accounts.

In order to carry out a contract for, say, the building
of a house, various expenses are incurred by the Contractor
such as the supply of materials, which of course is by far
the heaviest item in the execution of a contract. The other
expenses will include such items as cartage, wages and
incidental expenses. All these items will be debited to the
Contract account, as well as any charge made for the use
of his plant. He will also open a personal account for his
Principal, and credit that account with any instalment
made to him on account of the contract. On completion
of the contract, the Personal account is debited with the
amount agreed upon for erecting the building, and: the
Contract account is credited with a similar sum. The balance
of the Contract account will represent a.profit or a loss to
the Contractor on that particular contract, and will there-
fore be transferred to his P. & L. account.

For purposes of illustration, shall we say that A.
Thomas contracted to erect a building for B. Butler for Rs.
6,000. His expenses in putting up the building were :
Materials Rs. 4,800 ; Wages Rs. 660: Cartage Rs. 18,
Incidental expenses Rs. 42. He received from B. Butler
on two occasions Rs. 2,000 and Rs, 2,500. The entries
A. Thomas should make in his books are as follows :—

Contract (Build-

ing) a/c
To Materials

Dr. Rs. 4,800:00
Rs. 4,800-00

Foundation.
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Contract (Build-

ing) a/c Dr. Rs. 720-00
To Wages . Rs. 660-00
.» Cartage 5 18:00
., Incidental expenses P 42-00
(to be passed through the Cash Book)
Cash Dr. Rs. 4,500-00
To B. Butler Rs. 2,000-00
<y 2,600400

(tesine p&ss;:s-d through the Cash Book)

He will also, on completion of the contract, debit Butler,

with the amount agreed upon, and credit the Contract
account with that sum, as follows ;:—

B. Butler Dr. Rs. 6,000-00
To Contract (Building a/c) Rs. 6,000:00

The account in his Ledger would then read as follows :—

Dr. CONTRACT N¢v 1 (Building) Gr.
Rs. Cts. Rs. Cta.
To Materials . ooy viiiins 4,800 | oo By B, Butler as per
+ Cash: | Confract o000 s 6,000 | oo
Wages . oLliiiiel 660 | oo 53
Cartage .. =M 18 | oo -
Sundries .......... 42 | oo
2 Profit tiz‘msferred to .
P FEE W 480 | oo \
il o
Rs 6,000 | oo Rs, 6,000 | o0
Dr., B. BUTLER (Contract No. 1) Cr.
Rs. |Cts. Re. |Cts,
Ta Contract (bldg. as By Carh ol his 2,000 | oo
per agreement.... G000 | oo > N Sy L 2,500 | oo
, Balance due...... 1,500 | oo
Rs. _Eooo 00 Rs. _i‘:-..-;o oo

There is one point, however, that should be made
clear. 1If at the time A. Thomas closes his books, the build-
ing remains unfinished, what should he do in connection
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with the Contract Account ? In that case, it is better not
to try to ascertain what profit he has made so far, because
it would be difficult to apportion his expenses to the amount
of work already done. The wiser way is to treat whatever
he has spent on the contract as an Asset in his Balance
Sheet, deducting from it any advance he may have
received from Butler. For example, in the above illus-
tration, if the building remains incomplete, he will show
Rs. 1,020 as an Asset in his Balance Sheet from the follow-

ing figures :—
Material ' i Rs. 4,800
Wages ,, 6(1)2,
Carta "
Sundr%zs I 42 Rs. 5,520
Less Advance received . 5, 4,500

Rs, 1,020

Exercise 16
1. What is a Joint Adventure account ?

i i ' i t with
2. Where a Consignor sends a consignment on Joint Accoun st
a Clonsignee, name some of the items chargeable to the debit and c_tedlt-
sides of the Joint Adventure Account in the Ledgers of both Consignor
and Consignee.

3. In the above case, how does the Consigneehascert.ui.n his pro-
portion of profit 2 Where would he enter such profit ?

4. ° To what account does the Consignor transfer his share of the
profit on a specified Joint Adventure ?

5. What is a contract ?

6. Hov does a Contractor deal in his books with a contract for a
definite piece of work ?

7. In case a contract is not complete at the time he closes his
books, how does a Contractor show it in his accounts ?

8. (n) H.Henry purchases goods for cash on Joint Account with
R. Roberts, value Rs. 2,160 (£ 144.0.0). R. Roberts sends _h!m a
cheque for Rs. 1,080 (£ 72.0.0) which was paid into bank, being hl.B
share of the cost of the articles. Henry sells the goods to B. Jones
for Rs. 3,000 (£ 200.0.0) and charges a commission of 3%, on the sale,
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Make out the Joint Adventure account and R. Roberts’ account
as they would appear in H. Henry’s Ledger.

(6) J.Black of Colombo sends a consignment to C. White, Sydney
of 100 cases tea valued at Rs. 4,000 (£ 266.13.4) for sale on Joint
Account. The Colombo charges are :—

Freight Rs. 120 (£ 8.0.0)
Marine Insurance Rs. 10 (13s. 4d.)
Shipping charges Rs. 60 (£ 4.0.0)
Incidental expenses Re. 30 (£ 2.0.0)
The Syduney charges are :—
Landing Rs. 20 (£ 1.6.8)
‘Warehouse rent Rs. 18 (£ 1.4.0)
Fire Ingurance Rs. 8 (10s. 8d.)
Duty Rs. 40 (£2.13.4)

The Consignee sells the goods for cash Rs. 5,200 (£ 346.13.4) and
sends the Consighor a bank draft for the balance due, after deducting
his share of profit.

Show how the Joint Account would appear in the Ledgers of the
Consignor and the Consignee.

(¢) 5. Peter (contractor) undertakes to bwuild a school for J.
Morgan for Rs. 8,000 (£ 533.6.8). He has supplied material worth
Rs. 6,000 (£ 400.0.0) and his expenses are ; Wages Rs. 600 (£ 40.0.0) ;
Cartage Rs. 30 (£ 2.0.0) ; Incidental expenses Rs. 60 (£ 4.0.0). The use
of his plant he estimated at Rs. 90 (£ 6.0.0). He received from J.
Morgan an advance of Rs. 4,000 (£ 266.13.4.). On completion of the
contract he received the balance due from Morgan.

Show the Contract account and J. Morcra.n s account in the books
of 8. Peter. -

(d) Onthe lst June, 1936 the books of I.. Moses showed the follow-
ing balanees :—

Sundry Creditors Rs. 1,620 (£ 108.0.0)
Sundry Debtors ; Rs. 2,400 (£ 160.0.0)
Cash in hand Rs. 890 (£ 59.6.8)
Cash at Bank ‘Rs. 6,200 (£ 413.6.8)
Bills Receivable Rs. 2,800 (£ 186.13.4)
Bills Payable Rs. 1,800 (£ 126.13.4)

Current Contracts : value
of work done :

Contract No. 1 Rs. 3,600 (£ 240.0.0)
-y No.2 Rs. 4,800 (£ 320.0.0)
WiENG.3 Rs. 6,500 (£ 433.6.8)
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Instalment received on

Contracts : !
Contraet 1 (T. Hentry) - Has. 500 (£ 33.6.8)
s 2 (R. Jones) Rs. 1,500 (£ 100.0.6)
s 3 (B. Benger) Rs. 3,000 (£ 200.0.0)
Plant & Machinery Rs. © 5,000 (£ 333.6.8)
Stock of Materials Rs. 12,000 (£ 800.0.0)

Agscertain his Capital and open accounts in the Ledger.

The following are his transactions for June. You are required
to enter them in suitable subsidiary books (transactions relating
to Bills of Exchange may be journalised) and post to Ledger. Draw
out a Trial Balance and a Balance Sheet as on June 30, 1936. (Al
cheques received are paid into bank upon receipt) :—

Rs. Cts. e
June 1 Paid cash into Bank........ 300 00 20 0 0
5 2 B.R. discounted at Bank. ... 1,000. 00 66 13 4
Bank charges on above..... 30 00 2 0 0
o 4 Drew on Sundry Dehtors, . . 1,200 00 80 0 0
5 6 Materials supplied for con-
tract No. 3..... e 800 00 33 6 8
W 9 Drew cheque for Wages : ¢
Contract No, Li...v.u.is 150 00 10 0 ¢
i PR P 250 00 16 13 4
e S L I 200 00 20 0 0
,» 10 Materials qupplled for
Contract No. 1.......... 600 00 40 0 ¢
,» 11 Accepted Bill from ?und.ry
Creditors, o0 436 00 29 0 0
,» 15 Contract No. 2 completed.
Received cheque from R.
Jones in settlement of
Batance dites ok o n s nt 5,000 00 333 6 8
»» 18 Drew cheque for private
OXPOHEOR v b /s ipieleisos o aih 300 00 20 0 0
% 20 Sundry Debtors paid me by
CHOOE .o Ll Sl VR 210 00 14 0 0
5 22 Paid Sundry Creditors by
ehagianiL o aidaiet il ol i 180 00 12 0 0
s 25 Bought Materials and pmd "
by cheque. . . 160 00 10 13 4
» 28 Bold Matarla.ls for Cash..... 1,800 00 120 0 0
»» 30 Interest charged on Capital. 200 00 13 6 8
Stock of Materials,....... 9,300 00 620 0 0

Depreciate Plant & Machinery 69
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CHAPTER XVII

Income and Expenditure Accounts

In some institutions where subscriptions are voluntary,
it is usual for the Treasurer to submit periodically a state-
ment giving a summary of the amounts he has actually
received from various sources as well as of sundry disburse-
ments he has actually made in cash. Such a statement is
called a RECEIPTS AND PAYMENTS Account. It is
nothing more or less than a summary of what is shown in his
Cash Book or his Cash and Bank Accounts. It gives no
‘particulars of any amounts outstanding, either of income
earned but not received, or of liabilities incurred but not
paid, and the balance of such an account mercly shows
‘what cash the Treasurer actually has at the end of the period
.govered by such a statement.

- A Receipts and Payments Account, however, must
not be confused with what is known as an INCOME AND
'EXPENDITURE Account which is an account of non-
trading concerns such as a Society or a Club or an Association,
and which gives a summary of all income and expenditure,
whether cash ha§ been actually received or not, or whether
cash has been actually paid or not. The difference between
a Receipts and Payments Account and an Income and
Expenditure Account, therefore, is that whereas the former
gives particulars of cash actually received or paid, the latter
shows what income has been earned and what liabilities have
been incurred, whether such income or expenditure has been
received or paid in eash, or not,

An TIncome and Expenditure Account is really the
equivalent of what in a trading concern we call the Profit
& Loss Account, for it shows what profit or loss we have

178
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made during a given period. That being so, you will under-
stand that in such an account the income we derive, whether
actually received or not, must be placed on the credit side
of the account, while the liabilities we incur, whether
actually paid or not, must be placed on the debit side.
Remember that this account, in a non-trading concern,
takes the place of the Profit & Loss account in a trading
concern, and you will have no difficulty in making your
entries accurately. For instance, subscriptions are due
from three members of an Association. A, B and C,
of Rs. 25 per head. While we debit each of these members
with Rs. 25, we shall credit the Income and Expenditure
account with Rs. 75. When cash is received from them,
we shall adopt the usual procedure of crediting A, B and C
and debiting our cash. On the other hand, if we incur
certain expenditure and settle it by cash, we shall debit the
Income and Expenditure account and credit cash.

Again, supposing we depreciate our Furniture, we shall
debit our Income and Expenditure account (it being a
loss) and credit our Furniture account in just the same way
as we debited P. & L. account and credited Furniture account

' in a trading concern.

The balance of our Profit and Loss Account, as you
know, is transferred to our Capital accoant. As the balance
of the Income and Expenditure account also represents a
profit or a loss, such a balance is similarly transferred to
our Capital account and is shown in our Balance Sheet as
such, together with any profits we had previously made.
Some Associations, instead of opening a Capital account,
substitute for it what they call a Reserve account, as they
regard all the profit they have made as a reserve for
meeting any unforeseen expeniiture. But whether we call
such an account a Capital account or a Reserve account, it
will appear on the liabilities side of our Balance Sheet.

As a matter of fact, when an Income and Expenditure
account is presented, it is customary also to submit with it
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180 INCOME AND EXPENDITURE ACCOUNTS

a Balance Sheet in the usual form, the balance of the Income:

and Expenditure account being shown in such Balance
Sheet as Capital.

Let us take an illustration —
INCOME AND EXPENDITURE ACCOUNT

Dr. for the year ended 31st December, 1936 Cr.
Expenditure Rs. |Cts. Income Re, Cts..

3 e R PR R goo | oo | By subscriptions . .... 4,000 | o0
. wages and salaries .. 2,400 | o0 , bank interest ..... 125 | DO
»  printing & stationery 250 | oo | ,, donations ......... 300 | o0
. baddebts .. ..l....0 150 | oo
PR LT | S R 420 | 00
5 depreciation of

furniture .. ...e-00 100 | oo
o Eos ............ 60 | oo
,» balance profit trans- g

ferred to Capital a/c 345 | oo

Rs. 4,625 | oo | Rs. 4,625 | oo

BALANCE SHEET at 31st December, 1936

Liabilities Rs. | Cts, Assets Rs. [Cits.
Sundry Creditors ........ 480 | oo | Sundry Debtors.... .. 1,300 | oo
Subscriptions paid in 4 Cash at Bank .......0 5,600 | oo

Advanee i 1zo | oo | Furniture Rs. 1,000°'00
CAPITAL A/C:— Less depre-
Per last ciation . 10000 goo | 0o

statement Rs. 685500 | | ] 0 —————

Inc. & Exp. i
afc n 345700 7,200 | oo \

Rs. 7,800 | oo . Rs, 7,800 | 00

From the above statements you will observe that a .
profit of Rs. 345 was made during the year 1936. Thig
amount, added to the Capital of Rs. 6,855 shown in the

previous Balance Sheet, makes a total Capital at the end

of 1936, of Rs. 7,200. If, on the other hand, the Income
and Expenditure account showed a loss instead of a profit, -

that loss will be deducted from the previous Capital,

You will also notice that Furniture has been depre-
ciated by Rs. 100. This amount has been shown on the
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debit side of the Income and Expenditure account (it being
a loss), and also as a deduction from Furniture on the Assets
side of the Balance Sheet. -

The Income and Expenditure account is
also sometimes called a Revenue account,
although this term is usually applied to the
accounts of Railway Companies, Water and Lighting
Companies, etc. The Revenue account, like the ITncome
and Expenditure account, embraces all income or profits
made, and against this is charged all expenses or losses,
the balance indicating what profit or loss has been made
on the Revenue account. And here it would be well for
you to distinguish between Capital and Revenue expenditure.
Capital Expenditure is expenditure incurred in adding to
your Assets, as, for instance, when you buy new machinery
or extend your property. In either case your Assets have
increased in value and the particular asset affected will
be debited with such expenditure, while cash will be credited.
Revenue Bxpenditure, on the other hand, is concerned with
such items as repairs to machinery. It does not add to
your existing assets but has the effect of maintaining the
value of such assets.. Such an expenditure is of course
a loss and should therefore rightly be debited to the Revenue
account.

Revenue
Account.

From what you have learnt in the proceding paragraphs,
you will observe that.Income and Expenditure account,
Revenue account, and P. & L. account are all identical.
The difference lies solely in the kind of business that employs
one or more of these terms. An Income and Expenditure
account applies to non-trading concerns ; a Profit and Loss
account applies to trading concerns ; and a Revenue
account applies to Companies such as Water and Lighting
Companies.

Exercise 17

1. What is a Receipts and Payments account ?

2. What is an Income and Expenditure account, and in wha
respocts does it differ from a Receipta and Payments account ?

Digitized by NoolSllam Foundation.
noolaham.org | aganaham.org



182 INCOME AND EXPENDITURE ACCOUNTS

3. Who keeps an Tncome and Expenditure account? Does such an
account differ from a P. & L. aceount ?

4. What is a Revenue account ? Distinguish between Capital
and Revenue expenditure.

5. From the following particulars draw up an Income and
Expenditure account of the Colombo Sports Association for the year
1936, and a Balance Sheet as at 31st December, 1936 :—

Rs.. (Cis. £ R
Subseriptions paid................... 4,600 00 306 13 4
% N g TTORF L., it I 800 00 S T S
HenSpaitdic, Bl h Sl B e 2 R s 1,200 00 80 0 0
Rates and Taxes (unpaid)............. 460 00 30 13 4
£ 5 oo hi b, e G s S 60 00 4 0 0
Printing and Stationery............... 120 00 8§ 0 0
VR LA R e S s P e 45 00 3 00
Donation received. .o.oovvvi v, 25 00 1 13 4
Incidental expenses........... CHS 64 00 4 5 4
ASSETS :—
SundryDebtors. .....ovviisiasnnn 250 00 16 13 4
FRTTAGORe 5 e i e e e et e 1,200 00 80 0 0
Stock of wines, ete........cvvvven s 1,860 00 124 0 0
Cash....... I EA OB S R ITAL. 4,046 00 269 14 8
LIABILITIES :-—
Sundry Creditors................. 620 00 41 6 8
CAPITAL Account. Balance from
last statement.........c.coivuns 3,600 00 240 0 0O

Depreciate Furniture 109,
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 CHAPTER XVIII

Partnership Accounts

In the exercise we have done so far, we have regarded
each business as the property of a single person or a ‘sole
trader,” and we opened a Capital account in each case to
record the proprietor’s personal account in the firm.

Frequently, a ° Partnership ’ is entered into by two or
more persons (not exceeding twenty ; or ten in the case of
Banking concerns) for the purpose of conducting a definite
business. In such a case, it will of course be necessary
to have a separate Capital account for each such partner.
For instance, if Robert Fernando and P. Joseph were part-
ners in a Firm, there would be two Capital accounts : Robert
Fernando’s Capital Account and P. Joseph’s Capital Account.

In the Partnership Act of 1890 a PARTNERSHIP has
been defined as ‘ the relation which subsists between persons
carrying on a business with a view to profit.” When such
a partnership exists, it must be evident to you that some
agreement should be reached as to the exact position of
each partner, the Capital to be subscribed by each, the divi-
sion of profits, etc., in order to avoid future complications.
This contract or agreement need not necessarily be in writ-
ing and may be made orally or be inferred from the conduct
of the partners, but it is usual and expedient to record this
agreement in writing in what is known as the ARTICLES OF
PARTNERSHIP which should include among other things :—

(1) The name and nature of the business.

(2) The Capital to be invested by each partner.

(3) The salary, if any, to be paid to each partner.
183
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(4) The amount each partner may draw in any year
in anticipation of profits.

(5) The rate of interest chargeable on drawings.

(6) The interest to be allowed on the Capital of the
partners.

(7) The proportion in which profits or losses should

: be divided among the partners.

(8) The value of goodwill on the death or retirement
of a partner or on the admission of a new partner.

(9) A clause providing for arbitration in case of dispute.

In order not to overburden the Capital

(S]:h?tigliary account proper and to keep the earnings
Qapltal =~ and the liabilities of the partners distinct,

various subsidiary Capital accounts are
sometimes kept for each partner, such as Inferest account,
Salaries account, and the like. In that way it becomes
clear at a glance what each partner has gained or has been
debited with, on each such item. It is not proposed in this
volume to deal with all of these subsidiary accounts
individually, and it will suffice for our purpose if we have only
two subsidiary Capital accounts which we shall call (1) a
DRAWINGS ACCOUNT ; and (2) a CURRENT ACCOUNT.
In the former we shall record the amounts drawn out of the
firm by each partner during the trading period, and in the
latter we shall combine all the various amounts (excluding
Drawings) with which each partner should properly be debited
and credited. As in the case of other subsidiary accounts,
these two accounts will then be balanced, and the balances
transferred to the opposite side of the main account, in this
cage the Capital account. '

Let us take an illustration :

- A Adam and B. Beach are partners in a firm, the
former contributing Rs. 20,000 as Capital, and the latter
Rs. 10,000. According to the Articles of Partnership, each
partner is to be credited with interest on his Capital at 6%
and the profits or losses are to be divided equally. Each
of the partners is to receive Rs. 1,200 per annum as salary.
The accounts of the partners may then appear as follows :—
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Dr. "A. ADAM'S CAPITAL Ajc Cr.
Rs. |Cts. Rs. |Cts.
To Drawings afc ........ 1,400 | oo | By Balance .......... 20.000 | oo
»» Balance Capital c/d.. z7000 | ool . Current a/c....... 8,400 | oo
Rs.| 28,400 | oo Rs. | 28,400 | oo
By Balance b/d Rs. 27,000 00
Dr. A. ADAM'S DRAWINGS A/c Cr.
Rs. |Cts. Rs. |Cts.
200 | oo | By Balance transferred
450 | oo to Capital ajc .. 1,400 | ©O
350 | oo
400 | oo
Rs. I,400 | oo Ra. _L,400 | 00
Dr, A. ADAM'S CURRENT Ajc Cr.
Rs. |Cts. Rs. |[Cts.
To Balance transferred By Interest on Capital 1,200 | oo
to Capital a/c .... 8,400 | 00 i ALY S e 1,200 | 100
»» #share net puoofit. . 6,000 | oo
Rs. 8.400 { o0 | Rs. 8,400 | o0
Dr. B. BEACH'S CAPITAL Ajc . Cr
Rs. Cts. Rs. Cts.
Te Drawings a/¢ ........ 1,500 | 0o | By Balance ........... 10,000 | oo
,» Balance Capitale/d.. 16,300 | 0O » Currentafe ...... w800 | oo
Rs.| 17,800 00| ' Rs. | 17,800 | o0
By Balance b/d Rs: 16,300 o0
Dr. B. BEACH'S DRAWIN(__}S ACCOUNT Cr.
Rs Cts. Rs. Cts.
T Cashy v siate s sa el 300 | oo | By Balance transferred
prnil F 300 | oo to Capitalafe .... 1,500 | OO
" " 400 oo
» " 500 | 00
L Rs 1,500 | 0O Rs. I,500 | o0 'J*
M\
P I i
i Foundation.



186

PARTNERSHIP ACCOUNTS
Dr. B. BEACH'S CURRENT ACCOUNT Cr.
Rs. |Cts. Rs, |Cts.
“To Balance transferred * | By Interest un Capital Goo | oo
" to Capital ajc.... =800 | oo , Salary ...eeae.eas 1,200 | o0
5 % share net profit.. 6,000 | oo
Rs. —;é_(;o_ a0 Rs. 7,800 | oo

The Capital of the two partners is shown on the
Liabilities side of the Balance Sheet as follows :—

PARTNERSHIP ACCOUNTS
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CAPITAL A/es :—

Rs.

Rs. Ots. Cts.
A. Adam 20,000 00
Less Drawings 1,400 00
: : 18,600 00
Add Int. on Capital 1,200 00
Salary 1,200 00

1 net profit 6,000 00 27,000 00
- B. Beach 10,000 00
Less Drawings 1,500 00
8,500 00
Add Int. on Capital 600 00
Salary 1,200 00

1 net profit 6,000 00 16,300 00

The above method of showing the Capital of the differ-

ent partners may be adop

exercises.

ted by the student in working his

~ An alternative method of dealing with partners’ Capital

is sometimes employed where the Capital is fixed. The
partners’ Capital accounts are shown intact, and a Current
account deals with all items to be credited or debited to
the partners. In such a case the accounts will appear as

under :—
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Dr. A. ADAM'S CAPITAL A/c Cr.,
Rs. |Cts. Rs. |Cts.
To Balancec/d ........ 20,000 | oo ‘ By Balance ....,.:.... 20,000 | oo
By Balance b/d! Bs. 20,000 o0
Dr. A, ADAM'S CURRENT A/c Cr,
Rs. |Cts. Rs. [Cts.
To Cash (drawings) .... 200 | oo | By Int. on Capital 1,200 | o0
oo ” 450 | oo n Salary ... 1,200 | oo
L " 350 | oo s & met profit 6,000 | 00
" " 400 | oo
b, Balancec/d cooio..a 7,000 | oo
Rs 8,400 | o0 | Rs. 8,400 | oo ;
By Balance b/d Rs. 7,000 00
1
Dr. B. BEACH'S CAPITAL A/c Ex;
Rs. [Cts.|” Rs.. |Cts.
To Balance¢/d ........ 10,000 | oo | By Balance .......... 10,000 [ oo
By Balance b/d Rs. 10,000 o0
Dr, B. BEACH'S CURRENT A/c Cr.
Rs. |Cts. Rs. |Cts.
To Cash (drawings) ..... j00 | oo | By Int. on Capital ..... foo | oo
SIS e R 300 | oo ST G 5 SRS e 1,260 | 00
Sl - 400 | o0 py Foetprofit ........ 6,000 | oo
i i 500 | oo
Balancec/d ......,. 6,300 | o0
Rs =800 | oo Rs. 7,8co | oo \ |
TR |
By Balance b/d Rs. 6.300 00 q
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and the accounts on the Liabilities side of the Balance
Sheet will be shown as follows :—

CAPITAL
Rs. Cts. Rs. Cts.
A. Adam ' 20,000 00
B. Beach 10,000 00 30,000 00
CURRENT A/cs
A. Adam :
Int. on Capital 1,200 00
Salary 1,200 00
1 net profit 6,000 00
8,400 00
Less Drawings 1,400 00 7,000 00
B. Beach '
Int. on Capital 600 00
Salary 1,200 00 ;
1 net profit 6,000 00
7,800 00
Less Drawings 1,500 00 6,300 00

In the above illustration you will observe that the
balances of both the Capital and the Current Account are
brought down, and are shown as separate items in the Balance
Sheet. If, in the Current account, the amount shows a
loss to partners instead of a gain, then such amount will
appear on the Assets side of the Balance Sheet as being
due to the firm by the partners concerned.

Interest on Capital, the Salary of partmers, efe., which
appear as credit entries in the partners’ accounts, will of
course find their corresponding debits in the P. & L. account.
On the other hand, if by agreement it is decided that the
partners should pay interest on their drawings then the

- partners’ Drawings account will be debited with such
interest and the P. & L. account credited as being a gain
‘to the firm. !
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A Exercise 18 _
1. What do you understand by a Partnership ¢ How many part-
ners may there be in (a) an ordinary partnership, () a Banking in-
stitution ? ' L

2. Whatare Articles of Partnership? Name some of the principal

~ items that should appear in such Articles.

3. What is a Partner’s Drawings account? Through what books
would you pass such Drawings ? :

4. What is a Partner’s Current account? Name a few items that
would appear in such an account.

5. If the Capital of the various partmers in a firm is unequal,
suggest some method whereby the partner with the greater Capital
may earn more than the partner with less Capital.

- 6. Why do partners sometimes charge interest on their Capital ?

7. Tsit desirable that partners should pay interest on their Draw-
ings ?* Tf 8o, why ?

8. (a) C. Colling and D, Dream are partnersin a trading conocern.
Colling contributes Rs. 51,000 (£ 3,400.0.0) as Capital and Dream
Rs. 24.000 (£ 1,600.0.0). Interest on Capital to be credited to part-

. mers at 59, and the profits or losses are to be divided two-thirds to

Colling and one-third to Dream. They are each to he paid a salary
of Rs. 3,000 (£ 200.0.0) per annum. The total net profit for the year
is Rs. 12,000 (£ 800.0.0). Show the partners’ Current and Capital
accounts in the books of the firm, and how the Capital would appear
in the Balance Sheet.

() H. Earle, F. Fagin and G. Grant are co-partners in a firm of
chocolate manufacturers. On January 1, 1936 their Capital was
Rs. 75,000 (£5,000.0.0), Rs. 50,000 (£3,333.6.8) and Rs. 25,000 (£1,666.
13.4) respectively. Each partner was to receive 59 interest on his
Capital and to be paid Rs. 3,000 (£200.0.0) per annum as salary.

The net profit on the business for 1936 was Rs. 18,000 (£1,200.0.0)
to be divided among the partners in proportion to their Capital.

The Drawings of the partners during the year were as follows :—

E. Earle Ra. 4,000 £ 266 13 4
F. Fagin Rs. 2,800 £ 186 13 4
G. Grant Re. 3,500 £ 233 6 8

No interest to be charged on their Drawings.
' Prepare and balance the partners® respective Capital accounts,
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{¢) On December 31, 1938 the following Trial Balance: was

extracted from the books of the firm in which H. Hynes and 1. Ignatius
were partners :— :
TRIAL" BALANCE
Dr. Cr. Dr. Cr.
Rs. [Cts. Rs. Ctsf| £ s. | d £ s | d.
H. Hynes Capital a/c 60,000 | 00 | 4,000 | 00O
I. Ignatius . 30,000 | 00 z,000| © | O
Sundry Debtors 6,600 | o0 440 o o
Sundry Creditors 1,500 | 00 100 | 0O
Plant & Machinery 13,000 | 0O 1,000 | 0| O
Furniture 6,000 | oo 400 (' 0 | @
Purchases 8,000 | o0 533 6|8
Sales 30,000 | 00 2,000 | OO
Purchases Returns 250 | oo 6 |13 | 4
Sales Returns 560 | oo 37 6| 8
Sundry Expenses 380 | oo 25 68
Wages & Salaries 4,800 | oo 3z0 | o | o i
Stock (Jan. 1, 1938) 42,000 | o0 2,800 o | o
Bills Receivable 7,000 | 09 466 | 13 | 4
Bills Payable 2,500 | 0O . 166 {13 | 4
' Carriage Inwards 230 | oo 15| 6 8
Carriage Outwards 350 | oo 23| 6. B
H. Hynes
Drawings a/c 2,400 | 0O 160 | o| o
Ignatius
Drawings a/c 2,000 | 0O 133 6|8
Cash in hand 1 6oo | 00 106 | 13| 4
| Cash at Bank 27,330 | oo 1,822 | o | o
. Rs. || 124,250 | 00 | 124,250 | oo l|8,285 | 6| 8| 8,283 168
J

Prepare Trading and P. & L. accounts for the year 1938 and a
Balance Sheet as on 31st December, 1938, after making the following
adjustments :—

(1) 69% intert;at to be allowed on Partners’ Capital but no interest
to be charged on Drawings ;

(2) Depreciate Plant & Machinery 109, and Furniture 59 ;

(3) Create a Reserve for Bad & Doubtful Debts of 109, on SBundry
Debtors ;

(4) Value of stock, December 31, 1938 : Rs. 33,000 (£2.200.0.0)

(5) Profits or losses to be divided pro rata to partners’ Capita! ;

Note : Debit ‘ Carriage Inwards’ to Trading a/c, as being part of

cost of purchages ; debit * Carriage outwards *to P, & L. a Je.

PARTNERSHIP ACCOUNTS 191

(d) The following represents the Trial Balance of Messrs. Jenkins
& Kennedy on 31st December. 1936 :—

TRIAL BALANCE

Dr. Cr. Dr. Cr.
Rs. |Cts. Rs. |Cts)| £ s |d £ 1 s- | d.
J. Jenkins’, Capital a(c 40,000 | 00 2,666 |13 | 4
K. Kennedy's Capita.
afe 15,000 | 0D 1,000 | O |0
J. Jenkins’ Drawings .
ajle 1,500 | 0o 100 [ o| e
K. Kennedy's A ‘
Drawings a/c 500 | oo 33 6 8
Plant & Machinery 15,000 | 0o 1,000 | 0| o
Furniture 5,000 | 00 333 6 (8
Stock (Jan. 1, 1936) 40,000 | 00 2,666 | 13 | 4
Sundry Debtors 9,000 | 00 6oo | o o
5+ Creditors 5,500 | oo 366 |13 | 4
Reserve for Bad
Debts 500 | 0o 33| 6|8
Purchaszes 6,800 | oo 433 68
Sales ¥ 28,000 | oo 1,806 (13 | 4
Returns Inwards 275 | o0 18 6| 8
Returns Outwards 150 | oo 10| 0o
Manufacturing wages 3,600 | oo zZ40 | o0 | O
Salaries 2,400 | 0O 60 | o | o
Cash in hand 1,600 | oo 106 | 13 | 4
Cash at Bank 3,475 | oo 231 |35 | 4
Rs. Il 89,150 | 0o | 8g,150 loo 50431 61 81 5043 618"

The partners are to receive no salary but they should be credited
with 69, interest on their Capital. The net profits or losses to he
shared pro rata to their Capital.

Depreciate Plant & Machinery 109,

Prepare Trading and P. & L. accounts, for the year ended 31st
December, 1936, and a Balance Sheet as on that date,

Value of Stock, 31st December, 1936 Rs. 26,000.00 (£1,733.6.8)
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CHAPTER XIX

Sectional Ledgers

In large business houses, it is usual to sub-divide the
Ledger into sections. These are designated :—

(1) THE GENERAL LEDGER, in which are recorded
all accounts of an impersonal nature. In other words, all
Real and Nominal accounts are entered in this Ledger. The
Trading account and its subsidiary accounts, the P. & L.
account and its subsidiary accounts, the Capital account,
are all accounts that would properly be entered in the Gen-
eral Ledger. The Cash and Bank accounts, as shown in
the Cash Book, are of course also part of the General Ledger.

A section of the General Ledger is sometimes recorded
in a separate Ledger called the PRIVATE LEDGER which
contains only the Partners’ Capital, Drawings, and Current
accounts, and the P. & L. account.

(2) THE SALES LEDGER, also called ‘the Sold
Ledger or the Debtors’ Ledger, in which are recorded per-
sonal accounts of Debtors. When we sell goods to a person
that person is debited with the amount, and so his personal
account appears in the Sales Ledger Apart from Sales,
too, if a person’s account it debited for some other reason,
his account should be shown in the Sales Ledger. That
is why it is sometimes known as the Debtors’ Ledger.

(3) THE PURCHASES LEDGER, also called the
Bought Ledger or the Creditors’ Ledger, in which are
recorded personal accounts of Creditors.

The personal accounts in the Sales and Purchases
Ledgers remain in their respective Ledgers when remittances
are made by or to the persons concerned. For instance,
when we sell goods to J. Smith, his account will naturally

192
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appear in the Sales Ledger. When he pays us money i
full or part settlement of his debt, he W]ﬁ ge creditedety;i;ll:
the amount, and his account will still remain in the Sales
Ledger although a credit entry has been made in it.

You will see, then, that instead of usin Led
as we have done hitherto, we should use t%reoene Ledgegrzr
as follows :— :

(1) A GENERAL LEDGER (for all Real and Nomin-

al accounts) ;

(2) A SALES LEDGER (for all personal accounts

of Debtors) ;

(3) A PURCHASES LEDGER (for all personal

accounts of Creditors).

In drawing up your Trial Balance, you will see to it.

that the balances of these various Led
kept distinet, as follows — R

TRIAL BALANCE

Dr Cr.
Rs Cts] Rs Cts
General Ledger

4,840 | oo
12,075 | oo
9,680 | oo
2,360 | oo

30,530 | oo

9,500 | oo

1,000 | oo
20 | oo
1,920 | oo
120 | oo
380 | oo
105 | oo

100 [ oo
1,500 | 00
2,040 | oo
5,000 00
3,000 | oo

210 | oo

300 | oo

500 | oo

900 | oo

Ras. 43,040 | 00 43,040 | oo
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In working your exercises, see that your Ledger is
subdivided into these three sections, indicating at the top
of each page what Ledger it is—General Ledger, Bales
Ledger or Purchases Ledger. The Ledger Folio column
of the subsidiary books should also show to what particular
Ledger the respective entries are posted. The letters
G. L., S.L., and P.L., will suffice for this purpose, with the
addition of the folio number of each such Ledger, eg.,
G. L. 8 will indicate a posting to folio 8 of the General
Ledger.

There is no real diffieulty in following the above pro-
cedure. All that is done is the substitution of three different
Ledgers for one Ledger: in other words, one Ledger is
sub-divided into three sections as indicated above.

One question may arise in connection with these
Sectional Ledgers. Supposing we both buy goods from,
and sell goods to, the same party, in what Ledger should
his account appear ! The answer is that his account will
remain in the Ledger in which it was originally opened.
Cases of this kind are, however, very infrequent.

Self—Bala';mcin ¢ The Sectional Ledgers referred to abov'e
Ledgers are usually made self-balancing. This
- § is done particularly in order that any
error may be more easily located ; that is to say, if any
particular Sectional Ledger does not give a correct Trial
Balance, we shall have to restrict our checking to that
particular Ledger in order to detect our mistake.

If we adopt the plan given in the previous paragraphs
on Sectional Ledgers, it is plain that not one of the three
Ledgers can be self-balancing, for the very good reason
that an entry made on the debit side of a Sales Ledger
account may find its corresponding credit entry on the credit
side of a General Ledger account. For instance, if 1 sell
goods to R. Roberts for Rs. 100, the Sales a/c in the General
Ledger will be credited with that amount: By Roberts
Rs. 100. The corresponding debit entry will appear in
R. Roberts’ a/c in the Sales Ledger :  To Sales Rs. 100,
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That being so, the sum of the debits and the sum of the
credits in any particular Ledger cannot agree, although
the sum of the debits and the credits in all three Ledgers
taken together should be equal’ In other words, the balances
appearing in the Trial Balance of each separate Ledger
will not present equa.l totals.

In.order to make each Ledger se]f balancmg, therefore,
some adjustment is necessary. This is done in the
following manner ;—

(¢) GENERAL LEDGER. Open two adjustment
accounts : (1) A SALES LEDGER ADJUSTMENT A/C to
which is debited the balance of the Debtors’ accounts as
shown in the Sales Ledger, and (2) a PURCHASES LEDGER
ADJUSTMENT A/C to which is credifed the balance of the
Creditors’ accounts as shown in the Purchases Ledger.

() SALES LEDGER. Open a GENERAL LEDGER
ADJUSTMENT A,c and credit it with the balance of the
Debtors’ accounts appearing in that Ledger. The corres-
ponding debil entry of this total will appear in the Sales
Ledger Adjustment A/c in the General Ledger as shown
in (@) above.

(c) PURCHASES LEDGER. Open a GENERAL
LEDGER ADJUSTMENT A/C and debit it with the balance
of the Creditors” accounts in that Ledger. The correspond-
ing credit entry will appear in the Purchases Ledger Adjust-
ment A/c in the General Ledger as shown in (¢) above.

The Sales Ledger Adjustment A/c and the Purchases
Ledger Adjustment A/c in the General Ledger will then
represent a summary of the personal accounts in the Sales
Ledger and the Purchases ledger respectively. You will
see, therefore, that instead of showing every personal
account in the General Ledger, which would oceupy probably
the greater part of the Ledger, we have a summary of these
in the two Adjustment accounts. Particulars regarding

ql
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the personal account of any individual, will of course be
shown in either the Sales Ledger or the Purchases Ledger
according to whether the person is a debtor or a creditor.

I have said above that in the Sales Ledger, a General
Ledger Adjustment account is opened, and credited with
the balance of the Debtors’ accounts. The other postings
to the Sales Ledger are made from one or other of the
various subsidiary books we have already studied. In
practice, the debits and credits of the Adjustment accounts
are entered from the totals of the subsidiary books. For
instance, you have learnt that the total of the Sales Book
is posted to the credit of the Sales account in the General
Ledger, and the individual items are debited to the personal
accounts in the Sales Ledger. In addition to these postings,
the fotul of the Sales Book is posted to the credit of the
General Ledger Adjustment account in the Sales Ledger,
and debited to the Sales Ledger Adjustment account in
the General Ledger.

Similarly, reverse postings to the Adjustment accounts
are made in connection with the Purchases Book.

So far as the Cash Book is concerned, an extra column
is provided on each side, the column on the debit side
giving particulars of items to be postrd to the Sales Ledger,
and the column on the credit side giving particulars of items
to be posted to the Purchases Ledger. The total of this
debit. column is then posted to the debit of the General
Ledger Adjustment account in the Sales Ledger and to the
credit of the Sales Ledger Adjustment account in the General
Ledger, Conversely, the total of the Credit column is posted
to the credit of the General Ledger Adjustment account
in the Purchases Ledger, and to the debit of the Purchases
Ledger Adjustment account in the General Ledger.

A similar procedure is adopted in connection with
the Journal, the Bills Books and the Returns Books.
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Tet us take a very simple exercise to illustrate our
meaning —

On December 1, 1938 P. Rodrigo’s books showed the
following balances :—

Dr. Cr
Rs Cts.| Rs. Cts
CastEEBANK Ll i v bt s soe n e 10,000 | 00
Sundry Debtors.
AsiPerera sl D D R e 200 00
T | E R 1,300 0O
C. Fernando ..aviinaveuoaninsis Z50 00 1,750 | 00
Sundry Creditors: :
g 5560 U by o AR R DRI S 1,095 00
A BT ) ST P T et R 45 00
R.ThOmas ...uoceeusaesnnrmssasns 8o oo 1,220 | 00
Stock of g00ds s. v iiniiiaiaas 30,000 | 00
TRUCIHUIITG Fras sin 20,0 w5t o mocm ot oy e el Oy s 2,100 | 0O
Capital ... oo e 42,630 | oo
Rs. | 43,850 | oo 43,850 FEo

His transactions during the month were as follows :—

Rs. Cts.
Dec. 1 Sold goods to A. Perera............ 4,000 00
Drewon B. Silvafor.............. 1,600 00
4 Paid cheque to D, Alwis........... 485 00
Discount allowed .. ............... 15 00
5 Bought goods from T. Samuel... ... 600 00
, 10 Sold goods to C. Fernando......... 3,300 00
12 (, Fernando returned goods........ 80 00
15 Received cheque from A. Perera

which was paid into banle <. 2,400 00
Discount allowed . .. .. .oooinion..n 100 00

16 Sold goods for cash which was paid :
15 A0 o1 bt L R 8,000 00

il Foundation.
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My books will then show the following entries

and postings

CASH BOOK
Sales | Dis. | Bank Pureh.| pis. | Bank
Rs, |e.[Rs |c.] Rs |e. Rs.jc. |Rs.|e.] Rs. |
To Balance 1000000 | By D. Alwis '500 oo| 1500 485]00
5+ A, Perera | 2,500 |00 | 10000 | 2,400/00 | Balance i
»» Sales | 8,000/00 c/d l 19,915/00
]i,_joo oi__x'_oo_pqi_gp,_‘;p_q_ﬂ | 500{00 15/00 | 20,400i00

To Balance b/d 19,915 €O

Note:— (a) Cash column has not been provided as all payments and receipts

refer to Bank.

(8) Bank and Discount accounts, being impersonal, must be regarded

as General Ledger accounts.

SALES BOOK

Rs. Cts.
Dec. 1 A, Perera L B 4,000 | oo
€. Fernando 2 3,300 | o0
Sales Total & L 7,300 | 00_
PURCHASES BOOK
i Rs Cts.
Dec. 5 T. Sammuel I 6oo | oe
Purchases Total G. L Boo— _o:
RETURNS INWARDS BOOK
Rs Cts.
Dec.. 12 C. Fernando o B Bo | oo
Returns Inwards Totai G. L. T 8o | oo
BILLS RECEIVAELE BOOK
Rs. Cts.
Dec. 3 B. Silva Sl 1,000 | 00
B. R. Total G.L. r,000 | oo
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Dr. Cr.
Rs. [Cts.}] Rs. |Cts.
Sales Ledger .A.djustmel;t Al R G.L.| 1,750 | oo
To General Ledger Adjustment afe . .......... 5. L. 1,750 | 0O
(being total of Debtors’ balances)
Sales Ledger Adjustmenta/e ....... e e Dr. |G.L.| 7300 | oo
To General Ledger Adjustment afe ., .oaneeinns §. L. 7,300 | 0o
{being total of Sales Book
General Ledger Adjustmenta/e ......... 3 S. L. | 2,500 | oo
To Sales Ledger Adjustment afe . oovennnns i G L 2,500 | 00
(being Cash received and Dis. allowed as
per C. B.)
General Ledger Adjustment a/e .............0 Dr. |8.L.| 1,000| oo
To Sales Ledger Adjustment /¢ .. .covieuviinnns LE75 . HE 1,000 | 00
{being total of B. R. Book)
General Ledger Adjustment a/e ..... Ly S. L. Bo | oo
To Sales Ledger Adjustment a/c .. S G. L. 80 | oo
(being total of Ret. Ind. Book)
General Ledger Adjustmenta/e ..oco.oovvvvs . DL P. L) 1220 oo
7o Purchases Ledger Adjustment a/c .......ov0nn G. L. 1,220 | 00
(being total of Creditors’ balances)
General Ledger Adjustoient a/c .. .oovvaene o nn Dr. |P.L.| 6oo| oo
To Purch. Ledger Adjustment a/c . .... LM RS G. L. 6oo | oo
(being total of Purchases Book)
Purchases Ledger Adjustment afe ...ccoouennn G.L.| 300 o0
To General Ledger Adjustment a/c . Bl 500 | 0O
(being Cash paid and Dis. received as
it
per C. B.)
GENERAL LEDGER
Dr. : STOCK [
.
Rs. Cts.
To Balance ..... 30,000 | 00
Dr. FURNITURE Cr.
Rs. Cts.
To Balance ......vis00s 2,100 | 00
e CAPITAL Cr
i Rs, [Cts.
By Balance.......... 42,630 | 00
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Dr. . SALES B
y Rs. Cts.
By Salesas per 5. B. ... 7,300 | oo
Bk Ll iy 000 | oo
L]
Dr. BILLS RECEIVABLE Cr.
Rs. Cts.
To total of B.R. book 1,000 | oo
Dr. DISCOUNT Cr.
Rs, Cts. Rs. Cts.
To Dis,asper C.B....... 100 | 00 | By Dis.as per C.B...... 15 | oo
Dr. PURCHASES Cr.
Rs. Cts. Rs. Cts.
To Purchases as per P.B. 6oo | oo
Dr. RETURNS INWARDS B
Rs. |Cts. Rs, Cts.
To Returns as per R.LB. 8o | oo
Dr. SALES LEDGER ADJUSTMENT A/c Cr.
Rs. Cts. i Cts.
To Debtors' Balance, ... 1,750 | oo By Bank & Dis. as per
»» Salesas perS.B...... 7,300 | oo fr L i e L oo
iy e o e R oo
,»  Returns Inwards. . oo
» Balancec/d..,. .. oo
Rs. _.— g.nso_ _o;_ Rs. -;u_
To Balance b/d .........Rs. 5470 o0
Dr. PURCHASES LEDGER ADJUSTMENT A/e Cr.
Rs. Cts. Rs. Cts,
To Bank & Dis. as per By Creditors’ balance . . 1,220 | oo
By i siirasaees 500 | oo » Purchases as per
1s Balanceo/d ...... 1,320 | oD U S Vil Goo | oo
Rs. ; 1,820 | o0 Rs. 1,820 :o—

By Balanceb/d ....Rs.

1,320

o0
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SALES LEDGER
Dr. A. PERERA {5
»
Rs. [Cts. Rs. Cts,
To Balante:, cae s us aniiy 200 | 0O BB 2,400 | o
sl s L 4,000 | 00 S B 1T w0 1 1 e 100 | oo
y» Balancec/d .......'| 1,700 | 00
Rs. 4,200 | oo | Es. 4,200 | 00
To Balanceb/d ...... Rs. 1,700 00
Dr B. SILVA Cr.
Rs. Cts. Rs. Cts.
To Balanee ... uaisrvnss 1,300 | o0 B Bl e 1,000 | oo
s, Balancec/d ....... 3joo | oo
Rs. . 1,300 | oo Rs. 1,300 | 00
To Balance b/d ...... Rs: 300 GO
Dr. C. FERNANDO Goy
Rs. Cts. Rs. Cis.
To Balanee .i...upeunas 250 | oo By Returns ........ %o | oo
e e ww et 3,300 | oo vy Balancec/d ....... 3,470 | oo
Rs, | 3,550 | 00 Rs. 3 330 | oo
To Balance b/d ...... Rs. 3,470 00
Dr. GENERAL LEDGER ADJUSTMENT A/c Cr.
Rs, Cts. Rs. Cts.
To Bank & Dis. as per By Debtors® Balance.. 1,750 | 0o
C.B T S 2,500 | 0o 2 Sales as per 5.B. .. 7,300 | oo
e AR s 1,000 | 00
.+ Returns Inwar o | oo
5, Balancec/d......... 5,470 | oo
Rs. 9,050 | oo Rs. g.050 | oo
By Balance b/d Rs. 5470 0O
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PURCHASES LEDGER

“Dr.  D. ALWIS cr.
b Rs. Ct.s. Rs. Cts.
o BARE L 485 | oo By Balance: .iniai 1,095 | oo
i DhEcount i S 15 | oo
o Balanes, . ., oLl 5095 lloo REm———_
Rs. I,c:gs_ 0;_ Rs. _T.‘E E
2 By Balance b/d Rs. 595 00
Dr. T. SAMUEL Crv
Rs Cts
By Balance ,.vi.ei. .. 45 | oo
5 Purchases ........ foo | oo
Dr. R. THOMAS Ex.
Rs Cts
By Balance .......... %0 | oo
Dr. GENERAL LEDGER ADJUSTMENT Afc Cr.
Rs. Cts. Rs. Ots.
To Creditors’ Balance .. | 1,220 | 00 By DBank & Dis. as per
s Purchases as per P.B. 6oo | oo CH e 500 | 0o
» Balancec/d ....... 1,320 o0
Rs. _-I_,E -—;0— Rs. ;,S_zf_i__ oo
To Balance b/d _ Rs. 1,320 00

You will see that the items in the Adjustment Accounts
are posted through the Journal. You will also notice
that every item in the Sales Ledger Adjustment Account
in the General Ledger has its corresponding debit or credit
entry in the General Ledger Adjustment Account in the
Sales Ledger, and that every item in the Purchases Ledger

“ Adjustment Account in the General Ledger has it corres-
ponding debit or credit entry in the General Ledger Adjust-
ment Account in the Purchases Ledger. This serves to

preserve the balance in each of the three Ledgers. Study

the items one by one, and be sure you understand them.

We shall now proceed to extract our Trial Balance
as follows :—

Digitized by Noold
noolaham.org | ag

SECTIONAL LEDGERS 203

TRIAL BALANCE -

GENERAL LEDGER

Dr. €r.

4 Rs, '[Cts. Es. |Cts.
Banle: ot e e oo Gl s e G e i 19,915 | oo
fBTECT R o s e : 85 | oo
Stock of goods 30,000 | 00
BUriibre e s s s o 2,100 | 00
CRpRtal: s e e e s 42,630 | oo
b el e e S SR e 15,300 | 00
B B R et ity L ek 1 fioo | oo
BillsvReeeirabler (o C o R I, 000 | 0O
Returns Inwards. . ... ooovrnnnn.. 8o | oo
Sales Ledger Adjustment Account. ... .coiivverraiin: 5,470 | oo
Purchases Ledger Adjustment Account.......c..o .o 1,320 | 0O

Rs. 50,250 | 00 59,250 | oo

Dr. Cr:

Rs. Cts. Rs. Cts.

1,700 | oo
300 [ oo
REaTTaTEasy s o e R o 3,470 | ©O
General Ledger Adjustment Account................ 5,470 | o0
: :
Rs. 5,470 | oo 5,470 | 00
PURCHASES LEDGER
Dr. Cr.

Rs. |Cts. Rs. [Cts.

395 | oo
645 | o0
8o | oo
1,320 | o0
Rs. 1,320 | o0 1,320 | 00

Exercisz 19

1. Name the three prinecipal Sectional Ledgers, and state what
accounts are embodied in each of them.

2. What is a private Ledger ? For what accounts is it reserved?

3. How are the Sectional Ledgers made self-balancing ?

4. What are the two Adjustment accounts that appear in the
General Ledger ¥ What does each of them represent ?

5. What are the corresponding debit and credit entries of the two
Adjustment accounts in the General Ledger, and where are they
found ?

6. Do Exercise in Chapter XTI 17 (c) again, showing the accounts

in the three Sectional Ledgers. The Trial Balances should give the

items in each Sectional Ledger separately.

Foundation.
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CHAPTER XX

Hints to Students

We have now completed a full course in Elementary
Bookkeeping. 1 trust the lessons in the foregoing chapters
have proved not only helpful but also interesting. If you
have worked through the exercises conscientiously and care-
fully, you should have no difficulty in satisfying the exa-
miners in any of the ordinary local examinations in Book-
keeping in which an elementary knowledge is required.
Those of you who have done the exercises in sterling
currency should be able td work the Bookkeeping tests for
the Commercial Certificate examination of the London
Chamber of Commerce,

It is important that you should provide yourselves with
footrules, pencils, and, if possible, with fountain pens.
What may appear to be minor matters, such as the omission
of ‘Dr.’ and ‘Cr.’ must not be overlooked. In working the
test papers that follow, do not waste a moment in playing
with the accounts. Remember that the tests require that
you shonld complete the exercises in the time specified,
and if you find you have a few minutes to spare, go over
your work again -and see if it cannot be improved.

NEATNESS in a Bookkeeping test is absolutely
essential. Do not imagine that, because you have proved
your books, you will get full marks for your work. See
that vour figures are properly arranged-the units under
the units, the tens under the tens, etc., or you will find it
much more difficult to add up correctly. Untidiness
results in loss of marks. Use your foofrule in ruling off
accounts, and, if possible, use red ink in balancing
them. See that your papers are arranged in proper order
and that the answers to the same question are written on
consecutive pages. ' .

' 204
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FOLLOW INSTRUCTIONS. Read the instructions
before you begin your work. If the totals of your Trial
Balance do not agree, go over your exercise again and look
for your mistake. A student who acts contrary to instruc-
tions, wastes his time and gets no additional marks for his
trouble.

TRIAL BALANCE. See that your Trial Balance
contains only balances of your accounts, and not the fotals.
Do not attempt to ‘manipulate’ your Trial Balance if the
totals are unequal, by deliberately altering figures to make
them agree. It is dishonest and will result in failure.

BILLS OF EXCHANGE. If the opening entries in
your exercises include Bills of Exchange (either B.R. or
B.P.) which fall due during the period covered by the
exercise, you must regard them as met on the due dates
without any further instructions from the examiner, unless
you are told in the exercise that they have been dishonoured.
Make a note in pencil among the.transactions in the question
paper, against the dates when such Bills fall due, so that
you may not overlook the fact when working through the
exercise.

When discounting a Bill Receivable at the Bank,
debit the Bank with the full amount of the Bill, and credit
the Bank with the discount charged, calling it ‘Bank
Charges’.

If an exercise indicates that a Bill drawn has been
accepted at a later date, do not make any entry in your
books until the Bill has been accepted.

CONTINGENT  LIABILITIES. Remember  that
these do not become actual liabilities unless and until
the Bills discounted at the Bank have been dishonoured.
If, therefore, in your opening statement there are Contingent
Liabilities for Bills under discount at the Bank, they must
not be included among your liabilities. Where such Bills
are dishonoured at maturity, the Bank must of course be:
credited with the value of the Bill, and the Acceptor debited.

fim Foundation.
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SUBSIDIARY BOOKS. If you are asked to make
your entries in suitable subsidiary books, do not confine
your attention to the Journal. Remember that the Journal
is used as a subsidiary book only for entriés that cannot
properly be made in one of the other subsidiary books.
Also be careful that the same entry is not made in more
than one subsidiary book ; otherwise, you will have the
same transaction posted twice to the. Ledger. Even if
there is only one entry to be made inl a Sales or a Purchases
Book, record it in that book and do not journalise the
transaction.

CALCULATIONS. Get accustomed to calculating
rapidly. Several transactions may require multiplication ;
be careful not to trip. Make sure you know the meaning
of a dozen ; a score ; a gross ; a quire ; a ream,

TEST PAPERS. Do all the exercises in the following
pages of this book, and as many more as you can secure.
Time your working, and make sure you can complete each
exercise well within the time allotted. Many students
fail through not being able to do sufficient of the exercise
in the prescribed time.
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Account Current. (A/C), also called a running account, is a
statement in debit and credit form showing the financial transac-
tions between two parties. It usually embodies the interest
charged on the daily balances.

Ad Valorem. (ad val.). According to value, An ad valorem
duty on goods is the duty imposed according to the value of
the goods.

Agent. (Agt.). A person who acts on behalf of another
who is ecalled the Principal.

Agio. The difference between the real and the nominal value
of the money of a country, ¢.4. between. paper money and gold.

Amortisation. The diminution of a debt by means of
annual drawings from a Sinking Fund.

Ante-date. Todate a documant, such as a cheque, with a
date prior to that on which it is drawn.

Arbitration. The reference to a person called an Arbitrator
of a dispute between two or more parties, for his decision.

Assignment. The transfer by deed of the title to property,
to another party called the Assignee.

Audit. The verification of accounts by a person called an
Auditor who testifies to their correctness,

Average. A term used in marine insurance to indicate loss
at sea. Average may be either general or particular.

A General Average loss is a loss incurred for the general
safety of the ship and cargo, as for instance, where the goods of

.. a particular individual are thrown overboard in order to lighten

207
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208 COMMERCIAL TERMS

the ship in a storm, or where the masts of the vqésel have to be
cut away. In such cases, the owners of the ship/as well as of the
¢argo have to contribute proportionately to the value of their
property, in order to make good that loss. /

I

'3

_ A Particular Average loss is a partial loss arising through an
accident, when damage occurs through the perils of the sea. In
that case, the loss falls on the owner of the property, and he
cannot claim any contribution from the others who have an inter-
est in the ship or cargo. If the goods are covered ‘with particular
average’, the underwriters must make good such loss. Goods
may also be insured ‘free of particular average’ (f.p.a.).

Bank Rate. The minimum rate per cent. charged by the
Bank of England for discounting Bills,

Banker’s Draft. A Bill of Exchange (usually drawn on
demand) issued by one banker requesting another banker or
their Agents to pay a certain sum of money to the order of the
person named on the draft.

Barratry. In Marine Insurance, is a wrongful act on the
part of the master or the crew of a vessel with intent to injure
the owner of the ship or the charterer or the insurer.

Barter. The exchange of one commodity for another with-
‘out the intervention of money.

Bear. A speculator on the Stock Exchange who sells stocks
and shares which he does not possess, in the hope of buying them
at a lower price ‘before payment falls due, and of selling
them at the agreed price. :

Bill of Lading. (B.L.). A receipt given by the master or
agents of a vessel, for goods taken on board for shipment to a for-
eign port. This receipt must be produced at the port of destination
before the goods can be delivered. :

i Bill of Sale. (B.S). A deed mortgaging goods as security for
ebt. it

Bonded Warehouse. A place where imported goods are
stored until the duties on them are paid. Such goods are said
to be ‘in bond’.
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Bonus. Anextradistribution of profits made toshareholders
in addition to the ordinary dividend.

Book Debts. Debts owing to% trader as shown in his hooks.

Bottomry Bond. A contract by which a ship is pledged as
security for the re-payment of a loan to enabhle the ship to proceed
on its voyage, the loan to be re-paid on the completion of the
voyage. A Respondentia bond is a bond by which money is
borrowed on the security of the cargo, and the horrower is person-
ally liable for the debt.

Bull. A speculator on the Stock Exchange who buys stocks
and shares which he does not want, in the hope that the price will
rise before settlement day, and that he will thus be able to sell
them at a profit.

Charter Party. A contraet by which the whole or part of a
vessel is hired to a person called the charterer.

C. i. f. ‘Cost, insurance and freight’. A c.if. price in-
cludes the cost of the goods plus insurance plus freight.

Clearing House. A place at which bankers meet daily to
exchange cheques and bills due to or from one another, and so
to settle their obligations.

Company, Limited Liability. A company registered under
the Companies Acts. The liability of the shareholders is limited
to the amount of the capital they have invested in the business,
and their private property cannot be seized for payment of the
firm’s debts.

Contingent Liability. A liability which becomes existent
on the happening of a certain event. For instance, when a Bill
which has been discounted at the bank is not met by the acceptor
on the due date, we become liable to the bank for the amount of
the Bill.

Credit Note. A note sent toa person giving him credit for
the amount stated on it. A Credit Note is usually sent to a

. buyer when he returns goods or when he has been overcharged

for them.

p
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Cum Dividend. (cum div.) With dividend. When stocks or
shares are sold ‘cum div.’, the buyer is entitled to the dividend
which may accrue. The term ‘ex div.’ indicates that the seller
is entitled to such dividend.

Current Account. A Current Account at a Bank is an
account trom which you can withdraw money, or to which you
can add at pleasure.

Customs Duty. The taxes levied on goods imported from,
or exported to, another country.

Debenture. A written promise given by a Company to
re-pay a loan made to it, at a certain rate of interest and within
a prescribed time.

Debit Note. A note sent to a person debibing him wish
certain sum of money. It is issued to a buyer when he
has been undercharged, and takes the form of a supplementary
Invoice.

Demurrage. A charge made by the owners of a vessel on the
shippers or the charterers for delaying the ship beyond the time
agreed upon. The term is also applied to the charge made by a
Railway Company for delay in removing goods from their trucks -

Deposit Account. A Bank Deposit Account iz an aceount
where money is deposited with a Bank at a specified rate of
interest and for a specified time. Money cannot be withdrawn
from this account until the time mentioned expires,

Depreciation. An amount by which property diminishes
in value through wear and tear.

Discount. A Trade Discount is the allowance made by a
manufacturer or a wholesale dealer to a retail trader. A Cash
Discount is the allowance made to a buyer when he pays prompt
cash for his purchases or settles his account within a prescribed
time.

Dividend. The share of profits apportmned to the share-
holders of a Company.
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Dock Warrant. (D.W.) A receipt given by a Dock
Company for goods lying at the docks. The warrant may be
transferred to a third party by endorsement.

Docket. The endorsement of letters or other documents
with a summary of their contents.

Drawback. An allowance made by Government for
imported goods on which duty has already been paid but which
have been re-exported.

E. & O. E. (Errors and Omissions excepted.) [Inserted at
‘the foot of accounts to indicate that the person sending the ac-
count reserves to himself the right to rectify any errors in the
account. ‘E.E.’ stands for ‘errors excepted’.

Excise. An inland tax on certain articles manufactured and
consumed in the country.

Ex Dividend. See ‘Cum dividend’.

F.O0.B. (Free on Board). A price for goods including the
-cost of delivery on board steamer.

Firm Offer or Refusal, is an offer of goods made to a
party at a certain price and subject to the offer being accepted
within a given period. The owner is not free to sell the goods
-elsewhere until that period expires or unless the offer has been
refused earlier.

Folio, (Fol.) The page of a book ; or two pages facing each
other. ;

Freight. The charge made for conveying goods by steamer.
The term is also nsed to mean the cargo of a ship.

Garnishee. A person who has received notice (called a
Garnishee Order) from a Court of Law requesting him not to
part with money due by him to a judgment debtor.

Gilt-Edged Securities. A term used to describe stocks
-on which the interest is absolutely secure.

Indorsee, A person to whom a negotiable instrument is
*- transferred by endorsement, (also spelt Endorsee.)
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I. O. U. An abbreviation of ‘I owe you’. A statement
acknowledging & debt. It is neither a receipt nor a promissory
note, and requires no stamp. ¢

Insurance. A contract “?herebyan underwriter or an insurer
undertakes to make good a loss incurred by the insured who pays
a certain premium to the underwriter for the risk taken.

Interest. A charge of so much per cent. made by a lender
of money, on the loan.

Investment. Money laid out in business of any kind in the
hope of deriving profit therefrom, .

Invoice. (Inv:) A written statement giving full particulars
of the quantity, quality and price of goods sold to a buyer,

Jettison. The throwing overboard of cargo or ship’s tackle
for the purpose of saving the.ship or the other carao.

Lease. A contract by which property of any kind is let to
a person called the Lessee, for a term of years and on certain
;ondltlons. The person who grants such a lease is called the
eS0T, '

Letter of Credit. (L./C.) Arequest whereby a banker or a
merchant requests some other person to pay to a certain party a
sum or sums of money up to a specified total.

Lien. The right a person has of l'eta,ihing possession of
property belonging to another until certain demands of his have
been satisfied.

Limited Liability Company. (See Company, Limited
Liability). i

Liquidation. The winding up of a Company by a person
called a Liquidator whose business it is to realise the assets and
pay off the liabilities of the Company.

Lloyd’s. An Association of Underwriters with Head
Quarters at the Royal Exchange, London.

Manifest. A form giving full particulars of the cargo and
crew of a vessel. It is filled up by the Captain and delivered to
the Customs House before the steamer leaves port.

COMMERCIAL TERMS 213

Moratorium. An extension of time for the payment of
debts, which is sometimes granted by the CGovernment of a
country.

Mortgage. The grant of property as security for the
payment of a debt.

Negotiable. An instrument which, in its transfer from one
person to another, conveys to the latter a legal right to the money
or property referred to, is said to be negotiable. .

Net. The amount remaining after all allowances and
deductions have been made.

Net Cash. A price that is not subject to discount.

Net Proceeds. The amount realised on the sale of goods
after deduction of all charges, expenses and commission.

Notary Public. A person who attests or certifies deeds
and other documents.

Overdraft. An amount which a customer is permitted by
a banker to draw from his current account, in excess of the
amount standing to his credit.

Par. The nominal wvalue of stock and shares. If the
price of such stocks and shares rises above par, they are said
to be at a premium ; if it falls below par. the stocks and shares
are said to be at a discount.

Pass Book. (Bank). A book supplied and written up
periodically by the bank, giving particulars of amounts deposited
as well as amounts withdrawn from current account.

Plant. A name applied to the machinery, tools, ete. which
are used for carrying on a business.

Post-date. To date a document such as a cheque with a
date ahead of that on which it is drawn.

Posting. Transferring entries from a subsidiary book to
the Ledger.

Power of Attorney. A deed authorising another to act on

one’s behalf. A person receiving such an authorisation from a

_ firm, signs documents per pro (per procurationem) the firm ; e.g.
“per pro. Jenkins & Co., T. Carlyle.

i Foundation.
haham.org

Digitized by Nool
noolaham.org | ag




214 COMMERCIAL TERMS

Premium. In insurance, a premium is an amount paid to
underwriters for the risk they take in insuring one’s goods or
life.

Prices Current. A list of goods with their ocurrent
market prices.

Primage. A fee paid to the ship owners in addition to the
freight levied for the conveyance of goods.

Principal. The head of an institution. The term is also
used to represent a sum of money that has been lent out on
interest.

Protest. A formal certificate by a Notary Public attesting
the dishonour of a foreign Bill of Exchange.

Rebate. An allowance or discount allowed when a Bill of
Exchange is met before the due date.

Reconciliation Statement. Where the balance shown by
a Bank Pass Book differs from that shown in the Cash Book (Bank
account) a statement is made reconciling the two balances. This
is called a reconciliation statement.. The difference is due to
cheques, ete. paid into the bank but not yet collected, and to
cheques issued but not yet presented for payment.

Reserve Fund. A portion of the profits of a business set
aside to meet contingencies.

Retail. The sale of goods in small quantities.

Salvage. Compensation allowed to a person for saving a
ship or its cargo from danger or loss in case of shipwreck, capture
or other similar danger. The term is also applied to indicate
what has been recovered from a shipwreck.

San Recours. Without recourse. A term used in the en-
dorsement of a Bill of Exchange to free the endorser from liahi-
lity in case the bill is not met at maturity. When these words
are added to an endorsement, the endorser cannot be sued on the
bill,
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COOMMERCIAL TERMS 215

Scrip. A provisional certificate issued to the shareholders
of a Company entitling the holder to shares in the Company
when they are issued. 4

Sinking Fund. A fund provided by setting aside a portion

of the revenue of a corporation or business for the purpose of
settling debts already incurred.

Sleeping Partner. A person who invests money in a
partnership firm but who takes no active interest in the conduct
of the business.

Solvent. Having sufficient capital to meet one’s debts in
full.

Stocks. Capital represented by shares in a firm or corpor-
ation. Stock is always fully paid up whereas shares need not be.

. Stock can alsd be divided into fractions.

Stock-in-Trade. The goods or merchandise that a dealer
has in his possession.

Stock-Taking. A valuation of all stock-in-trade for the
purpose of ascertaining the exact financial position of a firm.

Suspense Account. An account into which items are
entered temporarily, where the name of the debtor or creditor
is not known.

Tale Quale. A term used in the grain trade to indicate that
the goods shipped are of the same quality as the sample, the
buyer taking the risk of damage during the voyage.

Tare. A deduction on the gross weight of goods as an

allowance for the weight of the package or other material in
which the goods are packed.

Trade Discount. A discount allowed by a manufacturer
or a wholesale dedler to a retail trader.

Trade Mark. A device of some sort attachgd to manu-
.. factured goods to distinguish them from the same kind of goods
manufactured by other persons.

Foundation.
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216 ' COMMERCIAL TERMS

Turnover. The value of total sales of goods during a
specified period. i

Ullage. Leakage or whste.

Underwriter. A person who writes his name at the foot of
a marine insurance policy, undertaking the risk of an insurance.

Usance. The ‘time allowed in certain countries for the
payment of a Bill of Exchange, exclusive of days of grace.

Voucher. A document acknowledging receipt of money ;
a receipt. :

Warrant. (Warehouse). A receipt for goods deposited in
a public warehouse.

Warranty. An undertaking to pay compensation to a
person in case of failure to perform any or all of the terms
of a contract.

Without Prejudice. Where a dispute arises between two
parties, a statement made ‘without prejudice’ cannot be produced
in evidence in a Court of Law,

Write off. To close an account in the ledger by transferring
the balance to the debit of the Profit & Loss account, as, e.g.
when a debtor becomes bankrupt.
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TEST PAPER 1 (2 hours)

1. On a cerfain date my Bank Pass Book showed a balance of
Rs. 2,600 (£ 173.6.8) in my favour while on the same date my Cash
Book showed a balance at Bank of Rs. 2,480 (£ 165.6.8). Assuming
that both balances were correct, draw up the necessary statement
to adjust the disecrepancy.

2. OnJanuary 1, 1937, John Perera's books showed the following
balance — ;

Rs. Cts. £ elidl

Cashiantimand.. . .oh sl g 10,800 00 7200 0 O

Goedsin Atocls, 0 ia Siimesh s 6,800 00 453 6 8

Bills Receivable, ......cc..inunin., 5,400 00 360 0 O

Bills:Pavable, ... Lo UG, | 2,500 00 166 13 4
Consignment of goods to R. Brown

MEIBOUPNG & i e s ivie hs e aia e b s 1,200 00 80 0 0

Debtors: A. Adam.....cccoviirne.nn 690 00 46 0 O

d B rian i U R 620 00 4 6 8

G55 o BIGENUII I TG e s 260 00 17 6 8

Creditors: D. Dove. .oovevveinniinn. 460 00 30 13 4

1B AR T et R e 190 00 12 13 4

Find his Capital by means of the usual Journal entries, and open
accounts in the Ledger. Then enter the following transactions in
suitable subsidiary books, pest to Ledger and extract a Trial
Balance :(—

Rs. Cts. £ gulledy

Jan. 3 Paid ecash into bank........ 10,000 00 666 13 4

4 Sold goods for cash......... 150 00 10 0 0
6 Received from A. Adam
eash in full settlement of

hisigeaotits e Dl Ll 660 00 4 0 0

9 Sold goods to Brian for cash 350 00 23 6 8

» 4 as s on credit 250 00 16 13 4

12 Bought goods from D. Dove 300 00 200 o0 )

14 Returned asunsuitable goods [

bought from D. Dove on 12th 75 00 5 0 0

15 Sent cheque toElgin for. ... 100 00 6 13 4

He allowed discount........ 10 00 13 4

217
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218 TEST PAPERS

Rs. Cts. £ 8 O
Jan., 16 Discounted B.R. for Rs. 350, :
(£23.6.8) at Bank, receiving 320 00 Sl asEs
20 Bought goods from E. Elgin :
and paid by cheque.s...... 430 00 28 13 4
21 Received from R. Brown,
Melbourne, account sales of
consignment showing net
ProcendS:cosiis ey e el 1,640 00 109 6 8
25 Paid sundry expenses by cash 90 00 6 0 0
27 Sold goods to D. Dove...... 670 00 44 13 4
29 Cash stolen from safe....... 40 00 2 13 4
31 Paid wages by cheque...... 320 00 21 & 8
Credit Capital with interest 160 00 10 13 4
Value of stock. .. cvvunveinn 6,900 00 460 0 0

Close the accounts and prepare Trading and P. & L. accounts,
and Balance SBheet as at 31si January, 1937.

TEST PAPER 2 (2} hours)

1. On the lst December, 1936, A. Silva’s accounts showed che
following balances : —

Rs. Cts. £l
MRl o e e e 694 00 46 5 4
Bank overdrawnl. .. osoneerreennens 239 00 15 18 8
Patte ashio o, Ll S e b 65 00 4 6 8
Coode inatock. . cvviiivoiinsueis s 9,400 00 626 13 4
Billa Receivable.......ccovvvvivinn. 850 00 56 13 4
T DI s B s e S S g o 500 00 33 &6 8
Sundry Debtors. ... ..ccaiiin i 4,200 00 280 0 O
Bundry Creditors. ... . ... vrinsissas 1,420 00 94 13 4
P, & Loajfe (Bebit Lo e vva b aavaies 1056 00 7 0 0
Furniture & Fittings.. ... covivians 3,800 00 253 6 8
Plant & Machinery. . ..cveianamses 2.640 00 176 0 0
Capital. ......... g e R e RO, 19,5695 00 1,306 6 8

With the above balances open accounts in the Ledger. Then
enter the following transactions in suitable books, post to Ledger,
take out a Trial Balance, close the accounts, and prepare Balance
Sheet as on December 31, 1936 :—

Rs. Cts. Eo nEarids
Dec, 1 Paid cash into bank........ 500 00 33 6 8
3 Sent comsignment of goods
to R. Jones, Melbourne..... 1,600 00 100 0 0
Shipping and other charges
- paid on above by cheque. ... 185 00 12 6 8
4 Sold goods to Sundry
TYSBEOTR S 2 inis riss v win, v shnie wllebe 300 00 20 0 0
6 Sold goods for cheque which
was paid into bank......... 676 00 45 0 0

TEST PAPERS 219
Dec. 8 Sent cheque to Sundry Cre- Rs. Cts. e T
ditors in settlement of an
account for Rs. 300 (£20,0.0) 290 00 19" 6 8
10 Paid Bundry expenses from
Petby cagh. U L. . o oilsigarae 18 00 1 e i
12 Discounted B.R: at Bank .. 350 00 23 6 8
Bank charges on above..... 15 00 1 0 0
15 Bought goods from Sundry
Crediters. —oalll o, ol oo LG 6 0 0
17 B. P. due today met at Bank 230 00 15 6 8
20 B. R. from Sundry Debtors
due today dishonoured.. ... 300 00 20 0 0
Noting charges on above
paid by cheque............ 15 00 s IS A )

22 SBundry Debtors paid cash
in settlement of an account

for Rs. 200 (£ 13.6.8)....... 195 00 13 0 0
23 Withdrew from Bank....... 200 00 13 6 8
256 Received from Sundry Debt-

ors cash in settlement of an

account for Rs. 300 (£20.0.0) 285 00 19 <0 0O
31 Paid wages by cash......... 360 00 24 0 0

Credit Capital with Interest 250 00 16 13 4

Value ofstoek. .. ooosun il 7.500 00 500 0 ¢

Depreciate Furniture and Fittings 59, and Plant and Machinery
109,

2. Rule a form of Petty Cash Book inserting therein five entries-
3. What do you understand by an Account Sales ? Mention some
of the items you would expect to find in an Account Sales.
TEST PAPER 3 (21 hours)

1. What do you understand by a Trial Balance ? If the total of
the debits of your Trial Balance agrees with the total of the credits,
what does it prove ? .

2. Journalise the following transactions :—

Rs. Cta. Pur Heotdd
(a)} Rent due by me but not paid 100 00 6 13 4
(b) Sold goods to R. Perera,... . 320 00 21 68
{¢) Acvcepted W. Thompson’s
DO i S i 500 00 ‘33 6 8
(d) K. Fernando’s acceptance
due this day, dishonoured .. 280 00 18 13 4
(e) W. Silva renewed his accept-
ance for Rs. 6800 (£ 40.0.0)
due this day by giving me 3
armaw bl fariiil L Iv0 G 650 00 43 bl
{f) Rates paid in advance...... 150 00 AL (R
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220 TEST PAPERS

3. Enter the following in a columnar Cash Book. Balance and

bring down balances :—

Rs.. | s LR edy
Nov. 1 Cashinhand........ S 2,800 00 186 13 4
Banlk overdraft,........... 300 00 200 8. 1
4 Paid cash into bank........ 2,000 00 135 68
f Sold goods for cashi........ 600 00 o] itk
7 Received from M. Regan
cheque for Rs. 385 (£25.13.4)
in settlement of an account,
3 v e S b SR el 400 00 26 13 4
Paid cheque infto bank.
10 J. Smith’s acceptance for
Re. 290 (£ 19.6.8) under
discount with bank returned
this day dishonoured. Bank
paid noting charges......... 5 00 6 8
12 Paid by cheque to R Hodg- -
son for amount of his account
Rs. 400 (£26.13.4) less 249
discount. '
" 14 Drew cheque for Petty Cash 200 00 13 6.8
16 Bought goods for cash...... 395 00 26 6 8
18 B. P. duly met at bank. . ... 180 00 0 E-eer (il )
22 Paid to W. Collins cheque
for amount due to him Rs.
650 (£ 43.6.8) less 49, dis-
count. A
28 Paid by cash for repairs to
? furnit.ufe ........... pﬂ ..... 89 00 |
" 31 Paid wagesbyeash....... . ° 300 00 D0
4, On December 31, 1936 my accounts showed the f_ullowmg
balances :— ’
X Rs.  Cts. £ 8 d.
Stoek (Dec. 31, 1935).....0.0viinns 18,900 00 1,260 0 0
Furniture & Fittings., ............... 1,600 00 100 0 0O
Bills Receivable. . ..uueueuessnesosan 6,400 00 4926 13 4
Bille Payable, .. e icivraiain o, 1,560 00 104 0 0
Sundry Debbors, cvvieaivniiiasanasns 9,000 00 600 0 g
Bundry Creditora. i dia s 3,573 00 238 © 4
Brles aptonnt, s . anl R 12,300 00 820, 0 0
Purchasges Account.........ouvhevan. 4,826 00 321 13 4
Returng Tnwards. ... .« 5w =am il 230 00 h gl A
Returns Qutwards. .............o.... 160 00 10 13 g
Consigninent to London.............. 2,384 00 158 18
P. & L. Aceount (Dr. balance)..,..... 260 00 17, 6.8
Oaahlarld:)] o SIS Ny 3,625 00 241 13 4
Cagh aiBariell o ol e AT, 7,690 00 512 13 4
Potty Cash....... sl S e 160 00 10 13 4
Drawings Account, ....ivevsoarenss 500 00 p 33 g g
Capital (Jan. 1, 1936)............... 37,881 00 2,625
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You are required to prepare Trading, Profit and Loss, and Capital
accounts for the year ended Deeember 31, 1936, and a Balance Sheet
as on that date.

Note :— (a) Depreciate Furniture & Fittings 109,

(b) 'Create a Reserve for Bad & Doubtful Debts of 109
on  book debts ; £

(¢) The stock in hand on December 31, 1936 was valued
at' Rs. 13,000 (£ 866.13.4).

TEST PAPER 4. (2} hours)

The amounts of some of the items of the following Trial Balance
have been placed in the wrong column. You are required to make
the necessary adjustments and draw out a correct Trial Balance :—

Dr. Cr. Br. L
Rs. Cts. Rs. Cts, £ 8. d. £ 5. d.
Banlevstasleo s 3,010 | 00 200 | 13 4
Cash aoalnnali s, 470 | o0 d 57 6 8
Eills Receivabie. . 560 | oo 37 6 8
Bills Pa'a:yable. ERE 1,200 | 00 8o o
Trade Expenses. . 50 | oo 3 6 &
Sundry Debtors. . 380 | oo 25 8
Sundry Creditors 240 | oo 16 6 o
Stock Account. ... 4,800 | oo 320 (4] o
Purchases
Account. .- 490 [ o0 32| 13 4
Sales Account .. .. gbo | oo 64 o o
Capital Account. . 7,360 | oo 490 | 13 4
Rs. 5120 | 0ol 14,390 | oo 342 0 o 959 6 8

2. On December 1, 1934, the books of A. Fernando showed the
following balances :— X
Rs. Cts. X

w
o

Cashilr WgnadlUon ol ol sy 480 00 32 B
Cash at Bande il it Lo bl 1,850 00 F23 6 8
Billa:Ravervable . il o it Sl 1,820 00 121 168
Bills Pavable. oot ool 960 00 64 0 0
§ B i BT s U e 40 00 2 13 4
Stack of goodas s i e T 4,560 00 304 0 o
Plant & Machinery........c......... 3,600 00 240 0 o
Furniture & Fittings., . .....0vuuun. 4,000 00 266 13 4

Debts Receivable :—
Robbt, Wabtts, oo s v i 380 00 25 6 8
S0 Weenamenriy b WA R o LTI 210 00 14 0 o
R Stapheng: fi. ol U aiie b 495 00 33 0 o
A 1 & B2 B UG S T, S 260 00 17 & &

Debts Payable :—
CLETORING. it Sl e sy g 256 00 17 1 4
5 B Manken s Sl 180 00 12 0 0
i A S E e - T R e M 365 00 24 6 8
Foundation.
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Find his Capital by means of the usual Journal entries, and open
accounts in the Ledger. Then enter the following transactions for
the month of December in suitable subsidiary books, post to Ledger,
take out a Trial Balance, close acconnts and prepare Balance Sheet
as on December 31, 1934 :—

Rs. Cis. T
Dec. 2 Bought goods and paid by
cehegie T e 130 00 8§ 13 4
3 Drew cheque for Petty Cash 60 00 4 0 O
4 Paid cash into baniz........ 300 00 20 0 0O
6 Sold goods for cash......... 640 00 42 13 4
7 Bought goods from K. Walters 200 00 13 6 8
8 Received cheque from R.
Watts on aceount.......... 150 00 10 0 0
10 Received cheque from 8.
Weyman in fullsettlement of
genaThrtr el S Ll 200 00 13 6 8
11 AcceptedC.Croning’s draft for 256 00 17, 1.4
12 R. Thomas’s bill due today
dishonoured. ..... v s 400 00 26 13 4
Paidnoting charges on above
By pagh ool e 15 00 T 3
13 Paid sundry expenses from ' |
Petty Cash...eerenrneinn.. 8 00 10 8
14 Received consignment of
goods from Robt. Jobson,
Melbourne, for sale on his
(LT B0 12 L e T R P e A 2,000 00 133, 6 8
Paid charges on above. ...., 150 00 10 0 0
15 T. Hardy became insolvent
and paid in eash a composi-
tion of 40 cents in the rupee
(8s. in the £)
16 A. Fernando withdrew by ;
cheque’ for private expenses 150 00 0 0
18 B/P due today met at bank 380 00 25 6
19 Sold Jobson's consignment
for cheque. i vy s 3,000 00 200 0O
Commission charged on sale 120 00 8 0
21 Remitted Jobson by hank

draftnet proceeds of consign-

ment.
23 R. Stephens paid by cheque

Rs. 100 (£ 6. 13. 4)

Allowed him discount Rs. & :

[Bas s B T 105 00 70 0
27 Paid J. Berwick by cheque

Rs. 355 (£ 23.13.4) and was }

allowed discount Rs. 10 } :

0 v e S . 365 00 24 6 8
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Rs. Cts. £ s

Dec. 28 Cash stolen from safe....... 30 00 2 0 0
31 Bank allowed interest on

current account.......... 20 00 LU T

Rent due but not paid...... 106 00 6 13 4

Value of stock............. 4,500 00 300 0 0

Depreciate Furniture and
fittings 59, ; Plant and
Machinery 89,.

N.B.—All che-ques received are sent to the bank upon receipt.
All P. & L. items may be posted direct to P. & L. account.
TEST PAPER 5 (2} hours)

1. TIn checking your accounts you find that your bookkeeper has
made the following errors :—

_(a) Rs. 150 (£ 10.0.0) paid for repairs to furniture has been
debited to the furniture account.

() Rs. 100 (£ 6.13.4) paid by B. Barber has been placed to the
credit of B. Brohier.

What Journal entries are necessary to rectify these errors ?

2. Thefollowingrepresented my Trial Balance on 1st June, 1934:—

Dr. s Dr. Cr.
Rs. |[Cts. Rell liCts. £ vt [VEE ) £ g | d.
Cash. sl 9,800 | co 6 :
Bank (overdraft) 200 | oo i ¢ : 13 6 8
Furnituze, . ... 2,000 | 00 133 6 &
Stock of goods. ... || 22,000 | oo 1,406 | 13 " '
o8 (L e S S 3,600 | o0 240 a o
Purchases........ 8,900 | oo 503 6 &
Returns Outwards 450 | oo a o 1]
Returns Inwards 520 | oo 34| 13 4 3
Coﬁsignmmt to
elbourne. .... 5,360 | oo [
Bills Receivable ., . 4,980 | oo 325 o E ~
Bills Payable. , .. 1,870 | oo 124 x3 4
Sundry btors. . 9,240 | om 616 o o
Sundry Creditors 6,320 | oo 421 6 8
P & L. account. . 625 | oo 41| 13 4
Reserve for Bad
Debts. .o i 924 | oo | 6r | 12 o
Capital, ., ..., s 50,061 | 00 3:337| 8| o
Rs. |l 63,4251 ool 63,425 | oo |l 4,228 6 -_8_ 4,228 i —'S_-

Open your Ledger with the above balances. Then enter the follow -

* ing transactions in appropriate subsidiary books and post to Ledger :—

in Foundation.
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Take out a Trial Balance and balance the accounts. Draw up a
Trading account and a P. & L. account, and a Balancoe Sheet as at
30th June, 1934 :—

’ Rs.  Cts. Eayilem: ke
June 1 Paid into bank...... Ay 8,000 00 533 8 8
3 Sold goods to Sundry Deb-
et R LT S 1,600 00 106 13 4
5 Bought goods for cash...... 300 00 200 0 0
6 Sold goods for cash to
Sundry Debtors. . 2,460 00 164 0 0O
7 Part of goods sold fo Sun
dry Debtors on the 3rd g
returned as unsuitable...... 68 00 4 10 8
10 Received Account Sales of
Congignment to Melbourne
with demand draft in settle-
ment of net proceeds which
was paid into bank......... 6,950 00 463 6
12 B. R. from Sundry Debtor
due today dishonoured. . . .. 500 00 33 6
Paid noting charges bnabove
By aa by et L e 156 00 1 0
16 Met B.P. due today by
ehonie i N S e 350 00 23 6
16 Paid by cash, repaim to
furniture. . Sl 25 00 1. 13
17 Sundry Debtur p&id me
eHR NG e 380 00 25 6
And was allowed dizcount , 20 00 1 SeLs
18 Bought goods from Sundry
Oradifonsll Cas il ) 490 00 32 13
19 Sold goodsto SundryDebtors 1,230 00 82 0
20 Paid Trade KExpenses by
(6] (7o UM U IR s 260 00 17 8
23 Pa.ld Sundry Creditors by :
[t (b R e e SR 650 00 43 6
And was allowed discount . 50 00 3 6
26 Bought 2 office tables and
paid by cheque............ 150 00 10 0
28 Cash purchases............ 390 00 26 0
30 Bank allowed interest for
il venr, oL e 32 00 22
Paid wages by cheque...... 400 00 26 13
Paid rent by cheque........ 150 00 s G
Gas account due but not paid - 20 00 1 8

Note.—(a) Depreciate Furniture 5%, of Rs. 2,000 (£ 133.6.8)
{b) Raise the Reserve for Bad Debts to Rs, 1,200 (£80.0.0)

(¢} Value of stock on June 30, 1934 .. Rs. 25,800
(£1,720.0.0)
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The London Chamber of Commerce
BOOK-KEEPING

Examination papers for the Commercial
Education Certificate

Time Allowed for each paper—3 hours

(Al questions may be attempted. Marks may be lost by lack
of neatness. Erasures must not be made. ) '

SPRING EXAMINATION, 1937

1. TFrom the following particulars open the books of Albert Baker
on lst January last, enter the transactions into subsidiary hooks
(assuming that the trader pays all his cash receipts into the Bank and
pays everything by cheque) ; post to the Ledger and prepare a Trial
Balance.

£ wid,
Bandisnd: Bwildimes ..o aisRasin o LS 3,000 0 0
Stock valued at selling price £2,500 but which actually
cost 25 per cent less,
Firniture and Birtures oo e el s e b e 393 0 0O
%.m'dryDebtorsHJamﬂs..................; ...... 200 0 0
B Brown i S e S e 150 0 0
Loan on Mortgage of Land and Buildings............ 2,000 0 O
Loan by Albert Baker's Wife. ....vvisseeeininroine s 800 0 0
Bundry Creditors :T. JOnes. .. ..y« eeee s o snsnmnsn 3 0 0
L8 Tty Rl e e 100 0 0O
Income SPame. s S ii e 230 10 0
Banl Overdrealt, o oo i b e s ol 1,000 0 O
Clapital of AL Bader oo r s o rins ol W el 1,712 10 0O
Transactions :
1937 AR i
Jan. 1 A, Baker paid into Bank as further capital.. 2,000 0 0
Paid-for-firmitue i oo didlnaalaa o 38 12 6
' Drew for Petty Cash Expenses.......c..... 25 0 0
Bought goods of T. Jones....o.vvveenneaan 520 0 0O
.. Returned goods to 8. Green........... 2l 50 0 0
225
2313—I
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226 LONDON CHAMBER OF COMMERCE

1937. £ 8. d.
Jan. 2 Paid T. Jones his a/c to date being allowed 5
per cent. discount
Received from R. Brown chequeingettlement
of amount due from him less discount of 2%
per cent.

! 4 Sold goods to H. James £300 subject to Trade
Discount of 15 per cent.

o 5 Received cheque from H. James to eclear his
a/c as at IstJTanuary, less discount 2per cent.

23 6 Bought goods of R. Brown................ 190 0 0
H. .JJames's cheque returned dishonoured
Paidrinenme: Fame 2l 00 50000 Dl Saalin 230 10 0
i 8 Drew cheque to restore Petty Clash Balance
to £25 in respect of payments during the week
as follows :(—
Wagos o nnh S5 i etk 15 3 4
Postages. .o vasasnne Ik Tin 1.0
Bundries. .o hsenneeans : 18 9

2. From the information which follows, select that which you
think would be used in making the Trading Account of Wm, Harvey, a
Jam Manufacturer. Prepare the Trading Account for the year ended
31st December, 1936.

£ 8 d

Purchazes of Fruit;@bot oo oL outi et 2,007 11 10
Carriage on FIUib. L o oo cume oo iliit e alsaleisiamn mas sn 129 3 2
Bales s T A A e e e e s 7,354 17 10
Travellers’ Salaries & Commission.....coovevvveienen 697 10 9
Delivery EXpenses. ... ... veeeseccerssissacanasas 106 8 3
Vanmon's WaZes. . couueesssesrseresssnoneesan e 312 0 0
Manufacturing EXpenses. . .ooeeeeeronrantnnennns 433 4 2
e REOH 2 St Lty o feate e e Ly A S 2,019 6 17

Office Salariess Tl Sl e SN e L 462 10 0
3l xpenses. L e L el e 47 810

»» Rents, Rates, Light & Heat...........co...0. O 1k
Factory ., & e [ e 242 8 2
Tiahols and Sents Ve <. . sbuds s 404 saiinis s st sdias 18 7 6
Purchases of Jars ............. e e S 79 9 10
Stocks (lst January) Fruit..........ccc0iiiaerians. 67 8 6
AT e RS SN R X AR 13 7 6

Stocks (31st December) Fruit.............. AL 73 .3 9
o 4 e S 9 3 b
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3. F. Roberts’ Cash Book showed the Balance at Bank at 31st
December, 1936, as £238 0s. 10d. but his Pass Book showed the balance
as £262 Ts. 6d. :

On examination he found that cheques which he had drawn in
favour of Reynolds & Co. and M. Spencer for £30 155, 0d. and €12 10s.
10d. respectively had not been presented for payment: a cheque for

" £14 6s. 8d. which had been paid to Bank on 30th December was not

credited by the Bank until 4th January, 1937, and the Bank had
charged £4 12s. 6d. for working the account for vhe halt-year to 31st
December.

Prepare the Reconciliation Statement.

4. The Beoks of Messrs. Black & White, who are partners with |
equal capitals, have been written up to 31st December, 1936, but certain
adjustments and closing entries still require fo be made.

You are required to give the journal entries necessary to récord the
following :—

{a) Interest on Partners’ Drawings (5 per cent.per annum) which
were as follows ;:—

On 31st March, 30th June, 30th September and 3lst
December, Black £100 and White £80.

( b) Repmrs to Black's private house £15 10s. 0d. had been charged
in the Repairs to Premises Aceount of the business,

(¢) White had taken goods from Stock for his personal use value
£10 10s. 0d.

(d) The net profit of £3.600 was divisible between the partners in
“proportions 3 : 2.

SUMMER EXAMINATION, 1937

1. A and B were in partnership as sports outfitters, and the
partnership agreement provided (among other things) that—

(a) Intereston Capital was to be credited at 6 per cent. per annum

‘before dividing profits ;

(b) Profits were to be divided between them in the proportion
of three-fifths to A and two-fifths to B. !

The following particulars were extracted from the books at 31st
March, 1937 :—
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L 8. d. £ 8
Capital Account A.................. 2,500 0
o . B 1,500 0
Current Account A.............. e 460 0
2 = B s i 9 0 0
Prrrchaysep i B e T 7,300 0 0
o e e 10,504 0 0O
Caah gt Bartle Ll Luls sy s Ll S Lol 2,302 0 0
Clash an hantd i e e e o e 56 0 0
Wages-Workshop......... MR e 476 0 0
i (G Y R SRR A RS G 1,135 0 0
Trade Debtors............ w s 1,080 0 0
Reserve for bad Debts. ............. 356 0 0
Teqh-)ohy ot e e e Rl Rk 43 0 O
Rent, Rates, Heating, Lighting....... 354 0 0
Office and Shop Expensges............ 28 0 0
Workshop EXpenses.......o.ovesvvesss EF0
Adverbisiing. o s et i S i L 215 0 0
Carriage Inwards. .....ocvvvniaon.. 94 0 0
Carriage Outwards............ ShRNAEEE 117 0 ©
Expenses Paid in Advance........... 31 0 0
Sundry Creditors....c.cooaiiiiannas ; 1,919 0 0O
Stock in hand, 31st March, 1936...... 3,580 0 0
£16,918 0 0 £16,918 0 0

You are required to Prepare Trading and Profit and Loss Accounts
for the year to 31st March, 1937, and a Balance Sheet at that date,
having regard to the following :—

(@) Stock was valued at £3,361 on 31st March, 1937.

(6) Reserve for Bad Debts to be made up to 5 per cent. of Trade
Debtors.

(¢) Onme-sixth of the Rent, Rates, Heating and Lighting to be
charged to the Workshop.

2. (a) From the following parficulars show how A. Clarkson's
Account would appear in J. Freeman’s Ledger :—

On 4th May, 1936, Freeman sold to Clarkson 20 cases of goods at \

£3 15s. per case, less 20 per cent, trade discount and 24 per cent. for cash
in the month tollowing delivery, On the 9th June Clarkson returned
2 cages. He paid £15 on account on 29th June., On 4th July Clarkson
was insolvent, and paid 4s. in the £ by cheque. S

() From the following particulars show how the stationery
account would appear in the Ledger after balancing the Accounts on
30th June, 1937 :— '
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1937 £ lcmiidl
Apl. 1 | Stock of Stationery on hand.. 6! 8] 9
May 10 | Purchased Office Stationery

forcheque. . .ivocvvecoasann 4| 10 3

June 7 | Purchased Office Stationery
on credit from Office Supplies

t
30 | Stock of Stationery on Hand 8 7 3

3. The total of the debit balances in a Trial Balance is
£7,623.123.8d.; the credit balances total £7,807.2s.8d. It is ascer-
tained that all items have been posted, and are in the correct accounts
and of the correct arithmetical amount, The Trial Balance is correctly
totalled.

What is the probable nature of the error, and what is the correct

total of the Trial Balance ?

4, A. Painestartsin business as dentist. During his first year his
cash receipts were £176 and his expenses £153, At the end of the year
there were outstanding debtors amounting to £49 and no liabilities.

During the second year cash received amounted to £407 and
expenses were £198. At the end of this year outstanding debtors
amounted to £71, and there were no liabilities.

Find A. Paine’s net profit for both the first and second year of
‘business.

5. What do you understand by the words *‘ Credit Balance ”'?
Copy the following statements and fill in suitable words to complete
each statement :—

(@) A credit balance in the Bank Account indicates,...........
{(b) A credit balance in a Personal Account indicates........ wihiale

(¢) A credit balance on Wages Aecéount, after Final Accounts
have been prepared, indicates............ ¥

(d) A credit balance in the Trading Account indicates. ...

AUTUMN EXAMINATION, 1937

1. L. Ross commenced business on Ist January, 1937, and had
the following transactions, -Write these up in the proper books, post
to the Ledger, and take out a Trial Balance.
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All cash was banked daily and all payments were made by cheque
unless otherwise stated.

1937

Jan. 1 Paid into Bank £400.

Agreed to rent premises from C. Doe at £ 320 per annum and
to take over fittings value £80.

Paid C. Doe one guarter’s rent in advance.

L. Ross advanced privately cash £16.145.0d. with which he
made cash purchases :—

Stationery £4.16s.0d. :
£8.18s.0d.

Stamps £3; Office Furniture

3 2 Received invoices for purchases made on lst instant :—
K. Luck, £480, less trade discount 109/ ;
M. Noble, £ 200 ;
J. Lines, Office Furniture, £44.

i 3 Cashed cheque for petty cash £25 and repaid cash advanced
privately £ 16.14s.0d.
Sold goods for cash £ 28.8s.0d.
Sold goods on credit to R, Ford, £ 56.

o 4 Paid K. Luck and M. Noble for amounts due less 5% cash
- diseount,

o 5 Bold goods on credit to F. Richards, £ 164,
y Bought goods on credit from M, Noble, £ 220,
Agreed with M. Noble that only 249 eash discount be allowed
on payment made to him on 4th January.

4 6 Completed arrangements whereby S. Gray became a partner
as trom lst January. ;
8. Gray paid to Bank £ 400 as capital.
Received cheque R. Ford £ 52.45.0d. in settlement.

2. On lst October, 1936, X and Y agreed to enter into partnership
on the following terms :—*°

X is to receive a salary of £ 400 per annum to be eredited to his
current account in guarterly instalments of £ 100, :

Y is to receive four-fifths of all profits up to £ 500 per annum,
and X one-fifth ; Profits in excess of £ 500 per annum to be divided
equally. Alllosses to be shared equally between the partners,

Interest is to be allowed on partners’ capital accounts at the rate
of 59, per annum to be credited to their current accounts before divid-
ing profits as above. No interest to be charged on drawings.
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From the above particulars and the following information extracted
from the books on 30th June, 1937, prepare the Profit and Loss account
and Balance Sheet of X and Y :—

e R R )

. R

LB R e e ) T . o e e 2,716 6
Rent and Bates. o it o oo i e 415 10
Lanseholtd Pronmieese . oo s i aee st va visa 3,000 ©
Furniture, Fittings and Equipment................ 280 0
Commission Received............... i s MR Ul T 2
Partner’s SBalary (credited to X).........c000.un. 200 0
Drawings : X.— £450; Y- £450.....c0000nnnennn, 900 ©
Light, Heat and Power............... T 79 8
Cash in‘hand and ab Bank. ... .o aosinssese 44 16
i TN, OO R T A e 1,097 81
Bilts Bepeivable . 00 SUlSIIN o0 e s 600 0
Bills RPavable tir SONETEt I50 0
BasleTeposits i e mesnain s oo i 200 @
Bank Deposit Interest..........ouuieeeinunnn... L L0
SundrysBebtors .0 b0 Sola s S s Do 987 3
semdmereditors. foL i TN L s R 100 7
Insurance (annual premium paid to 30th September,

O s IS 1 e et L 23 3 B
Pigeount ot owsd o oo po e L i 437 9 9
DisconmtiBeesivad. oo L2 sl i diven disaseia 270 10 3
Bill Bigeomnting charges:« i sl s s s it 22 7 4
Trade and Office EXpenses........ioivaiiiieaens 310 1 7
AVaoaatand Malamos 10 1 ST GRS CE BT T 420 6 8
Capital : X.—£ 3,000; Y.-£3,000......c...oooonva.. 6,000 0 0

The Leasehold Premises were taken over on lst October, 1936,
on a lease which expires on 30th September, 1966.

The amount for Rent and Rates includes rates £19.7s.6d. paid on
X.'s private residence.

£ 7.9s.4d. is due for electricity consumed and is not yet included in
the accounts.

The item Trade and Office Expenses includes £ 15.10s.0d. paid for
an office typewriter. 4

It was resolved to make a Reserve of 5% on Sundry Debtors for
doubtful debts.

3. From the following figures relating to Sales Ledger No. 1
prepare a Sales Ledger Adjustment Account :—

1937 P
Oct. 1 Balance of Sales Ledger Adjustment Account 1,761 3 1
31 Sales for month...... PSR e i e e . 1,676 10 9

am Foundation.

anaham.org




232 LONDON CHAMBER OF COMMERCE
QOot. 31 Returnsformonth......c.ocoviuuiunans 29 2 1
Cash and Cheques Received............. 1,693 2 @
Discount Allowed................. Sratsidle 83 17 0o
Bad Debts........ A R A SN e oA PO 2 o

WINTER EXAMINATION, 1937

1. On 4th January, 1937, George Clarkson commenced business
with a balance of £950 in the Bank, and during the following week
transacted the following business. Pass these items through the
necessary books and post them to the Ledger.

(Note —No Trial Balance is required but candidates may make
one if they desire to do g0.)

1937.
Jan. 4 Entered into agreement to rent premises at £60 per quarter

payable monthly at the end of each month.

5 Paid cheque £65 for shop fixtures and fittings already
installed.
Purchaged on credit from Wholesalers, Ltd., stock of goods
£120 10s. 6d., less 20 per cent. trade discount.

6 Purchased Office Furniture from Office Supplies Co., £45
11s. 0d. Drew Cash from Bank for Office purposes, £15.

*3

2

Purchased a second-hand Motor Van for cheque £70.
Purchased for cash Office Account Books £ 1 4s. 0d., Office
Stationery 18s., and Packing Materials £1 3s. 6d.

8 Received from Wholesalers, Ltd., an allowance of £8 3s. 9d.
for damaged goods in the consignment purchased on the 5th
instant.

Purchased for cash petrol and oil for motor van 8s. 6d.

L2

9 Paid assistants’ wages in cash £2 10s. Od.
Cash Sales for the week amounted to £47 8s. 11d., which
amount was paid into Bank.

;. 2. From the following information extracted from the books of a
Leather Manutacturer at 31st December, 1036, prepare Trial Balance
Trading and Profit and Loss Account,

(Note :—No Balance Sheet is required.)

£vgy s
A.B. Capital Account—balance at credit........... 649 15 0
A B, Drawing Account—balance at debit.......... 770 6 11
B e S T e D T e s 1,342 g8 2
Stock, lst January, 1936......... ... ciniiiian 2,827 011

7 Purchased goods on credit from C. J. Merchant, £32 7s. 10d.
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L R S

Insurance (} Factory; } Office}................... 132 19 7
Rates and Water (2 Factory; } Office)............. 87 17 5
Light'ard Hemt. s doeat oo LRt SRR o e il 28 |
S A R e N R e S G 7,034 19 2
Wages (Factory £899 2s. 0d., Office £280 1s. 7d.).... L1779 3 7
o7 [ B M e AR e G e S oS 12,045 4 1
‘FresholdiPremses, S8, | W il Lt Lkl aiabiale 1,236: 2 8
Digoount Allowed. S0 Ll e i sk e v v 281 12 10
50T o PO e R s T 330 711
Trade Expemsesi v uiliilat w8 bl 603 7 6
Einstiat Banles o i od s o i T e e e s 251 4 2
Sundwy Debtors,Eioammnn oS riiiiaes e catns 1,380 5 8
AuRdey Credibors el el o v b oo satein as st 4,763 14 5
Commission:paid s es tar s sl i del s 129 9 11

The Stock at 31st December, 1936, amounted to £4,184 2s, 6d.,
£40 Insurance had been paid in advance. There is £15 owing for Rates
and £20 for Light and Heat. You have to charge depreciation of 5
per cent., per annum on Plant.

3. On lst February, 1937, the Balance Sheet of Wm. Wrightson &
Sons was as follows:— e

Liabilities Aassets

N A B acads

Sundry Crs. 123 8 0 Cash in band and at
Capital 622 13 5 Bank 178 10 6
Stock e S
Sundry Debtors art BT S

Furniture, Fixtures

and Fittings 175 0 0
£7946 1 b6 £746 1 5

On that date J. Pledger agreed to buy the business for £650.
Pledger agreed to take over all the assets and liabilities except the Cash
in hand and at Bank.

Show by means of Journal Entries the record which Pledger would
make in his books on taking over the business,

4. On lst January, 1935, a firm purchased machinery value £550
and resolved to depreciate it at the rate of 10 per cent. per annum on
the diminishing balance.
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'On 30th June, 1936, an additional machine was purchased
for £50, to be depreciated on the same basis.

On the same date a machine’

purchased on lst January, 1935, for
£70 was sold for £40. 3

Show the Machinery Account of the firm from lst J. anuary, 1935,
up to and including 31st December, 1936.

SPRING EXAMINATION, 1938

1. W. Jeffries carrying on business as a wholesale fruiterer, ete.,
had the following balances on his books at Ist Jahvary, 1938 :—

Stock of fruit, ete. £175; Cash at bankers £234 ; Cash in Office

. £35; Office Furniture £87; Freehold Premises £1,500; Vehicles

., '£250; Goodwill £560 ; Sundry Debtors—J. Johns £62 13s., F.

Wilkinson £37 17s.; Sundry Creditors—Fruit Marketing Co. £35

16s.; R. Robson £121 12z.; Loan Account— Mrs. Jeffries £750 ;
Rates (to 31/12/37) £8 3z, 4d. ; Rezerve for Bad Debts £15.

Enter the above balances in the Ledger ; enter the following trans-
actions in the proper subsidiary books ; post to the ledger and abstract
a trial balance.

, 1938

k2

Paid Income Tax (Sch. A) by cheque £23 15d. 0d.

(]

Paid Rates (to March 31st) by cheque £16 62, 8d.
Bought of M. Levy fruit, ete., £18 17s. 5d.
Paid R. Robson’s account (less 2% per cent. cash djiscaunt).

Received cheque on account from J. Johns and paid it into
Bank, £35.

Sold to F. Wilkinson, fruit, ete., value £28 2s. 3d.
Sold fruit for cash and banked proceeds £47 15s. 0d.
Pdfchaﬂéd. new motor-van value (€1 50 from Garages, Ltd.

Old van, valued in books at £57 was taken in part exchange
and an allowance made of £30.

23
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Jan. 7 Bought fruit, éte., of Fruit Marketing Clo., £19 7=. 6d.
Paid Fruoit Marketing Co’s account as at 1 /1/1938, less 2}
per cent. cash discount‘
Paid from Office Cash—Wages £5 15s. 0d.
Sundry Expenses £2 3s. 6d.
Drew cheque for self £6 10s. 0d,
2. On lst October. 1937, S. Sedgefield commenced business and

took over the following assets and liabilities from R. Elsdon ~—

Sundry Debtors (guaranteed by Elsdon) £182 6s. 7d.; Machinery
and Plant £500; Premises £900; Fixtures and Fittings, £125;: Stock
£636 Ts. 6d. ; Sundry Creditors £347 3s. 1d.,

In addition, he agreed bo pay £400 for goodwill.

Sedgefield paid
Into bank £3,000 out of which he paid for Elsdon’s bu
[

simess.

In the Trial Balance extracted on 31st December,
arising out of the above showed the same balances as
1937, with the exception of Sundry Debtor
Sundry Creditors £401 6s.

1937, aceounts
on lst October,
s which were £196 58, 7d.,
2d. and Cash at Bank £267 6s. 1d. In

addition, the following balances appeared in the ledger.
£ 0t dl
L ol S LT NS 20 0 0
BadBabtel 000 0 ot e i e 14 15 3
Prlemmot bl oo T G 1,798 9 2
Parebasenllioooos Lo bl R A ) 78 3 1
Betwmnwrnrdsy oo 1 JEne N G R 8 4 1
Manufacturing Expenses. ... .........o.oonooun,.. 88 7 9
Rates (Factory £ ; Office Tl 69 3 8
Eowor ctemel B0 S IR GLREe e N 97 684
i Light, Heat and Water (Factory §: Office })....... 24 9 4
Capringe Enowieds 180 RO E U T D 36 810
Cartiage Outwards. . o U aiee i) i FRE oS B 57 7 6
Haotofr i Waigenr . DMUMo BT T 688 5 0
Shlariaath oL R SR 125 0 0
Trade and Office Expenses....................... Bl Al

You are required to prepare Trading and Profit and Loss Account®
for the guarter ended 3lst December, 1937, and a Balance Sheet at
that date taking the following into consideration —

(a) Btock on hand 31st December, 1937, £542 4s. 7d.

(b) 10 per éentl. per am;um- de

] preciation is to bo written off
Machinery and Plant. - . i el e

X
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(c) Rates £32 4s. 8d. are paid in advance,
(d) £49 7s. 4d. is due for electricity (Power £40 10s. 0d., Light

£8 17s. 4d.) »
{e) Of the Bad Debts, £9 63. 3d. is on debtors guaranteed by
Elsdon. i

3. A.and B. are in partnership sharing profits and losses A. two-
thirds ; B.—one-third. A’s Capital is £5,000 and B.’s £4,000, and it is
agreed that interest on Capital shall be allowed at the rate of 4 per
cent. per annum. f

After closing the accounts and ecrediting the pﬂ-rt.ners" Current
Accounts with their respective ‘shares of the profit, it is discovered
that Interest on Capital has been altogether omitted fromthe accounts-

Show by means of a Journal Entry how this can be rectified and
also how you have made your caleulation.

4. The following is the balance Sheet of a sole trader. State the
amount of :—

(1) Fixed assets.

(2) Floating assets.

(3) Working capital.

Show in each case how you arrive at your calculations.

BALANCE SHEET OF X! A SOLE TRADER, AS AT 31st
DECEMBER, 1937

£ k £
Sundry Creditors 2,500 Land and Buildings 10,000
X. Capital account 26,000  Plant & Machinery 7,500
) Furniture & Fittings 500
Stock i 5,000
Sundry Debtors 3,750
Bills Receivable 750
Cash in hand and at
Banlk 1,000
£28,500 £28,500

SUMMER EXAMINATION, 1938

1. On lst June, 1938, the position of F. R. Blanchard was as
follows :—
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Petty Cash £ 15 ; Cash at Bank £ 576.17.9d. ; Stock £ 482.18s.0d. :
Sundry Debtors :—R. Slaley £ 98.3s.6d.; T. Gibside £ 134.5s.1d.
Sundry Creditors :—W. Dipton £234.9s.2d., T. Staward £ 26.4s.5d.
Furniture and Fittings £220 ; Leasehold Premizes £ 150.

Enter the above position direct into the ledger, then pass the follow-
ing transactions through the proper books and post them to the ledger.
Make a Trial Balance as at 30th June, 1938.

1938

June 3 Paid by cheque to W. Dipton his account as at lst instant

lesa & per cent. carh discount.
8 Purchased from T. Staward goods £ 72.45.9d.

13 Received loan from Bank £ 500.

.» 14 Completed arrangements for purchase of Freehold of Premises
for £ 650 plus legal expenses £ 27, and paid by cheque.

15 Received from F, Gibside the amount of his account at lst

instant and paid it into bank,
17 Purchased from V. Dipton goods £ 132, 7s. 1d.
;. 20 F. R. Blanchard handed over for use in the business a private
motor car value £ 160 and a desk value £ 10.

23 Paid Rates by cheque £ 32.3s.9d.
Paid T. Staward cheque £ 18.1s.5d. in settlement of his
account as at 1st June, the balance being an amount allowed
by him for damaged goods.
26 Sold to R. Slaley goods £ 72.5s.3d. and received trom him
cheque £ 50 on account. 3
29 Purchased from Office Supplies Co., Ltd,, Office Stationery
£ 4.108.0d. and packing materials £ 5.15.6d.

30 Petty Cash Expenses during the month were as follows :—

2

Postages £4 2s. 3d.
Office Expenses £ 2 Ts. 9d.
Carriage £5 3s. 1d.

The balance of Petty Cash was restored to £ 15.

2. A.andB.were in partnership sharing profits andlosses equally.

They were entitled to 5 per cent. per annum on Capital before the
division of profits (payments in and withdrawals during the year being
ignored ). :

Depreciation of Plant is to be charged at 10 per cent. and a Reserve
of 5 per cent. on Debtors'is to be provided for doubtful debts. Their
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Manager was entitled to commission which amounted for the year
to £ 264.

The net profit for the year ended 30th June, 1938, after giving effect
to the foregeing with the exception of the provision as to inferest
on Capital, was £ 5,689.

You are required to prepare the Balance Sheet of A. and.B. as at

30th June, 1938, having regard to the following additional
information :—

£

Capital A, — Ist July, 1987 . coovvniintiininevniinenis 5,000
Capital B. — 1st July, 1987..00uuuerinioeeiiinennnnan 4,500
Plant-at Jily, 1937 .. 1. .. o e A St 1,000
Furniture and Fittings (st July, 1937), ... ... . ....... 100
185 Sedbuy, S IR R R S T N i e B 1,680
10 bt T B e e L 1,600
Btock 40th ihune, TOBR Lo Vil LT S 4,000
wiadevelnmdeDabrorgin | o2 NERE N EI TSI S 8,400
Siridey Prade Ceedibora ), 1 0L L L 1,700
Cash st Banie. UL L e i Al i e e S s 940
Cashyinhand LS g SR e e e e

33

3. W.Gladden does not keep proper books of account. From the
following particulars ascertain his Sales and his Purchases for the
month ending 30th June, 1938 :—

£

wm
(9

Sundry Trade Debtors (Ist June)................... 347 .9 8
Sundry Trade Debtors (30th June).................. 410 2 1
Cash received from Trade Debtors during month...... R
Discount allowed to Trade Debtors during month. .. .. 19 3 4
Cash BaleaFforamatibh oo oo i ey o S wniaii il AL gl s s |
Sundry Trade Creditors (st June).................. 509 17 2
Sundry Trade Creditors (30th June)................. 487 3 7
Cash paid to Trade Creditors during month........... 498 16 5
Discount received from Trade Creditors during month 27 4 1
Cash Purchases duringmonth. .. ................... o T |

4. On 1st January, 1938 the balances appearing in the following
accounts in V. Farewell's ledger were :— g

Packing Materials Dr. balance 21 3 4
Lighting and Heating Cr. 5 e e A
Rates ; Dr. s Jir. 0 g
Machinery Dr. 5 2200 G 0
Advertising Dr. A =T g

(@) Open accounts as above, insert the balances, then show how
the following transactions would appear in the accounts.
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N.B.—Only the accounts named above are required.
1938

Jan. 7 Paid cheque for Lighting and Healing £ 8 2s. 6d.

Mar. 30 Purchased new machinery from Equipment, Ltd. £110

April 8 Returned a machine valued £ 20 purchased on 30th March.

May 7 Paid cheque for advertising £ 160.

May 9 Paid account for Lighting and Heating by cheque £ 9.7¢.9d.

May 27 Purchased packing materials on credit from F. Playwell,
£15.10s. 3d.

June 21 Paid by cheque Rates for half’ year ending 30th Septem ker

1938, £ 22.8s.6d.

{F) Balance the accounts as at 30th June, 1938, taking into
account the following additional information :— 1

(1) Stock of packing materials on hand £ 8.11#.10d.

(2) Machinery to be depreciated at the rate of 10 per cent. per
annum.

(3) ¥ 9.45.9d.1s due for Lighting and Heating.

(-i) It was decided to carry forward three quarters of the charge

in the advertising account for the half year ended 30th Jume,
1938,

AUTUMN EXAMINATION, 1938

1. The following draft Trial Balance was extracted from the hooks
of X. and Y. as on 30th June, 1938, after the Trading Account had been
preparved. In it there are certain errors which vou are required to
correct and then to prepare Profit and Loss Account for the vear ended
30th June, 1938, and a Balance Sheet as at that date, dividing profits
in the proportions of 5 to X. and 4 to Y. The Bad Debt reserve iz to be
kept ab £ 500. :

DRAFT TRIAL BALANCE, 30th JUNE, 1938

S [ N £ e
X, Capital Aceommb......co0n.... 7,600 0 ©
Y. Capital Accountio.....ooo..on ;4,000 0 0
X. Current Account (Cr. Bal.).... 1,650 0 0
Y. Current Accourt overdrawn. . . 270 ¢ 0
Btocle, 206h June. ..o e ovnnn 6,780 0 0O
Plant and Machinery............ 4,050 0 0O
Bills Payable.......coveitiiins ! 00 0 0
Balirias e - NN e Ly Sl el b 2,630 0 0
Depreciation-Plant and Machinery 450 0 0O
Furniture and Fittings. .......... 810 0 0
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R £ 8 d,

Rent, Rates and Taxes.......... L250 0 0
Rates paid in advance........... 40 0 0
Office Expenses-Stationery, etc.., 470 0 0
Depreciation—Furniture and Fittings 90 0 0
BadiPiabta Tel S0 H0 U 220 0 0
Motor Liotries. cuhis st 1,440 0 0
Carriage Outwards...,.......... 310 0 0
Discounts allowed............... 1,430 0 0
Discounts received.............. 810 0 0
Depreciation on Motor Lorries. . . . 360 0 0
Legal Expenses................. 230 0 0
INSUTRIICes L e 320 0 0 .
Insurances paid in advance....... 30 0 0
Investments.................... 2,600 0 0
Interest thereon................ ’ 150 & 0
Interest'on Capital, X............ 380 0 0
Interest on Capital, Y........... g 2060 0 0 .
Snndry Dobtors and Creditors. . . . 6,700 0 0 3,820 0 ©
Reserve for Bad Debts.........". 500 0 0
Bank Overdraft................. 1,320 0 0
Crshan hand s o Lo s 30 0 0
Trading Account (Credit Bul.).... 10,440 0 0

£31,470 0 0 £30,600 0 0

2. On lst January, 1938. Denniz & Holmes possessed the follow-
ing assets and.liabilities :—

Plant and Machinery £ 3,000; Freehold Bnildings £ 4,000 ;
Stock £2,400; Cash at Bank £ 800; and Debtors £ 2,300
(A, Brown £ 800 ; C. Denny £ 900 ; E. Jones £ 600).

Tho Creditors were : Box & Co. £ 1,200 ; Brookes Bros. £ 1,000 ;
and Corbett & Co. £ 1,300,

The Capital of the firm belonged to the partners in equal
proportions.

During January the following transactions took place, all cash
received being paid into bank and all payments being made by cheque :

Sales on credit to A. Brown £ 200
C. Denny 550

E. Jones 300

Purchases on credit from Box & Co. 8060
Brackes Bros. 700

Corbett & Co. 400
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- N £
Cash received from A. Brown 800
C. Denny 800
E. Jones» 700
Cash paid to Box & Co. 1,100
Brookes Bros, 800
Corbett & Co. 500
Trade Expenses 240
Salaries and Wages 100
Partners’ Drawings 75 each.

Record the above transactions in the proper subsidiary books and
post o the Sold Ledger, Bought Ledger and General Ledger. Extract
a General Trial Balance as at 31st January. (The separate ledgers are
not required to be made self-balancing).

3. The following details as to bad and doubtful debts are extrac-
ted from the books of Jacques & Co i —

81st December, 1935.—Bad debts, to be written off : C.D. £ 60 ;
E.F. £95; both being totally irrecoverable. Five per cent. is to be
reserved for bad and doubtful debts on £ 1,100, that being the amount
owing by the debtors then outstanding.

31st December, 1936.-—Five per cent. is to he reserved for bad and
doubtful debts on £ 2,500, that being the total amount owing by the
debtors then outstanding.

31st December. 1937.—Bad debts to be written off: G.H. £ 50;
L.J. £ 60. Five per cent. is to be reserved for bad and doubtful debts
on £ 1,500, that being the total amount owing by the debtors then
outstanding,

You are required to show the necessary Ledger entries in the follow-
ing accounts :—
(1) The Bad Debts Account.
(2) The Reserve for Bad and Doubtful Debts Account.
4. At 31st March, 1928, when a trader, F. Thompson, balanced his
aceounts, there was a difference in his books of £ 11 1%s. 8d. Being

unable to trace the difference, he opened a Suspense Account and
debited the amount thereto.

He subsequently discovered that the difference was due to the
following errors and omissions in the books :—

Purchases Book incorrectly totalled for January, 1938.
£ 1,253.3s.7d. should be £ 1,235,3s.7d.
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Cash Book Discount Column (Dr.) Novemb;sr, 1937, £ 7.2s.8d.
not posted.

Goods £ 25 sold to M. Rose and correctly entered in the Sales
Book had been debited ta his account as £ 2. 5s.

State how you would eorrect the above errors.

WINTER EXAMINATION, 1938

1. A.and B. were in partnership. A is entitled to the first, £ 500
of profit. the remainder to be divided as to three-fifths to A and two-
fifths fo B. The partnership agreement further provided that interest
at 5 per cent. per annum be allowed on partners’ Capital Accounts and
also on Current Accounts balances from a previous year and charged at
the same rate on drawings.

On 30th June, 1937 the following Trial Balance was extracted from
the books of the firm :—

£ £

A. Capital Account.......... R 8,000

B S e Ll R R 6,000

AL CurrentAcemmt {balance 30th June, 1936) 2,880

Drawings :—30th Sept. 1936 £ 1,000 %

31st March, 1937 £ 1,800 24800

B.Current Account (balance 30th June, 1936) 1,680

Drawings :— 30th Sept. 1936 £ 800

31st March, 1937 £ 800 1,600
Plant and Machinery..........cuiinann. 3,630
OffcoiSalaviag o he Ut Wiaial s e ke 20 1,085
: SE o D o A R I P SRS S R 327
Furniture and Fittings. ... ...ooiviiiai.. 880

Reserve for Bad Debts...covuennnirnnn... 500
Factory fuel and Power.........couver... 395

Sales (less Returns).. e L 38,752
Freehold Land and Bmldmgs ............. 5,522
Stock (30th June, 1986)................. 8,955
Purchases (less Returns).........vuven... 13,852
Carriage on Purchases................... 397
R S S e 516
Manufa.eturmg 1% £y TS T PRI B 3,786
PR IS g o s g e DT R 942
Printing, Stationery and Oﬁ’we Expensea. - 1,396
Lighting and Heatfing. . oot 405 89
Sundry Bxpenses. .. i saia e 359

Sundry Debtors and Credltors ............ 12,980 - 4,862
Rates, Taxes and Insurance.............. 2,846
o] > % {in Advance).. . 218

EXAMINATION PAPERS 243
AQVErtiSing. . ..ottt 3,507
CaghiatiBanlel 0000 Ll e e 2,401
b e 1 Do e e e 32
Staff Superannuation Fund.......:...... 6,740
£ 69,414 £ 69,414

You are required to prepare Trading and Profit and Loss Accounts
for the year ended 30th June, 1937, and a Balance Sheet at that date,
taking the following into consideration :—

(@) Plant and Machinery is to be depreciated at therate of 10 per
ccent. per annum, and Furniture and Fittings at 5 per cent. per annum ;

(b) Reserve for Bad Debts to be made equal to 5 per cent. of the
Sundry Debtors ;

(¢) After charging interest on Capital and Drawings but before
agcertaining the shares of profit due to the partners, 10 per cent. of
Net Profit for year to be transferred to the Staff Superannuation
Fund ;

(d) Stock in hand on 30th June, 1937 was valued at £ 8,116.

2. On 3lst December, 1937 G. Roger’s Trial Balance showed a
total on the debit side of £ 5,076.3s.2d. and a total on the credit side
of £ 5,081.3s.4d. A Buspense Account was opened temporarily for
the difference.

After balancing the books and prepa,ring the final accounts, the
following errors are discovered. Give the entries necessary to correct
the accounts :—

(@) B. Woodson’s account has been debited with £ 45.4s.0d.
instead of £ 4.5s.4d.

() A discount allowed to F. Gee £3.45.10d. had been correctly
entered in the Cash Book but entered in Gee’s account as £ 3.10s.4d.

(¢) Thecredit balance of C. Roper’s account as shown in the ledger
on 31st December was £ 54.4s.2d. It wasincluded in the Trial Balance
as £ 45.4s.2d.

(Z) R. Grant received an allowance of £ 1.6s.8d. It was not
entered into his account.

(e) A payment of £ 26.8s5.0d. for rates had been correctly entered
io the Bank Account but had been debited to the Rates Account as
20.8s.0d.
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3. How would the following transactions affect the assets and
liabilities (including Capital and Profit) of a business ?

In each case name the particular Balance Sheet items affected and
give the extent to which they afe affected.

(a) Purchased goods on credit £ 91.

(b) Sold goods (cost price £ 30) for cash £ 38.

(¢) Paid J. Williams, a ereditor, a cheque for £ 46.10s.9d.

(d) Depreciated Office Furniture by £ 12.10s.0d.

4. A, Richards is a coal merchant. On lst January, 1938 his
stock in hand valued at cost price amounted to £ 160.10s.0d. During
January his purchases amounted to £ 236.7s.9d. and his sales to
£ 258.75.0d. Assuming that Richards adds 25 per cent.to the cost
pgi;g, prepare a statement estimating his stock in hand at 81st January,
1938.

SPRING EXAMINATION, 1939

1. A.B., who was in business on his own account, agreed to admit
his manager C.D. as a partner on lst January, 1938,

A.B. was to draw £ 25 per month and C.D. £ 15 per month on which
no interest was to be charged. / ;

Interest at 5 per cent. per annum was to be allowed on Capitals.
C.D. was to be credited with a partnership salary of £1 25Iper annum.
Profits were to be shared in the proportions of 3to A.B.and 1 to C.D.

On 31st December, 1938, the following balances were extracted
from the hooks of thé Partnership.

£ £
ALB. Capital Accounti: ... ot vlia i aldl 5,000
Current Aceomnt oo v coddsanldninns 300
C.D. Capital Account (cash 1st Jan.).......... 1,000
Current Aceount.......ivoeiveaneens 65
Goorlwills s Sl G G R 1,500
C.D. Partnership Salary................ DER A 125
Plant and Machinery (31st December, 1937).... 2,800
Btock (31st December, 1938)..... e T e i e 2,610
Bad-Debleis s sl bl s 224 2
Bad Debts Reserve (31st Decomber, 1937)..... 200
Office Salaries............000u.. R A ‘ 963
Office TXDPONBOA. . v vivssinivs sisvicsias bniviniisisies 163
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Travellors’ Salaries and Commission........... 1,237
Rent, Rates, ete., of Offices. . ................ 184
DHBOOUNE ABOOTITEL s v s o s a0 0 o aisia wlssinln slesiaiss 21
Bank Overdrafb. ... 0ioisearvnnaan fvas et %43
Sundry Debtors and Creditors................ 5,826 4,512
Offico FUTTIBUTO . + 4+ 6 o5 s o ome siasnsin s bosnene 200
Carriage (on Sales). ... ... iiiiniarrioans 1,014
Manufacturing Account. Balance 31st Dec. 1938 : 6,227

£17,203 £17,203

You are required to prepare Profit and Loss Account for the year
ended 3lst December, 1938, and a Balance Sheet as at that date,
taking the following matters into consideration :—

(@) Depreciation is to be provided on Plant and Machinery at

10 per cent. and on Office Furniture at 7} per cent.

(b) The Bad Debt Reserve is to be made up to £325.

(¢) Travellers’ commission for the month of December amounting

to £ 124 is outstanding.

(d) The partnership agreement provides that out of C.D.’s share

of profits the sum of £200 shall be transferred to his Capital
Account each year until his Capital is equal te one-half of
A.B.'s.

2. On' lst February, 1938, the firm of Jonas & Co. borrowed
£1,000 from A. Lender, and paid interest at 6 per cent. per annum
quarterly on lat May, lst August, 1st November and 1st: February.

Show the accounts relating to this loan in the ledger of Jonas & Co.,
for the year ended 31st March, 1938, and the year ended 31st March,
1939. (Ignore Income Tax).

3. The following is X.Y.’s Balance Sheet for the year ended 31sb
December, 1938:—

Laibilities. Assets. ]
£o= \idy &0 E i,
Sundry Creditors 59 3 2 CashinHandand
Bank Loan 100 0 0 at Bank 116 7 9
Capital (lst Jan.) Stock (at cost) 297 5 O
£ 559 18 10 Sundry Debtors 41 3 4
Add Net Fixtures and Fit-
Profit .. 301 4 1 tings £ 290 0 0
—_—— Less Depreci-
861 2 11 ation 59,
Less per annum 14 10 0

Drawings 260 0 0 275 10 0

571 2 11

£730 6 1 £730 6 1
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o cf;gte ;vhgt items in the above Balance Sheet would have been
o and show exactly how they would have been affected i i
tho trading period. i L ANSWERS TO EXERCISES
. Y /
(2) Depreciation had been written off the Fixtures and Fittings -

at the rate of 10 per cent. per annum, instead of 5 per cent. Exercise
per annum,.

3 2. 2 () Capital Rs. 11.469 00 £ 764 12 0
(b) The proprietor had taken goods from stock cost value (6) ,.mnil. Tot. Rs. 1,746 00 £ 116 8 0
£13 10s. 0d. (¢) Not Def. Rs. 3,884 00 £ 258 18 8
(c) The cost value of stock had been written down by 5 per cent, (d) Capital Re. 13,409 00 £ 893 18 8
(d) The Bank Loan had been repaid. [l Rs. 18,149 00 £ 1,209 18 8
(e) A debt amounting to £4 7s. 4d. had been written off as bad. 3. 4 (a) Bal. paid Rs. 498 00 £ 33 4 0
Your answer should show the effect of each of the above items ' o1 Hapiel %S. gg? gg i gg ; g
{a) to (e) separately. f;}) ¥ R:' 15300 £ 10 4 0
4. What information can you deriv i 4. 6 (a) Bal. Cash Rs. 7,479 00 £ 498 12 0O
r BEhosheLollowing aeacunt, Bank Rs. 923700 £ 615 16 0
W., K Waterson. (6) ,» ©Cash Ra. 2,882 00 £ 1192 2 8 G
- Bank Ra. 1.355 00 £ a0 6 8 (Cr.bal.
1939 1939 (6} .. Cash Re. Apsro0 £ a3z 9 B
£ s d £ 0 d Bank Rs. 4,841 00 £ 322 14 8
Jan. 1To Balb/d.. 69 10 6 Jan. 6 By Bank & 7 (@) G.P. Rs. 207100 £ 138 1 4
» 21, Sales .. 79 4 7 Discount 69 10 ¢ (B GL. Rs. 17200 £ 11 § 4
ys 23 ,, Allowances 5 2 7 8 (a) G.P. Rs. 1,580 00 £ 105 6 8
a3 31 , Balance Bal. Cash  Ra. 1,231 00 £ g2 1 4
e/d T4 2 0 - Bank Rs. 3.100 00 £ 206 13 4
s (b) G.L. Rs. 244 00 £ 16 5 4
£148 156 1 £148 15 1 : Bal, Cash Rs. 2,186 00 £ 145 14 B8
—_— Bank Rs. 630 00, £ 42 0 0
Feb, 1— .
ToBal.b/d 74 2 0 5. 4 (a) G.P, Rs. 48600 £ 32 8 0
(b) G.P. Hs. 0989 00 £ 65 18 8
State what documents would pass between your firm and W- (e) G.Li - Ras. 631 00 £ 42 1 4
‘Waterson in respect of the month’s transactions. ., 5 G.P. Rs. 71 00 £ 414 B
l 6. 6 (a) Capital Rs. 49,559 00 £ 3,303 18 8
(b . Rs. 69,617 00 £ 4,641 2 8
: (e} iy Rs. 16,887 50 £ 1,125 16 8
¥ (d) 5 Rs. 21,823 00 £ 1,454 17 4
i (e) s Rs. 26,035 00 £ 1,735 13 4
7. 7 (a) Capital Rs. 29,910 00 £ 1,993 8 0
(b) 34 Rs. 25,812 00 £ 1,720 16 0
(e} o Rs. 86,6656 00 £ 5,777 13 4
. G : (d) - Rs. 6,468 00 £ 431 - 4 0 g
8. 4 (a) Capital Rs. 46,280 00 £ 3,085 6 8
4 {d) o . Big. 4,373 00 £ 201 10 &
247
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Exercise
9. 5 (a)
(b)
(c)
(d)
(e)
10. 17 (a)
(c)
11. 9 (a)
(b)
(c)
(d)
12, 17 (a)
(5)
(c)
(d)
(e)
13. 6
14, 3
6
v

ANSWERS TO EXERCISES

Rs. 1156 75

Cash bal. Ras. 4 8,306 00
Bank bal. Rs. 10,764 00
Disct.totals Ra. 50 00
Cash bal. Ras. 6,685 00
Bank bal. Rs. 140 00
Discount total Dr. Rs. 5.00
LY 2 Cl'. RS. S . 00
Cash bal. Rs. 916 00
Bank bal. Rs. 871 00
Digcount total Dr. Rs. 15.00
05 i Cr. Rs. 36.00
Capital Rs. 12,684 00

Rs. . 1,670 00
Capital Rs. 23,865 00

Total P.B. Ra. 815 00

oo 8B Rs. 1,350 00
,» Ret. In. Book Rs. 135 00
5» 3 Out. Book Rs. 80 00

Capital Rs. 50,812 00
4l Rs. 27,530 00
- Rs. 27,963 00

Bal. BR. Rs. 14,300 00
» B.P. Rs. 11,155 00
Capital Rs. 16,590 00
“ Rs. 16,631 97
Bal. B.R. Rs. 5,500 00

» BP. Rs. 4,555 00
Capital Rs. 6,555 00
B.R. Rs. 7,800 00
B.P. Rs. 8,780 00
Capital ~ Rs. 18,900 00
el Rs. 30,493 00
., Rs. 33,068 00

553
717

445

61
38

Bttt ththth th th th b

845

s

111
1,591

gl

o4
90

3,387
1,835
1,864

953
743
1,106
1,108
366
303
437

ththththith thth Hihth th th th

520
585

i

£ 1,260
£ 2,032
£ 2,208

— e i e
(-~ B= - -

— —
Lo ol = R B e R - I -]

=T~}

i i ot et
W owod [ -~ B B R~ T~ E - -}

18
17

SE RS R® oSS ® (=1 -] D OO 0000 00 00D 0

w o

—

ANSWERS TO EXERCISES

Exercise
15. 10 (@) Net proceeds
of A/s
Profit
() Net proceeds
of A/s
Profit
(e) Cr. bal.

16. 8 (a) 1% profit
(b) % profit
(c) Profit
(d) Capital

17. 5 Excess of Income
over Exp.

18, 8 Capital :

- (@) C. Collins
D. Dream
(b) E. Earle
F. Fagin
G. Grant
(¢) H. Hynes
I. Ignatius
() J.Jenkins
K. Kennedy

Test Paper
14.12) Capital

2. (1) Capital

3. (3) Cash bal.
Bank ,,
Dise. Cr. ,,

(4) Capital
4. (2) Capital
5. (2) Capital
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Rs.
Rs.

Rs.
Ra.
Ra.

Ra.
Rs.
Ras.
Rs.

Rs.

Ra.
Rs.
Rs.
Ras.
Rs.
Rs.
Rs.
Ras.
Ra.

Ras.
Rs.
Rs.
Ra.
Ras.
Rs.
Rs.
Rs.

1,779 00
102 00

4,190 50
742 00

1,198 50

375 00
447 00
1,220 00
36,580 00

3,356 00

64,550 00
32,200 00
86,750 00
58,700 00
28,750 00
60,580 00
29,490 00
38,190 91
14,384 09

23,425 00
19,118 00
616 00
396 00
21 00
37,576 00
15,387 00
52,329 00

£ 115

279
47
79

25
29
81
2,438

thihthth ihts

S
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ACCEPTANCE
Accommodation bill
Account

- banlk
capital

[l b e S gt LR o MRl e 15

cash i
congignment. .
current
deposit
impersonal
nominal
personal
profit and loss
purchases

real

returns

sales

settlementof. .

stock
trading

Account current
Account sales
Accounts, joint

partnership ..

Ad valorem

Adjustment accounts ..

Agent
Agio
Allonge

Amortisation
Ante-date

Arbitration

Articles cf partner-hlp

Assets

Asgignment

Audit
Average

BAD debts

Balance, debit and credlt.

Balance, how to

r
INDEX
Page Page
120 | Balance sheet o 5
131 | Bank account (current) 20, 93
11 | Bank aceount (deposit) 93
20 - draft . 208
16 - pass book 102
19 - paying-in-slip book 104
160 = rate 208
93 ~ oaonciliating
93 statement. 103
37 | Bankrupt 5
13, ?7 Barratry 208
43 Barter 208
2] Bear ; 208
13.19 Bill of lading 134, 208
32’33 Bill of sale 208
‘g9 | Bill of Exchange 117
16 - acceptance 120
31 - accommodation 131
30,34 - definition of 117
207 - digseounting .. 121
161 = dishonoured. . 123
169 e documentary 134
188 | -~ foreign 132
163, 207 - maturity 121
195 - negotiating .. 128
. 159, 207 - noting 123
207 - parties to . 118 :
122 = payable . 124, 129 {
207 - protesting 123 &
207 — receivable 124, 125
&7 0T A e 124 .
183 - Tetiring 124 |
8 — sgbt]mgd gl ifig
stamp du i
R01 ik poeey: | e 1L 141
207 | Bonded warehouse 208
207 | Bonus 209
Book debts 209
41 | Bookkeeping, deﬁ.mticm of 2
12 | Bottomry bond 209
7, 12 | Bull 209. ]
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Page Page:
CAPITAL 7 | Discounting a bill 121
Carriage 71 | Djvidend 210-
Cash book 81 | Dock warrant 211
= Petty 86 | Docket 211
Cash discount 38 Doeumantary bill 134-
Charter Party 209 | Double entry i 2 47
Cheques 94 | Drast 104
L antoneg o Drawback ¢/ 2;1
- bearer 95
e crossed ? 99 | Drawings account 68, 184
e dishonoure 98
e endorsement .- 95 g c(lk 0. E. ¢ 93, ?é]é
il g Pt o F::ro??errgc?tr:f}ang 75
3 ﬁ:é ;egomable‘ ! lg; %xammatwn papers (L C.C. ) 212f
xcise Ea
ji o dated 97| Ex dividend 211
C.IF. 209 | FACTOR 159
Clean bills 134 : 1
Clearing house 209 gzrmdo;ﬁg 4 e : ;
Closing entries T4 = OSIDE BERERE L
Commercial terms 207 | F. O. B. L 211
Commisgion 49 | Folio 76, 211
Company, Ltd. Lla,blllty 209 | Foreign Bills 132
Consignment inwards .. }64 Freight 211
= outwards 60 y
Consignments £ 159 G_ARN ISHES i 211
Contingent liability 122, 209 | Gilt-edged securities 211
Contract accounts 173 | Goods account e 23
Credit Note 111, 209 | Goodwill A 148
Creditor 211 Gross profit 25
Cum dividend 10
Currency of a bill s 119 | HINTS to students 204
t (bank 93, 21 .
St e ((pmnhzers) 230 | IMPERSONAL accounts 37
Customs duty Al 210 | Imprest (petty cash) .. 85.
DAY book 110 | Income & Expenditure
Days of grace 119 accounts s - 178
Debentures . 210 | Indorsee 211
Debit Note 112, 210 | Insolvent 5
Debtor 11 | Insurance 212
Del credere GOmmlSan 159 | Interest 39, 212
Demurrage 210 | Investment 212
Deposit account 93, 210 | Tnyoices 109, 163, 212
Depreciation 40, 210
: 1. 0.U. 212
Discount 37, 210
Discount account 37 | JETTISON e 212
- cash 38 | Joint accounts 169
- trade 37, 215 | Journal i
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Liabilities 6 07, 109 71 it vl D Warrant (warehouse) . 216
Py s Purchases book 107, BTN I} 215 Wartanty 316
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