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FOREWORD

The material presented herein has grown out of the experiences of

the author in teaching accounting several years to Freshman students in

college. The work does not presume any previous training or experience

in bookkeeping, and the principles are presented in such a way as to

make the ground covered much more extensive than that of routine book¬

keeping.

In the presentation, three things have been kept in mind: (1) to

develop on the part of the student an analytical attitude towards the

subject; (2) to present the principles logically and in conformity with

good practice; and (3) the use of accounting as an aid in managing a

business.

The material is sufficient in quantity for approximately a 60-hour

course of instruction



ELEMENTARY ACCOUNTING PRINCIPLES

AND

BOOKKEEPING METHODS

CHAPTER I

INTRODUCTION

Property is Necessary for Business Operations.—Men are engaged in

business activities for the purpose of earning a livelihood. The first

essential for the conduct of business operations is the possession of

property. Property are things owned. Ownership is a right to things

owned. A thing has value when it may be exchanged for labor or the

product of labor, that is, other property. Practically everything which

has value may be spoken of as property or things owned. Example s are

shoes, books, musical instruments, money owed to one, land, buildings,

merchandise, etc.

When we think of the worth of anything, we think of its money

value. Money is used as a medium of exchange and to measure value.

Therefore, the value of things owned is expressed in terms of money.

One may own many things which are not used for business purposes. Some

things have a sentimental value such as gifts or photographs or other

things may be limited to personal use, such as clothes, jewelry, etc.

In the study of accounting we are only interested in things owned for

business use. Those who own such property, use it in carrying on busi¬

ness activities with the expectation of increasing its amount. With

this object in view they use their property to produce commodities or

services which satisfy the wants of others. They sell these commodities

or services, from the proceeds purchase other commodities or services
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for sale* For example, "the retail merchant procures commodities of

■various kinds from many sources* He makes these commodities available

to his customers in suitable quantities at a convenient place* As a

result, the consumer can purchase from a near-by store and have deliv-

ered to his home articles which have been produced perhaps hundreds or

thousands of miles away. The merchant thus renders a service by using

his property in operating a store. He is entitled to make a charge for

his service. He does this by making the sale price of his commodities

greater than their purchase cost, thereby making a profit.

Forms of Ownership.—Economic society has organized itself into

separate units or business organizations. These units are the means

through which business operates, their purpose being to satisfy human

economic wants. These individual business units, conducted by members

of society, are under the general supervision of society as a whole.

Thus society attempts to control by rules or laws the activities of in¬

dividual for the greatest interest of society as a whole and for the

welfare of its members. The business unit is the medium through which

society works to satisfy its economic wants.

From the standpoint of the relation of the business unit to eco¬

nomic society there are three usual types of business ownership or

organization depending on whether there is one orner or more than one

owner. Where there is more than one owner, there may be two kinds of

ownership, depending on the form of business organization, which may be

either a partnership or a corporation.

Partnerships and corporations are alike as to general purpose,
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each to enable a number of persons to unite for business purposes, but

they differ in many features.

A partnership is organized by means of an agreement or contract

between the members and each partner has the authority to bind the

others by contract just as fully as he might were he a sole owner, and

he will be individually liable for all the debts of the partnership.

Where only a few are interested, the partnership may be very satisfac¬

tory, but where the number of owners becomes large, the corporation is

much more desirable.

The corporation is merely another form of business organization

where there are several owners. The number of owners may consist of a

few, as low as two or three or may run into thousands or tens of thou-

sands. As in a single proprietorship or partnership, the purpose is,

generally speaking, to make a profit. However, corporations differ

from a partnership in many ways. The corporation is authorized to do

business through a charter granted by the state. It is a legal person

distinct and apart from its individual owners. The liability of each

member is usually limited by law to the amount of his investment.

Three very common terms used only in corporations are "stockholders",

"capital stock", and "surplus". Stockholders is a word applied to the

owners. Capital stock shows the proprietorship interest of all the

stockholders at the time of organization. Surplus shows the net wealth

above the authorized capital stock. The capital stock of a corporation

is fixed by the charter given by the state and cannot be increased or

decreased without the consent of the state.
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The Purpose of Accounting.—Business men have learned hy experience

that to manage a business successfully it is necessary to have information

about the operations which the business performs, or the things which the

business does. The business man must have certain information, must know

certain things about what he does from day to day in order to plan what

to do in the future, if he is to be successful. In a very smil business

he may depend upon memory for a part or all of the information which he

desires about his business, but in an ordinary or large business he cannot

remember all the facts necessary, so he must devise some method by which

to obtain it. The method he employs is to make a record of such in¬

formation as he desires to keep. These ways and means by which infor¬

mation about the operations of a business is recorded and prepared are

known as accounting.

There are others than the proprietor who are interested in the

business and who are entitled to information. For example, if the pro¬

prietor desires to borrow money from a bank, the officers of the bank

may require him to give them information about his business which will

enable them to judge his ability to pay the loan. The government may

require the proprietor to submit a statement showing his income and

financial condition so that his income tax may be ascertained and as-

sessed. Very often he is required to furnish information about his

business to state officials for tax purposes. Creditors may request in¬

formation before they will grant him credit.

The accounting records should be kept in such a way that the in¬

formation desired by others than the proprietor will be available.
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Usually the records which meet the needs of the proprietor will be suf¬

ficient to furnish the information for others.

Records are often needed by professional men, the physician, law¬

yer, and accountant. They need to maintain records to show at least:

(1) the amount owed them by their clients so that they can take neces¬

sary steps for its collection, and (2) the amount of income eamed so

that they can make their income tax return to the government. They

may keep a complete record of their operations for use in making future

plans. Records are also needed by organizations such as public schools,

churches, clubs, and governmental organizations which are not operated

for profit.

The purpose of accounting is to provide information concerning the

property and the rights to property, and the effect of business opera¬

tions on these. Stated in another way, the object of accounting is to

give the proprietor or owners of a business information concerning the

nature and amount of the assets, liabilities, and proprietorship, and

the effect of the operations of the business on them; thus assisting

the management in operating the business so that a profit is made.

Bookkeeping and Accounting.—Bookkeeping is the mechanical routine

involved in accounting. The making of the record is regarded as book¬

keeping while the planning of how the record is to be made and the pre-

senting and interpreting of the information afforded by the record is

considered accounting. The information which the owner of a business

needs in order to manage it so that a profit shall result may be classi¬

fied as follows:
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1. Information about th© property employed in the conduct of the

business, that is, about the things -which the owner uses in

the carrying on of the business, such as cash, merchandise,

furniture, fixtures, etc.

2. Information about the operations he performs, that is, about

the things he does, such as buying and selling of merchandise,

and the paying of expenses.

The owner of a business expects that his accounting records will

provide information which will make possible the preparation, at the

end of a certain period of time, two statements or reports.

The first report shows the owner the property which he has avail¬

able for use in the business. The second report shows him the results

of its use during the past period, and from these results he can judge

the best way to use it during the coming period.

The first report is called a Balance Sheet.

The second report is called a Profit and Loss Statement.

Summary.—A business man needs information about his business so

that he may manag© it successfully. This information is obtain©d by

keeping a record of his business transactions. The process of recording

the information is bookkeeping. The planning of how to keep the record,

interpreting, and presenting the information is accounting. At the end

of a definite period of time two reports are prepared, a "balance sheet"

and a "profit and loss statement."
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CHAPTER II

BASIC ELEMENTS

The Business as an Entity.—From the point of view of accounting,

a business is treated as an entity, distinct and separate from its ovmers.

One individual may be sole owner or part owner of two or more businesses,

and under certain forms of ownership one business may be the owner of

another business, but under any of these conditions, each business is a

unit insofar as accounting practice and procedure are concerned.

Basic Principle of Accounting.—Accounting is based on the funda¬

mental condition to be found in every business enterprise; namely, that

its assets are equal to its liabilities plus the proprietor’s interest.

This principle is expressed by the "proprietorship equation" as follows:

Assets - Liabilities to Outsiders s Liabilities to Owners, i.e.

Proprietorship,

or

Assets * Liabilities plus Proprietorship.

Assets include all things ovmed by the business which possess mone¬

tary value and which, consequently, are available for the payment of its

liabilities. Liabilities comprise all financial obligations of the busi¬

ness, and are divisible into two classes, namely:

1. Liabilities to outsiders, said

2. Liabilities to owners.

It is customary in accounting practice to refer to the former as

"liabilities" whereas the latter are variously termed "proprietorship",

"net worth", or "capital".
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Proprietorship Equation Illustrated.--Assuming that a ’business

enterprise is an entity distinct from its owners, the proprietorship

equation is created immediately upon the formation of the business and

remains in existence, although constantly changing as to the elements

composing it, throughout the life of the enterprise# Its composition

and the manner in which the elements composing it are altered are shown

in the following illustration s

Transaction 1. On July 1, Henry Poe opens a garage, investing
$2000 cash. At this date the proprietorship equation is:

Assets (cash $2000) * Proprietorship ($2000)
This proprietorship equation remains unchanged until the business
receives income, pays expenses, or incurs liabilities.

Transaction 2. Poe pays $20 for gasoline which he expects to sell
to customers. The proprietorship equation now becomes;

Assets $2000 (cash $1980 plus gasoline $20) “
Proprietorship ($2000)

No change occurs in the amount of proprietorship because one form
of asset, cash, is merely exchanged for another form, gasoline.

Transaction 3. Office furniture to the value of $80 is bought on
credit of the Office Supply Co. to be paid for in 90 days. The
proprietorship equation now becomes:

Assets $2080 (cash $1980 plus gasoline $20 plus
furniture $80) s Liabilities $80 (owed Office
Supply Co. $80) plus Proprietorship ($2000)

Again no change occurs in proprietorship since for the additional
assets acquired an equal additional amount of liabilities has been
incurred.

Transaction 4. Poe borrows from his bank $200, giving his note
(a written promise to pay called Notes Payable). The proprietor¬
ship equation now becomes:

Assets $2280 (cash $2180 plus gasoline $20 plus fur¬
niture $80) s Liabilities $280 (owed Office Supply
Co. $80 plus Notes Payable $200) plus Proprietorship
($2000).

Transaction 5. Poe receives $8 as storage charge on 16 cars at
50^ each. The equation now becomes;

Assets $2288 (cash $2188 plus gasoline $20 plus
furniture $80) = Liabilities $280 (Office Supply
Co. $80 plus Notes Payable $200) plus Proprietor¬
ship $2008 (Investment $2000 plus Storage $8).
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Transaction 6. All the gasoline is sold for $25 cash. The equa¬
tion now becomes:

Assets $2293 (cash $2213 plus furniture $80) S
Liabilities $280 (Office Supply Co. $80 plus
Notes Payable $200) plus Proprietorship $2013
(investment $2000 plus Storage $8 plus Profit $5).

Transaction 7. He pays $3 for labor. The equation now becomes:
Assets $2290 (cash $2210 plus furniture $80) -
Liabilities $280 (Office Supply Co, $80 plus
Notes Payable $200) plus proprietorship $2010
(investment $2000 plus Storage $8 plus Profit
$5 less expense for labor $3).

The net increase in the amount of the proprietorship, $10, repre-
sents profit made through the sale of gasoline, $5, plus $8 for
storing cars, minus $3 paid for labor, and is represented by ad¬
ditional assets in the form of cash.

Transaction 8. He pays the Office Supply Co, $30 on aocount. The
proprietorship equation now becomes:

Assets $2260 (cash $2180 plus furniture $80)
Liabilities $250 (Office Supply Co. $50 plus
Notes Payable $200) plus Proprietorship $2010
(Investment $2000 plus Income from Storage $8
plus Profit $5 minus expensb for labor $3).

The above transactions illustrate the basic processes of accounting

procedure, namely: recording assets and the changes therein as to kind

and amount; recording liabilities and the changes therein as to kind and

amount; recording proprietorship and the changes therein as to source and

amount; and may be recorded as shown by the following illustration:
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Henry Poe - Garage

Assets = Liabilities + Proprietorship

Increases Decreases Decreases Increases Decreases Increases

l.cash $2000 2.cash 20 8.Paid 3.0we 7.Labor 1.Invest¬
2. gas 20 6. gas 20 to Off. Off.Sup. Exp. 3 ment $2000
3,furn, 80 7.cash 3 Sup. Co. 80 5.Income-
4,cash 200 8.cash 30 Co. 30 4.Notes Storage 8
5.cash 8 Pay. 200 6.Profit 5
6.cash 25
Totals +2333 -73 -30 *280 -3 +2013

In developing the proprietorship equation we have recorded business

transactions. A business transaction is an exchange of equal values, and

affects one or more of the three basic elements in accounting; namely,

assets, liabilities and proprietorship.

The above transactions indicate that business operations produce

changes in the rights to property as 'well as in the property itself.

For example, in transactions three and four above, the total assets

changed in amount which resuited in a change of the same amount in the

total of the rights to these assets. Thus, the ratio between the rights

of the proprietor and the rights of the creditors may vary from time to

time, as the result of similar transactions which he will need to per¬

form in the operation of his business.

Mot All Property is a Business Asset.—A business man may possess

property which he does not use in the operation of a business but use s

only in the satisfaction of his wants. Such property is called a per¬

sonal asset to distinguish it from property used for business purposes,

which is called “business assets". For example, Henry Poe may own a house

in which he lives. He may also have valuable furniture in his house or
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cash in the hank for his own personal use. These are personal assets, for

he does not use them in operating his business. The furniture and. the

cash which he uses in his business are business assets. For the present,

we are interested only in business assets.

Balance Sheet.—-The balance sheet is a summary of the assets, liabili¬

ties, and proprietorship of a business sytematically arranged to set forth

its financial condition at a given instant of time. The proprietorship

equation of the business of Henry Poe, after the foregoing transactions

are taken into consideration may be presented in the following form:

FORM I

HEHRY POE
Balance Sheet

July 1, 1930.

Assets:

Cash
Furniture

Total Assets

Liabilities:

Office Supply Co. 50
Rote s Payable (owed the bank) 200

Total Liabilities 250
Proprietorship, July 1, 1930 $2010

The contents of the foregoing balance sheet may be rearranged

in the more conventional form as shown in Form II.

$2180
80

12280
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FORM II

HENRY POE
Balance Sheet
July 1, 1930.

Assets Liabilities and Capital

Cash
Furniture

$2180 Office Supply Co.
80 Notes Payable

$ 50
200 $250

Capital:
Henry Poe, Investment
July 1
Add Profits
Total Proprietorship

$2000
10

$2010
Total Liabilities and

$2260 Proprietorship $2260

A balance sheet is comparable to a snapshot of an object. It

gives the financial status of the business at a given instant, but

does not present all essential facts because it does not show what

caused the changes between the two dates.

The causes of the changes of the balance sheet between two dates

are set forth in another statement called the Profit and Loss State¬

ment.

Changes in values take place constantly in every business as the

result of transactions and influences. Although each transaction may

cause a profit or loss, it is usually impractical to construct a bal¬

ance sheet after each transaction in order to show its effect on the

proprietorship. Consequently, the causes for the changes in proprie¬

torship must be presented in different form, known as a Statement of

Income and Expense.

Statement of Income and Expense.—The Statement of Income and

Expense, usually called a "Profit and Loss Statement", summarizes the
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changes in proprietorship which result from operation of a business be¬

tween two dates, thus bridging the gap between successive balance sheets.

This period may be a day, week, month, or year, and is called a "fiscal

period". Continuing the illustration the results from operation during

the first day of business maybe set forth as follows:

HENRY POE

Profit and Loss Statement

July 1, 1930.

Sales of Gasoline $25
Deduct—cost of gasoline sold 20

Gross Profit on Gas $5
Income from Storage 8

Total Profits $13
Deduct expenses 3

Net Profit (as per Balance Sheet) $10

This Statement discloses:

(1) Income from sales.

(2) Cost of goods sold.

(3) Expenses of conducting business,

(4) Net profit made.

Summary.—A business is an entirely separate entity, separate from

its owners. The fundamental principle in accounting is based on the

"proprietorship equation", namely:

Assets = Liabilities plus Proprietorship.

Assets are anything of value owned by the businessj liabilities are

debts owed, and proprietorship is the owner's equity or interest. A

business transaction is an exchange of equal values. Every business

transaction affects one or more of the three basio elements—assets,
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liabilities or proprietorship. A statement of assets, liabilities and

proprietorship is called a balance sheet, and shows the condition of the

business as of a certain date. A statement of income and expenses is

called a profit and loss statement and summarizes the changes in pro¬

prietorship. These two statements are known as financial statements.

A fiscal period relates to a certain period of time at the close of

•which financial statements are prepared and the books of account

closed.
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CHAPTER III

THE ACCOUNT

Data for Statements,—From the foregoing it is clear that the bal¬

ance sheet and statement of income and expense are the best means of oon-

veying to the proprietor information regarding the financial condition of

his business. The best means for assembling the necessary facts for these

statements is not by altering the statements for each transaction as it

occurs, but by establishing a systematic record wherein like facts may be

brought together in one place, prior to the time when they are needed for

making the statements.

The vertical equation method, given in illustration on page 10,

lends itself easily to the continuous record of transactions as they

take place. The increases and decreases of each main section are

brought together so that the net amounts of each group—assets, liabili¬

ties, and proprietorship—are easily determined. The main difficulty

with this method is that the net amount or value of the individual items

among the assets, liabilities, and proprietorship is not easily deter¬

mined. For example, the record of the transactions relating to "cash"

is pretty well mixed with the record of other assets. As the number of

transactions increase and a record of them is made day after day, it can

easily be seen how difficult it would soon become to determine the exact

value of any one of the individual assets, liabilities, and proprietor¬

ship.

To have available -the information concerning the value of any par¬

ticular asset, liability or proprietorship, the equation is broken up

into parts or divisions, each division being limited to the record of
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some one of the individual items belonging to each group. This grouping

or classifying items of like kind under one title provides in convenient

form at the end of the fiscal period, the information which is needed to

make the reports discussed above. This group of items arranged under

one title is known in accounting as the account, which is merely a de¬

vice or convenient method of recording increases and decreases to a

particular asset, liability or proprietorship. An account may be de-

fined as a group of items of like character arranged under an appro¬

priate heading or title.

In making the accounting record it is necessary to record facts of

opposite tendencies in the same account. For instance, in the account

with Cash it is necessary to record the cash received and also the cash

paid so as to be able to offset the two and obtain the cash on hand.

Since it is necessary to record facts of opposite tendencies in all

accounts it is necessary to divide the account into two sections in

order to make possible the division of these opposing facts. These

two sections, which for the present may be called the right section and

the left section, may be constructed as in the following illustration:

Cash

1930 1930

July 1 Investment 2000 00 July 1 Gasoline 20 00
1 Storage 8 00 1 Expense-
1 Cash Sales 25 00 Labor 3 00
1 Notes Payable 200 00 1 Office Sup »

Co. 30 00

The left side is a record of the increases to cash and the right

side is a record of the decreases to cash. By adding the money column

at the left, the total cash received is found to be $2233. By adding

the money column on the right, the total cash paid is found to be $53.
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The difference is known as the balance and shows |2180 cash on hand.

This form of record is called an Account, and the book in which

accounts are kept is called the Ledger.

Debit and Credit.—In bookkeeping terms, the left side of an account

is called the debit side and the right side of an account is called the

credit side. The difference between the amounts of the two sides is

called the balance. Thus, if the amount on the left side is larger than

the amount on the right side, the account is said to have a debit bal¬

ance; if the amount on the right side is larger than the amount on the

left side, the account is said to have a credit balance.

Accounting practice is based on the assumption that each business

transaction can be analyzed as to its debit and credit elements. Since

each business transaction is an exchange of equal value s, the sum of the

debits must equal the sum of the credits, and equal ity of debits and

credits must be maintained in each of the steps composing the bookkeep¬

ing system.

Custom has fixed the practice of placing increases in assets on the

left side of the account, and decreases to assets on the right; while in¬

creases in liabilities and net worth are placed on the right side of the

account and decreases to liabilities and net worth on the left.

From the proprietorship equation explained and illustrated above,

the following rules for debits and credits are derived:

Debit: Credit:

Increases in Assets. Decreases in Assets.

Decreases in Liabilities. Increases in Liabilities.

Decreases in Proprietorship Increases in Proprietorship



18

Rules for Debit and Credit Illustrated.—Applying these rules to

the transactions of pages 8-9, we have the following debits and credits:

TRANSACTION ACCOUNT ACCOUNT
NO. DEBITED CREDITED EXPLANATION
1 Cash Henry Poe Dr. — Increase in an Asset.

(Capital) Cr. — Increase in Proprietorship

2 Gas Cash Dr* —Increase in an Asset.
Cr. —Decrease in an Asset.

3 Furniture Office Supply Dr. —Increase in an Asset.
Co. Cr. —Increase in a Liability.

4 Cash Notes Payable Dr. —Increase in an Asset.
Cr. — Increase in a Liability.

5 Cash Proprietorship Dr. — Increase in an Asset.
for income
from storage

Cr. —Increase in Proprietorship

6 Cash Gasoline Dr. — Increase in an Asset.

Proprietorship Cr. --Decrease in an Asset.
for profit. Cr. — Increase in Proprietorship

7 Proprietor¬ Cash Dr. —Decrease in Propr ietor sh ip
ship for
expenses.

Cr. —Decrease in an Asset.

8 Office Sup¬ Cash Dr. —Decrease in a Liability.
ply Co. Cr. —Decrease in an Asset.

The following illustration shows Eenry Poe*s ledger after the tran¬

sactions for his first day*s business have been recorded in account form.

Ihen the preceding transactions are analyzed as to debit and credit and

recorded in the accounts, it will be noted that all increases to an in¬

dividual asset are recorded on the debit side of that particular asset

aocount, that all decreases to the asset are recorded on the credit side

of that account; that all increases to an individual liability are re¬

corded on the credit side of that particular liability account, that all

decreases to the liability are recorded on the debit side of the account;
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that all increases to proprietorship are recorded on the credit side of

the proprietorship account, that all decreases to proprietorship are re¬

corded on the debit side of the account.

Debit and Credit Expressed in Account Form:

CASE HENRY POE,PROPRIETOR

(1) $2000.00 (2) $20.00 (7) ^ 3 • 00 (D $2000.00
(4) 200.00 (7) 3.00 (5) 8.00
(5) 8.00 (8) 30.00 (6) 5.00
(6) 25.00

GAS OFFICE SUPPLY COMPANY

(2) $ 20.00 (6) $ 20.00 (8) $ 30.00 (3) $ 80.00

FURNITURE NOTES PAYABLE

(3) $ 80.00 (4) $200.00

Summary,—The facts for financial statements are first assembled in

accounts -which are means of expressing increases and decreases to particu¬

lar assets, liabilites, and proprietorship. An account is a group of ifcems

of like character arranged as to debit and credit under an appropriate

heading, the debit meaning the right side of an account and the credit

meaning the left side of an account. The ledger is the book of accounts.

From the nature of transactions which affect the proprietorship equation

it is possible to develop the rules for debit and credit.
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CHAPTER IV

FTJNCTICNS OF REAL ACCOUMTS

As to their functions, accounts may be divided into two classes,

viz,, Real Accounts and Nominal Accounts, The functions of Real Ac-

counts will be discussed in this chapter and the functions of Nominal

Accounts will be discussed in succeeding chapters.

Real accounts are accounts with assets, liabilities, and vested

proprietorship.

The study of the function of an account involves a clear under¬

standing of the following points:

(1) The purpose of the account and the type of transactions

recorded thereunder.

(2) For what the account is debited and credited.

(3) What the balance of the account represents, and what dis¬

position is made of it in preparing financial statements.

The Cash Account,—The term cash as used in accounting, refers to

money of all denominations and to any commercial paper which the bank

accepts on deposit at face value. The latter includes personal checks,

bank drafts, cashier's checks, post office and express money orders,

etc.

The purpose of the cash account is to show the cash received,

the cash paid, and the difference, or the cash on hand. This account

therefore is affected by every transaction which involves either the

receipt or the payment of cash.

The debits and credits to the Cash aocount are as follows:
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CASH

Debit: Credit:
With cash received. With cash paid.
(Usually this account is (Usually the credits to
not debited with individ¬ this account consist of
ual items, but for daily, weekly, or monthly
daily, weekly, or monthly
totals).

totals.)

The balance of this account, -which is always represented hy the

excess of the debit total over the credit, represents the cash on hand

and is an asset.

Accounts with Persons.--Personal accounts are aecounts kept with

individuals, firms and corporations with which the business has deal-

ings. Inasmuch as the greater amount of all business is transacted on

credit it becomes necessary to keep accounts with all persons and con-

cerns with which we have credit relations.

Personal accounts comprise accounts both with debtors and creditors.

A debtor is one -who owes money or its equivalent.

A creditor is one to whom money or its equivalent is awed.

Taken collectively, accounts with debtors are called Accounts Re¬

ceivable, while Accounts Payable is a term which relates to accounts

with creditors.

Accounts Receivable.—The purpose of an Accounts Receivable or,

"customer1s account", is to show the oral promises received from a custo¬

mer to whom merchandise or service has been sold on account, the amount

paid by the. customer in settlement of the amount due, and the balance,

which represents the amount remaining unpaid.
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The debits and credits to a customer*s account are as follows:

Accounts Receivable
(Separate account with each customer)

Debit: Credit:
With the value of merchan¬ With cash received from a

dise, service, or other customer to apply on account,
property sold a customer with a note or other property
on account. received to apply on account.

With any allowance or deduction
made to a customer.

The balance shown by a customer*s account is normally a debit and

represents the amount still due from him. This is an asset and is

shewn on the balance sheet combined with amount s due from all other

trade debtors under the heading Accounts Receivable.

Accomits Payable.—The purpose of an Accounts Payable or "Credi¬

tor* s’* account is to show the oral promises issued by the business to

a creditor from whom merchandise or service has been purchased on ac¬

count, the amount paid in settlement thereof, and the balance, or the

amount still ov/ed to the creditor.

The debits and credits to a creditor*s account are as follows:

Accounts Payable
(Sepajate account with each creditor)

Debit: Credit:
With cash paid or notes With the value of merchandise
issued to a creditor to or other property purchased
apply on account. With on account, or services.
allowances or deductions
granted by a creditor
which decreases the amount
owed.

The balance shown by a creditor* s account is normally a credit and

represents the amount still due him. This is a liability and is shown

on the balance sheet combined with amounts due all other trade credi-
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tors under the heading of Accounts Payable.

Accounts with Promissory KotesA promissory note is a promise

to pay a certain sum of money at a definite time. The person, firm or

corporation which issues the note is called the maker or drawer; the one

in whose favor it is issued, the payee. The written promises received

from a debtor by the business are referred to as Kotes Receivable, while

a note given by the business to a creditor is called a Kotes Payable.

Kotes Receivable.—Since the written promises received from cus¬

tomers are usually not numerous, it is customary to record all notes

receivable in one account. The amount due from each customer on notes

can be determined at any time by examining the notes on hand. The

date of payment or other information desired about the note can be de¬

termined in the same manner. It is not necessary, therefore, to have a

separate account with the notes due from each customer.

The purpose of the Kotes Receivable account is to show the notes

received from others, the amount received from them in payment, and

the balance, which is the amount of notes receivable held by the busi¬

ness. The correctness of this amount can be ascertained by comparing

it with the notes on hand.

The debits and credits to the Kotes Receivable account are as

follows:

Kotes Receivable

Debit: Credit:
With the face value of all With the amount received in
notes received in favor of payment of notes.
the business. With the face value of any

note debited to this ac¬

count when transferred by
the business.
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The balance is a debit showing the face value of notes on hand,

and is an asset.

Notes Payable.—The notes issued by the business in favor of others

are usually not numerous, hence, notes payable are recorded in one

account.

The purpose of the Notes Payable account is to show the notes

issued to others by the business, the amount paid in liquidation of

these notes, and the balance of these notes still owed.

The debits and credits to this account are as follows:

Notes Payable

Debit: Credit:
With the amount paid in With face value of notes
settlement of notes issued by the business.
owed.

The balance is a credit showing the face value of all notes not

yet paid by the business, and is a liability.

Accounts with Property and Equipment.—The assets of a business

may be divided into two classes: those which are in the form of cash

or which will be realized in cash within a relatively short time in

the regular operations of the business; and those which the owner plans

to retain and not to liquidate because they are necessary in the con¬

duct of the business, such as Furniture and Fixfcures, Delivery Equipment,

Land, Buildings, etc.

Furniture and Fixtures.—Under this head is included the property

purchased for use in a business, such as chairs, tables, desks, type¬

writer, adding machines, safes, counters and all other equipment which

has an estimated life of more than one year. Sometimes a separate
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account called Store Fixtures is opened for fixtures used in the store,

a separate account being opened -with Office Furniture and Equipment.

The purpose of the Furniture and Fixtures Account is to show the

cost of such equipment purchased, the cost of equipment disposed of or

no longer used in the business, and the balance -which represents the

cost of the equipment employed in the conduct of the business.

The debits and credits to this account are as follows:

Furniture and Fixtures

Debit: Credit:
With the cost price of With the cost price of furni¬
furniture and fixtures ture and fixtures sold, ex-

purchased. changed, destroyed, or dis-
carded, which were previously
charged to this account.

The balance of this account represents the cost of furniture and

equipment owned and is an asset.

Real Estate.—If improved property is bought consisting of land

and buildings erected thereon, a single account may be opened with

Real Estate, charging it with the entire cost of the property. A

better practice, however, is to open separate accounts with land and

buildings, the separate cost of each being determined by appraiser*s

valuation or by some other arbitrary method.

If land is bought upon which a building is later erected the

separate cost is easily determined.

The principal reason for carrying the cost of the land and

building in separate accounts is that the building is subject to

steady depreciation and involves regular maintenance charges while

the value of the land to a going concern does not.
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The Land Aocount.—The purpose of the land account is to show the

cost of the land used in the conduct of the business. This cost con-

sists of the original purchase price, plus the cost of any improvements

made thereon, such as grading, laying out walks, etc.

The debits and credits to this account are as follows:

Land

Debit: Credit:
With cost of land pur- With the cost price of land
chased, including legal sold or disposed of.
expense, incident to pur¬
chase and passing of title.
With cost of grading, lay¬
ing out walks, and other
improvements applicable to
land.

The balance of this account shows the cost value of the land

owned by the business and is an asset.

The Building Account.—The purpose of the Building Account is to

show the cost of buildings owned. This cost consists of the purchase

price plus cost of improvements made on the buildings. Cost of re-

pairs and upkeep of the buildings must not be charged to Buildings but

should be charged to the proper expense account.

The debits and credits to the Buildings Account are as follows:

Bui]Ldings

Debit: Credit:
With cost of building pur- With the cost of buildings
chased or new buildings sold or otherwise disposed
erected. of.
With cost of any improve¬
ments to the buildings
which increase their value.
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The balance of this account represents the cost of buildings owned

and is an asset.

The above accounts merely illustrate the nature and functions of

accounts called fixed assets. There may be many others, such as Deliv-

ery Equipment, Machinery, Tools, etc., depending on the nature of the

business.

Accounts with Proprietor.—As previously explained, the difference

between the total assets invested in the business and the total liabili¬

ties of the business represents the proprietorship or the owner’s in¬

vestment in the business. An account is kept with the proprietor to

show his original investment, any additions thereto, and any withdraw-

als therefrom. At the end of the fiscal period the net profit or loss

for the period is carried to the Proprietor’s account which then shows

his financial interest in the business.

The debits and credits to this account are as follows:

Proprietor*s Capital Account

Debit: Credit:
With withdrawals of invest¬ With the original invest¬
ment. ment of the proprietor.
With net loss for ‘the fiscal With additional invest-

period. ments.
With the net profit for
the fiscal period.

The balance of this account, if a credit, shows the net worth of

the owner; if a debit, shows his net insolvency.

Proprietor*s Personal Account.—In addition to the Proprietor’s

Capital Account it is usually necessary to keep a proprietor’s personal

account. The purpose of this account is to keep a record of amounts

which the owner has withdrawn during the year in anticipation of profits
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or against his salary allowance. It should not includ© withdrawals

which are intended to permanently reduce the original investment. If

the proprietor wishes to show his estimated salary on the books, it is

debited to Administrative Expense and credited to this account. Some¬

times the net profit or net loss is closed into this account instead

of the capital account.

The debits and credits to this account are as follows:

Proprietor*s Personal Account

Debit:
With amounts drawn against
anticipated profits or
salary allowance.

Credit:
With monthly salary allow¬
ance.

The balance of this account should be treated as an addition or

subtraction to the balance of the Proprietor*s Capital Account on the

Balance Sheet; if a debit balance, it is a deduction from capital,

and if a credit balance, an addition to capital.

Sometimes the proprietor wishes to allow himself a salary and

keep a record of this allowance and drawings separate from his draw-

ings against anticipated prof its. It is then necessary to have two

accounts, one called a drawing account and another called the salary

account. But usually in a small business with a single proprietor

these two accounts are merged into one and called the Proprietor’s

Personal Account
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CHAPTER V

FTJNCTIONS OF NOMINAL ACCOTJNTS

Nominal accounts are those employed to record the results of busi¬

ness operations in so far as such operations affect proprietorship or

net worth. Transactions resulting in income or expense to the business

are termed profit and loss transactions. Expenses are costs for ser-

vices or supplies consumed in operating the business, such as Salary,

Rent, Advertising, etc. Incomes are returns realized from services

given, for use of property or profit s from sales, such as Interest

from loans made, rents received, and profits from sales of merchandise,

etc.

The Effect of Profit and Loss Transactions on the Net Worth

Account.—An Illustrative Set of Transactions; Following are the

transactions that are assumed to occur in the law business of James

English during the month of September, 1930. They will illustrate the

effects of profit and loss transactions on the net worth account. All

the debit and credit entries should be carefully observed.

The condition of his business on August 31, 1930, is indicated by

the following balance sheet:

JAMES ENGLISH
Balance Sheet

August 31, 1930.

As sets Liabilities and Capital
Cash
Furniture and Fixtures
Law Library

$1000. Notes Payable
800. James English, Capital
700

$500.
2000.

Is2 500. $2500
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Transactions:

, 1 Sept . i He ;
2 t! 4 A c

3 ft 5 He
4 ?! 8 He
5 !! 10 He
6 tl 12 He
7 ?! 15 He
8 t! 20 He :

9 1! 22 He
10 tl 24 He '

Co.
ll ll 25 He ;
12 ll 30 He ■

13 19 30 He ;

The accounts

$50.

receives cash, $50, for legal services.
pays stenographer, $25, for week's salary.
buys a new bookcase for $50 of the Office Supply

on account.
pays his note due the bank, $500.
withdraws for personal use, cash $100.

•s stenographer, $25, for week*s salary.

The accounts are now shown as they appear after the entries have

been made for September. The numbers in parenthesis refer to the

transactions.

Cash

1930 1930

Aug. 31 $1000 Sept 1 (D $50
Sept,, 4 (2) 200 5 (3) 25

20 (8) 50 8 (4) 5

$1250 10 (5) 10
12 (6) 25
22 (9) 25
25 (ll) 500
30 (12) 100
30 (13)

1
25

£765

Furniture and Fixtures

1930

Aug. 31 $800
Sept 24 (10) 50

1850

Notes Payable
1930 1930

Sept 25 (ll) $500, Aug. 31 $500

1930

Sept 24
(10)

$50

Law Library
1930

Aug. 31

A. Long
1930 r
Sept. 15 (7) $250

$700
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James English, Capital
1930 1930

Sept, 1 Rent (1) $ 50 Aug. 31 $2000
tt 5 Stenog (3) 25 Sept. 4 Fees (2) 200
ll 8 Telephone (4) 5 tt 15 Fees (7) 250
tt 10 Light & Water (5) 10 tt 20 Fees (8) 50
t» 12 Stenog (6) 25 $2500
tt 22 Stenog (9) 25
tt 30 Withdraws (12) 100
tt 30 Stenog (13) 25

|265

The balance sheet of James English on September 30, would be as

follows:

JAMES ENGLISH
Balance Sheet

September 30, 1930..

Assets Liabilities and Capital

Cash $485.00
Furniture and Fixtures 850.00
Law Library 700.00
Accounts Receivable 250.00

(A. Long)
P285.00

Accounts Payable $50.00
(Office Supply Co.)

James English, Capital 2235.00

$2285.00

James English1s capital was increased by his total income amount-

ing to $500, and deereased by his expenses $165, and withdrawals $100,

making a total decrease of $265, leaving him a net capital on September

30 of $2235.

Inadequacy of one Net Worth Account: Capital.— James English’s

net worth or capital account in the above illustration is not typical.

This account was intended to serve merely as an indication of the effect

of profit and loss transactions on net worth and not to serve as an exam¬

ple of how the net worth account would look in an ordinary business.

There are not many details in the above account. There would be, however,

if it were the net worth account of an actual business.
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In actual business if only one net worth account were used, it

would contain many small amounts. It would be a complicated mass of

unorganized details. One net worth account is altogether inadequate

in even the smallest business because of the following disadvantages:

(1) In a single net worth account, under actual conditions, the

total of any kind of expense or income eannot be ascertained without

difficulty. If the manager wi shed to know how much he had spent for

advertising, he would have a difficult time selecting all the detail

amounts and then adding them. If he is to exercise adequate control

over his business he must know how much he spent for different pur-

poses and how much his total income was and what produced this in¬

come. He must be able to get such knowledge quickly and without

effort.

(2) The profit or loss eannot be easily determined because the

various expenses and income s are not shown separately. A bookkeeper

would have difficulty in making a profit and loss statement from a

long and detailed net worth account.

(3) The account is clumsy to handle. Because of its great length

and numerous details, it has to be transferred frequently during a per¬

iod from one page to another.

(4) The complexity of its appearance and content discourages its

free use by the management, thus depriving them of the close control

that they have a right to expect the accounting system to provide.

Expansion of One Met Worth Account Into Temporary Net Worth

Accounts.—If one net worth account is inadequate, the remedy lies in
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maintaining a separate account for each of the different kinds of in¬

come and expense, and then summarizing these separate accounts. For

example, all income from legal services in James English’s law business

would be credited to a separate account called Legal Fees, instead of

being entered in the net worth account. All rent expense would be

debited to a separate Rent Expense account instead of to the net worth

account. Each expense and income would have a separate account.

Hence, instead of having only one net worth account there would

be many in which to record the income, expenses, and withdrawals.

These accounts are called ’’Temporary Net Worth accounts” because they

exist for the duration of only a fiscal period, at the end of which

they are balanced and closed, by transferring then to a summary ac¬

count, called the Profit and Loss Account. Then the net profit or

net loss is transferred to the net worth account. The temporary net

v/orth accounts, which are used for one fiscal period, are to be dis¬

tinguished from the investment account, which is known as a permanent

net worth account.

Illustration of Temporary Net Worth Accounts.—James English’s led¬

ger is now shown as it would appear by using temporary proprietorship

accounts.

Cash

1930 1930
*****

Aug. 31 $1000 Sept; 1 (1) $50
Sept 4 (2) 200 ft 5 (3) 25

h 7 (7) 50 It 8 (4) 5
ft 10 (5) 10
It 12 (6) 25
It 22 (9) 25
f! 25 (H) 500
tt 30 (12) 100
It 30 (13) 25

Notes Payable
1930 1930
Sept 25 (ll)$500 Aug. 31 $500
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Furniture and Fixtures Office Supply Company
1930 1930

Aug. 31 $800 Sept 24 (10) $50
Sept 24 (1) 50

Law Library James English, Capital
1930 1930

Aug. 31 700 Aug. 31 2000

A. Long Income From Fees

1930 1930

Sept 14 (7) 250 Sept 4 (2) 200
" 15 (6) 250
tt 20 (7) 50

Rent Expense Stenographer*s Salary
1930 1930 1930

Sept. 1 (1) 50 Sept. 5 (3) 25
n 12 (6) 25
" 22 (9) 25

Telephone Expense " 30(13) 25
1930

Sept 8 (4) 5

Light & Water James English Withdrawals
1930 1930
Sept 10 (5) 10 Sept.30(12) 100

These income and expense transactions may be summarized to show the

cause of the increase to capital as follows:

JAMES ENGLISH
Statement of Income & Expenses

September 30, 1930

Income from Legal Fees
Less Expenses:

Rent

Stenographer * s Salary
Telephone
Light & Water

Total Expense
Net Income

$50,00
100.00

5.00
10.00

$500.00

165.00
$335.00

The net income of $335.00 is the net increase to James English's

capital during the month of September
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His ‘balance sheet would be constructed as follows:

JAiffiS ENGLISH
Balance Sheet

September 30, 1930

Assets Liabilities and Proprietorship

Cash
Furniture and Fixtures
Law Library
Accts. Receivable

$485 Accounts Payable
850 (Office Supply Company)
700 Proprietorship:
250 James English, Investment

$50

(A. Long) September 1, 1930
Net Income
Less Withdraw-

$2000
335

als
Net Worth, Sept, 30
Total Liabilities and

100 235
$2235

Total Assets $2285 Proprietorship $2285

The statement of incomes and expenses above set forth shows the

causes for the change in net worth during the period. By keeping the

incomes and expenses in separate accounts in the ledger, this state¬

ment may be easily prepared. This statement is usually cal led a

’’Profit and Loss Statement.”

Summary.—The purpose of the profit and loss statement is to

explain the causes for the change in net worth during the period.

The profit and loss statement is a statement of incomes and

expenses. Incomes increase proprietorship and expenses decrease pro¬

prietorship. It is necessary to keep separate accounts in the ledger

with incomes and expenses so that a profit and loss statement may

easily be prepared.
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CHAPTER VI

FUNCTIONS OF NOMINAL ACCOUNTS (CONTINUED)

Accounts with Operating Expenses.—The nature and amount of the

operating expenses are determined in the main by the size, nature and

organization of the business. The nature and amount of the expenses de-

termine to a considerable extent their classification and the accounts

which are kept to record them.

The operating expenses of a trading concern may be classified

under the following heads:

Buying and Receiving Expense
Selling Expense
Delivery Expense
General Administrative Expense
Maintenance of Real Estate

These expenses would not all necessarily be found in every business,

while in others additional classes or groups may be necessary. Buying

and receiving expenses instead of being considered expenses of operating

the business are often treated as part of the cost of goods purchased.

It should also be understood that these accounts are all general

accounts; in many cases, separate accounts would be kept with the more

important items appearing under each general account. For example, the

General Administrative Expense may be divided into separate accounts

such as: Officers' Salaries; Office Salaries; Office Supplies; Stat-

ionery and Postage; Telephone and Telegrams; Taxes; Insurance; Rent;

Heat, Light and Water; etc., depending on the information desired.

Selling Expenses.—The purpose of the Selling Expense accounts is

to show the expenses incurred which are directly related to the selling

of the goods of the business.
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Th® debits and credits to these accounts are as follows:

Selling Expense
(Separate account with each expense)

Debit: Credit:
Salaries and wages of Sales frith any adjustments which
managers, salesmen and cler¬ reduce the amounts debited
ical assistants. to this account.

Stationery, postage, and
supplies used in selling
goods.
Proper proportion of rent,
taxes, insurance and de¬
preciation of store fixtures,
advertising, freight out,
shipping supplies, etc.

The balances of these accounts show the expense directly connected

with the selling of the goods of the business, and axe usually shown in

a separate section under operating expenses on the Profit and Loss

Statement. (See form of Profit and Loss Statement, page lil).

General Administrative Expenses.—-The purpose of the General Ad¬

ministrative Expense accounts is to show expense ineurred in the admin¬

istration and management of the business. The debits and credits to

these accounts are as foilows:

General Administrative Expenses
(Separate Account with each expense)

Debit:
Salaries of Officers.
Office clerk*s salaries.
Stationary, postage,
supplies.
Telephone and telegrams.
Carfare.
Directors* fees.
Taxes, insurance, and depre¬
ciation of office equipment.
Proper proportion of rent.
Fees, licenses, etc.
Expense of annual audit.
Heat, light and water.
Janitor service.
Other miscellaneous items.

Credit:
With any adjustments which
reduce the amounts debited to
this account.
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The balances of these accounts show the cost of the administration

and management of the business and may be shown in a separate section

on the Profit and Loss Statement as part of the operating expenses.

(See form of Profit and Loss Statement on page 111).

Maintenance of Real Estate.—-The purpose of these accounts is to

show the expenses incurred on land and buildings. The debits and cred-

its to these accounts are as follows:

Maintenance of Real Estate

(Separate accounts with each expense)
Debit:

Taxes
Insurance

Depreciation
Repairs, etc.

Credit:
With any adjustments which
reduce the amounts debited
to this account.

The balances show the expense of keeping up the real estate and

are shown on the Profit and Loss Statement as operating expenses.

(This account is not generally kept and these expense items are charged

in separate accounts and may be classified as a part of the General

Administrative Expens e).

The above accounts are general and serve as a type for all expense

accounts. However, in practice, one account would be kept with each

kind of expense, e.g., Salaries, Telephone and Telegraph, Stationary

and Postage, Office Supplies, Insurance, Taxes, etc. Each expense

account should be analyzed and studied as to its functions.
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CHAPTER VII

FUNCTIONS OF NOMINAL ACCOUNTS (CONTINUED)

Accounts with Trading Goods.—The word ”merehandise” refers to all

goods which hav© been purchased for resale. Merchandise must be dis¬

tinguished from: (a) Fixture s which are bought to be used in the busi¬

ness, and (b) Supplies which are consuxned as part of the operating ex¬

penses.

Therefore, “Merchandise” is a general term applied to goods bought

and sold, such as groceries, dry goods, hardware, etc. In accounting

merchandise bought is terrned Purchases, merchandise sold is termed Sales

and the merchandise on hand at the beginning or end of a fiscal period

is termed Merchandise Inventory. It is from the purchase and sale of

merchandise that the owner of a mercantile business expects to derive

his profit, and the majority of the current transactions which such a

business performs pertain to purchases and sales.

The amount of the purchases and sales for the period are obtained

from the ledger accounts which are kept for- the purpose of making a

record of them. The inventory of merchandise is obtained usually by

making a physical count of the goods in stock, and determining their

value at cost price. At the end of the fiscal period, after the

amount of the inventory has been determined, it is customary to open

an account to record the amount.

The Effect of Purchases, Sales, and Inventory on Net Worth. —For

the purpose of illustration we will assum© that on June 1, 19 , Frank

Smith invests $4000 cash and grocery stock valued at $1000 in a grocery

business to be conducted on the cash and carry plan.
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For the month of June, transactions were as follows:

June 2

" 3
" 5
n R

” 10
" ll

n 18
" 20
" 30

Groceries amounting to $3000 were purchased from Joe Green,
terms cash $2000, balance on account.
Paid cash $20 for supplies: twine, paper, etc.
Groceries that cost $200 were sold for $250.
Returned goods amounting to $50 to Joe Green and received
the cash for them.
Groceries that cost $500 were soli for $600.
Customer returns groceries sold for $25 which cost $20.
Cash returned.
Groceries which cost $250 were sold for $350,
Groceries that cost $300 were sold for $400.
Paid rent for store building $100.

The following shows his ledger accounts as they were affected by

these transactions:

Frank Smith, Capital

June 1 5000

Joe Green, (Accounts Payable)
■ 19
June 2 $ 1000

Cash

19
.li ll R ll

19
June 1 $ 4000 June 2 $ 2000
" 5 250 " 3 20
" 6 50 " ll 25
" 10 600 " 30 100
" 18 350
" 20 400

$ 5650 $ 2145

Merchandise Stock

19
June 1 Inventory $ 1000

19
June• 5 Cost of mdse sold $ 200

M 2 Purchases 3000 n 6 Purchases returned 50
" ll Cost of mdse. sales ft 10 Cost of mdse sold 500

returned 20 M 18 it tt t» tt 250

$ 4020

ft 20 tt ti it tt 300
$ 1300
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19
June 3
” 30

Expense

$ 20
100

Gross Profit on Sales

19 19
June ll Loss on Sales Ret'd 5 June 5 $ 50

” 10 100
" 18 100
n 20 100

A summary of Frank Smith's income and expenses for the month of

June would be as follows:

Gross Profit from Sales
Less Loss on Sales Returned

Profits from Sales
Less Expenses

Net Profit

His Balance Sheet would be as followsj

FRANK SMITH
Balance Sheet
June 30, 19

Assets

$3505
Liabilities and Capital

Cash Accounts Payable
Merchandise Inventory 2720 (Joe Green) $1000

$6225

Capital:
Smith, Investment 5000
Add Net Profit 225

Total Liab, & Capital
5225

$6225

In the illustration the gross profit on each sale has been deter¬

mined and recorded. This seems to be the logical method. This method

is the one generally used where cost accounting systems have been in-

stalled. Because this method keeps a book record of the inventory de-

creases and increases, a valuable check can be exercised over the

actual physical inventory. But unless only one or two kinds of goods

are handled, the ordinary business finds it more economical not to try

$350
5

345
120

$225
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to find the gross profit on each sale and keep a book record of the

merchandise ehanges and of the balance that should be on hand at any¬

time, This is because the detailed work resulting therefrom is so

great that additional employees or clerks would have to be engaged to

keep the records. It requires too much time and trouble in the ordinary

business. The usual method, which may be called the "physical inventory"

method is to take an actual physical count of all the goods on hand at

the end of the fiscal period and give them a valuation, which is usually

cost value. In stores where a book inventory like the above is maintain-

ed, a physical count of the goods is made at the end of the fiscal period

and compared with the book inventory. The book inventory is then adjus¬

ted to the value of the actual physical inventory.

To find the gross profit, two things must be known, namely, the net

sales and the cost of sales. The latter is then subtracted from the

former. By the "physical inventory” method, only the gross profit on

total sales for the fiscal period is ascertained. In order to determine

this the cost of goods sold must be found by taking inventory. Refer-

ring again to the illustration, suppose that Frank Smith took a physical

inventory of goods remaining unsold and found the cost of goods on hand

to be $2720. His total purcbases for the period amounted to $3000, less

purchases returned, $50, leaving net purchases $2950. He had on hand at

the beginning of the period merchandise which cost $1000; making total

goods available for sale of $3950 (purchases $3000 - Returns $50 plus

Opening Inventory $1000). Now if we take the total value of the goods

available for sale, $3950, and deduct the inventory at the end of the

period, $2720, we have the cost of the sales, $1230. His sales amounted
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to $1600 (cost of sales $1250 plus gross profit $350) less sales re-

turned $25 (cost $20 plus Profit $5), which leaves net sales of $1575.

From the net sales, $1575, deduct cost of sales $1230, which leaves a

gross profit of $345.

A summary may be made as follows:

Sales
Less returned sales

Net Sales
Cost of goods Sold:
Inventory, June 1
Purchases for June $3000
Less Returns 50

Net Purchases
Cost of goods available for sale
Less Inventory, June 30
Cost of Goods Sold

Gross Profit on Sales

$1600
25

$1575

1000

2950
3950
2720

1230

$ 345

Sales may be recorded on the credit side of the merchandise

account at sales price but this is not good accounting practice. An

account is a group of items of like character, therefore there should

be a separate sales account.

The best accounting practice is to record only items of like

character in one account, so instead of having only one account with

merchandise we have several accounts, namely: Purchases, Sales,

Returned Purchases, Returned Sales, Freight In, and Inventory. These

separate accounts provide a more convenient method for keeping the

record of the transactions as they occur.

The Purchases Account.—The object of the Purchases account is to

show the cost of goods purchased. Only purchases of goods intended for

resale are recorded in this account
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The debits and credits to the Purehases account are as follows:

Purchases

Debit:
With the invoice cost of
merchandise purchases.
With the amount paid for
freight and drayage on
merchandise purchased, if
separate account is not
kept with these items.

Credit:
Allowances and deductions are

sometimes credited to this ac¬

count, but where such items
occur, it is better to have
separate aceounts for them as
will be explained later.

The balance of this account is a debit and shows the cost of goods

purchased and is shown on the Profit and Loss Statement as an item of

cost of goods sold.

The Sales Account.—The purpose of this account is to show the

amount of the merchandise sold.

The debits and credits to the account are as follows:

Sales

Debit: Credit:
Allowances and deductions With the selling price of
are sometimes debited to merchandise sold.
this account, but it is
better practice to have
separate aceounts for them
as will be explained later.

The balance of this account is a credit and shows the net amount

of sales made during the fiscal period and is shown on the Profit and

Loss statement as the principal item of income.

The Merchandise Inventory Account.—As previously stated it is

customary in mercantile firms to ascertain the amount of the merchan¬

dise inventory by taking an actual count of the goods on hand at the

end of the fiscal period. These goods are then priced at the cost

price, unless the market price is lower than cost, in which case

conservative practice dictates that they should be valued at the lower
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price. The value of the inventory thus obtained is recorded in the

account with merchandise inventory.

The purpose of the Inventory account is to show the amount of sala¬

ble merchandise on hand at the end of the fiscal period, valued at cost

or market price, whichever is lower.

The debits and credits to this account are as follows:

Merchandise Inventory

Credit:Debit:
At the end of each fiscal per¬
iod with the amount of the in¬

ventory at the beginning of
the period (this will be the
amount of the debit balance in
the account previous to the
entry of the new inventory.
The corresponding debit will
be to purchases account or
some other account which shows
the cost of goods sold).

At the end of each fiscal
period with amount of inven¬
tory taken at the end of the
period, (the corresponding
credit is to purchases or
some other account showing
the cost of goods sold).

The balance of this account is a debit, and shows the value of mer¬

chandise on hand at the end of the fiscal period, and is an asset.

Purchases Returns Account.—The purpose of the Purchases Returns

account is to show the amount of merchandise retumed by the business to

the seller because of defects or other reasons. Sometimes allowances

made for defective goods are recorded in this account when a separate

account is not kept. The account is then called Purchases Returns and

Allowances.

The debits and credits to this account are as follows:

Purchase Returns

Debit: Credit:
With any adjustments which
reduce the amounts credited
to this account.

With the purchase price of all
merchandise returned to the
seller.



46

The balance of the account shows the amount of the purchases re-

turned to the seller and is shown on the Profit and Loss statement as

a deduction from gross cost of purchases.

Sales Returns Account.—The purpose of the Sales Returns account

is to show the amount of goods returned by customers. When a separate

account is not kept with allowances they are also recorded in this

account which is then called Sales Returns and Allowances.

The debits and credits to this account are as follows:

Sales Returns

Debit: Credit;
With the selling price of all With any adjustments which
merchandise returned by cus¬ reduce the amount s charged
tomers for credit. to this account.

The balance of this account shows the amount of the merchandise

returned by customers. It is shown on the Profit and Loss statement

as a deduction from gross sales.

Freight In Account.--The purpose of the Freight In account is to

show the amount paid for freight on merchandise purchased. In addition

to the freight paid, there is frequently drayage charges incurred in

transporting the merchandise from the railway station to the warehouse

of the purchaser. These charges are frequently recorded in the same

account as the freight in.

Freight paid on merchandise purchased for resale is a part of the

cost, and must be recorded as such in determining the proper cost of

goods sold. In some cases the amounts paid for freight and drayage

are charged directly to the Purchases account. As mistakes may occur
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in rendering freight bills it is better practice to keep a separate ac¬

count so that adjustments may be made more easily. Freight on goods

purchased should be kept separate from freight on goods delivered to

customers. The former represents a part of the cost of merchandise pur¬

chased, while the latter is either a selling expense or a deduction from

sales.

The debits and credits to this account are as follows:

Debit s Credit:
With amounts paid for freight, With any adjustment which
express, or postage on mer¬ reduces the amounts charged
chandise purchased. to this account.
Vfith freight prepaid by the
seller and charged on the
invoice.

The balance of this account shows the net amount paid for trans¬

portation charges on goods purchased. It is shown as an addition to

the invoice cost of purchases on the Profit and Loss Statement.
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CHAPTER VIII

THE TRIAL BALANCE

Purpose of the Trial Balance.—As previously explained, a transac¬

tion consists of an exchange of equal values. The values received by

the business are termed debit and the values parted with are termed

credits. To record a transaction involves its analysis in order to

determine what are the debits and credits and the recording of these

debits and credits in the proper accounts.

As each transaction is composed of a debit and credit of equal

amount, which are carried to opposite sides of the ledger, it follows

that the sum of all debits should equal the sum of all credits. The

ledger should therefore always be in balance and in order to assure our¬

selves of this, a trial balance is taken, usually at the end of each

month. It is a test of the ledger made periodically in order to prove

that the accounts are in balance.

The trial balance is one of the most important features of double

entry bookkeeping, for the reason that it not only tests the accuracy of

one*s work, but provides a summary of all transactions properly classi¬

fied. As a proof of the accuracy of the clerical work, however, the

trial balance is not infallible, for the reason that an error is not

detected if both sides of the ledger are equally affected.

To take a trial balance from the ledger the work is done as follows

1»' Foot in small pencil figures the debit and credit side of each

account, find the difference and place this balance in pencil on the

larger side in the explanation column on the same line as the last item.

2. At the top of a sheet of journal paper write the heading,"Name
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of Business", "Trial Balance" and date. List the accounts beneath in

the order in which they appear in the ledger, placing the number of the

ledger page of the account in the narrow folio column to the left.

3. On a line with each account, enter the total of the debit and

credit sides of the account or the debit or credit balance of the ac¬

count in the debit and credit columns of the trial balance,

4. Foot both debit and credit columns of the trial balance and

rule as shown in the illustrations which follow.

A trial balance may show the footing of each side of the account,

or only the difference between the two sides. The latter method is the

one more generally followed because it makes the trial balance simpler

and more usable.

The following illustration shows the form and arrangement of a

trial balance. Method I illustrates the use of both the debits and

credits to each account, while Method 2 illustrates the use of the

balance of each account.

(Method 1—Totals)
R. C. Baker

Trial Balance, December 31, 19

1 R. C. Baker, Capital 50.00 7500.00
1 Cash 11,400.00 4200.00
1 Purchase s 9,000.00 100.00
2 Sales 100.00 9600.00
g General Administrative Expense 550.00
2 W. G. Kline 300.00 900.00
3 K. C. Bales 1,100.00 500.003George K. Gordon 200.00
3 E. W. Lowell ————— — 800.00 300.00

$23,300.00 123300.00
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(Method 2—Balances)
R« C. Baker

Trial Balance, December 31, 19

1 R. C. Baker, Capital---—— 7,450.001Cash— ——■— —— 7,200.00
1 Purchase s 8,900.00
2 Sales 9,500.00
2 General Administrative Expense— 550.00
2 W. G. Keene 600.00
3 K. C. Bales 600.00
3 George K. Gordon—— 200.00
3 E. W. Lowell—— 500.00

#17,750.00 $17,750.00
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CHAPTER IX

BOOKS OF ORIGINAL ENTRY

THE JOURNAL

The Need for an Additional Record,—It has been explained that it

is the function of accounting to present to the owner by means of reports,

usually made periodically, the information which he needs in the manage¬

ment of his business. The account has been discussed as the means by

which the information which appears on these reports is obtained. It

has also been explained how the transactions which the business per-

forms may be analyzed in their effect on its financial condition recor-

ded in the accounts. Although the transactions might be recorded direct¬

ly in the accounts at the time of their occurrence, it has been found by

experience that such a practice is not advisable. There are several

reasons why this is true.

In the first place, the information which can be recorded in the

account is very meager. Since the account is a means by which informa¬

tion is summarized and classified, it does not give details, and yet

there are certain details relating to transactions which it is desirable

to record. Further, debits and credits resulting from transactions are

recorded in different accounts and if an error is made in recording the

amount of one of them, or if one of them is recorded in the wrong account

or on the wrong side of an account it is very difficult to find the error.

For these, as well as other reasons, it is customary to record tran¬

sactions chronologically at the time of their occurrence in certain re-

cords, called Books of Original Entry. In these records certain desired

information with reference to the transaction is given and the accounts
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which are to be debited and credited as a result of the transaction indi¬

cated. From time to time, the debits and credits indicated in the books

of original entry are transferred to the ledger accounts, which in turn

constitute the basis of accounting reports.

The Journal.—The simplest type among books of original entry is

one in which transactions are recorded in chronological order. This book

is known as the Journal. The Journal is a book of original entry in

which transactions are recorded in such a way as to show the accounts

which are debited and credited in a business transaction. Used as it

usually is, in conjunction with other books of original entry, only

those entries are recorded in the journal which do not materially belong

in any of the special books.

Journalizing is the process of recording entries in the journal;

further than this it is a term which is often applied to the mental pro¬

cess of analyzing a transaction into its proper debit and credit, pre¬

paratory to making the entry therefor in any books of account which may

be kept. In this respect, journalizing is the fundamental process in

bookkeeping.

Characteristics of the Journal.—The simple journal is a book of

original entry and its form is standard as in the following illustra¬

tion. To record a transaction in the journal there are four distinct

steps which should be followed in order, viz:

1. The date, the month and year should be placed at the top of each

page and the day of the month on the line directly above the entry.
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2. The name of the debit and the amount*

3. The name of the credit and the amount. It should be indented

two or three spaces under the debit.

4. The explanation.

Importance of the Journal Explanation.—One of the main reasons why

journals are necessary in any accounting system is to record the reason

for the transaction and the details connected with it. Without such

accompanying explanation the journal entry remains incomplete and fre¬

quently meaningless, even to the person who originally made it.

The explanation need not consist of a full sentence, although a

full sentence frequently lends clarity to an otherwise ambiguous ex¬

pression. If there are papers on hand covering the transaction, the

explanation should indieate where these may be found, and if practic¬

able, a summary should be included in the explanation.

Posting.--Posting consists in transferring the debits and credits

from the journal and other books of original entry to the ledger. By

this process all debits and credits to each account from all sources and

on all dates are summarized preparatory to taking a trial balance. The

posting is generally done from day to day and is kept up to date as nearly

as possible in order that the trial balance may be taken promptly.

The process of posting is, briefly, as follows:

1. Start with the first debit shown in the journal; locate the

corresponding account in the ledger.

2. After making the entry in the ledger account (date, explanation,



54

amount), enter in the folio column the page of the journal from which the

item is transferred, in order to facilitate quick reference later.

3. Then enter in the folio column of the journal the ledger page to

which the item was posted. If the ledger accounts are numbered, the ac¬

count number is inserted in the journal folio column instead of the ledger

page number. Sometimes where neither the page or account numbers aopear

in the ledger a check mark is used.

4, All debits may be posted first, then all credits. However,

some bookkeepers prefer posting debits and credits in chronological order

in which they appear in the journal. Care must be taken to avoid posting

a debit to the credit side of an account and vice-versa.5.When the work is completed, scan the folio column of the journal

to make sure that each item has been posted. Failure to post an item is

a frequent source of error.

In order to illustrate the use of the journal as a book of original

entry, and posting, a few simple transactions are given. The following

are a few representative transactions which might be perforated by a

retail grocery store.

Jan. 1

t! 1
ft 2
fl 3
If 4
fl 5

fl 6
tf 8
ft 12
fl 15
ff 20
If 28
ft 30

A. B. Coon invested $4000 in cash in the retail grocery busi¬
ness.

Paid rent of $30.
Purchased office furniture and equipment for cash, $300.
Purchased stock of groceries for cash from Hull & Co., $3000.
Paid $25 city and state license for one year.
Purchased from the Salem Ydiolesale Grocery Co. on account,
merchandise, $600.
Sold on account to A. B. Hill, merchandise, $10.50
Received for sundry cash sales to date, $250.50
Received from A. B. Hill, $10.50 in full of bill of Jan. 6.
Paid the Salem Wholesale Grocery Co. $300.00 on account.
Purchased of Pacific Produce Co., on account, merchandise $200.
Sold to A. B. Chapman, on account, merchandise, $40.
Cash sales to date, $450.00
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Jan. 31 Paid the following expenses for the month: Heat and Light,
$6.00j Telephone, $5.00j Water, $1.50.

These transactions would be recorded in the journal and posted to

the ledger as follows:

JOURNAL

January 1, 19
LF
1 Cash
1 A. B. Coon, Capital

Invested in the retail grocery business.

Page 1
$4000.00

$4000.00

1
2 General Administrative Expense
1 Cash

Paid rent for month.

30.00
30.00

2
2 Furniture & Fixtures
1 Cash

Purchased Office Equipment for cash.

300.00
300.00

3
2 Purchases
1 Cash

Bought stock of groceries for cash.

3000.00
3000.00

4
2 Selling Expenses
1 Cash

Paid city and state license fee, 1 yr.

25.00
25.00

5
2 Purchases
1 Salem Wholesale Grocery Co.

Bought merchandise on account.

600.00
600.00

6
2 A. B. Hill
2 Sales

Sold merchandise on account

10.50
10.50

8
1 Cash
2 Sales

Received for sundry cash sales to date.

250.50
250.50250.50
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LF January 12, 19
1 Cash $10*50
2 A. 5. Hill

Received in full of account, bill of Jan. 6.

15

2 Salem Tftiolesale Grocery Co.
1 Cash

Paid on account, bill of Jan, 5.

20
2 Purchases
2 Pacific Produce Co.

Bought merchandise on account,

28

2 A. M* Chapman
2 Sales

Sold merchandise on account.

30
1 Cash 450.00
2 Sales

Received for sundry cash sales to date,

31
2 General Administrative Expense 12,50
1 Cash

Paid for heat and light $6; telephone, $5;
water, $1,50.

300.00

200.00

40.00

Page 2

10.50

300.00

200.00

40.00

450.00

12.50

LEDGER (page 1)

A. B. Coon, Capital

19^
Jan. 1 J1 4000.00

Cash

19 19__
Jan. 1 J1 4000.00 Jan. 1 J1 30.00

8 J1 250.50 2 J1 300.00
12 J2 10.50 3 J1 3000.00
30 J2 450.00 4 J1 25.00

15 J2 300.00
31 J2 12.50
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LEDGER (page 2)
Furniture and Fixtures

19 ~~\
Jan. 2 J1 300.00

A. B. Hill
19
Jan. 2 J2 10.50 i

1 19

| Jan. 12 J2 10.50

A. M. Chapman
19
Jan. 28 J2 40.00

Salem Wholesale Grocery Co.
19
Jan. 15 J2 300.00

19
Jan. 5 J1 600.00

Pacific Produce Co.
i 19 ‘
I Jan. 20 J2 200.00

Purchases

19
Jan. 3 J1 3000.00

5 J1 600.00
20 J2 200.00

General Administrative Expense
19
Jan. 1 J1 30.00

31 J2 12.50

Selling Expense
19
Jan. 4 J1 25.00
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2
2
2
2
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Trial Balance of Coon*s Ledger,

A. B, Coon
Trial Balance

January 31, 19

A, B, Coon, Capital
Cash
Furniture and Fixtures
A. M, Chapman
Salem Wholesale Company
Pacific Produce Company
Sales
Purchases
General Administrative Expense
Selling Expense

#1043.50
300.00
40.00

3800.00
42.50
25.00

#5251.00

#4000.00

300.00
200.00
751.00

#5251.00
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CHAPTER X

CLOSING THE LEDGER

Reference has been made repeatedly to the fact that nominal aceounts

are temporary aceounts for recording changes in proprietorship of the

business. Since they are subdivisions of the net worth aceounts, it is

logical that at the end of each fiscal period they should be assembled

into a net figure and transferred to the proprietorship aceounts, by a

process known as "closing the ledger". A closing entry is the transfer

of the balance of one or more nominal aceounts to the proprietorship

account, or to some intermediate temporary account called a "clearing

account". The Profit and Loss account is the clearing account most

frequently used. "Closing the Ledger" has no necessary connection with

the process of ascertaining the amount of profit made, which may be done

by means of the Profit and Loss Statement.

Closing Entries.—The closing entries are those necessary to:

1. Transfer the balance in the nominal aceounts to the Profit and

Loss account.

2. Transfer the balance in the Profit and Loss account to the

Proprietor*s Drawing account. This balance is often directly transferred

to the Proprietor’s Capital account.

3. Transfer the balance in the Proprietor*s Drawing account to his

Capital account.

The balance in the Profit and Loss account and the balance in the

Drawing account are sometimes each transferred, through the journal,

directly to the capital account.
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The function of the Profit and Loss account is to summarize the

various expense and income accounts. Its use should be limited to this

one purpose. The balances of the expense and income accounts are trans¬

ferred to the Profit and Loss account by means of journal entries. Since

expenses are decreases to proprietorship, each will be a debit to the

Profit and Loss account, and incomes, which tend to increase proprietor¬

ship, will be credited to the Profit and Loss account. The net increase

or decrease is transferred by a journal entry to the Drawing or to the

Capital account.

Closing Entries Illustrated.—The following is the ledger of A.

Jones, a physician, for the month of June:

A. Jones Capital Motes Payable
19 19
June 1 #2000 June 15 $500

Cas! i Professional Service
19 i9 19
June 1 #1000.00 June 2 $250.00 June 5 $ 500.00

10 200.00 10 100.00 10 200.00
15 500.00 10 20.00 15 250.00

12 5.00
15 2.50
20 20.00
30 77.50

A# B# iSmith Rent
19 19
June 5 500.00 June 10 $100.00

15 250.00
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Furniture & Fixtures Heat, Light & Water
3.9 19
June 2 250.00 June 10 10.00

30 7.50
30 2.50

Automobile Office Salaries

19 19
June 1 1000.00 June 30 60.00

Gas and Oil Used Repairs to Auto

19 19
.

June 10 10.00 June 20 10.00
12 5.00 30 5.00
15 2.50
20 10.00
30 2.50

The necessary journal entries to close A. Jones' ledger on June 30

are as follows:

June 30
Professional Services 950,00

Profit & Loss
To close the income into Profit & Loss account,

30
Profit and Loss 100,00

Rent
To close rent expense into Profit & Loss,

30
Profit and Loss 20,00

Heat, Light and Water
To close into Profit & Loss.

30
Profit and Loss 60,00

Office Salaries
To close into Profit & Loss,

30
Profit & Loss 30,00

Gas and Oil Used
To close into Profit & Loss.

950.00

100.00

20.00

60.00

30.00
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June 30
Profit & Loss 15.00

Repairs to Auto 15.00
To close into Profit & Loss.

30
Profit & Loss 725.00

A. Jones, Capital 725.00
To transfer the profit to capital account.

After these journal entries have been posted to the ledger, the

income and expense accounts •will balance and should be ruled. The only

accounts remaining open, after the closing entries have been posted, are

the asset, liability and capital accounts. These may be balanced so

that the balance is carried forward in one sum. However, if the asset

and liability accounts have only a few items they are not usually

balanced.

The following illustrates A. Jones* ledger after the temporary

proprietorship accounts have been closed and the Cash and Capital ac¬

counts have been balanced:

A. Jones,
19
June 30 Balance j 2725 00 J9-1 1

30 Net Profit

Bal. Down

2000
725

00
00

2725 00 2725 00

Cas

July1

h

1 2725 00

i9 3.9
June 1 1000 00 June 2 250 00

10 200 00 10 100 00
15 500 00 10 20 00

12 5 00
15 2 50
30 20 00
30 77 50
30 To Balance 1275 00

1750 00 »

1750 00
19
July 1 Bal. Down 1275 00
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A# 6* Smith
19
June 5 500 DO

15 250 DO

19
June

Furniture and Fixtures

2 250 00

Automobile

1000 00

Note s Payable
ll 19

jj June 15 500 00

Professional Service

19
June 30 To P & L 950 00

19
June io!

15

“t
i
j;

500
200
250

00
00
00

950 00 I J 950 00

Re*nt
19
June 10 100 00

19
June 30 To P & L

i
100 00

Office Salaries
19
June 30 60

ll 19
00 || June 21 To P & L 60 00
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Gas and Oil Used

Be;pairs to Auto
19
June 20

30
10

5
00
00

19
June 30

15 00 I

P & L 15 00

15 00

Profit and Loss

19 19
June 30 Rent 100 00 June 30 Services

Heat,Light,
Water 20 00
Office Sal. 6C 00
Gas & Oil
Repairs to

3C 00

Auto 15 00 1
To Capital 725 00 I

95C 00 I

An analysis of the Profit and Loss account shows that it is a summary

of the expenses and incomes of the business. The difference between the

total income and total expense, or $725, is the net profit for the fiscal

period and is transferred to the Capital account by the final closing

journal entry illustrated on page 62.

Adjusting and Closing Accounts with Trading Goods.—We will assume

that Ed Wilson has been running a cash retail grocery store and his

ledger contains the accounts with merchandise for the period of one

month as follows: (the other accounts are omitted)
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Merchandise Inventory
19
Jan 1 5000

Purchase Returns

| 19
Jan 5 200

10 300

Purchases Sales Returns
19

' '

19

Jan 1 2000 Jan 20 100
10 1000 25 200
20 3000

Sales Freight In
19 I
Jan 10 150

20 250

On January 31 he takes a "physical inventory" of the goods on hand

and finds that he has goods in the store which cost him $6000.

The journal entries to adjust and close the merchandise accounts in

his ledger on January 31 would be as follows:

Purchases 5000.00
Merchandise Inventory 5000.00

To transfer the beginning Inventory to the purchases account so

that the total cost of merchandise may be found, the total cost of mer¬

chandise being the purchases of $6000, plus the beginning inventory of

$5000, making a total of $11,000. But $500 of these purchases were re-

turned so this amount should be deducted. The following entry would be

made to transfer the Purchases Returns into the purchases account:

Purchases Returns 500*00
Purchases 500.00

To transfer purchases returns to purchases account.
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We have learned that Freight In is a part of the cost of goods pur-

chased, therefore we must transfer this account to the purchases account

by a journal entry.

Purchases 400.00
Freight In 400*00

To transfer the freight cost to purchases.

After these journal entries have been posted to the Purchases ac¬

count the net cost of the goods available for sale would be $10,900.

(Purchases $6000 plus Inventory $5000 plus Freight In $400 - Returned

Purchases $500). But these goods are not all sold. A physical count

shows that the value of the goods still on hand is $6000. Therefore,

the balance of the purchases account represents two elements, the cost

of the goods sold and the cost of the merchandise on hand. In order to

separate the real element and the nominal element we make the following

entry:

Merchandise Inventory $6000.00
Purchases $6000.00

To place the ending inventory on the books and to credit
the purchases account so that it will show the cost of
goods sold.

When this entry is posted, the purchases account will show the

cost of goods sold, $4900. This is transferred to the sales account

so that the profit on sales may be found. The sales account shows that

sales were made to the value of $6500. The Sales Returns account shows

that $300 of the sales were returned. The entry to transfer the re¬

turned sales to the Sales account is as follows:

Sales 300.00
Sales Returns 300.00

To transfer Sales returns to Sales.

When posted this leaves net sales to the amount of $6200. This
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contains two elements, the cost of sales and the profit on sales because

we sold the goods for more than the cost. Now we transfer the cost of

sales, $4900, from the Furchases account to the Sales account.

Sales $4900.00
Purchases $4900.00

To transfer the cost of sales from the purchases account
to the sales account so as to find the gross profit on
sales.

Then the balance of the sales account shows the gross profit:

(Sales $6500 - Retumed Sales $300 - Cost of Sales $4900 = Gross Profit

$1300.) This is transferred to the Profit and Loss account by a journal

entry as follows:

Sales 1300.00
Profit and Loss 1300.00

To transfer the gross profit on sales to the Profit and
Loss account.

After the above journal entries have been posted, the Sales, Pur¬

chases, Purchases Returns, Sales Returns and Freight In aceounts will be

closed, and should be ruled in the same manner as the temporary proprie¬

torship aceounts.

The following illustration shows the aceounts after these journal

entries have been posted and the aceounts closed:

Merchandise Inventory Purchases Returns
19 19 19 19
Jan 1 (Jll) 5000 Jan 31 (Jl) 5000 Jan 31 To pur¬

chases 500

500

Jan 5
10

200
300

500
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Purchases

19 19
Jan 1 2000 Jan 31 Rets. 500

10 1000 31 Inven 6000
20 3000 (end)
31 Inv 5000 31 Cost 4900

(begin) of sales
31 Frt 400

11400 11400

Sales

19 19
Jan 31 Returns 300 Jan 2 500

31 Cost of Sales 4900 10 1200
31 Gross Profit to 12 2000

Profit & Loss 1300 22 300
30 2500

6500 6500

Freight In Profit & Loss
1.9
Jan -10 150

19
Jan "31 To 400

19
Jan 31 1300

20 250
400

Purchases
400

Gross profit

The purpose of the above illustration is to shov/ only the merchan¬

dise account s after they have been closed. Therefore the above Profit

and Loss account is not complete. If it were complete, it would con¬

tain all the expenses on the debit side and gill the incomes on the

credit sidej then the balance would be transferred by a journal entry

to the Capital account and the Profit and Loss account ruled.

Important Points.—The following points should be carefully noted

with regard to the above merchandise accounts and the various entries:

(1) The six merchandise titles are used because they furnish more

complete information than one title.
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(2) The Purchases, Inventory and Sales accounts are the important

merchandise accounts. The Purchases Returns and Freight In accounts are

in reality subdivision of the Purchases account and the Sales Returns

account is a part of the Sales account; therefore, each of these sub¬

sidiary accounts should be transferred at the end of the period to its

major account*

(3) Merchandise Inventory is an asset title.

(4) Purchases is a mixed title making a combination record of the

asset, merchandise on hand, and the cost of the goods sold, and the jur-

pose of the account is to obtain the cost of goods sold at the end of

the period*

(5) Sales is a mixed title making a combination record of merchan¬

dise decreases, cost of goods sold, and capital increases, profit on

merchandise sold.

(6) Periodically, once a year or oftener, these mixed records,

Purchases and Sales, must be unmixed, separated into the different

parts, the asset element transferred to the asset account Merchandise

Inventory, and the capital increase, gross profit, or the capital de¬

crease, gross loss, transferred to proprietorship.

(7) This separation is accomplished by taking a physical inventory

and the use of that inventory in the following equations:

Inventory (initial) plus Purchases “ Inventory (final) plus
Cost of Goods Sold

Cost of Goods Sold plus Gross Profit = Sales

(8) The various journal entries shown are for the purpose of making

the formal records shov/ the correct status of the merchandising activities.
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CHAPTER XI

B00KS OF ORIGINAL EHTRY (CONTINUED)

SUBDIVISIONS OF THE JOURNAL

Heed for Additional Records.—The nature and functions of books

of original entry and their relation to the ledger accounts have been

discussed and the general journal has been given as an illustration of

such records. Although all the transactions of the business may be re-

corded in the journal, it has been found by experience to be inexped-

iend to do so. There are some indications that in the development of

accounting there was a time when the use of the journal as the only

book of original entry was universal. Such a use of the journal, how¬

ever, is not the best modern accounting practice. Various journals

have been introduced, in each of which transactions of certain nature

are recorded, until now the general journal is used to record only

those items which cannot be recorded in any special journal. These

special journals are used because in every business there are certain

transactions of the same nature which occur frequently, and if they are

recorded in a separate journal, the work of recording them and also of

transferring or posting them to the accounts is greatly reduced. Hot

only is the work of recording and posting reduced, but more information

can be obtained from the records, and this information more readily.

When the simple journal is used to record all transactions irres¬

pective of number or kind, it is obvious that only one person can work

on the books at a given time. When the work become s heavy the books

must be so arranged that several individuals can work thereon at the

same time. One method of accomplishing this result is to subdivide the
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journal heretofore used into several journals, and in practice we find

commonly used the following:

(1) Sales Journal (Record of Sales).

(2) Returned Sales and Allowances Journal (Record of Returns and

Al^vances on Sales).

(3) Purchases Journal (Record of Purchases).

(4) Returned Purchases and Allowances Journal (Record of Returns

and Allowances on Purchases).

(5) Cash Receipts Book (Record of Cash Receipts).

(6) Cash Disbursements Book (Record of Cash Disbursements).

The purpose and use of the most common forms of these special jour¬

nals will now be explained and illustrated.

THE SALES JOTJRIIAL

The purpose of the sales journal is to provide a record of the

transactions with sales. In some businesses all sales of merchandise

are recorded in the sales journal while in others only sales on account

are so recorded. Usually in a wholesale business all sales are recorded

in the sales journal, while in a retail business only sales on account

are recorded in the sales journal, the cash sales being entered in the

cash record. One reason for this is that in a wholesale business few

cash sales are made and these are of fairly large amount, hence it is

not difficult to record them in the sales journal the same as sales on

account, which of course results in a debit to the Customer’s account

and a credit to the Sales account. The cash received from the customer

is debited to the Cash account and credited to the customer, thus cor-

recting the amount debited to his account from the sales journal.
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In a retail business cash sales are frequent and usually many of

them are for small amounts, hence it would be quite tedious and serve no

useful purpose to make the two entries mentioned above, or in fact to

even make a separate entry for each sale. Consequently, it is customary

to total the cash sales for the day and make the entry debiting Cash and

crediting Sales. This entry is made in the Cash record explained later.

The Recording of Sales. — In all mercantile businesses many of the

transactions, and often the majority of them, relate to sales of merchan¬

dise. If these sales are recorded in the general journal it is necessary

in the case of each sale to indicate that the sales account is to be

credited and that some other account, usually a customer*s account, is

to be debited. To illustrate, it may be assumed that the following

sales have been made on account:

Jan. 1 D. C. Brown, Salem, Ore., 2/l0, n/30, $250.00
n 2 J. F, Page, 264 Adams St., City, a/c 100.00
” 3 M. A. Allen, 125 Monroe St., City, a/c 50.00
M 4 Earry Chase, 3rd & Jackson St., City, a/c 150.00

These items may be recorded in the journal with explanations omitted,

as follovrs:

D. C. Brown
Sales

January 1, 19

J. F. Page
Sales

2

3

M. A. Allen
Sales

250.00
250.00

100.00
100.00

50.00
50.00

Harry Chase
Sales

4

150.00
150.00
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It will be noticed that by the foregoing method, the credit to the

Sales account must be repeated each time, and that when the journal is

posted there will be four separate items credited to the Sales account.

Using a sheet containing the same ruling as the simple journal

these sales items may be entered as follows:

Sales Journal

Date
19 LF

Account
Debited Explanation Terms Amount Total

Jan 1
2
3
4

D. C. Brown,
J. F. Page,
M. A. Allen,
Harry Chase,

Sales, Cr.

Salem, Oregon
264 Adams, City
125 Monroe, City
3rd & Jackson,City

2/10,n/30
a/c
a/c
a/c

250.00
100.00
50.00

150.00
650.00

Posting from the Sales Journal.—The posting from the sales journal

consists of (1) transferring the separate items shown in the "amounttt

column to the debit of the accounts of the customers indicated in the

’’Account Debited" column, and (2) transferring the total sales to the

credit of the Sales Account. The debits to the aceounts of the cus¬

tomers should be made daily, if possible, so that the status of their

aceounts can be obtained at any time. The total of the sales is posted

to the sales account at the time the trial balance is made, usually

monthly.

By employing a separate journal for sales (giving it the title of

’’Sales Journal’’), the time required for entering each sales transaction

is reduced practically one-half, because the repeated half of each

transaction is eliminated. Likewise the time required to post is re¬

duced one half because the credits to Sales account are posted as a

total.
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Record of Sales Returns and Allowances.—When the sales returned by

customers are sufficiently numerous to warrant taking them out of the

general journal, a form similar to the one shown for the sales journal

may be used.

THE PURCHASES JOURNAL

The purpose of the purchases journal is to show the purchases made

and the obligations incurred to creditors. The purchases journal is

regarded in this discussion as a record of purchases of merchandise

only. There is some difference of opinion whether each purchase should

be recorded in the purchases journal or whether only purchases on ac¬

count should be contained therein, and cash purchases be recorded in the

cash record, which will be explained later. Usually cash purchases are

of rather infrequent occurrence and they can more conveniently be recor¬

ded in the cash record. For the present this journal may be regarded as

a record of purchases on account only.

The Recording of Purchases.—In all mercantile businesses it is

necessary to make frequent purchases of merchandise. If these purchases

are recorded in the general journal it is necessary in the case of each

purchase to indicate that the Purchases account is to be debited and

some other account, usually a Creditor's account, is to be credited.

To illustrate, assume that the following purchases have been made on

account:

Jan. 1 A. C. Williams, Salem, Oregon, 2/l0,n/30 300.00
" 2 0. H. Blossom, Chicago, Illinois, n/30 400.00
” 3 Gill & Co., Portland, Oregon 2/l0,n/30 500.00
" 4 Edwards Co., Portland, Oregon, n/30 600.00

These items may be recorded in the general journal, with explana¬

tion omitted, as follows:
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Purchases
A. C. Williams

January 1, 19

Purchases
0. H. Blossom

Purchases
Gill & Co«

2

3

300.00

400.00

500.00

300.00

400.00

500.00

4
Purchases 600.00

Edwards Co. 600.00

It will be noticed by the above method the debit to Purchases must

be repeated each time, and that when the journal is posted there will

be four separate items debited to the Purchases account. If, however,

the transactions with purchases are not recorded in the general journal

where the other transactions are recorded, but in a separate book con-

taining the same ruling as the journal, they may be recorded as follows:

Purchases Journal

Date uF Account
Credited Explanation Terms T 1 Amount Total

19
Jan 1 A. C. Williams Salem, Oregon 2/10,n/30 l 300.00

2 0. H. Blossom Chicago, Ill. n/30 2 400.00
3 Gill & Co. Portland, Ore. 2/10,n/30 3 500.00
4 Edwards Co. Portland, Ore. n/30 4 600.00

Purchases,Dr. 1800.00

Posting from the Purchases Journal.—The posting of the purchases

journal consists of transferring the separate items shown in the “amount'*

column to the credit of the accounts of the creditors indicated in the

“Account Credited" column, and transferring the total purchases to the

debit of the purchases account. The posting to the creditor*s accounts

should be done daily, if possible, so that the status of their accounts
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can be obbained ab any "time by reference to the ledger* The total of

the purchases is posted to the Purchases account at the time of taking a

Trial Balance, usually monthly. When the total purchases for the month

are posted to the proper ledger account as one item, four individual

postings are eliminated—a saving of time, labor, and space.

Records of Returns and Allowances on Purchases.--The items con-

stituting purchases returned may be entered on forms similar to those

shown above when they are sufficiently numerous to warrant taking them

out of the general journal.

THE CASH RECEIPTS JOURNAL

The purpose of the Cash Receipts journal is to provide a record of

all cash received. Cash received from all sources, regardless of form,

is recorded in this journal. Usually a separate entry is made for each

transaction involving the reoeipt of cash. In some cases, however, where

on the same date there are several transactions of the same kind, as the

cash sales of a mercantile store, these transactions may be combined and

one entry made for the total.

The Recording of Cash Receipts.—In most every business there are

frequent transactions with cash receipts* If these transactions are

recorded in the journal, it is necessary in the case of each transac¬

tion to indicate that the cash account is to be debited and that some

other account indicating the source of the cash is to be credited. To

illustrate, assume that the following transactions with cash receipts

have been made:

Jan. 1 Received from Russel Adams, $200, to apply on account.
2 Received from E. L. Day, $300, in payment of his 30-day

note.
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Jan. 3 Received from A. L. Grout, $100, to apply on account.
4 Received from cash sales, $^

Omitting explanations, these transactions may be recorded in the

general journal as follows:

January 1, 19
Cash

Russel Adams
200.00

200.00

Cash
Hotes Receivable

300.00
300.00

Cash
A. L. Grout

100.00
100.00

Cash
Sales

400.00
400.00

It will be noticed that when these transactions are recorded in

the journal the debit to the Cash account must be repeated each time,

and that when the journal is posted, there are four separate items debi-

ted to the cash account. If, however, the transactions with cash re-

ceipts are not recorded with the transactions in the general journal,

but on a separate page, the record of these four transactions may be

as follows:

Cash Receipts

Date LF Account Credited Explanation Amount Total

IS
Jan 1 Russel Adams To apply on account 200.00

2 Notes Receivable E. L. Day, 30-day note 300.00
3 A. L. Grout To apply on account 100.00
4 Sales Cash sales to date 400.00

„■*?''* " fSM

Cash, Dr. 1000.00
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Posting from the Cash Reeeipts Journal.—The posting from the cash

reeeipts journal consists in transferring the separate items shown in the

"Amount" column to the credit of the accounts indicated in the "Account

Credited" column, and transferring the total cash received to the debit

of the cash account. The individual items are posted daily to the credit

of their respective accounts but the total of cash reeeipts is posted to

the debit of the cash account in one amount, monthly*

THE CASH DISBURSEMENTS JOURNAL

The purpose of the cash disbursements journal is to provide a

record of cash paid. All cash payments regardless of the form in which

made, are recorded in this journal. Usually a separate entry is made

for each transaction involving the payment of cash. In some cases, how¬

ever, where frequent payments are made for the same purpose on the same

date, they may be entered as a total. For instance, in a mercantile

store where frequent cash purchases of produce are made on the same day

these payments may be entered in total.

The Recording of Cash Payments. —In most every business there are

frequent transactions with cash disbursements. If these transactions

are recorded in the journal, it is necessary in- the case of each tran¬

saction to indicate that the cash account is credited and some other

account debited. To illustrate, assume that the following transactions

with cash disbursements have been performed:

Jan. 1 Paid G. B. Coon, $150, to apply on account.
2 Paid rent for the month, $90.
3 Paid salary of clerk for one week, $25.
4 Paid J. E. Riley, $250, for 30-day note due today.
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Omitting explanation, these transactions may be reoorded in the

journal as follows:

G. B. Coon
Cash

January 1, 19
150.00

150.00

G. A. Expense
Cash

2
90.00

90.00

Selling Expense
Cash

3
25.00

25.00

Notes Payable 250.00
Cash 250.00

It will be noticed that when these transactions are recorded in the

general journal the credit to Cash account must be repeated each time,

and that when the journal is posted there are four separate items

credited to the Cash account. If, however, the transactions with cash

disbursements are not recorded with the other transactions in the gen¬

eral journal, but on a separate page, the record of these four transac¬

tions may be as follows:

Cash Disbursements

Date LF Account Debited Explanation Amount Total

19
Jan 1 G. B. Coon To apply on account 150.00

2 G. A. Expense Paid rent for January 90.00
3 Selling Expense Clerk salary for week 25.00
4 Notes Payable J. E. Riley, 30-day note 250.00

31 Cash, Cr. Total 515.00

Posting from the Cash Disbursements Journal.—The posting from the

cash disbursements journal consists in transferring the separate items

shown in the "amount" column to the debit of the accounts indicated in
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the "Account Debited" column, and transferring the total cash paid to

the credit of the cash account. The debits to the individual accounts

are usually posted daily, especially the creditors, so that the status

of their accounts can be determined at any time. The credit to the

cash account for the total cash payments is posted in one amount, monthly.

THE CASH BOOK

The form of the cash book need not be different from the form of

the separate journals with cash receipts and disbursements, since it is

but a combination of these two journals. When the two journals are com¬

bined in the cash book, it is customary to indicate the amount of cash

on hand by "balancing" the cash book in the same manner that the Cash

account is balanced. The form of the cash book and the method of "balan¬

cing" it is indicated in the following illustration.

The following illustration represents two pages of the regular jour¬

nal, cash receipts on the left hand page and cash disbursements on the

right hand page, each opposite the other.

Page 1 Page 2
Cash Receipts Cash Disbursements

Date LB Account
Credited Expl. Amt. Total Date LP Account

Debited Expl. Amt. Total

19 T9
Jan 1 R. Adams On a/c 200. Jan 1 G. Coon On a/c 150.

2 Notes Rec, E. Day 300. 2 l.A.Exp. Rent 90.
3 A. Grout On a/c 100. 3 Sell.Exp Clerk 25.
4 Sales Cash 400. 4 Notes Pay Riley 250.

31 Cash,Dr. 1000. 31 Cash, Cr. 515.
Balance 485.

1000. 1000.

Feb 1 Balance F< rward 485.J
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In connection with the foregoing illustration of the cash book note

that:

(1) The two-column form is ruled the same as the simple journal.

(2) The repeated half (cash) of each transaction is eliminated,

thus reducing one-half the time required to record each entry.

(3) The "ExplanationM of each entry is placed to the right of the

account to be charged or credited as the case may be, thus reducing the

space occupied by the entry to one line. Additional lines may, however,

be used if needed for an adequate explanation.

(4) The posting time is reduced by one-half because the receipts

and disbursements are posted to the Cash account in the ledger in totals

only. All folios must be placed in the folio column.

(5) Postings to accounts other than Cash are usually made currently

from day to day.

(6) The book is ruled off at the end of each month (sometimes each

day) to obtain the posting totals. Note how the balance is brought down.

The ruling is similar to that used in the ledger account.
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CHAPTER XII

BUSINESS FORMS AND PAPERS

The studying of accounting theory and practice implies familiarity

■with the papers and documents commonly met with in business. While it

may be assumed that most students of elementary accounting in institu-

tions of college grade are already familiar with the form, wording and

use of such common papers as the invoice, bill, promissory note, or bank

check, yet a brief discussion of these and other business papers may not

be out of place.

Invoice.--»An invoice, as the term is commonly used, is an itemized

statement of goods bought, showing date of purchase, from whom purchased,

terms of purchase, quantities and items, prices, extensions and total.

Bill*—A bill is an itemized statement of goods sold, of services

rendered or of expenses incurred.

This distinction between the terms invoice and bill is, however,

not always observed, the words often being used in exactly the same sense

(see Form No. 1).

Statement.—A customer's statement is an abstract of the debits and

credits of a customer's account, for a certain period and showing the

balance due from him on the date that the statement is rendered. Such

statements are usually sent out by wholesale and jobbing houses on or

about the first of each month; they serve to remind the customer of the

amounts owing by him and in addition enable him to compare the statement

with his own books to see that they are in agreement. (See Form No. 2.)
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Portland, Ore. April 14, 1927

Mr. Edw. H. Allen

To BISHOP, DRISCOLL CO. Dr.

WHOLESALE GROCERS

Terms 2/lQ n/60 84 State Street

20 bbls. N. Star Flour 9 180
20 ” Pastry 8.50 170
30 doz. C. Tomatoes 2 60
24 ” C. Corn 1.85 44.40 454.40

Form 1 - Invoice

Form 2 - Customer*s Statement

Bill of Lading.--A bill of lading is a document issued by a trans¬

portation company to a shipper acknowledging the receipt of goods deliver-
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ed to the company for shipment and stating the conditions under which they

will be carried. Because the bill of lading stands for the goods, the

title to goods in transit often changes hand by the transfer and delivery

of the original bill of lading. In order to standardize regulations with

reference to freight shipments, a Uniform Bills of Lading Act was passed

by Congress in 1908 and is administered by the Interstate Commerce Commis¬

sion. This act provides for two forms of such bills as follows:

(1) A "straight” bill of lading which is non-negotiable in form

and used in all direct shipments.

(2) An "order" bill of lading which may be transferred from one

party to another and which must be surrendered with proper endorsement

upon delivery of the goods to the consignee.

Bills of lading are made out in sets of three; the original is

signed by both the shipper and the agent of the transportation company

and is delivered to the shipper; the second copy, called the shipping

order is signed by the shipper and is held by the transportation company;

the third copy, the shipping memorandum is usually held by the shipper as

duplicate receipt.

Blank bills of lading are furnished by transportation companies, but

large shippers often have them printed for use in their own shipping de¬

partments.

negotiable Paper.—Negotiable paper is commercial paper which

circulates freely as an instrument of credit and as a medium of exchange.

The three common forms of negotiable paper are the promissory note, check,

and draft or bill of exchange.
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Promissory Note.— A promissory note is a written promise to pay

a definite sum of money at a certain time to a certain person and signed

by the maker. (See Form No. 3).

$540.75 Portland, Ore. May 14, 19

Ninety days - - - - after date I promise to pay to the order
of Harris & Reynolds -------------------
Five hundred forty 75/lQO --------------- Dollars
payable at First National Bank.
Value received with interest at

No. 42 Due Aug. 12. 19 Henry W. Barrett

Form No. 3 - Promissory Note

Check.—A check is an order drawn by a depositor upon money on de¬

posit in a commercial bank, and used in the payment of money to a desig-

nated payee. (See Form No. 4.)

No. 124 Portland, Ore. July 17 19

MECHANICS NATIONAL BANK

PAY TO THE ORDER OF John C. Harris $69.74

Sixty-nine 74/lOQ - -- -- -- -- -- -- -- -- -- - DQT.i.AT?fl

Robert H. Whipple

Form No. 4 - Check

Deposit Slip.—A deposit ticket is a blank form furnished by a bank

to its customers on which are listed bills, coin, checks, etc., which are

being deposited in a "checking*'account. (See Form No. 5.)
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EXCHANGE TRUST COMPANY

Deposited by

Chas. N. Montague

Portland June 12 19

Please state name

drawn, all others
when not endorsed.
silver in rolls.

of bank on which Portland checks are

name of place only, and put on initials
Please place band around bills and

BILLS (BANDED)
DOLLARS

154
CENTS

GOLD
SILVER (IN ROLLS) 74 68
CHECK ON
First National Bank 10 50
Merchants

r ,r-

M 4 62
Rockland ll 29 80
American Trust Co.

1,1

It 250

523 60

PLEASE LIST EACH CHECK SEPARATELY

Form No. 5 - Deposit Slip.

Check Book.—A check book is a book of blank checks furnished by

the bank to its customers. The "stock" form of check book commonly used

consists of a stub attached to each blank check; at time of drawing this

stub is filled out, thus giving the drawer a permanent record of date of

issue, amount, name of payee and for what issued.

Pass Book.—-The pass book or bank book is a book in which the re¬

ceiving teller at the bank enters the total amount of each deposit made;

this book is furnished by the bank and usually retained by the depositor.

Formerly, it was the practice of a bank to balance the pass book at cer¬

tain intervals, or whenever requested to do so by the depositor; this
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was done by listing the paid checks, or entering the total thereof, on

the credit side of the book and showing as a balance the amount remaining

to the credit of the depositor. It is the general custom now for bahks

to render monthly statements to all customers, and when this is done, the

pass book becomes nothing more than a memorandum of deposits.

Bank Statement.— A bank statement is a statement rendered by a

bank periodically, usually on the first of each month, showing the

deposits made during the month, the checks paid and the balance to the

credit of the customer's account at the close of the month. Collection

charges, interest credited, protest fees, and other items affecting the

account are also shown on the statement. The cancelled checks are en-

closed with the statement when it is prepared for delivery or for

mailing to the customer.

Reconciliation of Bank Statement.—When the statement is received,

the balance, as shown thereon should be immediately compared with the

check book balance of the corresponding date. If the account is at all

active, the two balances will rarely agree, since there are probably

checks which have been drawn but which have not been cashed or deposited

by the payee. In order to determine what checks have not been returned,

the paid checks should be arranged in numerical order and a list made of

the missing numbers. The total of all outstanding checks deducted from

the balance as shown by the bank statement should equal the balance

shown by the check book; due allowance must be made for interest credited

to the depositor's account and charges against the account not yet brought

on the book of the depositor.
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The following is a form of statement which may be prepared:

RECONCILIATION OF BANK STATEMENT
July 1, 19

Balance per bank statement $976.40
Deduct: Checks Outstanding:

No. 1387
No. 1389
No. 1395.
No. 1397
No. 1398 271.16

Balance per check book $705.24

Certified Check.—A certified check is one which bears the guaran¬

tee or certification of the bank on which it is drawn that the check is

genuine, and that funds have been set aside with which to meet it when

it is presented for payment. A check is certified by its being presen-

ted to the bank by the maker before delivery, or by the payee, after

delivery, and having a rubber stamp impression placed across the face,

bearing the word, "certified”, the date, and the signature of a bank

official. The amount of such check is immediately charged against the

maker*s account and placed in a special account awaiting the presenta¬

tion of the check for payment.

Draft or Bill of Exchange.—A bill of exchange is an order drawn

by one person or firm on another for the payment of a stated sum of

money to the person or firm named in the body of the instrument.

A draft has three parties, as follows: the drawer, or the person

who draws it; the drawee, the one on whom it is drawn and who is expected

to honor it; the payee, the one in whose favor it is drawn.

As regards time of payment a draft may be drawn at sight, in which

case it is payable upon presentation to the drawer; or it may be drawn

payable a certain number of days "after sight" or "after date", in which
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case it is spoken of as a "time draft".

The drawee of a time draft honors it, if he desires to do so, by

accepting it, which consists of writing across the face the word "Accep¬

ted", followed by the date of acceptance and his signature. The place

at which it is payable is also often stated. An acceptance is equiva¬

lent to a promise to pay the draft at maturity.

As one form of negotiable paper, drafts have the following commer¬

cial uses:

(a) The sight draft for collection is a means of collecting overdue

accounts or accounts which may be doubtful of collection. In accordance

with the usual procedure, the creditor draws a draft upon the debtor for

the amount of the debt, making it payable at his (the creditor1s) bank

where it is left for collection. The banks send notice to the debtor

by messenger, if he resides in the same city, informing him that such a

draft has been drawn upon him and asking him to call at the bank at once

and pay it. If the draft is paid, the amount, less perhaps a small

collection fee is placed to the credit of the drawer; if the draft is

not paid, notice of dishonor is sent to the drawer and the draft is re-

turned. If the drawee resides in another city, the draft is forwarded

by the drawer’s bank to some bank in that city, which bank attends to

the collection.

This method of collection is effective, because it is a dignified

and businesslike way to urge payment. If the drawer dishonors a draft

without good reason, the effect upon his credit is bad, and knowing

this, he will, if possible, honor a draft drawn upon him for a just

debt. (See Form No. 6.)
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$216.50 Portland, Oregon, June 6, 19

At sight ------ ----- Pay to the
Order of Ourselves
Two hundred sixteen 50/100 - -
Value received and charge the
To J. W. Gilbert

Corvallis, Oregon

same to account of

Rich Bros • & Co#

Form Wo. 6 - Sight Draft.

(b) A draft with bill of lading attached is a means of obtaining pay¬

ment from a customer prior to the delivery into his hands of the merchan¬

dise shipped to him. This method of shipping goods is common among

dealers in certain commodities, such as grain, flour, cotton, wool, etc.

It is often employed when shipment is made of the first order received

from a customer if there has been no time to look up his credit rating,

or if a customer*s credit has by experience been found to be poor.

When such a shipment is made, a draft is drawn upon the customer

either at sight or time, made payable at the bank of the selling house;

the draft is attached to the original bill of lading and is left at the

bank with instructions that it be forwarded for collection. The bill

for the goods goes forward by mail with a notice either by letter or ex-

pressed in the terms stated on the bill, that shipment is being made in

this manner.

Upon receiving notice from a bank in his own city of the arrival of

the draft, the drawer pays or accepts the draft and receives the bill of

lading which, upon receipt of a notice from the railroad company of the

arrival of the goods, he presents to the railroad as evidence of owner¬

ship.
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(c) A trade acceptance is a use of the draft -which has been growing

in popularity in recent years, largely through the strong endorsement of

its use by the Federal Reserve Board and by many prominent banking houses.

It is defined by the Board as "a bill of exchange drawn by the seller

upon the purchaser of goods and accepted by such purchaser”.

The purposes served by the trade acceptance are that open book ac-

counts are converted into a liquid asset; the correctness of the amount

is acknowledged by the debtor; it reduces the expense of collection and

of loss from uncollectible accounts; it prevents the taking of a cash

discount after the discount period has expired; it fixes a date of

maturity; it helps the creditor to complete his contract and thus im-

proves his financial standing; it relieves the seller of the possible

necessity of selling his accounts receivable at a high rate of discount;

in short, the trade acceptance does away with most of the evils arising

from the sale of goods on open account.

Inasmuch as the acceptance is drawn against an actual sale of goods

it is regarded by the bank as a more attractive form of commercial paper

than a loan to be used in financing future transactions, and this com¬

bined with the fact that it is two-name paper, results in such paper

being taken by the banks at a lower discount rate.

Such drafts do not differ any in form, except it states that the

obligation arises from a recent purchase, from those already discussed.

The seller of the goods is the drawer; the purchaser, the drawee; the

seller may name himself as the payee or he may draw the draft to the

order of his bank. (It would be drawn as of the date of sale and for

the term of credit allowed by the seller.)
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The draft is sent to the drawee for acceptance after which it may

be discounted by the drawer, the sale thus being converted into ready

cash. (See Form No. 7.)
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No. 147 Portland, Ore., May 7, 19 $546.75

Sixty - - - -days after sight pay to the order
.of Ourselves ---------- ---------
°Five hundred forty-six 75/lOQ -------- Dollar^

^^The obligation of the acceptor hereof arises out of
*jj kthe purchase of goods from the drawer,
m ®

£jTo M. A. Parker & Co.
^ Salem, Oregon Stratton, Jones & Co.
<3 ———————————— '

Form No. 7 - Trade Acceptance

(d) Bank Drafts. A bank draft is a draft drawn by one bank upon

another bank and made payable to a private individual or firm.

Such a draft may be procured from any banking house, one* s personal

check being exchanged for the draft, which is simply the check drawn by

the bank itself upon account kept with a correspondent bank in another

city. If one does not have a checking account, the draft may be pur-

chased for cash. The drafts in more common demand are those drawn upon

banking houses in the larger banking centers, particularly New York,

Chicago, and Boston.

The bank draft is used as one method of transmitting money in cases

where it is not advisable to send one's personal check; it is also a con¬

venient form in which to carry funds in excess of one's current needs.

Cashier* s Check.—A cashier* s check is a check drawn by the cashier

of a bank upon the bank’s own funds. Such a check may be used in paying

the current bills of the bank and is often used in the place of a bank
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draft or a certified check.

Power of Attorney.—A power of attorney is a legal document which

confers upon the person named therein the authority to perform certain

duties in the name of the one who confers the power. Instead of special

powers being designated, the document may confer general powers to act

for the individual.

Lease.--A lease is a contract between landlord and tenant, by the

terms of which the tenant is given the right to the use of certain

property for a stated period at a specified rent.

Articles of Copartnership.—This refers to a contract or agreement

entered into by two or more individuals who are forming a partnership

for the purpose of carrying on a certain business or profession. Such

a contract specifies the date of agreement, nature of the business,

place of business, firm name, investment of each partner, salary allow-

ances, description of partners’ duties, and all matters about which it

is essential to have a definite understanding.
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CHAPTER XIII

MERCHANDISE DISCOUNTS

Terms of Payment.—Terms of payment vary greatly in different lines

of business and among different business houses.

The more common terms and the manner of indicating them is as follows:

On account (a/c or on a/c) indicates no definite time of payment,

although the bill generally is considered to be due on the first of the

succeeding month.

On account, 30 days (a/c 30 days): due 30 days from date of bill.

Net or Net cash: no discount allowed, bill being due at once.

Cash 2$ 10 days, net 30 days (2/l0, n/30): bill is due net in 30

days but entitled to 2$ discount if paid within 10 days; 2/l0, n/60 like¬

wise means the bill is due net in 60 days, but is subject to the dis-

counts as stated.

Trade Discounts.—A trade discount is a deduction allowed by a

selling house from list or published price. Such discounts are common

among wholesale and jobbing houses, particularly those dealing in commodi-

ties subject to frequent market fluctuations, such as hardware, glass,

paints and builders’ supplies, machinery and implements, china, crockery,

etc. In such cases, the list price is constant, a change or the trade

discount being made to meet the market conditions and prices. In order

that these discounts may be modified more readily and may reflect more

accurately the change in prices, they are usually stated in a series or

"chain" for example: 25-10-10-5$; 20-10-5$; 75-50-25-10$; 50-10-10-10$.

Such discounts are always deducted by the selling house in billing

the customer and no record thereof appears on the books of either the
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buyer or seller* Consequently no provision for them is made in a study
of the accounts with interest and discount.

Cash Discount.—Cash discount is the amount deducted from an invoice

in consideration of prompt payment of the amount of such invoice. It

means a discount allowed when one pays cash on account very promptly.

From the point of view of the one making the payment, the amount deducted

is a purchase discount (a discount deducted on goods that have been pur-

chased). From the point of view of the one receiving the money, it is a

sales discount (a discount allowed on goods that have been sold). Cash

discounts, arising either from purchases or sales, are calculated at a

specific rate on a given amount, and it is deducted at the time the

money is paid. Cash discount does not involve the element of time in

making calculations and it applies to open accounts receivable and pay¬

able.

For instance, J. H. Harris, who may sell a bill of goods amounting

to $1000 to A. C. Good with the agreement that payment is to be made

within thirty days, may agree that 2% discount may be deducted from the

face of the invoice if payment is made within ten days. Consequently,

if A. C. Good pays J. H. Harris $980 within ten days, the obligation is

satisfied.

There is every reason why a merchant buying should take advantage

of cash discounts. By doing so, he makes a substantial saving; he ob-

tains a better credit rating with banks and mercantile agencies; he has

advantages in buying at lower prices and from a more carefully selected

stock not. enjoyed by the merchant not in a position to discount his

bills
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The annual interest rate represented hy terms of sale is illustrated

by the following table:

CASH DISCOUNT TABLE

1/ 10 days n/30
10 days n/30
10 days n/30
cash n/30

5/ 10 days n/30

18/ per annum
36/ per annum
54/ per annum
36/ per annum
90/ per annum

The interest rate represented is calculated as follows: First, the

difference in time between the last date allowed in which to take the

discount and the date when the net amount is due must be obtained. If

the terms are 2/l0, n/30, this difference is 20 days. Second, 360 must

be divided by the difference found above. Third, the cash discount rate

must be multiplied by the quotient obtained. The result is the annual

interest rate.

Example: Terms are 2/l0, n/30
1. 30 - 10 = 20
2. 360 ♦ 20 * 18
3. 2 x 18 a 36/, annual interest rate.

Cash discounts mean to the selling merchant in reality more than

the expense of getting funds sooner than otherwise. A cash discount

represents: (1) The cost of getting customers to pay their bills

sooner than they would if the discounts were not offered, hence, the

cost of obtaining funds sooner than otherwisej (2) The premium paid to

cut down bad debt losses. Generally speaking, the longer the time that

elapses from the date of sale, the greater is the possibility of the

account receivable being a bad debt. Hence, sales discounts, by securing

prepayment, tend to keep from becoming bad debts accounts that otherwise

would become such; (3) The cost of eliminating later collection expense.
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If a sales discount induces a customer to pay his bill soon after he

buys the goods, it is obvious that there will be no need of sending him

bills later incurring collection expenses.

Accounts with Cash Discounts i

Discounts on Purchases

Debit:
With any error s which may
deduct from discounts
taken.

Credit:
With all cash discounts taken

by the business in accordance
with the terms offered by
creditors.

The balance represents the total cash discounts on purchases and is

an income.

Discounts on Sales

Debit:
With all cash discounts taken

by the customers when paying
bills within the term of cash

payment allowed.

Credit:
With any errors which may
deduct from discounts
allowed.

The balance represents the total cash discounts on sales and is an

item of expense representing the cost to the business of obtaining prompt

payment by customers.
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CHAPTER XIV

INTEREST AM) DISCOUNT ON NOTES

Interest. —Interest is the compensation for the use of capital. The

term interest designates a service rendered by one party to another

through the lending of money or credit. In this sense it is like the term

salary, taxes, rent, and insurance. Each of these is in common use to

indicate a type of service rendered by one party to another. Interest may

be defined as a charge made for the use of money.

A business is often required to borrow money from the bank in order

to finance its operations. In return for the use of the money, the busi¬

ness is required to pay the bank a certain amount which is usually stated

as a certain per cent of the amount borrowed. For instance, if $100.00

is borrowed for one year at the rate of six per cent interest, there will

be due at the end of the year $106, representing the $100 originally

borrowed which is known as the principal and $6.00 which is compensation

for the use of $100.00 for one year, and is known as interest. If it is

not used for one year, but only for a part thereof, the amount of inter¬

est is reduced proportionately. For instance, if the $100.00 is borrowed

at six per cent for six months, the interest will be $3.00 and if for

three months, $1.50.

Accounts with Interest. —In an accounting sense interest refers to

the account that records the value of the service rendered or received

through the loaning of money. Thus, the one who loans money receives

compensation, he receives it for interest on money loaned and makes an

entry affecting Interest Income account. On the other hand, the one

who borrows money pays out something for the service which has been
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rendered him. H© pays it for money borrcwed, and makes an entry affec¬

ting Interest Expense account.

interest Income Account.—The purpose of the Interest Income account

is to show the amount received from others in return for money loaned them

or owed hy them. Other names for this account are Interest Received and

Interest on Notes Receivable. The debits and credits to this account are

as follows:

Interest Income

Debit: Credit:
With any adjustments which With all amounts received i

reduce the amounts credited interest.
to this account.

The balance of this account shows the amount of interest received by

the business and is shown as a non-operating income on the Statement of

Profit and Loss under the heading of "Other Income".

Interest Expense Account.—The purpose of the Interest Expense ac¬

count is to show the amount paid for the use of the money borrowed or

owed by the business. Other names for this account are Interest Paid and

Interest on Eotes Payable. The debits and credits to this account are as

follows:

Interest Expense
Debit: Credit:

With all amounts paid as With any adjustments which
interest. reduce the amounts debited

to this account.

The balance of this account shows the total amount paid, as interest

and is shown on the Statement of Profit and Loss as a non-operating expense

under the heading "Other Expenses" or "Deductions from Income".

Calculation of Interest.—In interest computations certain important

principles are involved which can be best explaiped,by suitable illustra-
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tions:

1. In commercial practice, when the interest period is expressed

in months, the interest for each month is one twelfth of the annual in¬

terest, i,e., a note for #1000 dated April ll, 19 due "three months

from date", matures July ll and the interest at is 6% of $1000

divided by 12 mnltiplied by 3 or

$1000 x ,06 x 3 _ ftif;
12

2. Tfere the same note worded "ninety days from date" it would

mature July 10 instead of July ll, the number of intervening days being

19 in April, 31 in May, 30 in June, and 10 in July; total 90 days. The

interest would amount to

$1000 x .06 x 3 .. |>i5
12

3. If the note is dated March 6, 19 , and matures on April 30,

the interest period is 55 days (25 in March and 30 in April). Usually,

in computing the number of days in the interest period the opening date

is omitted but the closing date is included. In some instances the

practice is to include both days.

It is important to note that it is almost a universal custom to use

360 days as a denominator in all these cases, although the theoretically

correct number is 365. This is done for the reason that the use of 360

greatly facilitates the computation. The government of the United States

makes an exception to this rule and counts the year as 365 days, and dis-
/

regards the month as a unit base.

Bank Discount.—Bank discount, like interest, designates a service in

connection with loaning of money. It differs primarily from interest in
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that the compensation for the service is received at the time the money is

loaned. It is ordinarily interest paid in advance. It derives its name

from the fact that banks sometimes deduct interest in advance when they

loan money on notes. It is almost imperative that they deduct it in ad¬

vance when their loan constitutes in effect the purchase of a note from

the payee.

Discount on Mote s Payable.—The simplest way in which bank discount

is applied in the dealing of a business man is in connection with a loan

from the bank on a promissory note signed by the borrower. Thus, if A.

Jones signs a 60-day promissory note in favor of his bank for $500 at 6%,

the interest he would pay would be $5 for the period if paid at the end

of 60 days. If instead of paying the interest at the time the note

matures, Jones pays it when he borrows the money, the calculation is per-

forrned in exactly the same way and with the same result, but the $5 is

called bank discount instead of interest. IfThen the bank discount is

applied on the $500 note, Jones receives only $495 ($500 - $5). He pays

$5 for the use of $495 instead of $500 for 60 days. The difference be¬

tween the face of the note and the bank discount is called the proceeds.

Discount on Notes Receivable.—Bank discount on Notes Receivable

consists of simple interest on the sum due at maturity of a note, cal¬

culated for the number of days from the date of discount to the date of

maturity. Bank discount is computed on the face of the note (the amount

for which it is drawn) if it does not bear interest, or on the face plus

the interest accrued to maturity, if it is an interest bearing note. The

number of days from the date the note is discounted to the date of its
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maturity is called the "term of discount"• The same method is applied to

other bank loans.

Calculat ion of Bank Discount on Note s Receivable,—As sume that on

January 28 Mr. Jones takes the note received from Davis as shown below,

endorses same and discounts it at 7%, The bank places the proceeds to

his credit.

Form of Note

$250.00 Portland, Oregon, Jan. 23, 19

Four months after date -----

order of A. Jones --------

We promise to pay to the

Two Hundred Fifty and no/lOO - -
with interest at 6% at Merchants Bank.

No. 1 Due May 23, 19 F. R. Davis

The amount of bank discount would be calculated from the following

date:

January 23—--Date of note
January 28—--Date of discount
May 23 —Date of matur ity
Face of note—$250

From January 28 to May 23 is 115 days made up of:

January 3 days
February- -28 days
March --31 days
April —30 days
May— -23 days

Term of Discount 115 days

Value at date of maturity is computed as follows:

Face of note $250,00
Interest 6% for 4 months 5.00
Value at date of maturity $255.00

Discount on $255 for 115 days at 7% is $5.70 computed as follows:

$255 x 115 x .07 _

360
$5.70 discount
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Maturity value $255.00 less the discount $5.70 = $249.30, the amount

of cash received.

The following journal entry illustrates the dehits and credits for

the above transaction:

Cash $249.30
Discount on Notes Receivable 5.70

Notes Receivable $250.00
Interest on Notes Receivable 5.00

The student should analyze the above transaction and determine why

in the above journal entry the accounts are debited and credited.
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CHAPTER XV

FINANCIAL STATEMENTS - REVIEW

The Financial Statement.—As stated in the beginning, business men

have learned by experience that is necessary to have information about

their business operations in order to manage their business successfully.

The information first gathered in the books of original entry, trans¬

ferred to the ledger where it is classified under appropriate headings,

and later condensed into the trial balance, does not show the financial

condition or the sources of changes in financial condition in a form

readily understood. Therefore, two financial statements must be prepared

the balance sheet (See Form page 112) and the profit and loss statement

(See Form page 111).

As previously explained, the balance sheet is but another name for

the statement of assets, liabilities, and capital. The title ’'balance

sheet” was doubtless derived from the fact that when the information it

contains is presented in the form of an equation, assets = liabilities

plus capital, the two sides are equal, that is, they balance.

As has already been explained, the purpose of the profit and loss

statement is to show the sources of the changes in capital that have

occurred as a result of operations during the current period. In other

words, it shows the causes of increases and decreases in the assets and

liabilities that have resulted in changes in capital.

Procedure in Preparing Statements.—Two plans may be followed in

preparing the statements. One plan is to first make all adjustments of

assets, liabilities and capital in the accounts in the ledger, called

"adjusting” and "closing" the ledger, after which the balance sheet and
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profit and loss statement are prepared. Another plan is to first prepare

the statements and then adjust and close the ledger accounts. Under this

plan, the trial balance is used as a starting point because it contains

all the accounts in the ledger. The information in the trial balance to¬

gether with the list of inventories will give the necessary information

to enable one to prepare the balance sheet and profit and loss statements.

This last procedure is the one usually followed because if in closing

the ledger before preparing the statements an error should occur through

omitting an item, or entering figures incorrectly, or through any other

cause, it would be difficult to correct the error in the accounts so that

they would agree with the statements prepared. If the statements are

prepared first, and errors occur, adjustments can be made so that the

accounts will agree with the statements. The profit and loss statement

can also be used as a guide in closing the ledger and so enable one to

detect errcrs in time to avoid making them in the ledger. This saves

time and serves as a check on the work.

In preparing the statements the items on the trial balance must be

analyzed to determine which are balance sheet items and which are profit

and loss items. It is very important that the correct analys is be made,

so that the statements will show the true conditions. The individual

customer*s accounts should be collected in a schedule of accounts re¬

ceivable and only the totals entered in the balance sheet as Accounts

Receivable; and the same method should be followed for individual

creditor*s accounts, listing the total as Accounts Payable. A schedule

is a list of like items, the total making up a single item needing

detailed explanation.
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The trial balance gives only the information on the ledger. It has

already been pointed out that other information is needed, for example,

the cost of goods sold is not usually recorded at the time each transac¬

tion takes place, because of the trouble and expense involved in securing

the information at that time. This information is secured at the close

of the fiscal period. At this time the inventory of merchandise unsold

is taken, the unused portion of expense of purchases determined, and the

amount of the decrease in value of the various assets calculated.

The amount of net profit or increase in capital shown by the profit

and loss statement must be the same as that shown by the balance sheet.

A difference between the two figures is evidence of an error some place

and serves as a check on the mechanical accuracy of the two statements.

If there is an error it must be located before either statement can be

stated to be correct. Thus bookkeeping, by means of the trial balance

and the two financial statements, provides a proof of the mathematical

accuracy of the record. (See Forms of Profit and Loss Statement and

Balance Sheet, pages 111 and 112 ).

Use of Statements to Judge Profit Returns.—'When the proprietor

uses the statements to judge the efficiency of operations, they should

be studied in relation to each other. In judging the sufficiency of

the amount of net profits, it is always measured against the amount of

the capital invested. For example, if a proprietor has $10,000 capital

in his business and makes $500 net profit for the year, his return in

terms of capital invested is b% or 5 cents on each dollar of capital

invested. In a single proprietorship, the amount of net profit must be

sufficient to pay the owner for his service s as well as for the use of
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his capital. Thus in the illustration above, if the owner*s services

are worth $>3000 a year and ICTfo is considered a fair return on his capital

the net profits for the year should amount to $4000, which would be con¬

sidered a very satisfactory return for most businesses. Thus, before

measuring the net profit against the capital, it is necessary to subtract

the estimated value of the owner*s services. What is a satisfactory re¬

turn depends on the nature of the business. For example, in a mining

business where the risk is greater, a larger rate of return is expected

than in a more stable business, such as banking or retail merchandising.

Net profits are also often measured in terms of net sales. For

example, if net sales are $100,000 and net profits $4000 the rate of

profit on sales is 4%, which means that 4 cents of each $1 of sales is

clear profit and the cost of merchandise sold and expenses comprise 96

cents of the sales dollar. These two measures of profits, one expressed

as a per cent of capital and the other as a per cent of sales should al¬

ways be watched closely from period to period by the owners in judging

whether the condition of their business is satisfactory and whether the

business is being successfully operated.

In the case of the Profit and Loss Statement and Balance Sheet of

Frederick W. Jones, illustrated on pages 111 and 112, the return on origi

nal capital invested is approximately 16.5%. (Net Profit $10,100 *

Invested Capital $61,000). Assuming that $3,600 is a fair annual salary

for Jones, the per cent of profit on original capital after deducting

$3,600 from the net profit $10,100 leaves $6,500 as income on $61,000

capital invested, which is an annual net return of 10.6%, ($6,500 ♦

$61,000) on the invested capital, after a fair salary has been allowed
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for managing th© business. The net profit of $10,100 covers three thdngs

namely; salary of $3,600 for proprietor, a fair rate of interest on his

invested capital of $61,000, say 6% or $3,660, and the balance of $2840 is

for the risk he takes in operating the business.

The per cent of net profit on net sales of $150,000 is 6.7% per year

or 6.7 cents of each $1 of sales is clear profit. The cost of merchan¬

dise sold and expenses comprise 93.3 cents of the sales dollar.

Closing the Ledger.—The purpose of closing the ledger is to clear

all the temporary proprietorship accounts of changes that affect capital

and to prepare them to record increases and decreases during the next

period. This is done by recording all items of the current period not

yet recorded and by correcting all errors which are disclosed by the

trial balance or other means. Then these temporary accounts are trans¬

ferred to the profit and loss or summary account; then the net increase

or decrease in capital is transferred to the proprietor's capital or

drawing account. The ledger will then shov/ the same financial condi-

tions as the balance sheet.

The purpose of the profit and loss account is to summarize the capi¬

tal changes inside the ledger, while the purpose of the profit and loss

statement is to summarize the capital changes outside the ledger. The

accuracy of the statement is proTed by checking its results against that

shown by the balance sheet. For this reason it is better to make the

statements first and so free the ledger record from errors- that might

be made if the summary were first made in the ledger. The better prac¬

tice is to make the statements monthly and only close the ledger at the

end of the year.
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The Post-Closing Trial Balance.—In closing the ledger, errors may he

made in recording the transfers from one account to another, which will

throw the ledger out of balance, therefore the equation will not be in

equilibrium. To test the accuracy of the closing and to afford a means of

comparing the assets, liabilities and capital as shown by the ledger

record with the same items in the balance sheet, it is customary to pre-

pare a trial balance after closing the ledger, called a "post-closing

trial balance”.

The balance sheet and the post-closing trial balance should be com-

pared. The balance sheet shows the amount of each of the assets, liabili¬

ties, and capital, as well as the total amount of each group. The post-

closing trial balance shows them as they are arranged in the ledger for

the purpose of recording increases and decreases during the next period.

Every item in the balance sheet should be compared with the corresponding

item in the post-closing trial balance. In comparing Accounts Receivable,

the sum of the debit balances of customer's accounts should agree with the

item Accounts Receivable on the balance sheet. In like manner, the sum of

the individual creditor*s balances should agree with the Accounts Payable

item in the balance sheet.

Ruling Accounts.—All accounts in the ledger that balance should be

ruled. Single lines are ruled across the money columns to indicate that

all amounts above the lines are added, the totals appearing just below

the lines; the lines across the debit and credit money columns of an

account are always on the same horizontal line. Double lines indicate

that the debit and credit amounts in the account above the ruling are

equal and that portion of the account is in balance or completed. The
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double lines are usually ruled Just under "the totals and across all col-

umns except the explanation columns, Where an account has only one

amount on the debit and one amount on the credit which are equal it is

not necessary to use a single line for addingj the item is the total and

double lines are sufficient to show completion.

Although frequently done, it is not necessary to "balance” the

asset, liability and proprietorship accounts. If one of these accounts

is "balanced", the difference of the two sides should be written in on

the smaller side, using the word "balance" as an explanation. After the

account is ruled this balance should be brought down under the double

ruling on the heavier side so as to state in one amount the value remain-

ing with which to begin the operations of the next period. When a real

account automatically balances, it should be ruled as it is dead and does

not appear in the trial balance.
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Frederick W* Jones

PROFIT AND LOSS STATEMENT
For the period beginning January 1, and ending December 31, 19

RETURNS FROM SALES:
Sales 52,000.00
Returns and Allowances 2,000.00

Net Sales 50,000.00

COST OF GOODS SOLD:

Inventory, December 31, 1928
Purchases 20,000.00

15,000.00

Returns and
Allowances 1,000.00 19,000.00

Freight and Cartage In 4,000.00 38,000.00

Inventory, December 31, 1929 17,000.00 21,000.00
Gross Profit on Sales 29,000.00

OPERATING EXPENSES:

Selling Expenses:
Freight Outward 1,400.00
Salesmen’s Salaries 5,000.00
Traveling Expenses 2,500.00
Advertising 3,500.00
Delivery Expenses 1,500.00 13,900.00

Administrative Expenses:
Office Salaries 4,000.00
Office Supplies Used 1,000.00
Postage, Telephone and Telegrams 500.00
Insurance Expense 500.00 6,000.00 19,900.00

Net Profit from Operations 9,100.00

OTHER INCOME:
Cash Discounts on Purchases 3,100.00
Interest on Notes Receivable 100.00 3,200.00

Total Income 12,300.00

OTHER CHARGES:
Cash Discounts on Sales 1,000.00
Interest on Notes Payable 1,200.00 2,200.00

Net; Profit; xor the period ending Decembers 1929 $10,100.00
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Frederick W. Jones

BALANCE SHEET
December 31, 19

ASSETS

Cash 5,000.00
Accounts Receivable 15,000.00
Merchandise On Hand, December 31, 19 17,000.00
Office Supplies on Hand 200.00
Insurance Premiums Prepaid 400.00
Land (Cost) 16,000.00
Buildings 30,000.00
Delivery Equipment 3,500.00
Furniture and Equipment 6,000.00
Total As sets 93,100.00

LIABILITIES AND CAPITAL

Accounts Payable
Notes Payable

Total Liabilities

Capital:
Frederick Jones:

Capital January 1, 19
Net Profits
Less Drawings

Net Worth December 31, 19
Total Liabilities and Capital

10,600.00
15,000.00
25,600.00

61,000.00
10,100.00
3,600.00 6,500.00

67,500.00
93,100.00
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CHAPTER XVI

ACCOUNTING FOR DRAFTS AND ACCEPTANCES

Drafts and acceptances have already been defined and their uses dis¬

cussed. A review of this part of the work should be made in connection

with the study of the following accounts.

In making all entries having to do with drafts and acceptances,

one needs only to bear in mind that the relationship between the parties

is simply that of debtor and creditor and that the transaction arises

from a desire to cancel a debt or an obligation.

Sight drafts when paid are treated as cash entries, the drawee re¬

ceiving credit for the amount of the payment. If a charge is made by

the bank for collection, the amount would be debited to General Adminis¬

trative Expense.

A time draft, upon acceptance, becomes a written promise of the

drawee to pay a certain sum of money at a definite time, and hence has

many characteristics of a promissory note. For this reason, acceptances

are often recorded in the Notes Receivable and Notes Payable accounts.

Because of the growing use of the trade acceptance and because there are

certain advantages in a separate classification, it is recommended that

accepted time drafts be recorded in special accounts, the functions of

which are as follows:

ACCEPTANCES RECEIVABLE

Debit: Credit:
With the face value of an With the face value of an

accepted time draft; if a accepted draft when paid or
three party draft, the payee when discounted at the bank.
credits the drawer; if a
two party draft, the drawer
credits the drawee.
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The balance, which is a debit, represents the face value of accep¬

tance s on hand and is an asset.

ACCEPTA1TCES PAYABLE

Debit;
At face value for accep¬
tance s paid by the busi¬
ness.

Credit:
With the face value of time
drafts accepted by the business;
debit the drawer.

The balance, which is a credit, represents the outstanding acceptan-

ces and is a liability.

Journal Entries for Acceptances Illustrated.—Let us assume that

A. L. Poe owes C. E. Owens $200 on open account, and that Robert Ely

owes A. L. Poe $200 on open account. The open aecounts on the ledger

of each party would appear as follows:

On A. L. Poe1 s Ledger

C. E. Owens Robert Ely
Feb. 1 $200.00 Jan. 20 $200.00

On Robert Ely* s Ledger

A. L. Poe

Jan. 20$200.00

On C. E. Owen*s Ledger

A. L. Poe

Feb. 1 $200.00

A. L. Poe draws a draft on February 15th, at 2 months' sight, in

favor of C. E. Owens, on Robert Ely, for $200. The draft was accepted

February 20.
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Copy of the Draft

Ho. 21 Corvallis, Oregon Feb. 15, 19

Two months after sight Pay to the

Order of C. E. Owens $200*00

Two hundred and no/lOO Dollars

Value received and charge to the account of

To Robert Ely

Portland, Oregon A. L. Poe

For the purpose of analys is, the journal entries for each party will

be illustrated.

(1) The drawer, A. L. Poe*s entries:

February 15
C. E. Owens 200.00

To Robert Ely 200*00
To record draft drawn on Robert Ely in favor of C* E.
Owens to apply on account.

(2) The payee, C. E. Owens* entries:

February 20
Acceptances Receivable 200.00

To A. L. Poe 200.00
Robert Ely accepted draft received from A. L. Poe to
apply on account.

April 20
Cash 200.00

To Acceptances Receivable 200.00
Received payment for draft drawn February 15 by A. L.
Poe on Robert Ely.

(3) The drawee, Robert Ely*s entries:

February 20
A. L. Poe 200.00

To Acceptances Payable 200.00
Accepted draft drawn by A. L. Poe in favor of C. E. Owens.
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April 20
Acceptances Payable 200.00

Cash 200.00
Paid draft accepted February 20 in favor of C. E. Owens.

These entries should be carefully studied as to the effect, when

posted, on the above open ledger accounts, and the Acceptances Receiv¬

able and Acceptances Payable accounts.
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CHAPTER XVII

SUBSIDIARY LEDGERS, CONTROLLING ACCOUNTS AND

COLUMNAR BOOKS OP ORIGINAL ENTRY

Special Ledgers and Controlling Aceounts.—¥fe have learned that

while the general journal is regarded as a primary book of original entry,

it is necessary to use certain special journals, such as the cash jour-

nals, purchases journal and sales journal in order to systematize the

work to better advantage and to provide a better classification of the

transactions.

Likewise we begin with one ledger in which all aceounts of whatever

class are kept, but as the aceounts increase in number and complexity,

it becomes necessary to introduee certain special ledgers, each one con-

taining aceounts of a certain type.

The most common special ledgers are the customers’ or sales ledger

(Aceounts Receivable), and the creditors’ or purchases ledger (Aceounts

Payable), a subdivision of the general ledger which is made necessary by

the large number of aceounts with customers and creditors usually found

in an ordinary business. The customers' ledger, as the title indicates,

is one in which aceounts with all customers are kept, while the creditors'

ledger is one in which all creditors’ aceounts appear.

It is apparent that if the entire group of aceounts with customers or

with creditors be removed from the general ledger, it will no longer be

in balance. In order to restore the balance of the general ledger, a

single account is inserted which takes the place of the entire group

which was removed. Such an account is spoken of as a controlling account.

A controlling account is therefore an account in the general ledger
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which serves as a substitute for a group of accounts of the same class

kept in a special or subsidiary ledger.

It is desirable to provide a special ledger for accounts of the

same general class for several reasons. The number of general ledger

accounts is reduced; a better classification of the accounts is made for

bookkeeping purposes; and different types of ledgers may be adopted,

such as a card ledger or a loose leaf ledger for the accounts of a par¬

ticular class, making it more convenient; the work of the office may be

better systematized by dividing it up among different ledger clerks; the

work of taking a general ledger trial balance is much simplified; it

helps to localize errors and provides better internal check.

Including the two mentioned above, the following are the most common

controlling accounts,together with the name of the subsidiary ledger used

in connection with each:

Controlling Account

Accounts Receivable
Accounts Payable
Capital Stock
General Departmental Expense
Accounts

Subsidiary Ledger

Customers* or Sales Ledger
Creditors* or Purchases Ledger
Stockholders’ Ledger
Expense Ledger

The Fundamental Principle of Controlling Accounts.—The fundamental

principle which applies to the use of such accounts is that postings of

individual items to the accounts in the subsidiary ledger must be suppor-

ted by the posting of the same items, usually by monthly totals, to the

proper controlling account. If this principle is followed out, the sum

of the balances of all open accounts in the subsidiary ledger, at any

time after all posting has been done, must equal the balance shown by

the controlling account. After a trial balance has been taken from the
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general ledger, it can be assumed 'that the balance shown by the control¬

ling account is correctj the subsidiary ledger is then proved by taking

off a list of the balances of the open accounts contained therein as a

proof that they are in agreement with the controlling account. The

total of the balances of the accounts in the subsidiary ledger must

agree with the balance of the corresponding controlling account in the

general ledger. If the total of the subsidiary ledger balances fails

to agree with the controlling account balance, an investigation should

be made to locate the error.

Relation of Controlling Account to Subsidiary Ledger.—The relation

between the controlling account in the general ledger and the individual

accounts in the subsidiary ledger is indicated by the following:

Accounts With Customers

General Ledger

(One account called Accounts Receivable
which is a controlling account)

Debited with:
Total sales to all customers
on account.
Totals of all other charges
to customers’ accounts.

Credited with:
Total cash received from all
customers.
Total notes received from
all customers.
Totals of all other credits
to customers.

The balance of the account shows the total amount due from all cus¬

tomers.

Subsidiary Ledger

This ledger is called the Accounts Receivable, Customers* or Sales

ledger, and contains an account with each customer.

Debited with: Credited with:
Each sale on account to the Cash received from the customer.
customer. Notes received from the customer
Any other charges to the cus- Any other credits to the custoner'tome i* •
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The balance of the account shows the amount due from the customer.

The sum of the balances of these accounts in the subsidiary ledger

must agree with the balance of the Accounts Receivable controlling account

in the general ledger.

Accounts with Creditors

General Ledger

(One account called Accounts Pay¬
able which is a controlling account)

Debited with: Credited with:
Total cash paid to all Total purchases on account
creditors. from all creditors.
Total notes given to Total of all other credits
creditors. to creditors* accounts.
Total of all other debits to
creditors.

The balance of this account shows the total amount due to all credi¬

tors.

Subsidiary Ledger

This ledger is called the Accounts Payable, Creditors or Purchases

ledger, and contains an account with each creditor.

Debited with: Credited with:
Cash payments to the creditor. Purchases on account from
Notes given to the creditor. the creditor.
Other charges to the creditor. Other credits to the creditor.

The balance of the account shows the amount due the creditor.

The sum of the balances of the accounts in this subsidiary ledger

must agree with the balance of the Accounts Payable controlling account

in the general ledger.

Books of Original Entry - Controlling Account Column.--The clerical

work of posting to both the individual accounts and to the controlling

account is greatly reduced by providing books of original entry with
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special columns; if only an occasional journal entry affecting control¬

ling accounts would arise, such entry may be handled in the usual form

of journal by making a double posting of each debit or credit affecting

such accounts, indicating in the folio column the two accounts to which

the item was posted; if, however, journal entries affecting controlling

accounts are likely to be numerous special columns should be provided for

such accounts.

The Four-Column Journal.—When controlling accounts are carried in

the general ledger, each controlling account will have its own column

in the general journal and also in the cash book. Thus in an accounting

system carrying Accounts Receivable and Accounts Payable controlling ac¬

counts in the general ledger, the general journal will have the following

columns: (1) Accounts Payable, Dr.; (2) General, Dr.; (3) Accounts

Receivable, Cr.; (4) General, Cr* Thus there are two debit columns,

one for Accounts Payable, and one for General, and two credit columns,

one for Accounts Receivable and one for General.

Illustration, Four-Column Journal

January 1, 19
Accounts

Payable
Dr.

General
Dr.

LF LF General
Cr.

Accounts
Receivable

Cr.

XXX XXX XXX XXX

XXX

XXX

v/
Posting Data
General, Dr.
Accounts Pay¬
able Dr.

General, Cr.
Accounts Re¬
ceivable Cr.

xxxx

XXX
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The Posting of the Four-Column Journal.--The individual items in the

accounts payable debit column are posted to the debit of their respective

aecounts in the accounts payable ledger. The total is posted to the

debit of the controlling account, accounts payable, in the general ledger.

The individual items in the general debit column are posted to the

debit of their respective accounts in the general ledger. The total is

not posted.

The individual items in the accounts receivable credit column are

posted to the credit of their respective accounts in the accounts re¬

ceivable ledger. The total is posted to the credit of the controlling

account, accounts receivable, in the general ledger.

The individual items in the general credit column are posted to

the credit of their respective accounts in the general ledger. The

total is not posted.

The Purchases and Sales Journals.—In connection with the use of

the Purchases and Sales Journals, the individual items are posted

during the month to the accounts with creditors and customers in the

subsidiary ledgers, and at the end of the month, the total of the

purchases book is a debit to Purchases and a credit to Accounts Payable,

since the whole is equal to the sum of the parts. The total of the Sales

book is a debit to Accounts Receivable and a credit to Sales, for the

same reason.

Controlling Account Columns in the Cash Book.—On the receipts

side of the cash book in the following illustration note the controlling

account column with Accounts Receivable and on the disbursement side the

controlling account column with Accounts Payable.
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Page 1Qa,gh Receipts
Date
19

LF Account Credited Explanation General Accts. 1
Rec.

Cash
Received

June 1 William King Cap. Investment 5000 00 5000 00
" 2 Arthur Hadley On a/c invoice

of May 1 100 00 100 00
" 3 D. R. Mallory In full of acct. 75 00 75 00
" 5 Notes Receivable G. I. Dalton

pays note 300 00 300 00
M 6 Walter Barclay Invoice of May

10 50 00 50 00
" 30 General Cr. 5300 00
” 30 Accts. Rec. Cr. 225 00
H 30 Cash Dr. 5525 00

July 1 Balance down $4500.00

Page 2
Cash Disbursements

Date
19 JF Account Debited Explanation Jeneral Accts.

Pay.
Cash
Paid

June 2 Rent For the month 100 00 100 00
** of June
” 3 Arthur Dowson On a/c invoice

May 1 322 00 322 00
" 4 G. M. Haines On a/c invoice

May 2 600 00 600 00
B 6 Interest Expense Hote favor First

/ Nat'l. Bank 3 00 3 00
" 30 v/ General Dr. 103 00
” 50 Accts. Payable Dr, 922 00
” 30 Cash Cr. 1625 bo
n 30 \/ Balance 4500 00

5525 00

Postings are made as follows:

1. Cash Receipts:

General Column - Individual items to the credit of respec¬

tive accounts in general ledger. The total is not posted.

Accounts Receivable Column - Individual items to credit of

respective accounts in subsidiary ledger. The total to the credit to

Accounts Receivable, the controlling account in the general ledger.
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Cash Received Column - The total to the debit of the cash account.

2. Cash Disbursements:

General Column - Individual items to debit of respective accounts

in general ledger. The total is not posted.

Accounts Payable Column - Individual items to the debit of re¬

spective accounts in subsidiary ledger. The total to the debit of

Accounts Payable, the controlling account in the general ledger.

Cash Paid Column - The total to credit of the Cash account.

Summary. —A controlling account, then, may be defined as an account

in the general ledger whose balance is equal to the sum of the balances

in some subsidiary ledger, the debits and credits to which are found in

totals of special columns in the journal and other books of original

entry, which special columns are headed by the name of the particular

controlling account.

Other Special Columns in the Cash Book and Journal.--When a large

number of entries are made on the receipts side of the cash book, credi¬

ting one account, or debiting one account, it may be desirable to have

a special column on the receipt side for these items, so that the total

of the column can be posted in one amount. The usual columns, other

than the controlling accounts mentioned above, are Cash Sales and Dis¬

count on Sales.

Similarly, then, when a large number of entries are made on the

disbursements side of the cash book, debiting one account or crediting

one account, it will reduce the labor of posting to have a special

column on the payment side for these items. The usual columns, other

than the controlling accounts, are Purchases, Expense, and Discount on

Purchases
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■When a special column is provided for which there is no subsidiary

ledger, the total of the column is posted to the general ledger instead

of the individual items. Therefore a check mark is placed in the folio

column opposite the name of the item which has a special column.

Likewise, the General Journal, Sales Journal and Purchases Journal

may contain several special columns, depending on the nature of the

business, the transactions, and the information desired. The main ob¬

ject in increasing the number of columns is to save posting.
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CHAPTER XVIII

WORKING SHEET

The working sheet is an accounting device used by bookkeeper s and

accountants to facilitate adjusting and closing the ledger. By means

of a "working sheet" a complete analysis of the general ledger balances

is made as an aid in preparing the financial statements. For this

purpose, analysis or figuring paper is used. This paper contains a

space on the left for a transcript of the general ledger accounts, and

is followed by parallel money columns. The ledger balances are en-

tered in the first two money columns, and in the columns to the right

are entered adjustments, the expenses, incomes, assets and liabilities,

as shown by the accounts in the trial balance, a separate money column

being used for each.

If adjustments of certain accounts are necessary before the final

figures can be arrived at, the two columns immediately to the right of

the trial balance columns are used for such adjustments; in these col¬

umns the adjusting entries are posted as debits and credits to the

accounts affected. The adjusted trial balance is then shown in the

third pair of columns, from the adjusted trial balance the nominal

accounts balances are extended into the fourth pair of columns, and

real accounts balances are extended into the fifth pair of columns.

As has already been stated, the purpose of the working sheet is

merely to aid in the assembling of the items and figures which are used

in preparing the financial statements and to show the results in such a

graphic form that mathematical or clerical errors may be more easily

detected. The sheet is merely one of the "working papers" of the book-
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keeper or accountant, and is not submitted as a part of his statements

or report.

Advantages of a Working Sheet.—The working sheet is a valuable in¬

strument because:

(1) It serves as a guide for the preparation of the accounting

statements and the adjusting and closing entries, especially if many and

complicated adjustments have to be made in logical order.

(2) It gives a quick summarization of a period*s results.

(3) It enables errors in adjustment and summarization to be discov¬

ered and corrected before formal entry is made on the books.

The following illustration shows a Working Sheet prepared in accor¬

dance with the usual practice. It should be carefully studied.



WILLIAMKING

LFNameofAccountTrialBalanceAdjustmentsAdjustedProfit&LossBalanceSheetTrialBalance

WilliamKing-Capital
4000

00

4000

00

400000

Cash

1150

00

1150

00

1150

00

AccountsReceivable
1725

00

1725

00

1725

00

AccountsPayable

400

00

400

00

40000

Inventory

2000

00

(b)2300
00

(a)2000
00

2300

00

2300

00

Sales

6000

00

(e)200
00

5800

00

580000

ReturnedSalesand Allov/ances

200

00

(e)200
00

Purchases

5000

00

(a)2000
00

(d)50
00

(c)75
00

(b)2300
00

4725

00

4725

00

.

ReturnedPurchases andAllowances

50

00

(d)50
00

Freight&CartageIn
75

00

(c)75
00

'

Freight&CartageOut
50

00

50

00

50

00

Expense

100

00

100

00

100

00

WilliamKing-Drawing
150

00

150

00

150

00

10450001045000
NetProfittoCapital

46250046250010200uO1020000
r""1<»-■«--■■...H

9250092500 580000580000532500532500

ExplanationofAdjustments: (a)ToclosethebeginningInventoryintothePurchasesaccount.(MerchandiseonhandDec.31,|2300(̂b)TobringtheendinginventoryonthebooksandcreditPurchasesaccount.(c)ToclosetheFreightInintothePurchasesaccount. (d)ToclosethePurchasesReturnsintoPurchasesaccount. (e)ToclosetheSalesReturnsintotheSalesaccount.

128
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CHAPTER XIX

ADJUSTING ENTRIES

CASH BASIS VS. ACCRUAL BASIS OF ACCOUNTING

Cash Basis.—Under the cash basis of accounting, income is recorded

at the time the cash which represents it is received, and e:xpense is re¬

corded at the time the cash which represents it is paid out. The excess

of cash receipts over cash disbursements for a given period is regarded

as being the net profit for the period.

The cash basis of accounting gives satisfactory results when, at

the end of the accounting period, say a year, all liabilities have been

paid, all receivables have been collected, and all merchandise and prop-

erty has been sold, so that there is no inventory of goods on hand. But

this condition rarely occurs.

Accrual Basis.--Under the accrual basis of accounting, income is

recorded in the period when earned, even though it may be collected in

advance of this period or may not be received until a later period.

Similarly, expenses are recorded in the period in which the liability

is incurred, even though it may be paid in advance of such period or may

not be paid until a later period. The excess of income earned over ex¬

penses incurred is the net profit for the period.

Monthly Profits.—As we have learned, the life of a business is

divided into fiscal periods, usually one year in length. At this time,

inventorie3 are taken, financial statements prepared, and the ledger

closed. In addition to the complete closing of the books at the end of

the fiscal period, many concerns find it desirable to classify their

accounts and keep their books in such a manner that monthly profits may
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be determined.

If figures showing monthly profits are obtainable without too much

additional clerical work, a better oversight of the business is possible

than in cases when the actual results are held in suspense for six months

or a year. The statistical information furnished the management each

month by this method is likely to result in more judicious buying, in a

speeding up of the sales, in a more careful supervision of the operating

costs and expenses, and a better financing of the business as a whole.

When monthly profits are arrived at only the profit and loss state¬

ment and balance sheet with such supporting schedules as may be desired

are prepared, the ledger not being formally closed until the end of the

regular fiscal period. The profit and loss statement in such cases usually

shows the trading and operating results both for the current month and

for the current year to date.

Adjustments at End of Period. —In order that monthly profits may be

determined, it is essential in most cases that a perpetual or "going”

inventory of stock be kept in order that the amount of goods on hand at

the close of each month may be obtained without the necessity of taking

a physical inventory. The taking of a physical inventory would in such

cases be deferred until the close of the fiscal period when it would be

compared with the inventory figures as drawn from stock records.

Regardless of whether profits are determined once or twice a year,

or whether they are arrived at monthly, it will always be found that

there are certain expenses that are paid to a date beyond that on which

profits are being found, and that other expenses belonging to the period

under consideration have not been recorded on the books.
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lo illustrate: insurance on buildings may be paid months ahead;

a considerable quantity of supplies of various kinds, which have been

purchased and charged to certain expense accounts, may be still on hand;

taxes or rent may be prepaid; it may be necessary to accrue interest on

notes receivable or notes payable; to accrue wages, salaries, and taxes.

It is necessary to take all such matters into consideration in order that

the profit and loss statement may reflect accurately all items of profit,

expenses, and losses applicable to the period under review and only to

that period. These conditions make a certain type of entry necessary,

commonly called an "adjusting entry".

An adjusting entry is an entry made prior to determining the net

profit or loss of a certain period in order to adjust certain accounts

which do not at that time show the actual amount of profit or expense

applicable to the period.

Many adjustments of prepaid and accrued items which might be made

would often be impractical because of the relative unimportance of the

items. The bookkeeper in such cases would be governed by the wishes of

the management and by his own common sense combined with a conscientious

endeavor to have the financial statements reflect as nearly as possible

the true financial condition of the business. In deciding upon how far

to carry the matter of adjustments, the amount of the item involved and

the size of the business should also be considered.

Adjusting entries are made in the general journal at the close of

each month, if monthly profits are found, or in any event at the close

of the fiscal period.
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There are seven kinds of adjusting entries, namely:

(1) Merchandise Inventory

(2) Depreciation

(3) Bad Debts

(4) Deferred Expenses

(5) Deferred Income

(6) Accrued Expenses

(7) Accrued Income

In addition to the above adjustments there may be certain miscel¬

laneous adjustments, e.g., adjustments for errors, transferring certain

accounts into other accounts, etc.

The previous adjustments for merchandise inventory have been made

as a matter of course* In the following paragraphs the applications of

the accrual bas is as they apply to items other than merchandise will be

explained.
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CHAPTER XX

DEPRECIATION AM) BAD DEBTS

Depreciation.—One of the most frequent kinds of adjustments is

that for depreciation. Fixed assets depreciate rapidly in some cases and

slowly in others, depending upon the kind of asset, the conditions tinder

which it is used, the care given to it, and so on. Depreciation means

deterioration in a physical asset as a result of wear and tear, the ac¬

tion of the weather, and obsolescence. Obsolescence is the possibility

that an asset may become obsolete as a result of new inventions that

will do the same work more cheaply. Depreciation, then, may be defined

as an element of cost due to a decrease in the service units of a fixed

asset. Because of this decrease in service units the value of the asset

usually decreases.

Delivery equipment is usually depreciated at a rate anywhere from

15$ to 25$ a year, depending upon the facts in each particular case.

Furniture and fixtures are usually depreciated at a rate from 10$ to

20$.

Depreciation Must be Treated as an Expense. —It must always be re-

membered that depreciation is an expense. It is just as much a cost of

operation as the money paid for wages or the expenses of heating, light¬

ing, and the like. Office supplies and fuel are usually used up in one

period, but fixed assets may not be used up in less than 5, 10, or even

50 years. If the rate of depreciation of an asset is 20$ a year, the

asset depreciates one-fifth in value each year. The asset will be com¬

pletely used up in 5 years (if the depreciation estimates are right).

It is an expense extending over 5 years, just as the costs of most
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office supplies and fuel extend over a period of only 1, 2, or 6 months.

The expense known as depreciation must, of course* appear in the profit

and loss statement. The total decrease in value of the depreciated asset

to date must also be shown in the balance sheet.

Recording Depreciation.--If it is assumed that Mr. Jones who runs a

grocery store has delivery equipment which cost $500 on April 1st, and

that it has decreased 2% in value during the month of April, as a result

of depreciation, it will seem most logical to make the following entry:

Depreciation Expense $10.00
Delivery Equipment $10.00

The depreciation expense will be a debit because it represents a

decrease of proprietorship, and the decrease in the value of the delivery

equipment will be a credit because it is a decrease of assets. The under¬

lying basis for these entries, as of course for all entries, is the debit

and credit schedule. The entries above, however, do not represent the

best accounting practice. The debit should be to Depreciation of Delivery

Equipment because this kind of depreciation is a selling expense and must

be kept distinct from other kinds of depreciation, which are usually

general and administrative expenses.

The credit should not be entered directly in the asset account, but

should be placed in a special account known as a ”reserveMaccount. Thus,

the debit and credit for the depreciation of delivery equipment will be:

Depreciation of Delivery Equipment $10.00
Reserve for Depreciation of
Delivery Equipment $10.00
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The accounts when opened would appear as follows:

Depreciat

April 30 $10.00

Reserve for Nejy.s.clatLiLon of De liverv Equipment

April 30 $10.00

Reasons for the Existence of the Depreciation Reserve Account.—

There are two reasons for the use of a reserve account. First, the

amount of depreciation is never certain. No one could predict just how

long an asset will last. At the best, therefore, the amount treated as

depreciation is merely a good estimate. If the depreciation is credited

to a depreciation reserve account instead of the asset account direct, the

fact that the amount of depreciation is only an estimate remains apparent

because in accounting a reserve usually represents something uncertain.

The second reason is that it is desirable to keep in plain sight

the original cost of an asset not only to serve as a basis for a later

sale, but also because in case of fire the insurance adjuster will in¬

sist on seeing an account showing the cost of the asset. If deprecia¬

tion were credited directly to the asset account, a time would come

when the original cost of the asset would be hard to find, or else en¬

tirely obscure. This is because eventually, if credits for depreciation

are entered in the asset account, it will have to be balanced, and pos¬

sibly transferred to a new page or even to a new book. If a deprecia¬

tion reserve account is kept for each fixed asset, the value of the

asset can be found at any time by subtracting the balance in the reserve
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account from the balance in the asset account.

If it is assumed that the rate of depreciation of Mr. Jones* delivery

equipment is 2% a month, three months later the asset and its reserve

account will appear as follows:

Delivery Equipment
19

.

April 1 $500.00

Reserve for Depreciation of Delivery Equipment
19

April 30 110.00
May 31 10.00
June 30 10.00

The depreciation reserve account for delivery equipment is typical.

The depreciation and depreciation reserve accounts for all other fixed

assets are treated in the same way. Depreciation reserve accounts are

called valuation accounts.

The depreciation reserve account should always immediately follow

the asset account to which it applies. If this is done, the present de¬

preciated value of the asset can be easily ascertained any moment by

deducting the balance of the reserve account.

Summary.—The amount of depreciation on an asset should be debited

to a special depreciation expense account and credited to the deprecia¬

tion reserve account of the particular asset to which it applies. The

amounts of depreciation are shown in the profit and loss statement as

expenses. In the balance sheet the new total of each depreciation

reserve account is deducted from the particular asset to which it applies,

leaving as a balance the net present value of the asset.



137

Allowance for Bad Debts.--Somewhat similar to the decrease in an

asset from depreciation is the decrease in accounts receivable due to

what are known as bad debts. Bad debts represent customers* accounts

that will never be collected. Such lack of collectibility may be due

to a customer’s inability to or his unwillingness to pay. Every conser¬

vative business man who gives credit sets aside a reserve at the end of

a period for losses from bad debts. Such losses may be greatly reduced

by selling only to customers who have a good reputation, business ability,

and sufficient capital, and by employing good collection methods. But

they can never be wholly eliminated where accounts receivable exist.

If it is supposed that Mr. Jones examined his accounts receivable

at April 30 and reached the conclusion that probably $15.00 was a suffi¬

cient amount to set aside for bad debts, the debit and credit would be:

Loss from Bad Debts $15.00
Reserve for Bad Debts $15.00

Loss from Bad Debts is an expense account. Its amount must appear

in the profit and loss statement. Reserve for Bad Debts is a valuation

account similar to an ordinary depreciation reserve account. It will

appear in the balance sheet as a deduction from the accounts receivable.

The two accounts follow:

Loss from Bad Debts

19_ ~j
April 30 $15.00

Reserve for Bad Debts

19
April 30 $15.00
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Bad Debts In the Profit and Loss Statement,--Since the loss from bad

debts is an expense, it must be deducted from the profits both in the

Profit and Loss account and in the Profit and Loss Statement, There is

a good deal of difference of opinion as to where the loss should be

shown. Some accountants maintain that the loss arises from selling

goods and should be shown among the selling expenses. Others claim

that it should be shown among the financial items on the theory that

sales discounts are allowed to induce collections and prevent bad debts

and hence bad debts and sales discounts are closely related. Others

claim the loss is an administrative expense because its existence or

absence is more or less due to the policy of the management. If the

management decided to sell for cash only, there may be no loss from bad

debts at all. If credit of several months or a year is given customers,

on the other hand, the loss from this source is likely to be comparative¬

ly large. This is true because the longer the term of credit extended to

a customer, the greater is the possibility of the customer not paying and

the less his willingness to pay. In this text we shall consider bad

debts as an administrative expense, except in cases where specific in¬

struct ions are given to treat them otherwise.
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CHAPTER XXI

PREPAID EXPENSES AND PREPAID INCOMES

Real and Mixed Elements.—When closing the books at the end of the

accounting period, it always happens that there will be some items in

’’cost of service” that have not been consumed during the period and

which should not be included in the expenses for the period, but which

should be carried over—’’deferred—to the next period. These left-over

items should be accounted for in such a way as to decrease the expenses

for the period under review.

When these service aecounts are first set up and values recorded

in them, they are in reality real aecounts. But in the business process

they are gradually transformed and become incorporated in expense. Some

of them, like interest, insurance, etc., are transformed by the passage

of time. Consequently, at closing time, these aecounts are mixed ac-

counts, that is, they contain both real and nominal elements. During

the accounting period the ledger gradually gets out of alignment with the

actual facts, no matter how carefully it is kept. Then such adjustments

should be made as will bring the ledger into accord with the actual

situation.

At the closing time, these real and nominal elements in the service

aecounts are separated. The values on hand are carried forward—deferred”

to the next period as assets, while the nominal part, the part that has

become an expense, is transferred to Profit and Loss.

Prepaid Expenses Defined.—Prepaid expenses, often called deferred

charges to expense, are expenses paid in one period which are chargeable

in part to the subsequent period. Consequently, they are frequently
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termed "deferred expenses". The prepaid expenses which may arise in con¬

nection with businesses of different types are of various kinds, e.g.;

prepaid insurance, supplies on hand, prepaid rent expense, prepaid inter¬

est expense, etc. For the purpose of illustration, prepaid insurance

will be taken. The discussion of the treatment of prepaid insurance as

given below is sufficient to indicate the procedure in connection with

all prepaid expenses.

Illustration - Prepaid Insurance.—The bookkeeping procedure re¬

quired to carry out the foregoing principles of accounting may be either

of the two methods described below, which for convenience will be referred

to as Methods I and II. Each method will be illustrated in connection

with insurance paid one year in advance, to bring out the fact that the

results obtained are identical.

Method I.—Under this method of entering expenses, (1) the amount

of the insurance premium is charged to the "expense" account when it is

paid, the entry being

Insurance 1120.00
To Cash $120.00

Premium for one year on Policy $1625 dated January 1,
1927.

At January 31st, the insurance account is really a mixed account,

because it contains two elements: (a) expense, i.e., the portion of

insurance applicable to January; and (b) asset, i.e., the portion which

is applicable to months subsequent to January and hence is prepaid at

January 31st.

(2) At the close of the first accounting period (say the month of

January), the separation of the real and nominal elements is effected

by an adjusting entry transferring the "prepaid" expense from the mixed
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account to the asset account thus:

Prepaid Insurance $110.00
To Insurance $110.00

To set up amount of insurance unexpired at January 31st.

(3) The balance remaining in the Insurance account, which is now

nominal, is closed out as follows:

Profit and Loss 10.00
To Insurance 10.00

To close nominal balance in Insurance account.

(4) At the commencement of the next accounting period the entry

(2) shown above is reversed, as follows:

Insurance 110.00
To Prepaid Insurance 110.00

To transfer unexpired insurance of January 31st back to
the Insurance account.

At the end of the February accounting period the adjusting entry in

(2) is again made (100.00 at February 28th), reversed on March 1st, and

so on until no value remains.

On March 1 the Insurance account and Prepaid Insurance account in

the ledger appear as follows:

Insurance

19 19
Jan. 1 (1) $120.00 Jan. 31 Prepaid (2) $110.00

31 Profit & Loss (3) 10.00
$120.00 $120.00

Feb. 1 Prepaid (4) 110.00 Feb. 28 Prepaid 100.00
28 Profit & Loss 10.00

110.00 110.00

Mar. 1 Prepaid 100.00

Prepaid Insurance
Jan. 31 Prepaid (i) $110.00 Feb. 1 Reverse (4) $110.00

Feb. 28 Prepaid . (2) $100.00 Mar. 1 Reverse (4) $100.00
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In connection with the foregoing illustration, note particularly:

(1) That the disbursement of $120.00 (1) is charged directly to the

Insurance expense account, which in reality is a mixed account.

(2) That the portion (110.00) of the disbursement ’’prepaid'* at the

end of the period is transferred from the expense account to the asset

account by entry (2).

(3) That the balance of $10.00 remaining in the expense account is

closed into Profit and Loss account by entry (3). This balance is the

portion of the insurance expense applicable to the month of January and

\vill appear on the January Profit and Loss Statement. Note that the

expense account is ruled off at this point.

(4) That the prepaid amount of $110.00 transferred to the asset

account Prepaid Insurance by entry (2) appears in the balance sheet under

the caption of Prepaid Expenses or Deferred Charges.

(5) That the entry (4) reversing entry (2) transfers the prepaid

insurance of $110.00 back to the Insurance account. After this entry is

made, the Prepaid Insurance account may be ruled off.

(6) That under Method I, the Prepaid Insurance account is opened

only on the last day of the month and is closed on the first day of the

succeeding month.

Method II.—Under this method of accounting for expenses:

(1) The amount of the insurance premium is charged to the ’’asset’’

account--Prepa id Insurance—when it is paid, the entry being:

Prepaid Insurance $120.00
To Cash $120.00

Premium for one year on Policy #1625 dated January 1, 19
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(2) At the close of the first accounting period, say the month of

January, the separation of the real and nominal elements in this account

is effected by an adjusting entry transferring the "expired" portion of

the insurance from the asset account to an expense account, thus:

Insurance $10,00
To Prepaid Insurance $10,00

To charge off proportion of insurance premium applicable
to January, l/l2 of $120,00.

(3) The nominal balance is closed out as follows:

Profit and Loss $10,00
To Insurance $10.00

To close out nominal balance in Insurance account.

(4) At the close of February another adjusting entry is made, trans¬

ferring the expired portion for the month to the expense account as fol¬

lows :

Insurance $10.00
To Prepaid Insurance $10.00

To charge off proportion of insurance premium applicable
to February, 1/12 of $120.00.(5)If the ledger is closed on February 28, the same closing entry

is made as (3) above.

When these journal entries are posted the ledger accounts then

appear as follows:

Prepaid Insurance
19 19
Jan. 1 Cash (1) $120.00 Jan. 31 Expired

Feb. 28 Expired.
(2) $10.00

10.00

19
Jan. 51 Expired

Feb. 28 Expired

Insurance

19

(2) $10.00 Jan. 31 Profit & Loss(3) $10.00
(4) 10.00 ^jFeb^J28^Prof it & Loss(5) 10.00
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In connection with the foregoing ilinstrations, note:

(1) That the disbursement of $120*00 is treated as an asset until

close of the accounting period.

(2) That the portion of the insurance premium applicable to the

month of January, $10.00, is charged to the expense account by entry (2)

and the portion applicable to February by entry (4).

(3) That the expense account--Insurance~-is closed into Profit and

Loss account by entries (3) and (5); that the Insurance expense appears

in the Profit and Loss Statements for January and February and that the

result is identically the same as under Method I.

(4) That the balance of $100.00 remaining in the Prepaid Insurance

account ($120.00 less $20.00) is an asset and appears on the balance sheet

under the caption of Prepaid Expenses or Deferred Charges.

(5) That the "reversing" entry used in Method I is unnecessary under

Method II.

Prepaid Expenses on the Balance Sheet.--In the balance sheet, prepaid

expenses should be shown under a separate caption, "Prepaid Expenses" or

"Deferred Charges", immediately following "Current Assets".

Prepaid Income s. —A Prepaid Income, often called deferred credit,

is an income or revenue item not earned during the current period and

for which some service must be rendered during subsequent periods. It

represents income paid for but not yet earned. If, for example, a con¬

cern rents part of its building or office, requiring that a month*s rent

be paid in advance on the fifteenth of each month, and if the fiscal

period ends on the last day of a month, there will be unearned rent of

half a month at the close of the period. Such unearned rent is a
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"liability” and must be shown as such on the balance sheet. The liability

is for service to be rendered in the future and does not ordinarily in-

volve the payment of cash. If the monthly rent payment is $200, the un¬

earned rent in the above example will be $100. A half month of rental

service is still owed the tenant.

The accounting for prepaid income is similar to that for prepaid ex¬

pense and differs only in that the Journal entries are reversed. The ad¬

justing entries for the above example would be as follows:

Method I.--'Where the income was credited to the Rent Income account

at the time the cash was received, the adjusting entry at the end of the

fiscal period would be as follows:

Rent Income $100.00
To Prepaid Rent Income $100.00

To deduct from the income of the present period and to
record as a liability the half month of unearned rent
owed to tenant.

Method II.—Where the income was credited to the liability account

at the time the cash was received, the adjusting entry would be as follows:

Prepaid Rent Income $100.00
To Rent Income $100.00

To transfer from the liability account, Prepaid Rent
Income, the amount of rent income earned to the Rent
Income account.

Prepaid Income on the Balance Sheet.—In an ordinary trading busi¬

ness, Deferred Credits are uncommon. A club may have a deferred credit

appearing on its balance sheet consisting of dues received in advance.

Other illustrations are Subscriptions Unearned, in case of newspapers and

magazines; Prepaid Water Rental in the case of waterworks company; and

Prepaid Telephone Rental in the case of a telephone company. They should
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be carried on the balance sheet as a separate classification following

current liabilities, and should be written off to the credit of income

as earned.
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CHAPTER XXII

ACCRUED EXPENSES PAYABLE AND

ACCRUED INCOME RECEIVABLE

Accrued Expense, or Accrued Acoounts Payable*—Accrued liabilities

arise when obligations are incurred which are not payable until some

date subsequent to that of the Balance Sheet, and which have not been al¬

ready entered on the books. The obligations must be considered in the

preparation of financial statements for two reasons: (1) to show cor¬

rectly the operating expense of the period in which they were incurred,

and (2) in order to exhibit the total amount of liability at the time.

The more familiar accrued expenses are: bond interest; interest

on notes payable; taxes; wages accrued, but not payable until later.

Illustration - Accrued Wages, Adjusting Entry.—Let us assume that

the books of a business are closed every month, and that the wages are

paid every Saturday. At March 31, the Salesmen's Salaries account

appears as follows:

Salesmen* s Salaries
19 I

7 $48.00
14 48.00
21 48.00
28 48.00

The weekly payroll is $48.00, and the account shows that the wages

have been paid up to Saturday night, March 28. The books are closed, at

the end of Tuesday, March 31, at which time there are accrued wages for

two days at $8.00 per day. This accrued expense and the offsetting

accrued liability are put on the books by the following journal entry:
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March 31, 19
Salesmen’s Salaries $16,00

Accrued Salaries and Wages
Payable 16.00

To record expense and liability for accrued salaries at
March 31.

After this entry has been posted, the accounts will appear as

follows:

Salesmen* s Salaries

19
Mar. 7 $48.00

14 48.00
21 48.00
28 48.00
31 Accrued 16.00

Accrued Salaries and Wages Payable

J 19
Mar. 31 $16.00

The expense account of Salesmen’s Salaries will be closed to the

profit and loss account and the balance of the liability account of

accrued Salaries and Wages Payable will appear in the Balance Sheet,

Illustration Continued - Reversing Entry.—After the books have

been closed, the adjusting entry should be reversed under the first date

of the next period, as follows:

April 1
Accrued Salaries and Wages Payable $16,00

Salesmen’s Salaries $16.00
To reverse adjusting entry for accrued wages.

This is dene so that the Salesmen’s Salaries account will show the

true expense for the following month. On April 4, another week’s wages

will be paid, and $48.00 will be charged to the Salesmen’s Salaries

account. Only $32.00 of this is an expense of April. The reversing
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entry puts the $16.00 applicable to March on the credit side of the

Salesmen*s Salaries account; the total $48.00 paid on April 4 is charged

to the account; the difference between the $48.00 debit and the $16.00

credit is the $32.00 expense applicable to April.

After the reversing entry and the entry for the first payment of

wages in April, the accounts will appear as follows:

Salesmen1 s Salaries

19 19
Mar. 7 $48.00 Mar. 31 To P & L. $208.00

14 48.00
21 48.00
28 48.00
31 Accrued 16.00

$208.00 $208.00

April 4 48.00 April 1 16.00

Accrued Salaries tmd Wages Payable
19 19

April 1 16.00 Mar. 31 Accrued 16.00

This illustration is typical of all accrued expenses or accrued

liabilities.

Accrued Income, or Accrued Accounts Receivable.—Income from various

sources may be earned in one period, but may not become due and payable

until a subsequent period. Such accrued income must be recorded on the

books in order that the correct operating profit and financial condition

may be shown. The income must be of such a character that it can be

definitely calculated, and will become a positive claim when due.

Examples are: interest accrued on notes receivable; interest accrued on

investments; rental income that is not payable until a subsequent period;

royalties earned that are due at stated periods.
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This accrued income is income which has been earned but which has

not been collected. At the end of the accounting period this income

should be put on the boolcs, so that it will appear in the Profit and

Loss Statement. The business, also, has a claim against some person

for the accrued income. This claim is an asset and should be put on the

books so that it will appear in the Balance Sheet.

Illustration - Accrued Interest Receivable.--Let us assume that the

business received on June 10, a $15,000 note receivable, bearing 6% in¬

terest and due in 30 days. The interest earned and accrued to June 30th

would be for 20 days, and would amount to $50.00.

Journal Entries.—Following are the adjusting, closing and reversing

entries. (These entries are numbered so that they may be located in the

ledger aceounts in the illustration.)

(1) Accrued Interest Receivable $50.00
Interest Income $50.00

To record the interest accrued at the end of June;
20 days* interest at 6% on $15,000.

The Interest Income account would then be closed by the following

entry:

(2) Interest Income $50.00
Profit and Loss $50.00

To transfer the interest income to Profit and Loss.

After the ledger is closed on June 30th, the reversing entry would

appear as follows:

(3) Interest Income $50.00
Accrued Interest Receivable $50.00

To reverse adjusting entry of June 30th.

(4) On July 10th, when the note and interest are collected, a cash

book entry will be made, debiting Cash and crediting Interest Income
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$75.00, the total amount of interest, $50.00 of which was earned in June

and $25.00 earned in July.

Ledger Accounts.-—Following are the ledger accounts after the above

entries have been posted:

Interest Income

19 19
June 30 Profit and Loss (2) $50.00 June 30 Accrued (1) $50.00
July 1 Accrual Reversed (3) $50.00 July 10 Collected (4) 75.00

Accrued Interest Receivable
19

June 30 (1) $50.00
19___
July 1 (3) $50.00

This illustration does not cover all kinds of accrued income, but

it shows a general method which may be applied to all kinds.

Effect of Accruals on Statements.—It should be noted that if accrued

expenses are ignored and no adjusting entries are made:

The profits for the period when the expense occurred will be over-

stated.

The profits for the following period will be understated.

The Balance Sheet will understate the liabilities.

It should be noted that if accrued income is ignored and no adjusting

entries are made:

The profits for the period when the income is earned but not collec¬

ted will be understated.

The profits for the later period when the income is collected will

be overstated because it was not earned during the period.

The Balance Sheet will understate the assets.
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Acoruals in the Balance Sheet.—Accrued expense should be shown on

the balance sheet as a subdivision of the current liabilities and the

accrued income should be shown as a subdivision of the current assets.
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CHAPTER XXIII

PREPARATION OF FINANCIAL STATEMENTS

Financial Statements in General*--The expression "financial state¬

ment" is used to refer to any exhibit which portrays either the financial

conditions of a business enterprise or the results of its operations.

The primary exhibit employed to set forth the financial status of a

business is the balance sheet. The balance sheet is frequently supported

by exhibits, which itemize the accounts receivable, accounts payable,

bank reconciliation, additions to fixed assets, etc. The balance sheet

is sometimes set up in comparative form in order to shov/ changes in items

between two given dates. It is then called a Comparative Balance Sheet.

Similarly, the statement of profits is frequently supported by ex-

hibits which analyze sales, cost of goods sold, and expenses of conduct¬

ing the business. Frequently volume of business is expressed in terms

of quantities, as tons sold, dozens sold, etc.

In addition, ratios and other statistical data may give valuable

supplementary information.

Headings of Financial Statements.—The financial statement should be

headed to show:

(1) The name of the business for which it is prepared.

(2) The name of the statement, e.g., Balance Sheet, Profit and

Loss Statement.

(3) In case of the balance sheet, the date as of which it is

prepared. This date is essential because the situation represented by

the balance sheet changes as soon as the new fiscal period opens and

transactions occur. In case of the Statement of Profit and Loss, the
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period covered, as week, month, year, or from one date to a following

date. The period thus specified is known as the accounting period.

Form of the Balance Sheet.—-The balance sheet is a statement which

shows for a particular business (1) its assets, (2) its liabilities to

outsiders, and (3) its liabilities to proprietors, at a particular

moment of time. The balance sheet consists of a classified arrangement

of the real account balances which appear in the working sheet. The

purpose of the balance sheet is to present this data in a readily

understandable form. It is arranged in either of two forms:

(1) Report, or non-teohnical form, which is sometimes more readily

understood by persons not familiar with accounts. This form lists the

assets first, under which are listed the liabilities, the total of the

liabilities being deducted from the total assets and the remainder being

the net worth. This form is sometimes called Statement of Assets and

Liabilities.

(2) Account, or technical form, which as generally used makes pos¬

sible a more detailed classification of assets and liabilities. This form

lists assets on the left and the liabilities and capital on the right,

showing that the total assets equal the total of the liabilities and

capital.

The following illustrations show the two forms:
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(Report Form)

A. Brown
Balance Sheet
June 30, 19

Assets
Cash
Accounts Receivable
Merchandise Inventory
Furniture and Fixtures
Delivery Equipment

Total Assets

Liabilities
Accounts Payable
Rotes Payable

Total Liabilities
Ret Worth

$ 500.00
1,500.00
4,000.00
1,000.00

800.00
$7,800.00

1,500.00
500.00

2,000.00
$5,800.00

(Account Form)

A. Br 07m

Balance Sheet
June 30, 19

Assets
Cash 500.00
Accounts Receivable 1500.00
Merchandise Inventory 4000.00
Furniture & Fixtures 1000.00
Delivery Equipment 800.00

Total Assets 7800.00

Liabilities and Capital
Accounts Payable 1500.00
Rotes Payable 500.00

Total Liabilities 2000.00
Capital:

A. Brown, Investment
Jan. 1 5000.00

Net Profit Jan.
1 to June 30 800.00 5800.00

Total Liabilities
and Capital 7800.00

Classification of the Balance Sheet.—The items in the balance sheet

should be classified according to their nature. In most balance sheets,

three classes of items will appear on the asset side:

(1) Current assets, which include cash and assets which it is expec¬

ted will be converted into cash within a comparatively short time through

the regular operations of the business. Examples: Cash, Merchandise,
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Aceounts Receivable, Notes Receivable, etc. Those assets which are con¬

stantly changing in volume due to trading activities.

(2) Prepaid Expenses or Deferred Charges, which include expense

items which have not yet been consuraed or which have a value extending

beyond the current period. Such items will eventually be entirely ab¬

sorbed as expenses, but for the time being are shown as assets of the

business. Examples of this class are Office Supplies on Hand; Insurance

Prepaid; Rent Prepaid.

(3) Fixed Assets, or those which are acquired for permanent use

in carrying on the business and include such items as Land, Buildings,

Furniture and Fixtures, etc.

Four classes of items will appear on the liability side:

(1) Current Liabilities, which are debts due in the near future.

Those liabilities which are constantly changing and maturing as a result

of trading activities. Notes Payable and Aceounts Payable are two exam¬

ples of this class.

(2) Prepaid Incomes or Deferred Credits, which include income items

which have not yet been earned or for which the business owes services or

value beyond the current period. Examples, Interest collected in advance,

Rent Received in Advance, eto.

(3) Fixed Liabilities, or those debts which are not due in the near

future, those which will not mature for some years and for the payment

of which no immediate provision need be made. Examples: Bonds aid

Mortgages Payable.

(4) Net Worth or Capital Aceounts include the capital at the beginn¬

ing of the period, drawing or surplus aceounts, and capital at the end of
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th© period.

Snnrnwry — Arrangement of the Balance Sheet.--Under American account¬

ing practice, assets are shown on the left side and liabilities on the

right side of the balance sheet.

The order in which the accounts are listed in the balance sheet,

when current assets and current liabilities compris© the factors which

require emphasis because of their importance, is as follows:

(1) Current Liabilities
(2) Prepaid Incomes
(3) Fixed Liabilities
(4) Net Worth

(1) Current Assets
(2) Prepaid Expenses
(3) Fixed Assets

This arrangement is preferable in retail and wholesale lines of

business because it brings out more clearly (a) the amount of the working

capital (excess of current assets over current liabilities), also (b) the

ratio of current assets to current liabilities. In granting credit,

bankers give special attention to both of these points.

Sometimes the accounts are arranged in the reverse order, as follows:

(1) Fixed Assets
(2) Prepaid Expenses
(3) Current Assets

(1) Fixed Liabilities
(2) Prepaid Incomes
(3) Current Liabilities
(4) Capital Accounts

Under this arrangement the most liquid asset, Cash, is shown last,

at the bottom of the list of current assets. This form of balance sheet

is to be preferred when Fixed Assets constitut© the most important group,

as in the case of railroads, public utilities, and many manufacturing

enterprises.

In the balance sheet construction, note that the Capitalization of

certain words, the use of group headings, the indentations under group

headings, and the arrangement of the columns aid materially in bringing
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out the essential facts and relationships so clearly that they will not

be overlooked by the casual reader. See illustration of balance sheet

on page 161,

Classification of the Profit and Loss Statement.--All expenses may

be charged to a single expense account. This would be done to make the

treatment of expenses as simple as possible, and would be practicable

only in a very small business. In a business of considerable size, a

single account with Expense would be undesirable because it would require

too much analysis to obtain important information. By analys is is meant

the process of sorting out and totaling the various items of similar

nature.

Expenses are necessary in operating a business, but each expense

ought to benefit the business in some way. Any item of expense which

brings no benefit to the business ought to be eliminated if possible.

Therefore the proprietor ought to know the amount of each class of ex¬

pense so that he can judge whether it would be wise to spend more or less

money for each class.

For example, if he has spent $500 a year for advertising and has

made a net profit of $3000, he may decide to increase the advertising

appropriation to $1000. If he finds that the additional $500 spent

for advertising increases his sales enough to raise his profit to $4500,

he will consider the extra money well spent. If the extra expenditure

for advertising does not increase profits, he will consider the extra

money poorly spent. With a single Expense account, it would be necessary

to analyze the account to determine the total cost of advertising. It

will be much easier to get the information if a separate Advertising
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aocount is kept.

Separate accounts should be kept with such items as Rent, Wages,

Heat and Light, Postage, Telephone and Telegraph, Insurance, Taxes, and

Advertising. This is by no means a complete list, but it serves to show

that keeping several expense accounts make s it possible for the proprie¬

tor to survey the different classes of expense to detect the elements

which are excessive, as well as possible, in a case where false economy

is being exercised. The number of separate accounts which should be

kept depends on the nature of the business. For example, in a small

retail business, one account with Wages might be sufficient, while in a

manufacturing business it would be advisable to keep separate accounts

with the wages or salaries paid to factory employees, to salesmen and

to officers.

Selling Expenses - General Expenses.—The operating expenses of a

trading business may be divided into two main classes: selling expenses

and general expenses. The general expenses are sometimes called adminis¬

trative expenses.

Selling expenses are those which are incurred in selling and deliv¬

ering merchandise. General expenses are those which are incurred in the

general management of the business. Some illustrations may make this

clearer. Advertising is clearly a selling expense; so also are the wages

of the salesmen. But the wages of the bookkeeper and stenographer are

general expenses, because these employees are not engaged in the selling

end of the business. While ordinarily advertising is a selling expense,

the cost of advertising for a stenographer is a general expense because

it is a part of the cost of obtaining the stenographer's services. If
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a store building is rented, the rent is a selling expense, but the rent

of the office is a general expense. Some are difficult to classify.

For example, the cost of the telephone is a selling expense if orders

are taken over the telephone? otherwise, it is a general expense.

Expenses in the Profit and Loss Statement.—The two classes of

operating expenses should be shown in separate groups in the statement,

as follows:

After determining the gross profit on sales, deduct the selling

expenses; the balance is the net profit on sales.

From the net profit on sales, deduct the general expenses; the

balance is the net profit from operations.

Sometimes the total selling expense and the total general expenses

are added, giving the total operating expense, which is deducted from

the gross profit on sales, the balance being the net profit from opera¬

tions.

After determining the net profit from operations, add the total

financial income and deduct the total financial expense, and the balance

is the net profit for the period.

If any accounts contain items which are partly selling and partly

general expense, divide the balance of the account into two portions,

showing one portion under selling expense heading and the other under

general expense heading. "When this is done, the division is usually made

in some arbitrary ratio.

The following illustrations, Balance Sheet and Profit and Loss

Statement, show the classification of items. These should be carefully

studied
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JONES & SMITH
BALANCE SHEET

December 31, 19

A S S E T S
CURRENT ASSETS:

Cash
Accounts Receivable
Less-Reserve for Bad Debts
Notes Receivable
Less-Notes Receivable Discounted
Merchandise Inventory
Accrued Items:

Interest Accrued on Notes Rec
Rent Receivable Accrued

PREPAID EXPENSES:
Prepaid Insurance
Stamps and Stationery

INVESTMENTS
FIXED ASSETS:

Land
Buildings (cost)
Less-Reserve for Depreciation
Office Furn. & Fixtures (cost)
Less-Reserve for Depreciation
Goodwill

TOTAL ASSETS

7,000.00
15,000.00
1,000.00 14,000.00
9,000.00
1,000.00 8,000.00

118,000.00

200.00
100.00 300.00 147,300.00

120,000.00
12,000.00
3,000.00

500.00

200.00
150.00

10,000.00

108,000.00

2,500.00

350.00

25,000.00

120,500.00
10,000.00

503,150.00

LIABILITIES AND CAPITAL
CURRENT LIABILITIES:

Accounts Payable 20,000.00
Notes Payable 8,000.00
Accrued Items:

Interest Accrued on Notes Pay. 200.00
Interest Accrued on Mort. Pay. 300.00
Salaries and Wages Accrued 250.00 750.00

PREPAID INCOMES:
Prepaid Rent Receivable 50.00
Interest Prepaid on Notes Receivable 150.00

FIXED LIABILITIES:

Mortgage Payable
TOTAL LIABILITIES
CAPITAL:

28,750.00

200.00

12,000.00
40,950.00

J. 17. Jones
Capital January 1, 19
Add •§• Net Profit

D. J. Smith
Capital January 1, 19
Add g- Net Profit

Net Worth
TOTAL LIABILITIES AND CAPITAL

95,600.00
35,500.00 131,100.00

95,600.00
35,500.00 131,100.00

262,200.00
503,150.00
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JONES & SMITH
PROFIT AMD LOSS STATEMENT

January 1 to December 31, 19

RETURNS FROM SALES:
Sales
Returns and Allowances

Met Sales

830,000,00
2,000.00

828,000.00

COST OF GOODS SOLD:
Inventory, Jan. 1, 1922
Purchases
Returns and Allowances
Freight and Cartage In

115,000.00
620,000.00

1,000.00 619,000.00
4,000.00 738,000.00

118,000.00 620,000.00
Gross Profit on Sales 208,000.00

OPERATING EXPENSES:
Selling Expenses:

Freight Outward 1,000.00
Salesmen* s Salaries 62,500.00
Traveling Expenses 14,500.00
Advertising 16,500.00
Delivery Expenses 11,500.00
Depreciation on Stable Equip. 3,500.00 109,500.00

General Administrative Expenses:

(

Office Salaries 25,000.00
Office Supplies Used 2,000.00
Postage, Telephone & Tel. 500.00
Insurance Expense 500.00
Depreciation on Office Equip. 500.00 28,500.00 138,000.00

Net Profit from Operations 70,000.00

ADD: OTHER INCOME:
Cash Discounts on Purchases 2,000.00
Interest on Notes Receivable 1,000.00 3,000.00

Total Income 73,000.00

DEDUCT: OTHER EXPENSES:
Cash Diseounts on Sales 1,000.00
Interest on Notes Payable 500.00
Loss on Bad Debts 500.00 2,000.00

Net Profit for the period ending December 31, 19 $71,000.00
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Other Data Disolosed by Financial Statements.—Since it is the pur¬

pose of accounting to furnish information which will help in managing

the business successfully, those who are generally most interested in the

condition and progress of any business are its proprietors; they should

therefore understand accounts and their relations to business success.

With the aid of information disclosed in the balance sheet and state¬

ment of profits, several important indices as to the status of the busi¬

ness can be established, the more common ones being:

(1) Working Capital: This is the excess of current assets over

current liabilities. It is essential for a business to have adequate

working capital in order to be able to pay its current debts promptly.

While it depends on the circumstances of the case how large this working

capital should be, the usual standard is that it should at least equal

the amount of the current liabilities,

(2) Ratio of Current Assets to Current Liabilities: This ratio

varies in different industries. However, a rough normal ratio may be

used for making comparisons between companies engaged in the same indus-

try, A ratio used by bankers as a kind of standard is 2 to 1, That is,

the total current assets should be two times the total current liabili¬

ties, If this ratio is maintained, it is likely that the business will

be able to pay all its debts as they become due and have sufficient

money to carry on operations.

(3) Merchandise Turnover: This is the number of times the inven-

tory is "turned" within a given period, say a month or a year. It is

calculated by dividing the cost of goods sold by the average inventory at

cost. The average inventory should be figured by averaging the monthly
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inventories. If this cannot be done because the monthly figures are

not available, it may be obtained by adding the opening and closing in¬

ventor ie s and dividing their sum by two; but care must be taken to make

allowance for possible abnormal conditions in amount of the inventory

during the year. The "rate of turnover” varies according to the class

of merchandise dealt in, being greater, for example, for 5/ and 10/

articles than for furniture. Estimates for the future must be based on

past performance. In estimating the amount of stock to be carried, the

volume of expected sales must be taken into account. The estimated

sales for the period divided by the number of times the stock is expected

to turn during the period will give the amount of stock to be kept on

hand. Turnover may be calculated as follows:

Cost of Goods Sold t Beginning Inventory plus Ending Inventory -

2
Turnover.

(4) Sales to Accounts Receivable: The comparison between sales and

accounts receivable is also important. For example, if the terms of

credit are thirty days, the receivables should be liquidated once a

month, and the annual sales should be approximately twelve times the ac¬

counts receivable or a ratio of 12 to 1, as of any balance sheet date.

A decrease in this ratio would mean that accounts receivable have in-

creased as compared to sales, and that money is coming in more slowly.

(5) Ratio of Proprietor*s Interest to Creditors* Interest: Creditors

have a claim upon the business for the amount owed to them and those

claims must be paid as they become due. The proprietors have title to

all assets of the business, but they really own only what is left of the

assets after the claims of the creditors have been provided for in full.
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Thus if the total assets of a concern are $90,000, the total liabilities

$30,000, and the net worth $60,000, it may be said that the net worth or

proprietor1s interest is equal to 66 2/3$ of the total assets and the

liabilities are 33 l/3$ of the total assets or the ratio is 2 to 1. The

proprietors own two-thirds of the assets of the business, which is satis¬

factory and indicates a strong position.

(6) Profit Ratios prepared should include:

The ratio of '‘Cost of Goods Sold” to "Net Sales".

The ratio of "Gross Profit" to "Net Sales".

The ratio of "Operating Expenses" to "Net Sales".

The ratio of "Net Profit from Operation" to "Net Sales".

The ratio of "Net Profit" to "Net Sales".

The ratio of "Net Profit" to "Net Worth" at the beginning of

the period.

Comparison of Consecutive Balance Sheets and Profit and Loss State-

ments.—Still further information may be obtained about the business if

several consecutive balance sheets and profit and loss statements are

compared with each other. In making these comparisons individual figures

mean very little. The best judgment can therefore be formed by working

out the various ratios and comparing these ratios with corresponding

ratios for previous periods. Therefore, each of the indices above refer-

red to should be compared from month to month or from year to year to

note the trend of affairs. Frequently charting the data will bring out

the trend more clearly. If these data are used, it is important that

the statements from which they are taken be accurately set up, also that
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they be set up the same way each time in order that the ratios derived

therefrom may be truly comparable.

Iiote.—Using the model financial statements on pages 161 and 162, the

student should work out from these statements all the above data.
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CHAPTER XXIV

THE SIGNIFICANCE OF ACCOUNTING IN MANAGEMENT

Management.—No study can be made of a useful thing without at the

same time studying the purpose to be accomplished, and the study of ac¬

counting cannot be separated from the use that is made of the information

which the records supply. Such information is used as a guide to those

at the head of a business who make its decisions and direct its affairs.

These decisions may be made by one person in a small business or by a

number of persons in a large business. Whether made by one or by a

number of persons they constitute management. Every business enterprise

must be managed, and every manager must be guided in his decisions by

experience. Experience is what the business has done in the past. What

the business has done in the past is to be found in the accounting rec¬

ords and reports. Accounting, therefore, is a record of past management

and a guide to future management.

The Funotions of Accounting.—In any business, but particularly in

large organizations, the accounting department has three main functions;

making the record, constructing the reports, and interpreting the records

and reports. Making a record of business transactions has always been

the primary function of accounting. The act of bookkeeping concerns it¬

self with this. However, records are not made for their own sake; they

must have some utility, and serve specific purposes. The main purpose

of records is to serve as the bases for reports.

The accounting department makes a record of the operations of the

business, summarizes the detail, and presents the summary in the form

of reports to the executives who need the information for the proper
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conduct of the business. Formerly the work of the accounting department

ceased when the reports were made but modern accounting looks upon the

interpretation of records and reports as the most important part of its

service. Too often reports fail in their greatest usefulness because

their true significance is lost sight of, due to the fact that many

executives do not understand accounting sufficiently to have an apprecia¬

tion of the data compiled in the reports. Every business man or executive

should have sufficient knowledge of accounting and bookkeeping principles

to enable him to analyze and interpret the records and reports which are

designed as aids to business management and are concerned chiefly with

securing and establishing suitable controls of business activities.

Relation of Accounting to Control.—In the conduct of a business,

certain aims or goals must be kept constantly in mind. The chief of

these are: the preservation of the integrity of the capital investment;

and the securing a return on the investment commensurate with the risk in¬

volved and the effort put forth, after giving due consideration to the

general economic condition. The preservation of the integrity of the

capital is vital to the continued existence of the enterprise. The em¬

ployment of capital without adequate return is misdirected effort. The

degree to which these two aims are carried out is the measure of success

of the undertaking. The term business control is used to indicate a

planned or specific policy on the part of the management to accomplish

these aims. The securing of the data relative to the general economic

conditions, their summarization in the form of reports, and their in¬

terpretation comprise chiefly the field or function of business statistics.

This field, in the main, handles data external to the business; such as,
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commodity prices, bank clearings, crop conditions, conditions on the

stock exchange, etc; although evaluating the relation of the business to

the general economic situation internal data must be used. Accounting

on the other hand limits itself to handling of internal data; however,

the interpretation of these data will oftentimes require a knowledge of

their relation to external data. Accounting and statistics, therefore,

are the chief instruments used by the management to secure effective

control of business activities.
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APPENDIX

PRACTICE WORK FOR STUDENT

Accounting prinoiples cannot be mastered without adequate practice

work. Practice work cannot be properly done unless the principles on

which it is based have been developed and explained. Practice work

should, if possible, follow closely after the explanation of a new

principle. This applies particularly to the introductory work of

the first half year.

The practice work as given in this course consists largely of

disconnected problems. However, a few longer problems are included

which serve as a review and to shov/ the relation of the material covered.

An effort has been made to keep at a minimum the mechanical work of com¬

putation, While emphasis should alv/ays be placed on principles, the

need for accuracy should not be lost sight of as accounting requires

accurate and proven results.

The practice material to be used in connection with each chapter

of the text is suggested by the following outline:
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OUTLINE OF CEAPTERS AND EXERCISES

CHAPTER EXERCISE
I Introduction

II Basic Elements 1,2 ,3,4, 5
III The Account

IV Functions of Real Accounts 6,7 ,8,9
V Functions of Nominal Accounts 10, ll

VI Functions of Nominal Accounts (Continued) 12, 13
VII Functions of Nominal Accounts (Continued) 14, 15, 16

17, 18

VIII The Trial Balance 16, 17, 18
IX Books of Original Entry - The Journal 19, 20, 21

X Closing the Ledger 12, 13, 18

XI Books of Original Entry (Continued)
Subdivisions of the Journal 23, 24

XII Business Forms and Papers
XIII Merchandise Discounts 25

XIV Interest and Discounts on Notes
XV Financial Statements - Review 26, 27, 28

30
Practice Set I 31

XVI Accounting for Drafts and Acceptances 32
XVII Subsidiary Ledgers, Controlling Accounts

And Columnar Books of Original Entry 33, 34
XVIII Working Sheet 35

XIX Adjusting Entries 36
XX Depreciation and Bad Debts 37, 38

XXI Prepaid Expenses and Prepaid Incomes 39
XXII Accrued Expenses Payable and Accrued

Incomes Receivable 40, 41
XXIII Preparation of Financial Statement s 42, 43

Practice Set II - Review 44
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Exercise 1.

On December 31, 1918, C. A. Reynolds has the following property:

Cash $240.00
Notes Due from Customers 200.00
Accounts Due from Customers:

A. R. James 54.00
Central Hotel 129.00
A. C. Williams 42.00
R. G..Roberts 24.00
C. L. Hall 28.00
J. C. Jones 45.00

Merchandise Inventory 880.00
Furniture and Fixtures 90.00
He owes Creditors:

King & Company
Hazen & Logan
Matthews & Company
Wisdom Brothers

City Creamery
He owes the Second National Bank for

money borrovred

96.00
103.00
200.00
175.00
29.00

300.00

Instructions:
Make a balance sheet for Reynolds as of December 31, 1918.
List the accounts receivable and payable as totals.

Exercise 2.

An investigation of Reynolds1 records one year later shows the
following:

1. Cash on hand is $100 larger.
2. Notes receivable from customers have decreased $50.
3. Accounts receivable have increased $400.
4. Accounts payable are $500 larger.
5. The notes due to the bank amount to $500.
6. Furniture and fixtures have decreased in value $9.
7. Delivery equipment $300.
8. Inventory of merchandise $1,250.

Instructions:
Make a Balance Sheet for Reynolds as of December 31, 1919.
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Exercise 3.

A. M. Jones is engaged in operating a garage and is selling auto¬
mobile accessories. On July 31, 1920, he has the following assets and
liabilities:

Automobile Supplies $1,250.00
Tools and Equipment 420.80
Showoases and Counters 60.20
Accounts Due from Customers 125.87
Accounts Due to Creditors 220.00
Due to Merchants Trust Co. . 80.00
Cash 210.00
Automobiles used for service 800.00

Instructions:
Make a Balance Sheet for A. M. Jones as of July 31, 1920.
List the last item as Service Equipment.

Exercise 4.

J. M. Clark is the proprietor of a drug store. On March 31, 1920
his assets and liabilities are as follows:

Drugs and Miscellaneous Merchandise
on hand $2,800.00

Showcases and Cabinets 300.00
Soda Fountain 500.00
Bicycle Used by Delivery Boy 15.00
Electric Advertising Sign 20.00
Cash 350,00
Due to Local Bank on note 450.00
Due to Creditors 500.00

Instructions:
Make a Balance Sheet for J. M. Clark as of March 31, 1920.
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Exercise 5«

C. A. Anderson, who is engaged in the retail implement business,
has on December 31, 1919, the following assets and liabilities as shown
by his accounting records:

Cash $300.00
Notes Receivable 220.00
Accounts Due from Customers:

0. T. Geech 190.00
John K. Dew 55.00
W. E. Hampton 50.00
R. E. Taylor 75.00
D. D. Dwyer 120.00
H. L. Cohagen 250.00

Merchandise Inventory 2,000.00
Furniture and Fixtures 75.00

Delivery Equipment 125.00
Due to the Continental Trust Co. $300.00
Due to Creditors as follows:

H. M. Gooch 120.00
A. M. Joesting 150.00
James M. Monroe 180.00

Instructions s

Make a Balance Sheet for C. A. Anderson as of Dec. 31, 1919.

Exercise 6.

The following are a part of the transactions performed by D. C.
McMillan during the first six months of 1919:

January 1. D. C. McMillan invested the following property in the
retail grocery business: Cash, $1000; merchandise, $1250; note due
from M. H. Wells, $250; due on account from R. H. Mays, $225; from
Robert Simpson, $350; he owed the bank a note for $500 due April 2, and
Roberts Bros, on account $250.00.

February 15. Withdrew cash for personal use, $25.
March 10. Received from R. H. Mays, $112.50 to apply on account.
April 2. Paid $250 cash, on account of the note made at the

bank and renewed the balance for six months.
May 15. Paid Roberts Bros. $100 to apply on account.
June 1. Withdrew $200 for personal use.
June 15. Received $112.50 from R. H. Mays in full of account.
June 30. Received $250 from M. H. Wells in payment of note.

Instructions:
On loose ledger sheets, open the accounts necessary to records

the assets, liabilities and proprietorship of D. C. McMillan as of
January 1. Allow six lines for each account. Record the transactions
that occurred.
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Exercise 7.

The following are a part of the transactions which the bookkeeper for
F. B. Moore was required to record during July, August and September.

July 1. F. B. Moore began the contracting business with the follow¬
ing assets and liabilities: Cash, $3000; note due him for $400; furniture
and fixtures valued at $500; an account due from Fuller Construction Co.
for $5000; tools and equipment valued at $2000; he owes the First National
Bank a note for $2000 due August 1, and R, L. Kennedy & Son $1500 on acct.

July 10. Paid R. L. Kennedy & Son $500 on account.
Purchased furniture and fixtures for cash $100.
Paid the bank $2000 on account of note.
Received $2000 from the Fuller Construction Co. to apply

July 20.
Aug. 1.
Aug. 10.

on account.

Sept. 1.
Sept. 15.

Received $200 on account of note.
Purchased tools and equipment for $1000.

Instructions: Open necessary accounts and record the transactions.
Allow 5 lines for each of the accounts.

Exercise 8.

The following are a part of the transactions which the bookkeeper
for 0. T. Jonson was required to record during January, February and March
1920.

January 1. 0. T. Jonson began the retail dry goods business with the
following assets and liabilities: Cash, $2500; merchandise $1850; note
due Feb. 1 $350; note due Mar. 1, $425; Accounts receivable H. B. Boyles
$75; C. C. Ruggles, $150; A. R. Ross, $175; Office equipment, consisting
of safe valued at $100; typewriter valued at $75; desk valued at $35; and
chairs valued at $15. He owes A. F. Doyle $175; 0. C. Gard $200, and the
First National Bank a note of $1000.

Jan. 15. Withdrew for personal use, $200,
Jan. 20. Paid A. F. Doyle $120 to apply on account.
Feb. 1. Received $350 for note due today.
” 5. Yfithdrew $100 for personal use.
” 15. Received $175 from A. R. Ross in full of account.
'* 27. Paid 0. C. Gard $100 to app ly on account.

Mar. 15. Paid First National Bank $500 cash, and gave them a note
due in 60 days for $500 in settlement of $1000 note due today.

Mar. 16. Paid cash for a new desk, $50.
” 20. Paid $900 cash for a Dodge delivery truck.
" 24. Withdrew $100 for personal use.

Instructions:

Open the necessary accounts and record the transactions.
Allow 5 lines for the proprietor's account and 10 lines for

the cash account, and 6 lines for each of the other accounts.
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Exercise 9.

On March 1, you are employed by A. C. Hodge, retail merchant, as
bookkeeper. Mr. Hodge has previously had no complete system of records,
so you find it necessary to open accounts and start new records for him.
With his aid you determine the amount of his assets and liabilities and
prepare a balance sheet, which is as follows:

ASSETS:
Cash
Hotes Receivable
Accounts Receivable:

A. Jones
C. C. Thomas
Joe Lane

Merchandise Inventory
Office Furniture

Total Assets

LIABILITIES:
Notes Payable
Ac count s Payable:

Johnson & Co.
Wilson & Sons
Total Liabilities
Proprietorship

$500.00
50.00

550.00
1500.00
500.00 2,550.00

2,000.00
300.00

$5,400.00

400.00

1600.00
1000.00 2,600.00

3,000.00
$2,400.00

On ledger paper open the accounts necessary to record the assets,
liabilities, and proprietorship of March 1. Allow 10 lines for cash
and 6 lines for each of the others.

During the month of March Hodge performed, among others, the
following transactions:

Mar. 1. Purchased for cash, furniture and fixtures, $200.
w 2. Received Cash from A. Jones to apply on account, $200.
" 3. Paid Wilson & Sons to apply on account $250.
n 6. Received a note from C. C. Thomas in payment of account,

$500.
M 10. Received from Fred Klein in payment of a note, $25.
” 14. Withdrew for private use, $40.
” 17. Purchased for cash a desk for use of bookkeeper, $15.
M 20. Received from Joe Lane in payment of account, $200.
” 22. Paid a note due this day, $200,
n 24. Made an additional cash investment of $400.
" 26. Paid Johnson & Co. to apply on account, $500.

Instructions: Make the entries necessary to record the above transac¬
tions on the ledger accounts.
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Exercise 10.

July 1. Mr. J. G. Harney opens an office for the practice of law,
investing in the business $3000 in cash and a library
valued at $2000.

2. Purchases furniture of the White Co. to the amount of
$500.00, paying $100 in cash and giving two notes of $200
each, one being due in 15 days and the other in 60 days.

3. He buys a typewriter for $100 of the Remington Co. to be
paid for in 20 days.

4. He collects a bill for W. Walker, the collection charges
being $15.

5. He pays for stationery and supplies, $10.
6. He receives $100 cash as a fee for legal services.

15. He pays stenographer $50 for one-half month’s services.
16. He receives $5 cash for professional services.
17. Pays note due the White Co., with $1 interest on same.
18. Pays for Insurance on furniture and library, $30.
20. He receives $20 for collecting note.
22. He receives $200 fee for legal services.
23. He pays the Remington Co. for typewriter purchased on

the 3rd,
25. He receives |5 for professional advice.
26. He receives $3 for preparation of legal papers.
27. He pays for stationery and supplies, $10.
30. He pays light bill, $3; water bill, $2; telephone bill,$9j

stenographer, $50; rent for the month, $100.

Open accounts in the ledger. Allow 15 lines for cash, 15 lines for
capital and 6 lines for each of the other accounts. Record all expenses
and incomes in the Proprietorship account.
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Exercise ll.

On January 1, 1920, the accounts on the ledger of 0. H. White, a
real estate dealer, are as follows: Cash, $5000; T. B. Smith, customer,
$400; J. W. Jones, customer $600; Notes Receivable $800; Automobile,
$500; Land $4000; Building, $6000; Notes Payable $1000; Johnson Bros.,
creditor, $1300; 0. H. White, Proprietor, $15,000.

Jan. 1.
It 2
tt 3
ll 4
It 7
ll 7
w 8
tt 9
It 10

!! 12
H 12
ll 13
W 13
tt 15

It 16
n 16
tt 17
it 18
it 19
tt 20
it 23
it 25
tt 27
tt 31

” 31.
" 31.
B 31.

Gave $500 cash in payment of the note due today.
Paid for car repairs $20, cash.
Bought gas for car, $3.00, paid cash.
Received interest, $40, in cash.
Paid for repainting the building, $200.
Paid the clerk's salary $30.
Paid for reshingling the building, $100.
Paid for repainting the car, $40.
Received cash from T. B. Smith for $200 and a note for
$200 in full of account.
Bought oil for the car, cash, $2.
Bought gas for the car, cash, $3.
Paid interest, $25.
Received cash for rent of building, $50.
Gave Johnson Bros, cash, $300, and note for $100 to
apply on account.
Paid clerk's salary, $30.
0. H. White withdrew cash $200 for personal use.
Paid advertising bill, $20.
Bought a tire, $20.
Paid for repairs on car, $30.
Paid interest, $35.
Paid clerk's salary, $30.
Bought fuel for the office, cash $10.
Received cash for interest on notes receivable, $35.
Paid clerk’s salary, $30.

Driver's salary, $100.
Water bill, $2.
Light bill, $4.
Telephone bill, $3.

Received cash $500, for commissions earned on sales.
Received $300 cash from J. W. Jones to apply on account.
Borrowed $500 from the bank on note due in 30 days.

Record the transactions in ledger accounts. Allow 25 lines for cash,
25 lines for capital, and 7 lines for each of the other accounts. Record
expenses and incomes in proprietorship account.
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Exercise 12,

Jan, 1,

" 2.

" 3.

" 4.

" 5.

" 6.
" 8.
M 9.

" 10.

" 12.

" 15.
" 16.

tt 20.
M 22.

" 23.

" 24.
" 25.
" 30.

1926
James Cole, physician and surgeon opens an office for the prac¬
tice of his profession. He invests cash to the amount of
$4,000; surgical instruments valued at $2,000; and a library
valued at $500.
He rents an office for which he is to pay $100 per month payable
twice a month. Pays $50.00 today.
He buys an auto for $1,200, one-half cash, gives note for
remainder, due in 20 days. Buys gas for $2.00.
He purchases from the Jones Co. an office desk for the waiting
room, costing $50, and one for his private office costing $100,
and several chairs costing $150. He pays $100 in cash and is
to pay for the remainder in 20 days.
He purchases an operating table for $200 for which he gives his
note due in 90 days.
He receives for professional services, $10 cash.
He receives for services, $20 cash.
He buys gas for $3 cash, and office supplies for $10 cash, and
pays a drug bill of $15.00.
He sells desk in waiting room for cash for what it cost and pur¬
chases another at a cost of $60 paying cash.
He performs an operation on John Doe for which he is to receive
$200. He is to wait 10 days before payment.
He receives $10 for professional services, cash.
He performs an operation on W. Allen for which his charges are
$300. He takes a note due in 10 days for $100 and second note
for $200 due in 60 days.
He receives $15 for services.
He performs an operation on J. Smith for which his charges are
$300. He receives $100 in cash and is to wait one month for
the remainder.
He pays note given for auto. He receives amount due from John
Doe.

Pays the Jones Co. for the remainder due them.
Receives for professional services $6.00.
Pays water bill, $2; light bill, $5; telephone bill, $3, drug
bill, $6.00.
He receives for services as Health Officer, $50.
He pays for notice in local paper, $5.00.

Instructions: Record the transactions in ledger accounts.
Allow 15 lines for cash and 7 lines for each of the other
accounts.
For temporary proprietorship accounts use; Rent Expense,
Auto Expense, Office Expense, Medical Supplies, and
Professional Services.
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Exercise 13.

Oct. 1.

Oct. 2.

Oct. 3.

Oct. 4.
It 5
It 6
ft 8
ft 9
ft 10
ft ll
ft 12
It 13
ll 15
tt 16

It 17
It 18
tl 19
tt 21
tt 22
It 23
tt 24
tt 25
tt 26
tt 27
tt 28,
tt 29,
tt 30,
tl 31,

J. Hull opens a garage investing $8,000 in cash. His income
will be from repairing cars, towing disabled cars, washing
cars and amounts received from storing cars,
He purchases a building and lot of J. Jones for $6,000, paying
$3,000 in cash and giving three notes of $1,000 each, the first
being due in 30 daysi the next in 2 months and the other in 3
months. Interest at 6%,
He purchases tools and equipment for $2,000 of J. Cole, one-
half cash, the remainder to be paid in 30 days,
He purchases a truck from the G. M. C. Co. for hauling and
towing, costing $1,800, paying $800 cash, the remainder to be
paid in 10 days.
Receives $8 for towing car.
Pays for Insurance on building and equipment, $40.
Receives $12 for repairing and $4 for storage.
Buys gas for truck and use in shop, $15.
Receives $16 for repairing.
Pays workmen $20,
Receives for storage, $3.
Receives $6 for washing cars.
Receives $60 for repair job.
Pays G. M. C. Co. amount due on truck.
Receives $7 for hauling in wrecked car.
Receives $4 for storage. Pays workmen $40.
Receives for storage $4.
Receives $50 for repair job.
Receives $8 for washing cars and $2 for storage.
Paid for having roof of building repaired, $15.
Receives $70 for repair job.
Pays $10 for oil and waste.
Pays workmen $40. Receives for storage $5.
Repairs car for J. Smith charging $35. Is to be paid in 10 days.
Pays for painting buildings, $40.
Pays workmen, $45.
Receives $130 for repair job.
Buys gas for $14.
Receives $4 for washing car.
Receives $8 for towing in disabled car.
Receives $30 for repair job.
Pays note due today and interest on same amounting to $5.
Pays water bill, $15; electric bill, $30; telephone bill, $2.
Receives $70 storage from individuals who pay their storage
monthly.

Instructions: Record the above transactions in ledger accounts. Allow 25
lines for cash, 10 lines for Storage Income, Towing Income, and 6 lines
for each of the other accounts.

For temporary proprietorship accounts use: Salaries and Wages;
General Administrative Expense; Repairs on Building; Gas, Oil and Waste;
Storage Income; Repairing Income; Towing Income; Washing Income; and
Interest Expense.
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Exercise 14.

Jan. 2.
” 3.

" 5.

" 6.
" 7.
" 8.
" 10.
M ll.
M 12.
w 13.
" 15.
** 15.

" 15.
“ 17.
" 20.
" 21.
n 30.
" 30.
M 31.
" 31.

James Smith invests $20,000 in the garage business.
Bought a garage for $10,000, one-half cash, and one-half on
a Mortgage note.
He bought equipment for $4,000, one-half cash, one-half short
time note.

Bought 10 cars for $1,000 each, cash $2,000, remainder on
account of the Bodge Company.
Borrowed at the bank, $2,000, and gave his note.
Sold a car for $1,200 and took a note.
Sold a car for $1,200 for cash.
Collected for repairing cars, $50.
Collected $25 for storage.
He paid $1,000 on a note and $1 interest on same.
He paid the Insurance of $30.
He paid $1,000 that he owed on account to the Dodge Company.
He sold a car for $1,200, one-half cash, remainder on account
to J. Jones.
Paid his help, $100.
Collected for storage, $25.
He received $60 for repairing a car.
Paid Interest on Mortgage, $10.
Paid electric bill, $20; water bill, $15; telephone bill, $10.
Equipment was stolen which cost him $100.
He received $40 for repairing cars.
Paid help, $100.

Instructions: Record the above transactions in ledger accounts.
Allow 15 lines for cash, and 5 lines for each of the other accounts.

For temporary proprietorship accounts use: Salaries; Interest
Expense; Insurance Expense; General Administrative Expense; Repairing
and Storage Income; Profit from Sale of Merchandise; Loss of equipment
by Theft.
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Exercise 15.

On August 1, 1925, James J. Scovill began business with $1,000 in
cash, $4,000 in merchandise, with furniture and fixtures valued at $1,000
and delivery equipment valued at $1,500.

Aug
it

1.
2.

3.
4.
5.
6.

8.

n

n

n

n

w

it

h

n

10.
11.
12.
13.

" 17.
" 20.

" 23.
n 24.
M 26.

" 27.
" 30.
" 31.

Paid $50 in cash for store rent.
Sold merchandise that had cost $160 to S. White for $200 on
account.
Sold merchandise that had cost $400 for $500 cash.
Bought $1,000 worth of merchandise on account from J. Smith.
Sold merchandise that had cost $480 for $600 cash.
Sold merchandise that had cost $560 to J. Wilson for $700 on
account.
Sold merchandise that cost $240 for $300, receiving in payment
a note for that amount.
Received $200 cash for goods sold on August 2.
Sold merchandise that cost $640 for $800 cash.
Sold merchandise that cost $160 for $200 on account to S. White.
Bought $300 worth of merchandise on account from J. Smith.
Paid $25 in cash for a truck tire.
Paid the clerk his weekly salary of $20.
Paid $1,000 in cash for the merchandise bought on August 4.
Sold merchandise that cost $240 for $300 cash.
Paid the clerk his regular weekly salary.
Paid $25 for stationery and postage.
Paid $50 for advertising.
J. Wilson returned as unsatisfactory goods that had been sold
to him at a price of $100. The cost price of this merchandise
was $50.
Paid the clerk his weekly salary.
Paid the bookkeeper his monthly salary of $100.
Paid driver, $120.
Paid for gas and oil, $15.

Instructions: Record the above transactions in ledger accounts.
Allow 12 lines for merchandise and 12 lines for cash and 8 lines for each
of the other accounts.

For temporary proprietorship accounts use: G. A. Expense, Selling
Expense; Profit from Sale of Merchandise.
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Exercise 16.
On April 1, 1925, Henry James began business with $4,000 in cash,

merchandise worth $4,000 and furniture and fixtures valued at $1,800.

April 2.

M 4.

B 6.
" 7.
w 8.
" 9.
'» 10.
" ll.
" 13.

M 15.

" 16.

" 17.
w 17.
" 17.
" 20.
" 22.
" 23.

" 24.

“ 26.
n 27.

" 29.

M 30.

Paid $100 in cash for the April rent.
Sold merchandise that cost $1,200 for $1,500 on account to M.
Olson.
Sold merchandise that cost $1,500 for $1,800 on account to L.
Roth.
Paid the clerk his weekly salary of $25.
Mr. James withdrew $50 for his personal use.
Bought a new cash register for $125 in cash.
Bought $500 worth of merchandise on account of Ash & Co.
Paid $50 in cash for taxes.
Sold merchandise that cost $1,500 for $2,000 cash.
Paid clerk's salary. Bought $2,000 worth of merchandise of
J. S. Smith & Co. on account.
Bought $1,000 worth of merchandise, giving in payment a 30-day
non-interest bearing note.
Received $500 cash in part payment of goods sold to Olson on
April 3.
Sold merchandise that cost $2,000 for $3,000 on account to Roth.
Bought office supplies for $50 cash.
Sold merchandise that cost $500 for $750 cash.
Paid for the goods bought on April 9. Paid clerk weekly salary.
Bought $1,000 worth of merchandise on account of Ash & Co.
Merchandise that had been sold to L. Roth at $500 was returned
as being of poor quality. This merchandise had originally
cost $250.
An allowance of $100 was granted to M. Olson whose goods had
been damaged in transit. Merchandise that had cost $1,000 was
sold to M. Olson for $1,500, $500 cash being received and the
balance being left on account.
Delivery Equipment was purchased for $500 cash.
Bought $1,500 worth of merchandise on account of Ash & Co.
Freight charges on these and previous purchases were paid in
cash, amounting to $210. Paid the clerk his weekly salary.
The following bills were paid in cash: Stationery and postage
$50; Advertising, $100; Miscellaneous Office Expense, $25;
Bookkeeper*s salary, $125.
Gave J. S. Smith & Co. $1,000 cash and a 60-day non-interest
bearing note for $1,000 on account.
L. Roth paid $1,500 on account.

Instructions: Record the above transactions in ledger accounts.
Allow 12 lines for cash, 12 lines for merchandise, and allow 8 lines for
all other accounts .

For temporary proprietorship accounts use: General Administrative
Expense; Freight Expense; Selling Expense; and Profit from Sale of
Merchandise.
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July 1.
" 6.
" 7.
" 10.
" 12.
" 15.
tt 16.
" 17.
" 19.

H 20.
” 21.
" 25.
»’ 25.
M 26.
" 27.

” 28.
'* 30.
" 30.

Exercise 17.

W. F. Jackson invests $7,500 cash in the grocery business.
Paid $1,500 for merchandise.
Pays $40 rent to J. M. Eddy for store building.
Sells some goods for $350 cash.
Pays $200 cash to James Patten for office furniture.
Pays $20 to Emil Sames for clerking.
Pays $3 telephone bill in cash.
Sells goods to A. J. Kern, on account, $300.
Returns some of the goods purchased on July 6, and receives
$30 in cash by way of adjustment.
Pays $450 for delivery truck.
Receives a check from A. J. Kern in full of account.
Sells merchandise for $650 to J. A. Powell on account.
Receives $20 from rental of the flat above the store.
Buys goods from Johnson & Hume, on account, $250.
Buys a new top for the delivery truck from the 'West Side
Garage, on account, $50.
Sells all the merchandise on hand for $800 cash.
Pays Johnson & Hume $200 on account.
Pays light bill, $3, and water bill, $2.

Instructions: Record the above transactions in ledger accounts.
Allow 10 lines for cash, 8 lines for purchases, 8 lines for sales and 5
lines for each of the other accounts.

For temporary proprietorship accounts use Selling Expense, General
Administrative Expense, and Rent Income.
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June 1.
" 2.
” 3.
” 10.

“ 10.
" ll.
" ll.

“ 12.
n 15.
n 20.
" 25.
" 26.

" 28.
" 29.

" 30.

" 30.

Exercise 18.

C. L. Steele invests $3,600 cash in starting a shoe store.
Pays $1,700 for merchandise bought from H. Levi.
Sells shoes to R. L. Watson on account, $10.
Buys merchandise on account from the Bay State Shoe Co, for
$500.
Receives and pays an advertising bill of $20.
Makes several miscellaneous cash sales aggregating $80.
Sells part of his stock to a near-by small town dealer, Enoch
Long, at a bargain for $850 on account.
Pays $4 for telephone service.
Receives a $500 promissory note from Enoch Long on account.
Pays $50 clerk's salary.
Buys a used cash register for $150 on account from B. Hicks.
Pays Bay State Shoe Co., $300 and gives them a promissory note
for $200 in full of settlement of account.
Pays $60 for rent of store.
Receives $250 from Enoch Long on account, and $100 more which
he specifies is to apply on the reduction of his $500 note.
Sells all the merchandise on hand for $1,800, one-half cash
and one-half on a promissory note signed by Emil Ems.
Pays light bill $4, and water bill, $3.

Instructions: Record the above transactions in ledger accounts.
Allow 8 line s for cash, 6 lines for purchases, 6 lines for sales , and
5 lines for each of the other accounts: Selling Expense and General
Administrative Expense.
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Exercise 19.

July 1.
" 2.

" 3.
" 5.
" 5.
" 6.
" 8.
'' 10.
" 12.
M 13.
» 14.
tt 17.
“ 19.
" 20.
" 21.
" 23.
M 24.
n 26.
M 27.
'' 30.
n 31.
" 31.

D. Stowe invests $20,000 cash in a business.
Buys a lot and building for $10,000, one-half cash, one-half
note. (Estiraates lot is worth $2000).
Buys delivery equipment for $1,000 cash.
Buys merchandise of S. Y/ilson for $800 on account.
Buys gas and oil for $10.00 cash.
Buys merchandise of W. Bale far $1200 on account.
Sells merchandise to W. Brown for $1000 on account.
Sells merchandise to H. Becker for $700 on account.
Buys merchandise of S. Wilson for $1700 on account.
Sells merchandise for $200 cash.
Gave S. Wilson note for merchandise bought on July 5.
Receives $20 rent for part of building.
Sells H. Becker merchandise for $600 on account.
Paid note given for building.
Receives note of Brown for $600 on account.
Sells Brown merchandise for $400 on account.
Receives cash $300 from H. Becker on account.
Paid Bale $1,000 cash on account.
Buys tires for $30 cash.
Receives $20 rent.
Pays truck driver, $110.
Pays sales clerks, $160.

Closing inventory for July, $1,400.00

Instructions: (1) Make journal entries for the above transactions
on journal paper.

(2) Post to ledger accounts and take a trial balance. Allow 12
lines for cash, 8 lines for Purcbases and Sales and 6 lines for each of
the other accounts.
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Jan. 1
n 2
tt 3
tt 4
H 5
tt 6
tt 8
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tt 12
tt 13
tt 16
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tt 20
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tt 25
tt 26
tt 27
tt 27
tt 28
tt 31
U 31
tt 31,

Exercise 20.

W. Johnson invests $10,000 cash in a wholesale business.
Buys furniture and fixtures for $3,000 cash.
Buys Delivery Equipment for $800, gives 20-day note.
Buys merchandise for $1500 from E. Bates on account.
Borrows $1000 and gives a 30-day note.
Buys merchandise for $800 from M. Keene on account.
Sells merchandise to L. Green for $300 on account.
Sells merchandise for $800 cash.
Buys gas and oil, $10 cash.
Sells merchandise to B. Olson for $1,000 on account.
Sells merchandise to L. Green for $900 on account.
Pays $20 for repairs on delivery equipment.
Receives note of $600 from B. Olson to apply on his account.
Buys merchandise for $1700 from E. Bates on account.
Receives $500 cash from L. Green to apply on his account.
Sells merchandise for $500 to B. Olson on account.
Gave E. Bates note of $1200 to apply on account.
Paid note given for delivery equipment.
Paid Keene $500 on account.
Paid sales clerks* salaries, $100.
Paid driver's salary, $100.
Paid $90 for rent of building.

Closing Inventor;/ for January, $1,000.

Instructions: (1) Journalize the above transactions, post to ledger
and take a trial balance.

(2) Make a Profit and Loss Statement and a Balance Sheet.
Allow 12 lines for cash, 8 lines for Purchases and Sales and 6 lines

for each of the other accounts.
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Exercise 21.

1. R. S. Barrows began the wholesale dry goods business, investing
cash $10,000.

1. Bought furniture and fixtures for cash, $2,000.
1. Bought office supplies for cash, $100.
2. Bought merchandise of the Hub Manufacturing Co., for cash,

$4,100.
2. Paid rent of store building for December, $200.
2. Bought merchandise of the Acme Waist Co., for cash, $2,300.
3. Sold merchandise to J. C. Lyons & Co. for cash, $650.
3. Sold merchandise to Adams Bros, for cash, $1,000.
5. Bought merchandise of the Colonial Cloak Co., on account, $900.
6. Sold merchandise to Thomas Shepard on account, $300.
6. Paid sales clerks for the week, $190; bookkeeper, $15.
7. Sold merchandise to W. L. English on account, $600.

10. Sold merchandise to H. E. Stevens on account, $1,400.
11. Received check from W. L. English to apply on bill of goods,

$300.
ll. Bought merchandise from the Hub Manufacturing Co., on account,

$1,150.
11. R. S. Barrows withdrew for personal use, $100.
12. Sold merchandise to J. C. Lyons & Co., on account $2,100.
13. Paid sales clerks and wages of bookkeeper for the week,
13. Received check from W. L. English to apply on bill of 8th, $100.
14. Sold merchandise to Adams Brothers on account, $750.14.- Bought merchandise on account from Hub Manufacturing Co., $450.
15. Sold merchandise to Thomas Shepard on account, $1,250.
18. R. S. Barrows withdrew from stock for family use, merchandise

which cost $25.
18. Sold merchandise to W. L. English on account $500.
19. Bought merchandise of Colonial Cloak Co., on account, $750.
20. Paid sales clerks and bookkeeper*s wages for the week.
22. Bought merchandise of the Arnold Print Works on account $500.
23. Sold merchandise to J. C. Lyons & Co., on account, $1,200.
24. Gave note at 60 days to Colonial Cloak Co., for $250 to apply

on bill of the 19th.
27. Paid sales clerks and wages of bookkeeper for the week.
27. Bought merchandise of Acme Waist Co., on account, $1,900.
29. Sold merchandise to the Morgan Co., on account, $1,950.
30. Paid freight bills on goods purchased during the month, $350.
31. The Morgan Co. returned for credit a part of the goods sold

them on the 29th, $50.
31. Paid gas and electric light bills for the month, $40.

Closing Inventory, $3,000.

Instructions: (1) Journalize, post and take a trial balance.
(2) Make a Profit & Loss Statement and a Balance Sheet.
Allow 8 lines for each account.
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Exercise 22.

1. Thomas W. Baxter invests $12,000 in a wholesale business,
$8000 of which is in cash and $4000 in merchandise.

2. He buys office furniture and equipment for cash, $2000.
3. He pays cash for $60 worth of stationery and office supplies.
4. He pays rent for the month, $250.
4. He buys merchandise for cash, $1250.
5. Ee sells merchandise for cash, $950.
5. He buys merchandise on account from 0. L. Brown, $3150.
5. He sells merchandise on account to S. W. Price, $1000.
6. He sells merchandise on account to B. E. Johnson, $750.
6. He pays salesmen’s wages for the week, $200; office clerks’

wages, $120.
8. He buys merchandise on account from R. T. Puller Co., $1400.
9. He receives check from S. W. Price for $500 to apply on

account.
10. He receives a note at 10 days from B. E. Johnson in settlement

of the goods sold him on the 6th.
11. He sells merchandise on account to F. H. Sharp, $800.
11. He buys merchandise on account of 0. L. Brown, $600.
12. He receives check for $200 from F. H. Shapr to apply on account.
13. He sells merchandise to B. E. Johnson on account, $1200.
13. He pays wages of salesmen and office clerks (same as above).
14. He issues a 60-day note of $100 to 0. L. Brown to apply on

account.
16. He sells merchandise on account to G. H. Sharp, $400.
16. He receives cash from S. W. price in payment of balance due

on bill of June 5.
17. Sold merchandise to B. E. Johnson on account, $350.
19. He receives note at 30 days from F. H. Sharp to apply on

account, $500.
20. He receives a check from B. E. Johnson in payment of note due

today.
20. He pays wages of salesmen and office clerks.
22. He buys stamped envelopes for cash $20.
23. He sells merchandise on account to F. H. Sharp, $200.
24. He buys merchandise on account from R. T. Fuller Co. $300.
25. He draws against his investment, $500.
26. He receives cash from B. E. Johnson to apply on account, $600.
27. He pays wages of salesmen and office clerks.
29. He sells merchandise on account to S. TY. Price, $850.
30. F. H. Sharp returns for credit merchandise to the amount of $25

sold him the 23rd. Credit is allowed.
30. Pays sundry general e:xpense bills amounting to $70.
30. He returns merchandise to R. T. Fuller Co. to amount of $50.

Closing inventory for June is $4,500.00

Instructionss (1) Journalize, post and take a trial balance.
(2) Make a Profit & Loss Statement and a Balance Sheet.

Allow 8 lines for each account.
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Exercise 23.
J, W. Smith invests $12,000 in a wholesale business, $8000 of
which is in cash and $4,000 in merchandise,
He buys office furniture and equipment for cash $2,000.
He pays cash for a bill of $20 for stamps and stationery and $30
for office supplies. Pays for insurance, $40.
He pays rent for the month, $250, Pays for advertising, $20,
He buys merchandise for cash, $1,300.
He buys merchandise on account from W. A. Warren, $3,000.
He sells merchandise for cash, $850,
He sells merchandise on account to J. J, Cooper, $1000.
He sells merchandise on account to F. W. Dunn, $750.
Purchases a truck for $1,000 giving a 20-day note,
He pays salesmen for lveek, $200; office clerks, $120.
Buys gas and oil for $5 cash. Pays freight bill, $40.
He buys merchandise on account from G. W. Wiggins Co., $1400.
He receives check from J. J. Cooper, $500, to apply on account.
He receives a note at 20 days from F. W. Dunn in settlement of
the goods sold him on the 6th.
He sells merchandise on account to W. A. Smart, $800.
He buys merchandise on account from W. A. ?ferren, $600.
I-Ie receives check from W. A. Smart for $200 to apply on account.
He sells merchandise to F. W. Dunn on account, $1200.
He pays wages of salesmen and office clerks same as on the 8th.
He receives rent, $25, Pays for advertising, $30.
Pays driver $50 wages. Buys gas, $3.
He issues a 60-day note of $1000 to W. A. Warren on account.
He sells merchandise on account to 7/. A. Smart, $400.
He receives cash from J. J. Cooper in payment of balance due.
He sold merchandise to F. W. Dunn on account, $350.
He received a note from W. A. Smart on account, $500.
He pays wages of salesmen and office clerks.
He buys stamped envelopes for cash $20 and office supplies $15.
He sells merchandise on account to W. A. Smart, $200.
He buys merchandise on account from G. W. Wiggin Co. $300.
He draws against his investment $500. Pays freight bill $20.
He receives cash from F. W. Dunn to apply on account, $600.
He pays wages of salesmen and office clerks.
He sells merchandise to J. J. Cooper, $800, receives a note.
W. A. Smart returns for credit merchandise to amount of $25,
sold him on the 23rd. Credit is allowed.

Pay sundry general expense bills amounting to $70.
Pay repair bill on truck, $20, and driver, $50.
Pays one-half of note given for car and $5 interest on same.
Receives a check from F. W. Dunn in payment of note due today
and $4 interest on same.
Closing inventory, $8,000.00

Instructions: Allow 8 lines for each account. For temporary proprie¬
torship accounts use: Purchases, Sales, Stamps & Stationery, Office Sup¬
plies, Rent Expense, Salesmens* Salaries, Office Salaries, Delivery Expense,
Interest on Notes Payable, General Miscellaneous Expense, Advertising Ex¬
pense, Insurance Expense, Freight In, Rent Income.



191

Exercise 24 (page 1)
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1.Richard Baker invests $10,000 cash in a certain business.
1. Purchases furniture and fixtures for $2,000 of Cass & Co. and

gives a note due Feb. 25.
2. Ile rents a store room paying $200 rent for the month.
3. He buys merchandise for cash, $2,650.
4. He buys merchandise for cash, $1,400.
5. He sells merchandise for cash, $850.
6. He buys merchandise from W. G. Keene on account $450.
6. He pays clerks* salaries, $50.
7. He sells merchandise for cash, $400,9.He sells merchandise to K. C. Bates on account, $1200.

10. He buys merchandise for cash, $500.
11. He reduces his investment by $1,000.
12. He pays a bill of $25 for stationery and office supplies.
13. He pays clerks’ salaries, $50.
14. He buys merchandise from Geo. K. Gordon on account $200.
14. He sells merchandise to E. W. Lowell on account, $600.
16. He pays W. G. Keene, $200, to apply on account.
17. He sells merchandise to K. C. Bates on account, $350.
18. He receives cash from K. C. Bates to apply on account, $500,

for merchandise billed on the 9th.
19. He sells merchandise to E. W. Lowell on account, $500.
19. K. C. Bates sends a note due in 30 days bearing 6% interest

for balance of bill for merchandise purchased on the 9th.
20. He buys merchandise from Geo. K. Gordon on account, $300.
20. He pays clerks' salaries, $50.
21. He pays a coal bill in cash, $120.
22. He receives a check from E. W. Lowell to apply on account, $250.
24. He pays W. G. Keene $100 to apply on account.
25. He sells merchandise for cash, $650.
26. He sells merchandise to K. C. Bates on account, $500.
27. He buys merchandise from W. G. Keene on account, $500.
29. He receives cash from K. C. Bates in payment of bill of goods

sold him on the 17th.
30. He buys merchandise for cash, $1,100.
31. He pays the following expense billss Telephone, $10; electric

light, $40; salaries of office help, $300; clerks' salaries,
$50.

Inventory at close of January, $3,200.00

Instructions: Record the above transactions in purchases journal,
sales journal, cash book, and general journal.

Post to ledger and take a trial balance.
Make a Profit and Loss Statement and Balance Sheet.
(This exercise is to be continued).
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Exercise 24 (page 2)
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Gave note at 10 days to W. G. Keene to app ly on account, $250.
Received note at 30 days from E. W. Lowell to apply on account,
$500.
Sold merchandise to K. C. Bates on account, $450.
Paid rent for February, $200.
Richard Baker draws against his investment, $500.
lie return merchandise to Geo. K. Gordon and are allowed credit,
$60.
Pay clerks* salaries, $50.
Receive check from K. C. Bates to apply on account, $500.
Buy merchandise from W. G. Keene on account, $800.
Sold merchandise to E. W. Lowell on account, $750.
E. W. Lowell sends us a check for $600, $500 of which is in
payment of note due today, the remainder to apply on account.
Sold merchandise to Thomas Watson amounting to $1,000, terms,
60-day note drawing 6% interest.
Received note at 60 days from Thomas Watson in payment of bill
of the 12th.
Pay clerks' salaries, $50.
Give note at 10 days to Yi, G. Keene to apply on account, $600.
E. W. Lowell is allowed credit for $75 on certain goods bought
by him on the 11th, which were damaged in shipment.
Bought merchandise on account from W. G. Keene, $300.
K. C. Bates pays his note due today and $5 interest on same.
Bought stationery and office supplies for cash, $25.
Paid clerks* salaries, $50.
Sold merchandise to E. W. Lowell on account, $400.
Received cash from K. C. Bates in payment of bill of merchan¬
dise sold him on the 3rd.
Sold merchandise on account to John C. Yfinter, $400.
Paid note given Cass & Co., and $20 interest on same.
Bought merchandise from Henry F. Adams on account, $1,250.
Paid the following expense bills; Telephone, $13; electric
light, $47; salaries of office help, $300; clerks* salaries,
$50.

Inventory at the close of February, $3,500.00

Instructions: Record the above transactions in the books of original
entry immediately following the work for January.

Post and take a trial balance.
Make a Profit and Loss Statement and balance sheet and close the

ledger.
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Exercise 25.
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1926. J. Norton invested cash, $10,000 and merchandise $2,000.
Purchases a delivery truck, $1,000 cash.
Purchases from American Book Co., on account, $2,600.
Bought gas, $3; stamps and stationery, $10.
Purchases from Bacon & Co., on account, $4,000.
Purchases from H. L. Carter on account, $1,500.
Purchases from Ginn & Co., on accounb, $650.
Paid clerks salaries, $80.
Returned goods to II. L. Carter, $20.
Gave II. L. Carter a 20-day note for $1,200 to apply on account.
Sold to A. B. Williams, $1,500.
Bought gas, $3; office supplies, $15.
Sold to R. L. Davis, on account, $1,200.
Bought oil for truck, $2.
Sold to A. C. Bowman, on account, $2,000.
Bought a tire, $25.
Paid American Book Co., bill less 5%,
Paid sales clerks' salaries, $80.
Received cash of R. L. Davis, less 2%.
Paid Bacon & Co., bill less 5%,
Received cash from Williams for sale of the 10th, less 2%,
Bought gas, $3.
Received cash on account from A. C. Bowman, $1,200.
Paid sales clerks* salaries, $80.
Paid telephone bill, $15.
Paid gas bill, $10.
Sold A. B. Williams on account, $1,000.
Received note from Jones & Smith on account, $500.
Paid for repairs on car, $5.
Gave note to Ginn & Co. on account, $400.
Paid note held by H. L. Carter and $4 interest on same.
Paid salary of bookkeeper, $100; sales clerks' salaries, $80;
driver*s salary, $110.

Closing inventory, $5,200.

Instructions: Record the above transactions in books of original
entry.

Post and take a trial balance.
Make a profit and loss statement and balance sheet.
Allow 7 lines for each account.
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Exercise 26.

John Hall
Trial Balance
June SO, 1925.

Cash
Accounts Receivable
Accounts Payable . . .

Hotes Receivable . . .

Hotes payable . . . .

Inventory .

Mortgage Payable . . .

Furniture and Fixtures
Land .........
Buildings
Delivery Equipment • .

Purchases
Sales
General Expense . . .

Selling Expense . . .

Delivery Expense . . .

Interest Income . . .

Interest Expense . . .

Rent Income . . . . .

Discount on Sales . .

Discount on Purchases
Hall, Capital . . . .

. $ 2,000

. 3,000
1,500

2,500
2,000

. 8,000
5,000

. 1,000

. 8,000

. 4,000

. 500

. 25,000
30,000

. 300

. 400

. 400
100

. 200
400

. 500
300

16,500
$55,800 |55,800

Inventory at close, $7,000.

Required; (1) Profit and Loss Statement.
(2) Balance Sheet.
(3) Journal entries to close the ledger.
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Exercise 27.

George T. West
Trial Balance
June 30, 1924.

Cash. $ 4,000
Accounts Receivable 5,000
Accounts Payable ........ $ 4,000
Notes Receivable ........ 2,000
Notes Payable .................. 3,000
Merchandise 15,000
De livery Equipment 1,000
Furniture and Fixtures 2,000
Purchases . 70,000
Purchas e s Returns 100
Sales 80,000
Sales Returns 200
Salesmen Salar ies 6,000
Traveling Expenses 1,000
General Administrative Expenses .. 3,000
Insurance 600
Taxes 800
Delivery Expense 3,000
Heat and Light 300
Telephone and Telegrams ..... 60
Interest on Notes Payable 200
Interest on Notes Receivable .... 140
Rent Expense 2,400
Discount on Sales 1,000
Discount on Purchases ....... 320
George T. West, Capital . 30,000

1117,560 1117,560

Closing Inventory |28,000.

Use the above Trial Balance for the preparation of a balance sheet
and a Profit and Loss Statement. Prepare the necessary entries to close
the ledger.
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Exercise 28.

C. H. Wood
Trial Balance
Dec. 31, 1926

Cash
Notes Payable . . . .

Notes Receivable . . .

Account s Receivable .

Accounts Payable . . .

Mortgage Payable . . .

Merchandise Inventory
Delivery Equipment * .

Furniture and Fixtures
Land ....

Buildings
Sales
Purchases ......

Sales Returns . . . .

Purchases Returns . .

Freight In
Clerks Salary . . . .

Delivery Expense . * •

Insurance
Office Salaries . . .

Heat and Light . . . .

Office Supplies . . .

General Expense . . .

Building Repairs . . .

Interest Expense . . .

Interest Income . . .

Purchase Discounts . .

Sales Discounts . . .

Rent Income
C. H. Wood, Drawing .

C. H. Wood, Capital .

$ 2,000
$ 4,000

1,000
5,000

3,500
6,000

10,000
800

2,000
2,000

10,000
40,000

32,000
400

200
500

2,000
1,200

200

1,800
200

50
500
300
200

100
400

500
600

150
18,000

$72,800 $72,800

Merchandise on hand December 31, 1926, $11,000.

Use the above Trial Balance for the preparation of a balance sheet
and profit and loss statement. Prepare the necessary journal entries
to close the ledger.
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Exercise 29.

The following balances are taken from the ledger of D. D. Johnson,
December 31, 1926:

Cash, $1350; Notes Payable, $1,000; Notes Receivable $1,500; Accounts
Receivable $3,700; Accounts Payable $1,700; Merchandise Inventory, $5,000;
Delivery Equipment, $600; Furniture and Fixtures, $400; Sales, $19,500;
Purchases, $16,500; Sales Returned, $460; Purchases Returned, $1,600;
Freight In, $300; Clerk*s Salary, $1,000; Delivery Expense, $450; Insur¬
ance, $50; Office Salaries, $700; Heat and Light, $40; Office Supplies,
$125; General Expense, $600; Interest on Notes Payable, $20; Interest on
Notes Receivable, $10; Discount on Purchases, $70; Discount on Sales,
$100; D. D. Johnson, Capital, $10,000; D. D. Johnson, Drawing, $985.

Use the above balances for the preparation of a trial balance, a
balance sheet and a profit and loss statement. Prepare the necessary
entries to close the ledger.

Goods on hand at close, $6,250.

Exercise 30.

The following balances are found on the ledger of S. T. Brown,
April 30, 1925:

Cash $3,600; Notes Receivable $1,000; Accounts Receivable $4,000;
Merchandise $10,000; Real Estate $25,000; Office Equipment $500; Delivery
Equipment $1,000; Notes Payable $2,000; Mortgage Payable $10,000;
Accounts Payable $3,000; Purchases $30,000; Purchases Returns $200; Freight
In $400; Sales $43,000; Sales Returns $300; Salesmen Salaries $2,500;
Advertising $250; Delivery Expense $1,500; Loss on Sale of Real Estate
$1,000; Freight Out $100; Rent Income $600; Office Salaries $1,100;
Office Supplies $85; Heat and Light $275; Telephone and Telegraph $40;
Taxes $360; Insurance $300; Stationery and Printing $70; Loss on Bad
Debts $150; Legal Expense $120; Purchases Discount $500; Interest on Notes
Receivable $50; Discount on Sales $600; Interest on Notes Payable $100;
S. T. Brown, Capital, $25,000.

Use the above balances for the preparation of a trial balance, a
balance sheet and a profit and loss statement. Prepare the necessary
entries to close the ledger.

Goods on hand at close, $8,000.
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Exercise 31 (page 1)

PRACTICE SET I

Open ledger accounts in the following order: (three accounts to a
page) Cash, Notes Receivable, Merchandise Inventory, Store Fixtures,
Office Furniture, J. J. Collins, D, H. Bush, A. W. Leach, M. B» Snow, B, M.
Short, T. J. Walker, Notes Payable, E. C. Lucas, E. D. Watts, A. M. West,
G. 0. Kyle, D. T. Rose, Richard Wells, Capital, Richard Wells, Personal,
Purchases, Purchase Returns and Allowances, Freight In, Rent Expense,
Salesmens* Salaries, Office Salaries, Miscellaneous Office Expense,
Freight Out, Discount on Sales, Interest Expense, Sales, Sales Returns and
Allowances, Discount on Purchases, Interest Income.
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Richard Wells, who is conducting a wholesale business in Cor¬
vallis, Oregon, has kept no complete records and asks you to
open a modern set of books for him. His assets are as follows:
Cash $2500, Store Fixtures $200, Office Furniture $1000, Mer¬
chandise on hand $4000, due from J. J. Collins $400, from
D. H. Bush $700, and a 90-day 6% note dated July 15 for $1000
signed by T, Sherwood. He has given a 6% interest bearing
note for 60 days, dated July 25, to C. Lowe for $500, and owes
E. C. Lucas on open account $800.
Purchases merchandise from E. D. Watts, $760, terms 2/l0, n/30.
Sells merchandise to A. W. Leach, $500, terms 2/l0, n/30.
E. D. Watts allows $10 for defective goods returned to him.
Purchases merchandise from A. M. West for $1000, terms 2/l0,
n/30, F. 0. B. Corvallis.
Merchandise from A. M. West arrives. We pay the freight of $15.
Pay the rent for September $100.
Paid Lucas the amount owed to him.
Sells M. B. Snow merchandise for $410, terms 2/l0, n/30.
Pays E. D. Watts in full.
A. M. Leach pays his bill in full.
Pays the following by check: salesmen* s salaries $160, office
salaries $120, bill for stamps and stationery $10.
Paid A. M. West in full.
Purchases merchandise from G. 0. Kyle for $1100, terms 2/l0,
n/30.
Pay $20 freight on merchandise purchased from Kyle.
Returns damaged goods to G. 0. Kyle, $100.
D. H. Bush pays $500 on account.
M. B. Snow pays his account in full.
J. J. Collins is unable to pay at present and his 6%, 60-day
note is taken for the amount he owes.

Sells T. J. Walker merchandise for $1500, terms 2/10, n/30,
F. 0. B. Corvallis.

Pays freight of $20 on the above sale to Walker.
Gives C. Lowe a check in payment of note and interest due today.
Sells A. W. Leach merchandise for $625, terms 2/l0, n/30.
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Exercise 31 (page 2)

Sept. 27. A. W. Leach returns unsatisfactory merchandise $25.
n 29. Borrows .$1000 at the bank on a 30-day note, bearing 6% interest.
" 30. Pays salesmen’s salaries $160, office salaries $110, and mis¬

cellaneous office expenses $15.

Oct
n

n

n

ti

it

it

h

n

it

li

n

ti

ti

n

n

n

tt

u

n

h

it

it

n

1. D. H. Bush sends check for remainder due.
2. Purchases merchandise from D. T. Rose, $1200, terms 2/l0, n/30.
3. Pays rent for October $100.
3. T. J. Walker pays in full.
4. Wells withdraws $50 cash for personal use.
4. Purchases office supplies, $15 cash.
7. Sells merchandise to D. H. Bush, $700, terms 2/l0, n/30, F.O.B.

Corvallis. We pay the freight of $15 at the time of shipment,
9. Sells B. M. Short merchandise, $900, terms 2/l0, n/30, F.O.B.

his station.
ll. Purchases merchandise, $500, from E. C. Lucas, terms 2/l0,n/30.
13. Returns damaged merchandise to Lucas amounting to $50.
14. Short notifies us that he has paid the freight of $10 on his

purchase of the 9th and has charged our account with it.
15. Sent 0. 0. Kyle our 30-day note in settlement of our account.
15. Receive payment of note given by T. Sherwood, and $15 interest.
16. Pays salesmen's salaries, $160, office salaries $120.
18. Purchases merchandise from E. D. Watts, $800, terms 2/l0,n/30.
20. Sells merchandise to T. J. Walker for cash, $300.
21. We send Walker a check for $10 as an allowance for defective

goods.
22. Sells merchandise to A. W. Leach, $1300, terms 2/l0, n/30,

F. 0. B. his station. We pay the freight as per agreement,$30.
24. Purchases merchandise from A. M. West, $600, terms 2/l0, n/30.
25. Purchases merchandise from B. N. Hull for $200 cash.
27. B. M. Short pays in full. Pays E. D. Watts in full.
29. Pays note at bank and interest on same.
30. Pays freight bills on goods purchased, $60.
31. Pays salesmen’s salaries $160, office salaries $120, bill for

miscellaneous office supplies $20.

Closing Inventory $6,500
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Exercise 32.

Transactions with Drafts and Acceptances

I

E. C. Ham, Portland, Oregon, sells a bill of goods to E. W. Hixs of
Salem, Oregon, amounting to $612.75; terrns net 60 days. A draft is drawn
for the amount of the bill and for the term of credit, in favor of the
drawer, and accepted.

II
E. W. Ewing, Chicago, Illinois, is indebted to D. C. Heston, Seattle,

Washington, on open account, to the amount of' $723.60, which account is
long overdue. Heston decides to draw at sight for the amount, making the
draft payable to the First National Bank of Seattle. This is done on June
18. On the 20th the bank notifies him that the draft has been paid and
that the amount, less collection charges of $1.25 has been credited to his
aocount.

Ill
C. A. Burns & Co., of Seattle, Washington, draw upon L. W. Allen for

$300 in favor of A. C. Billings. The draft is drawn at 30 days, sight on
October 1, and is accepted on October 5th. The draft is paid at maturity.

IV
K. W. Hays of Chicago, Illinois, sells to 0. W. Peters, St. Louis,

Missouri, on May 10, a bill of goods amounting to $284.70. On May 31,
Hays draws a 60-day draft in favor of himself for the amount of the bill
which he endorses to his bank, the Commerce National. The bank obtains
Peters* acceptance to the draft on June 2, on which date the draft is
discounted at Q% and the proceeds placed to Hays* account. The draft is
paid to the bank at maturity.

V
L. W. Hays & Co., of Salem, Oregon, have agreed to honor a sight

draft for $200 drawn by yourself in your own favor. Payment is received
June 3.

YI
J. Gould & Co., Salem, Oregon, buy a bill of goods amounting to $570

from Simmons and Co., Seattle, 'Washington, terms l/30, n/60, on March 30.
On April 1, a draft is received through the Central Trust Company of
Seattle, dated March 30, drawn at 30 days* sight for the amount of the
invoice, less 1%. The accepted draft is returned and is paid at maturity.

REQUIRED: Journal Entries on the books of each party
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Exercis© 33.

Mr. J. T. Cole begins business on July 1, and installs a bookkeeping
system consisting of a Cash Book, Purchases Journal, Sales Journal, and
General Journal as books of original entry, and of a General Ledger, Cus¬
tomers' Ledger and a Creditors' Ledger. The cash book and general jour¬
nal should be provided with special columns for Accounts Receivable and
Payable.

July 1.
M 2.
" 2.
" 3.
" 5.
" 6.
" 6.
" 7.
" 7.

" 8.
" 8.
" 9.
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'» 16.
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" 24.
M 24.
" 26.
" 27.
" 27.
M 28.
'* 29.
" 30.
'* 31.

Began business by investing $6,000.
Purchases merchandise of J. D. Hines for $1,500 on account.
Paid rent for the month, $200.
Sold merchandise on account to L. D. Wilson for $1,000.
Purchases merchandise of J. A. Hull for $1,100 on account.
Paid $500 in cash to J. D. Hines on account.
Sold merchandise to W. Yi. Wood on account for $800.
Sold D. D. Coleman merchandise for $200 cash.
Received $500 cash and a $400 note from L. D. Wilson, due in
20 days, on account.
Returned merchandise to J. A. Hull that cost $50.
Buys office equipment for $500.
W. W. Wood returned merchandise which was sold to him for $25.
Purchased merchandise from C. L. Allen on account for $600.
Sold I. D. Cook merchandise on account for $400.
Bought stationery and supplies for $25 cash.
Purchased merchandise from S. E. Lewis for $2,100 on account.
Borrowed $1,000 at the bank giving a note due in 30 days.
Paid C. L. Allen $500 on account.
Returned to S. E. Lewis merchandise v/hich cost $50.
Paid J. A. Hull $600 on account.
Purchased merchandise on account from J. D. Hines for $1,200.
Sold M. D. Cole merchandise for $500 on account.
Sold L. D. Wilson merchandise for $200 on account.
Paid J. D. Hines $1,000 on account.
Received a $400 note from I. D. Cook on account.
Gave J. D. Hines a 30-day note of $500 to apply on account.
Paid an advertising bill of $15.
Received $500 in cash from W. W. Wood on account.
Received $300 cash from M. D. Cole on account.
Sold J. L. Hoover merchandise on account for $600.
Purchased merchandise of J. A. Hull on account for $1,400.
Gave S. E. Lewis a note of $1,000 on account due in 20 days.
Sold I. D. Cook merchandise on account for $1,100.
J. L. Hoover returned merchandise sold to him for $25.
L. D. Wilson paid his note due today.
Sold F. L. Cooper merchandise for $500 in cash.
I. D. Cook returned merchandise sold him for $50.
J. L. Hoover paid $400 cash on account.
Paid salaries and wages $300.

The following is required: (a) Open the necessary accounts and post
all entries; (b) Take a trial balance from the general ledger and prove
the individual accounts in the Customers' and Creditors' ledgers with
their respective controlling accounts.
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Exercise 34.

For this exercise use cash book, journal, purchases book, sales book,
general ledger, customers* ledger and creditors* ledger. Carry Accounts
Receivable and Accounts Payable controlling accounts in the general ledger.

Aug. 1. L. M. Colten began business by investing $8,000 cash.
" 2. Purchased furniture and fixtures for $1,000 cash.
” 3. Purchased merchandise of D. M. Peel for $1,040, terms 2/10,n/30.
n 4. Sold E. A. Love merchandise for $500, terms 2/l0, n/30.
” 5. Purchased from M. S. Lowe merchandise for $750, terms 2/l0,n/30.

Returned to D. M. Peel merchandise which had cost $40.
" 6. Sold to D. C. Stacy merchandise for $750, terms 2/l0, n/30.

Cash sales $200.
*' 8. Sold merchandise to 0. T. Beck on account for $800.
'* 8. Purchased merchandise from F. D. Robb for $1,000, terms 2/l0,n/3Q
” 9. Sold merchandise to C. A. Mills for $1,000, terms 2/l0, n/30.
" 10. Borrowed $1,000 at bank on note for 60 days.
'* ll. Paid D. M. Peel for bill of the 3rd.

Received a note from 0. T. Beck for bill of the 8th.
M 12. Purchased merchandise from C. T. Lake for $800, terms 2/l0, n/30.
" 12. Sold L. L. Olsen merchandise for. $100 cash.

Paid advertising bill of $50.
n 13. Received payment from E. A. Love for bill of the 4th.
" 15. Returned merchandise to C. T. Lake which cost $50.

Paid M. S. Lowe for bill of the 5th.
” 16. Purchased merchandise from D. M. Peel for $1,500 on account,

F. 0. B. Corvallis.
Sold merchandise to D. Bly for $600 on account, F. 0. B. Cormllis.
Paid $15 freight on the bill shipped to D. Bly.

" 17. Received payment from D. C. Stacy for bill of the 6th.
Sold merchandise to A. M. Hash for $250, 2/l0, n/30.
Paid Robb for bill of the 8th.

” 18. Paid $20 freight on merchandise purchased from D. M. Peel on the
16th.
Sold merchandise to E. A. Love for $700 2/l0, n/30, F.O.B. his
own station.

” 19. Purchased merchandise from M. S. Lowe for $600 terms, 2/l0,n/30.
Sends D. M. Peel 10-day note for $1,000 to apply on bill of the
16th.
Received payment from C. A. Mills for bill of the 9th.

” 20. Love sends receipt showing he paid $15 freight on bill of the
18th.

” 22. Sends check to C. T. Lake for bill of the 12th.
” 24. Sold merchandise to A. M. Nash for $820, terms 2/l0, n/30.
” 25. Received a note of $500 from D. Bly to apply on bill of the 16th.

Received payment from A. M. Nash for bill of the 17th.
" 26. Purchased merchandise from F. D. Robb for $1,500, terms 2/l0,ry/3a" 27. Purchased merchandise from C. T. Lake for $650, terms 2/l0, n/30

F. 0. B. Portland, Oregon,
Sold merchandise to D. C. Stacy for $725, terms 2/l0, n/30.
Purchased merchandise from 0. D. Hoover for $700 on account.



203

Exercise 34 (page 2)

Aug. 29. A. M. Nash returned merchandise sold him on the 24th for $20.
Paid the note given D. M. Peel on the 19th.
Received receipt from C. T. Lake showing that he paid $10
freight on bill of the 27th.

w 30. D. C. Stacy returned merchandise that was sold him for $25 on
the 27th.
Sold T. J. White merchandise for $300 cash.
Paid $200 rent.
Sold C. A. Mills merchandise for $500, terms 2/l0, n/30.

" 31. Received payment of 0. T. Beck for note of the 11th.
Sends 30-day note of $500 to 0. D. Hoover to apply on bill of
the 27th.
Received $490 from A. M. Nash to apply on bill of the 24th.
(Discount allowed on part payment).
Sent F. D. Robb a check of $980 to apply on bill of 26th.
(Discount allowed on part payment).
Pays clerks $400, bookkeeper $100, stenographer $100, telephone
and lights $10.
Pays freight on various bills received during the month $200.
(Freight In)

Post and take a trial balance. Prove the subsidiary ledgers with
controlling accounts.
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Exercise 35

A. Jones
Trial Balance
Dec. 31, 1923.

Land
Buildings
Office Equipment
Store Fixtures

Delivery Equipment
Cash
Aecounts Receivable
Notes Receivable
Merchandise Inventory, 1-1-23
Aecounts Payable
Rotes Payable
Mortgage Payable
A. Jones, Capital
Purchases
Sales
Purchases Returns
Sales Returns
Interest on Notes Receivable
Interest on Notes Payable
Sales Discount
Purchase Discount
Selling Expense
General Administrative Expense
Delivery Expense
Freight In

$ 4,000.00
13,000.00
1,000.00
1,000.00
1,000.00
5,000.00
8,000.00
4,000.00

10,000.00

55,300.00

400.00

200.00
500.00

1,500.00
2,000.00
1,000.00

300.00
$108,200.00

$ 4,000.00
5,000.00
8,000.00

20,000.00

70,400.00
300.00

100.00

400.00

$108,200.00

Inventory December 31, 1923 $12,000.00

Required: 1. Working Sheet
2. Adjusting Entries
3. Profit and Loss Statement
4. Balance Sheet
5. Closing Entries.
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Exercise 36.

The following adjusting entries are to be made as of Dec. 31, 19 .
I

Office equipment costing $3000 has an estimated life of 10 years.
Make entry to set aside the proper reserve for depreciation for the cur¬
rent year.

II

Buildings costing $75,000 have an estimated life of 50 years. Set
aside one year1s portion of depreciation, 80% of the building being used
for selling purposes and the remainder for general offices. (Apportion
this expense to Selling Expense and G. A. Expense.)

III

Delivery trucks costing $10,000 were all bought at one time and were
given an estimated life of five years. Set aside this year*s portion of
depreciation.

IV
Insurance on the building is paid to May 1, 1919, the annual premium

of $400 being charged to an Insurance account. Make proper adjustment of
December 31, 1918. (Make the same distribution as for depreciation of
building in Humber II.)

V

Unexpired insurance on stock of salable goods amounts to $75, the
entire cost of premium having been charged to an account with general
administration expense.

VI

Stamps and stationery on hand are inventoried at $116, the cost of
the same having been charged to an account with office supplies. On
December 15th, received $150, one month*s rent in advance for a part of
the store building, which was credited to the Rent Income account.

VII

Wages and salaries accrued to date of closing amount to $912.75.
VIII

Interest accrued on Notes Receivable amounts to $91.60; on Hotes
Payable, $37.50; on Mortgage Payable, $125.

DC
Taxes accrued on buildings amount to $900 based upon last year*s

tax bill, such amount being chargeable to Taxes on Real Estate; estimated
taxes accrued on salable stock, $150. (Taxes on Merchandise stock.)

X
The W. C. Horton Company has an account with Reserve for Deprecia¬

tion of Office Equipment which has a credit balance on July 1, 1928,
of $632.80. On that date, the company purchased a new safe costing
$600 and are allowed $125 for the old one taken in exchange. The old
safe cost $400, January 1, 1923, depreciation having been charged off
at an annual rate of 10%. Make proper entry or entries.
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Exercise 37

J. R. Smith
Trial Balance

December 31, 1925.

Cash $ 2,000.00
Accounts Receivable 10,000.00
Accounts Payable $ 7,000.00
Notes Receivable 2,000.00
Merchandise Inventory, 1-1-25 20,000.00
Land 4,000.00
Buildings 40,000.00
Furniture and Fixtures 4,000.00
Delivery Equipment 1,500.00
Mortgage Payable 13,000.00
Notes Payable 5,000.00
Purchases 75,200.00
Sales 101,000.00
Purchases Returns 800.00
Sales Returns 1,000.00
Purchases Discount 1,000.00
Sales Discount 2,000.00
Interest Expense 300.00
Interest Income 100.00

Freight In 600.00

Freight Out 300.00

Selling Expense 8,000.00
Delivery Expense 3,000.00
Administrative Expense 4,000.00
J. R. Smith, Capital 50,000.00

$177,900.00 $177,900.00

Inventory, December 31, 1925 $22,000.00
Buildings have depreciated 2%
Furniture and Fixtures have depreciated 5%
Delivery equipment has depreciated 20%
It is estimated that 2% of Accounts Receivable are uncollectible.

Required: 1. Working Sheet.
2. Adjusting Entries.
3. Profit and Loss Statement.
4. Balance Sheet.
5. Closing Entries.
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Exercise 38

J. K. Brown
Trial Balance
June 30, 1922

J. K. Brown, Capital $ 50,000.00
Land | 7,000.00
Buildings 30,000.00
Reserve for Depreciation of Building 600.00
Furniture and Fixtures 3,000.00
Reserve for Deprec. of Furniture & Fixtures 300.00

Delivery Equipment 1,200.00
Reserve for Deprec. of Delivery Equipment 300.00
Cash 3,000.00
Accounts Receivable 12,000.00
Reserve for Bad Debts 200.00
Botes Payable 7,000.00
Accounts Payable 8,000.00
Inventory 1-1-22 30,000.00
Notes Receivable 4,000.00
Mortgage Payable 20,000.00
Notes Receivable Discounted 1,000.00
Purchases 95,400.00
Sales 120,500.00
Purchases Returns 400.00

Advertising 4,000.00
Sales Returns 500.00
Fuel 300.00
Light, Water and Telephone 390.00
Salaries and Wages 14,000.00
Delivery Expense 2,500.00
Freight In 1,000.00
Discount on Hotes Receivable (Expense) 10.00

$£68,300.00 $208,300.00

Closing Inventory June 30, 1922 $25,000.00
Buildings have depreciated 2% annually.
Furniture and Fixtures have depreciated 10% annually.
Delivery Equipment has depreciated 25% annually.
Allow an additional 2^% of Accounts Receivable for bad debts.

Required: 1. Working Sheet.
2. Adjusting Entries.
3. Profit and Loss Statement.
4. Balance Sheet.
5. Closing Entries.
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Exercise 39 (page 1)

J. H. Olson
Trial Balance

December 31, 1924

Cash $ 6,100.00
Accounts Receivable 10,000.00
Reserve for doubtful accounts $ 500.00
Notes Receivable 5,000.00
Inventory 1-1-24 40,000.00
Land 8,000.00
Buildings 30,000.00
Reserve for Depreciation of Building 1,200.00
Office Equipment 2,000.00
Reserve for Depreciation of Office Equipment 200.00
Store Fixtures 3,000.00
Reserve for Depreciation of Store Fixtures 300.00

Delivery Equipment 1,500.00
Reserve for Depreciation of De livery Equip. 600.00
Notes Payable 5,000.00
Mortgage Payable 10,000.00
Accounts Payable 10,000.00
J. H. Olson, Drawing 3,000.00
Purchases 95,500.00
Sales 124,000.00
Office Salaries 3,600.00
Office Supplies 800.00
Heat, Light & Water 340.00
Telephone and Telegraph 260.00
Drivers Salaries 1,200.00
Gas and Oil 600.00

Repairs to Truck 200.00
Salesmen* s Salaries 6,000.00
Advertising 3,000.00
Purchase Returns 500.00

Prepaid Insurance 200.00
Rent Income 300.00
Interest on Notes Receivable 300.00
Interest on Notes Payable 400.00
Freight In 600.00
Interest on Mortgage Payable (Paid Dec. 31) 600.00
Sales Returns 1,000.00
J. H. Olson, Capital 70,000.00

$222,900.00 $222,900.00

1. Merchandise Inventory December 31, 1924, $45,000.00
2. Stamps and stationery on hand cost $20.00
3. Gasoline on hand cost $20.00
4. Advertising matter on hand cost $50.00.
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Exercise 39 (page 2)

5. Office Supplies on hand cost $80.00
6. Insurance has expired on stock $60.00, on buildings $30.00.
7. Office space was rented on July 1, the tenant paying one year in

advance at $25 per month.
8. On one six months notes receivable of $500 dated October 1, the

interest at 8% was prepaid.
9. $2,000 was borrowed at the bank on November 1 for three months and

the interest prepaid.
10. Depreciation is figured annually as follows:

On Buildings, 2%
On Delivery Equipment, 20f0
On Office Equipment, 5%
On Store Fixtures, 5%

11. Allow an additional 2% of Accounts Receivable for bad debts.

Required: 1. Working Sheet.
2. Adjusting Entries.
3. Profit and Loss Statement.
4. Balance Sheet.
5. Closing Entries.
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Exercise 40 (page 1)

George White
Trial Balance

December 31, 1925

Cash $ 2,000.00
Notes Receivable 1,000.00
Accounts Receivable 5,000.00
Inventory 1-1-25 15,000.00
Investments 2,000.00
Accounts Payable $ 2,000.00
Notes Payable 4,000.00
Mortgage Payable 6,000.00
Land 2,000.00
Buildings 10,000.00
Office Equipment 1,000.00
Store Fixtures 2,000.00
Delivery Equipment 1,000.00
Purchases 32,000.00
Sales 50,000.00
Selling Expense - Salaries 5,000.00
Maintenance of Real Estate 1,000.00
Buying and Receiving Expense 2,000.00
Miscellaneous General Administrative Expense 3,000.00
Freight In 400.00
Shipping and Delivery Expense 2,300.00
Rent Income 200.00
Interest on Notes Payable 150.00
Interest on Notes Receivable 50.00
Interest on Mortgage Payable 250.00
Income on Investments 50.00

George Ylhite, Capital 25,000.00
George White, Drawing 200.00

$87,360.00 $87,300.00

The following facts must be given consideration before preparing
financial statement s:

(1) Merchandise on hand 12-31-25, $12,000.
(2) The sales clerks are owed two weeks* wages, $200.
(3) The truck driver*s salary of $100 for December is unpaid.
(4) The Buying and Receiving clerks are owed $200.
(5) The bookkeeper’s salary of $100 for December is unpaid.
(6) There is an unpaid freight bill of $20.
(7) A bill of $50 for repairs on the truck is unpaid.
(8) A carpenter is owed $30 for repairing the roof.
(9) There is $20 interest accrued on Notes Payable and $50 on Notes

Receivable.
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Exercis© 40 (page 2)

(10) There is $50 income accrued on investments.
(11) There is $50 interest accrued on the mortgage.
(12) Two months' rent at $50 per month has not been received.
(13) Depreciation is to be allowed: On buildings 3%i office equipment

5%; store fixtures 5%; delivery equipment 20$.
(14) Allow an amount equal to 1% of the sales for doubtful accounts.

Required: 1. Working Sheet.
2. Adjusting Entries.
3. Profit and Loss Statement.
4. Balance Sheet.
5. Closing Entries.
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Exercise 41
(page 1)

J. H. Lewis
Trial Balance

January 31, 1925

Cash $ 7,000.00
Accounts Receivable 25,000.00
Notes Receivable 5,000.00
Inventory January 1, 1925 44,000.00
Office Equipment 3,000.00
Store Fixtures 8,000.00
Delivery Equipment 1,500.00
Investments 5,000.00
Prepaid Insurance 250.00

Accounts Payable $ 10,000.00
Notes Payable 6,000.00
J. H. Lewis, Capital 80,000.00
J. H. Lewis, Drawing 500.00
Purchases 18,000.00
Purchases Returns 400.00

Sales 25,500.00
Sales Returns 500.00
Sales Discount 300.00
Purchases Discount 230.00

Salesmen*s Salaries 2,000.00
Office Salaries 600.00
Driver*s Salary 300.00
Truck Repairs 20.00
Janitorial Expense 70.00
Water and Lights 25.00

Telephone and Telegraph 15.00
Fuel Expense 50.00

Advertising Expense 300.00

Traveling Expense 220.00

Stationery and Supplies 30.00
Rent Expense 100.00
Gas and Oil 40.00

Freight In 300.00
Interest on Notes Receivable 20.00
Interest on Notes Payable 30.00

$122,150.00 $122,150.00

Adjustments should be made for the following:

(1) Merchandise on hand $42,000.
(2) Interest had accrued on Notes Receivable $10j on Notes Payable $15.
(3) The salesmen are owed 3 days* salary $200.
(4) There is a repair bill on a truck unpaid $40.
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Exercise 41 (page 2)

(5) One-half month1 s rent is unpaid $100.
(6) There is income accrued on investments $25.
(7) Insurance has expired, $40.
(8) There is an advertising bill of $50 unpaid.
(9) Advertising matter on hand is worth $70.

(10) There is fuel on hand worth $15.
(11) There is stationery and supplies on hand worth $10.
(12) Allow an amount equal to 1% of the sales for bad debts.
(13) Allow 20;% depreciation on delivery equipment; 1Ofo on Store Fixtures;

and 5% on Office Equipment.
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Exercise 42 (page 1)

H. J. Johnson
Trial Balance

December 31, 1926.

Cash $ 9,000.00
Accounts Receivable 30,000.00
Reserve for doubtful accounts § 1,000.00
Acceptances Receivable 3,500.00
Rotes Receivable 7,000.00
Inventory 1-1-26 70,000.00
Acceptances Payable 2,000.00
Accounts Payable 20,000.00
Notes Payable 10,000.00
Notes Receivable Discounted 1,000.00
Advances to Salesmen 500.00
Mortgages Payable 10,000.00
Investments 20,000.00
Interest Prepaid on Notes Payable 200.00
Prepaid Insurance 600.00
Land 20,000.00
Buildings 30,000.00
Reserve for Depreciation of Buildings 1,200.00
Store Fixtures 3,000.00
Reserve for Depreciation of Store Fixtures 300.00
Office Equipment 1,000.00
Reserve for Depreciation of Office Equipment 100.00
Delivery Equipment 2,000.00
Reserve for Depreciation of Delivery Equipment 800.00
Purchases 200,000.00
Sales 300,000.00
Purchases returns and allowances 1,000.00
Sales returns and allowances 2,000.00
Salaries and Wages (Buying and Receiving) 5,600.00
Stationery and Supplies (Buying and Receiving) 280.00
Salaries and Wages (Selling Expense) 20,000.00
Stationery and Supplies (Selling Expense) 250.00

Advertising 2,000.00
Traveling Expenses 3,000.00
Freight Outward 500.00
Salaries and Wages (G. A. Expense) 7,500.00
Stationery and Supplies (G. A. Expense) 600.00
Telephones and Telegrams 200.00
Freight Inward 3,000.00
Heat and Light 600.00
Building Repairs 300.00
Garage Rent 120.00
Drivers' Salaries 2,200.00
Truck Repairs 200.00

Carried forward to page 2 445,150.00 347,400.00
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Exercise 42 (page 2)

H. J. Johnson
Trial Balance (Continued)

December 31, 1926.

Brought forward from page 1 445,150.00 347,400.00
Gasoline and Oil 300.00
Interest on Notes Receivable 260.00
Discount on Notes Receivable 50.00
Interest on Notes Payable 300.00
Rent Income 700.00
Discount on Sales 3,000.00
Discount on Purchases 1,440.00
H. J. Johnson, Capital 100,000.00
H. J. Johnson, Drawing 1,000.00

$449,800.00 $449,800.00

Before closing the books and preparing financial statements consid¬
eration should be given to the following:

1. Merchandise on hand 12-31-26 was $50,000.00.
2. Expenses which have not been recorded or paid:

Salesmens’ Salaries $1,000.00
Bookkeepers' and Stenographer*s Salaries 300.00
Truck Drivers* Salaries 200.00
Light Bills 10.00
Coal Bills 40.00
Repair Bill on Truck 100.00
Freight Bill 200.00
Interest has accrued on Notes Payable 120.00
Interest has accrued on Mortgage Payable 300.00

3. Income accrued but not due:
Four months* income on investments 400.00
Two months' rent on one room leased for
office purposes 100,00
Interest on Notes Receivable to the amount of 60.00

4. Income Prepaid:
A room was leased on November 1 for 4 months at $50 per month for a
news stand, the party paying the rent in advance, which was credited
to rent income.
The interest on one Notes Receivable of $2,000.00 bearing 6%, due in
6 months was received on December 1st.

5. Expenses prepaid are as follows:
On October 1 the garage rent at $10 per month was paid one year in
advance.
On October 1 $5000.00 was borrowed at the bank for six months at

and the interest prepaid.
During the year, $200 Insurance on Stock has expired and $100
Insurance on the buildings.
There is advertising matter on hand worth $200.
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Exercise 42 (page 3)

5. Expenses prepaid (continued):
There is Fuel on hand worth $100.
Traveling salesmen report $200 of the advances not used.

6. Depreciation for the year:
Buildings 2%
Store Fixtures 5%
Office Equipment 5%
De livery Equipment 20/2

7. Miscellaneous Items :

(a) Freight Outward was charged by mistake to Freight In to the
amount of $100.00.

(b) Add to Reserve for Loss on Doubtful Accounts an amount equal
to 1% of the Accounts Receivable.

Required: 1. Working Sheet.
2. Adjusting Entries.
3. Profit and Loss Statement.
4. Balance Sheet.
5. Closing Entries.
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Exercise 43 (page 1)

J. S. Snow
Trial Balance

December 31, 1926

Land $
Buildings
Reserve for Depreciation of Buildings
Office Equipment
Reserve for Depreciation of Office Equipment
Store Fixtures
Reserve for Depreciation of Store Fixtures
Delivery Equipment
Reserve for Depreciation of Delivery Equipment
Gash
Accounts Receivable
Reserve for Bad Debts
Notes Receivable
Notes Receivable Discounted

Inventory 1-1-26
Investments (5% Municipal Bonds)
Accounts Payable
Notes Payable
Mortgage Payable
Advertising Matter on hand
Stamps and Stationery on hand
Office Supplies on hand
Gasoline on hand

Prepaid Insurance
Interest Prepaid on Notes Payable
Interest Prepaid on Notes Receivable
Prepaid Rent Receivable
Prepaid Rent Payable
J, S. Snow, Capital
J, S. Snow, Drawing
J. S. Snow, Salary
General Administrative Expense
Selling Expense
Shipping and Delivery Expense
Buying and Receiving Expense
Interest on Notes Payable
Interest on Mortgage Payable
Discount on Notes Receivable
Rent Income
Interest on Notes Receivable
Income on Investments
Freight In
Purchases
Purchases Returns and Allowances

Carried forward to page 2 $

5,000.00
50,000.00

1,000.00

5,000.00

2,500.00

3,500.00
16,000.00

2,500.00

35,000.00
8,000.00

500.00
100.00
100.00
300.00
960.00
30.00

120.00

2,100.00

4,500.00
10,000.00
3,000.00
2,000.00

50.00
200.00
20.00

2,000.00
120,000.00

274,480.00

$ 1,000.00

100.00

250.00

500.00

500.00

1,000.00

20,000.00
4,000.00

10,000.00

60.00
300.00

82,000.00

700.00

250.00
20.00

300.00

1,000.00
0120,980.00
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Exercise 43 (page 2)

J. S. Snow
Trial Balance (Continued)

December 31, 1926

Brought forward from page 1
Sales
Sales Returns and Allowances
Purchase Discount
Sales Discount

$274,480.00 $120,980.00
156,000.00

1,500.00
2,000.00

3,000.00
$278,980.00 $278,980.00

Before preparing financial statements consideration should be given
to the following:

1. The merchandise on hand is valued at $34,000.00.
2. Of the Notes Receivable one note of $1,000 was received on July 1st

and one year*s interest was received in advance,
3. One note of $500 bearing 8% interest was received October 1.
4. The firm borrowed $1,000 from the First Rational Bank on November 1

for six months at 6% and prepaid the interest.
5. A note of $3,000 bearing Q% was given on September 1.
6. A note of $1,000 signed by John Smith, dated September 1, due on

March 1, was discounted at the bank November 1. Discount was figured
at 6%,

7. Snow made a temporary loan to the firm on September 1st. He is to be
allowed Q% for the use of the money loaned.

8. Two rooms are rented for office purposes at $50 per month. One tenant
took possession November 1 and paid 6 months in advance. The rent on
the other room is paid to December 1.

9. The firm rents a garage at $10 per month. On August 1, the rent was
paid one year in advance.

10. The interest on the Mortgage was paid on May 1.
11. The securities owned are 5% bonds. The interest is received each

year on April 1 and October 1.
12. There is advertising matter on hand valued at $100.00.
13. There are stamps and stationery worth $30.00.
14. Office supplies are worth $20.00.
15. Gasoline is purchased in quantities. There are 100 gallons on hand

worth 20^ per gallon.
16. On January 1, 1925, the Building was insured for 3 years, the premium

being $600.00.
At the same time the office equipment and store fixtures were insured
for 3 years, the premium on the office equipment being $30 and $120
on the store fixtures.
The stock of goods was insured on October 1 for one year, the premium
being $400.
The delivery equipment was insured on September 1 for one year, the
premium being $60.
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Exercise 43 (page 3)

17. The bookkeeper*s salary of $100 for December is unpaid.
18. There is a repair bill on a truck of $50 unpaid.
19. It is estimated that the taxes for the year will be $1,200,
20. The estimated depreciation of the buildings for the period is 2%

of cost; of the office equipment 10%i of the store fixtures 5%;
and of the delivery equipment 20%.

21. Increase the reserve for bad debts by an amount equal to 1% of the
Accounts Receivable.

Required: 1. Working Sheet.
2. Adjusting Entries.
3. Profit and Loss Statement.
4. Balance Sheet.
5. Closing entries.
6. Calculate percentages of profit and expenses;

calculate turnover.
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Exercise 44

PRACTICE SET II - REVIEW

The books of original entry used in this problem will consist of
a Journal, Cash book, Purchases book, and Sales book. These books should
be designed on sheets of plain journal paper as follows:

Journal with four columns: General Debit, Accounts Payable Debit,
General Credit, and Accounts Receivable Credit.

Sales Journal, one column.
Purchases Journal, one column.
Cash Receipts with columns: General, Cash Sales, Accounts Receiv¬

able, Discounts on Sales, Cash.
Cash Disbursements with columns: General, Accounts Payable, Dis¬

counts on Purchases, Cash.

All accounts used should be reviewed and special care should be
taken in the classification of debits and credits.

The accounts to be kept in the general ledger are as follows: (Three
accounts on a page)

Cash; Accounts Receivable; Notes Receivable; Inventory; Office
Equipment; Store Fixtures; Land; Building; Accounts Payable; Notes
Payable; Mortgages Payable; Joe Green, Capital; Joe Green, Personal;
Sales; Sales Returns and Allowances; Purchases; Purchases Returns and
Allowances; Freight, Express, and Cartage In; Sales Discount; Purchase
Discount; Advertising; Office Salaries; Salesmen’s Salaries; Miscellan¬
eous Office Expense; Interest Expense; Rent Expense; Freight and Cartage
Out; Telephone and Telegraph; Interest Income; Rent Income; C. G. Y/hite,
Vendor; A. B. Miller, Vendor.

Accounts to be kept in the subsidiary ledger (three accounts to a
page) are as follows:

Customers: R. C. Roberts, J. B. Echols, C. M. Stohl, L. M. Turner,
Arthur Morrison, A. B. Jackson, C. K. Jones, Richards & Hunt.

Creditors: Davis & Watts, K. G. Elliot and Company, M. B. Short,
F. G. Allison, Roger ‘Williams, H. L. Bates, City News Bureau.

Nov. 1. Joe Green has been engaged in a wholesale business at 18 W.
Main Street. He asks that you open a set of books for him as
of November 1, 19 . His assets and liabilities are as
follows: Cash, $918.54; Office Equipment, $876.45; Store
Fixtures, $539.12; merchandise inventory, $6878.11; due from
R. C. Roberts, $389.16; due from C. M. Stohl, $518.10; a 30-
day 5% interest bearing note, dated October 17 for $750.00
(it is signed by L. M. Turner); due to K. G. Elliot & Co.,
$319.48; and a one-month 6% interest bearing note dated Oct.
28 for $550 (it is in favor of R. G. Hough.)
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Nov. 2.

3.

4.

5.

7.

8.
8.
8.

9.

10.

11.

12.

14.
14.

15.
15.

16.

17.

17.

17.

18.

18.

18.

PRACTICE SET II (page 2)

Receives an invoice for |718.47 dated October 28 from M. B.
Short, terms 2/l0, n/30.
Sells merchandise to J. B. Echols, on account, $348.40, sales
ticket #1.
M. B. Short makes an allowance for $12.20 for defective goods
in invoice of October 28.
Purchases an invoice of F. G. Allison, $379.62, terms subject
to draft in 10 days from November 8.
Makes a sale to L. M. Turner, $412.72, and pays $8.90 freight
which is to be charged to Mr. Turner. Sales ticket #2, terms
2/10, n/30.
Pays rent for November to H. K. Wade, $120.00.
Sends M. B. Short a check in full of account.
Makes an allowance to J. B. Echols on goods sold him on the
3rd, $8.15.
Sells Arthur Morrison, on account, merchandise as per sales
ticket #3, $391.16.
Purchases an invoice dated November 9, of Davis & Watts, terms
2/l0, n/30, $568.27. Freight amounting to $28.62 has been
paid by them and is charged on the invoice, (it is not in-
cluded in the $568.27.)
Makes a sale to R. C. Roberts, on account, $281.16, sales
ticket $4.
Receives a credit bill from Davis & Watts. They make an allow¬
ance of $12.50 on invoice dated November 9.
Receives a check for $100 from Arthur Morrison, on account.
Sells merchandise to C. M. Stohl, on account, for $158.27, sales
ticket #5.
Cash sales to date $1284.67.
Pays the following by cheek: office salaries $118.40; sales¬
men' s salaries $180; and the bill of the City Supply Co. for
sundry office supplies, $8.62.
Receives a check for $253.75 and a new 60-day note for $500
from L. M. Turner in payment of his note and interest due today,
Purchases merchandise of K. G. Elliott & Co., on account,
$297.12. Invoice is dated November 15.
Gives C. M. Stohl credit for $7,50 for damaged goods sold him on
the 14th.
Receives check from L. M. Turner in payment of net amount due,
on open account.
Mr. Green purchases from C. G. White a business similar to that
which he is conducting. He buys in the store fixtures at $346,
the office equipment at $270, and the merchandise inventory at
$3600. (Debit Inventory account for the $3600.) In payment he
gives his 60-day 6% note for $1500 and a check for the balance.
In order to have money to settle accounts promptly he borrows
$1500 from the Smith National Bank on his 60-day note. He pays
the interest (6%) on this note in advance.
Accepts a ten-day sight draft drawn by F. G. Allison, in payment
of invoice entered November 5. (Credit Notes Payable.)
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30.
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30.
30.

30.

PRACTICE SET II (page 3)

Sends a check to Davis & Watts for the net amount due.
Sells merchandise to R. C. Roberts, on account, $116.20.
Sales ticket $6.
Makes R. C. Roberts an allowance of $18.45 because of damaged
goods included in goods sold November 19.
Sells goods to L. M. Turner, on account, $216.50, terms 2/l0,
n/30. Sales ticket #7.
Cash sales to date $992.10.
L. M. Turner returns goods sold him for $28.62 and receives
credit on them.
K. G. Elliott & Co. make an allowance of $17.64 on invoice en-
tered November 17.
Purchases an invoice, dated the 23rd, from Davis & Watts,
$684.15, terms 2/l0, n/30.
Purchases an invoice of goods from James C. ’White and Son for
$79.16, paying cash for same.
Receives from Davis & Watts a credit memorandum for $5.12,
allowance on invoice entered on the 25th.
Gives R. G. Hough a check in payment of note and interest due
him today.
Makes a sale on account to A. B. Jackson $410.56. Sales ticket
#8.
Gives First National Bank a check in payment of draft accepted
on the 18th.
Gives A. B. Jackson an allowance of $4.60 because of damaged
goods.
Receives a check from R. C. Roberts in full of bill sold on the
11th and a check from C. M. Stohl in full of account.
Cash sales to date $990.00.
Enters the bill of the City News Bureau for advertising,
$136.74. It will be paid next week.
Paid the following in cash: office salaries $120; salesmen's
salaries $210; sundry freight bills on merchandise purchased
$197.47; bill of the People's Telephone and Telegraph Co. $12.72;
and other miscellaneous office expenses $16.61.

Complete the posting of the November work, including the totals of
the special journals, and rule the journals.

Check (r) the posting in both the journals and ledger to see if they
have been correctly made. It is assumed that folio numbers have been used.

Take a trial balance as of November 30.

Enter the transactions for December in the same books that were used
during the preceding month. It is suggested that each book be started
directly under the work of the preceding month.
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PRACTICE SET II - (page 4)

1. Receives a check from L. M. Turner in full of account.
2. Purchases from F. G. Allison an invoice, dated November 30,

$567.29, terms n/30.
3. Sends Davis & Watts a check to pay the balance due.
5. Purchases an invoice from Roger Williams, $789.76, terms

3/10, n/30.
The invoice is dated December 3.

6. Receives a check from J. B. Echols in payment of balance due
December 1.

6. Sells C. M. Stohl merchandise as per sales ticket #9, $486.29,
terms 2/lO, n/30.

7. Green draws out of the business, cash $150, for personal use.
9. Receives a letter from C. M. Stohl stating that the freight

on the goods they purchased on the 6th was paid by them and
charged to us. Make entry giving them credit for the freight,
$35.42. (Debit Freight and Cartage Out).

9. Pays H. K. Yvade $120 for rent of store.
10. Purchases from M. B. Short an invoice of $981.69, terms 2/l0,

n/30, date of December 8.
12. Receives from Arthur Morrison, on account, a check for $60,

and a 30-day note for $150 signed by W. C. McClure. The note
is dated November 22, and is endorsed by Mr. Morrison.

12. Needing more room for the business, Mr. Green purchases from
A. B. Miller the lot and building at 12 W. Main Street. The
lot is worth $2600 and the building is valued at $6000. He
gives in payment the note which he received from L. M. Turner
(Mr. Miller takes it at face value), his own 30-day 6% note
for $750, a 6% purchase money mortgage, for $5500, and a
check for the balance.

12. Borrows $2000 from the First National Bank on his 30-day
note. Gives a check for $10 to pay the interest on the whole.

12, Pays $48.75 freight on merchandise purchased from M. B. Short,
Since the freight should have been prepaid, he charges the
freight to Short's account.

13, Sends a check to Roger Williams in full of account.
14, Sells C. K. Jones, on account, merchandise as per sales ticket

#10, $429.64.
14. Sublets to H. G. Evans the store building at 18 W. Main Street,

receiving $60 cash for the remainder of the month.
15. Cash sales to date, $2,184.76.
15. Pays the following in cash: office salaries $150; salesmen*s

salaries, $250; sundry freight bills on merchandise purchased,
$118.43.

16. Receives a check from C. M. Stohl in full of account.
17. Sells merchandise to L. M. Turner on account, $489.79, sales

ticket #11.
18. Sells merchandise to Robert Hunt, for cash, $129.16.
18. Sends a check to M. B. Short in full of account.
19. Sends the City News Bureau a check in full of account.
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PRACTICE SET II (page 5)
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Purchases an invoice, dated the 19th, from Davis & Watts,
$1529.62, on account.
Makes a sale to Richards & Hunt, on account, $389.27, sales
ticket $12.
Purchases a new cash register from the National Cash Register
Company, paying $450 cash.
Receives a check for $389.16 from R. C. Roberts in full of
balance due November 1.
Receives and enters an invoice purchased from H. L. Bates, on
account $729.68, dated December 22.
Receives a check from A. B. Jackson in full of account.
Sells merchandise to R. C. Roberts, on account, $487.27, sales
ticket $13.
Sends K. G. Elliott & Company a check in full of balance due
on invoice entered November 17.
Gives the City Stationery and Supply Company a check for $23.13
for sundry office supplies purchased during the month.
R. C. Roberts returns for credit merchandise sold him on the
27th, $28.48.
Cash sales to date $2217.49.
Pays the following by check: office salaries, $160; salesmen's
salaries $260; bill of the Peoples Telephone and Telegraph
Company, $11.16; advertising bill, $228.72; freight bills on
merchandise purchased, $107.60.

Foot and rule the books of original entry.

Complete the posting of the December work.

Check (S) the posting in both the journals and the ledger.

Take a trial balance as of December 31.

Make the necessary adjustments for accrued interest income, accrued
interest expense, and prepaid interest expense. Office supplies on hand,
$25; advertising matter on hand, $125; inventory of salable merchandise
on hand, $8367.92.

Make Balance Sheet and Profit and Loss Statement.

Close the ledger by the journal entry method

Take a post-closing trial balance.
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