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PREFACE TO THE SECOND EDITION. 
The whole book has been revised and thoroughly over¬ 

hauled on most modern ideas. The Indian requirements both 

<<f practical Accountancy and Accountancy Law have been 

particularly considered and added in great detail. Indian 

.income Tax Practice1 and Law have received a special treat¬ 

ment in a separate ('hapier and the ('hapter on Post Accounts 

and Miscellaneous Accounts added. Auditing and Account¬ 

ancy Law are dealt with in form of easy notes in Appendix A, 

whereas Ap{>endix B embraces Examination Papers, in extenso, 

by University and Professional Boards. Each ('hapter is 

followed by a series of graded exercises to lx* worked in 

addition to nearly ^00 questions in Appendix (\ All through¬ 

out the special incident* of Account Keeping are liberally 

illustrated with model examples and solutions with explanation 

which is both easy in language and technic. These elaborate 

additions and alteration^ have considerably increased the size 

of the volume which runs up to nearly nine hundred pages. 

The requirements of the Syllabuses of loth Indian and 

English Examination* by tin* Universities as well as Profes¬ 

sional Boards have been particularly kept in view in connection 

with tie* revision of thi> work. 

Mv thanks are due to Mr. J. ('. Cornelius, F.S.A.A., In¬ 

corporated 

Professo 

foiorpnn 

countnnc^ 

valuable a - 

nowledgnv 

F.I.S.A., a 

tboy of this 

itbr' Miscclln 

moral assi* 

’ Index, ett 
ptkVAr\* Cor 

Bombay, In 

ountant (London) and a former Accountancy 

£ College and to Mr. Dorah H. Davar, A.S.A.A.. 

untant (London), the present Senior Ac- 

r as well as ex-pupil of this College, for 

ondered in preparation of this work. Ack- 

[> due to Mr. I). C. Saiaria. L.A.A., 

*r of long experience as well as an old 

valuable work done in connection with 

ell as (’ost Accounts Chapters and the 

ered in connection with the preparation 

SOHRAB H. LHVA'R. 





PREFACE TO THE FIRST EDITION. 

In the following pages I have tried to deal with the 

subject in its advanced stage in a style most easy to the 

Indian student of Accountancy, studying for the Exami¬ 

nations by the Professional Examination Boards of England as 

well as for the London Uhntnber of Commerce, the Account¬ 

ancy Diploma Board, the University Socialized Accountancy 

Examination Degrees, <kc. My aim has been to follow 

the generally accepted teaching and for that purpose I have 

made use of my long experience both as a teacher of commer¬ 

cial subjects and as an old practitioner, who, though no longer 

a Practicing Accountant, has kept himself in close touch with 

his subject ever since his call to the Bar. A combination of 

accountancy and legal training, added to the successful 

teaching experience of sixteen years, is my apology for placing 

this work Indore the commercial public. 

Besides dealing with English law and practice. 1 have 

exhaustively dealt with tlu* Indian legal and professional 

principles and by appending a sejmrate chapter on auditing 

on each of the important branches of accountancy, I have 

attempted to make this work a useful guide in auditing also. 

That branch of mercantile law which an accountancy student 

must particularly master, l>oth for his examinations and 

practice, has been dealt with in a style which I trust would 

be found easy by the Indian student. The illustrations on 

various accountancy problems have been specially framed with 

% view to explain the principles as clearly as possible. A 

jprge number of examination questions from the various 



PREFACE. 

papers set by the Institute of Chartered Accountants, London; 

the Society of Accountants and Auditors, London ; the 

Chartered Institute of Secretaries, London ; the Incorporated 

Secretaries’ Association. London ; the Central Association of 

Accountants, London ; the London Chamber of Commerce; 

the National Union of Teachers, London ; the Midland 

Counties Union of Institutes, Birmingham ; the Koyal 

Society of Arts, Manufacture and Commerce, London, &e., 

Ac., are also included and in some eases actually solved to 

guide the student as to how they are to 1h* dealt with. 

While dealing with L>th tin* theoretical and practical 

sides of accountancy I have mainly thought of the students 

and practitioners in India who it is hoped may find this work 

useful and easy to follow. Many points of importance and 

of interest to the profession here, which are not to be 

found in English publications are treated at some length. 

My thanks are due to my students Mr. V. B. Clthuyu, 

Mr. Vasu Leva Kao, B. A., and Mr. Mohamed Hamid Ali, 

as well as to my assistant Mr. II. d. I last ui, B. A., for 

material assistance given to me in the preparation of the 

index, the correction of proofs and the solution of exercises. 

Davar’b College of Commerce, 

Law Ann Banking. 

J3omftayf 13th October 1916. } 
SOHRAB R. DAV 
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SOME REVIEWS AND OPINIONS ON 

PROF. DAVAR’S BOOKS. 

capital s Calcutta. 17th October 1919— 

"Mr. Sohrab R. Davar, the brilliant and versatile Parsi Barrister- 

at-Law, who founded and made a success of Davar's College of Com¬ 

merce. Law and Hanking at Bombay, has crystalised his experience as a 

teacher and operator in a book he calls Bust ness Organisation. In his 

modest preface he tells us that * the book is particularly meant to be a 

student’s book, though incidentally it is hoped thit an intelligent business¬ 

man anxious to learn all he can about the complicated machinery 

of the commercial world during his leisure hours, may also find pleasing 

recreation within its pages.* Wc are sure that such a seeker of light 

will find something more than recreation, namely substantial profits. In 

the present company-promoting boom in Bombay. Mr. Davar's chapter 

on 'Company Work and Practice.' will be found most useful to the 

investor, even to the speculator. In existing circumstances it is the most 

arresting portion of the work, but the other chapters are just as lucid 

and comprehensive.'' 

Lata Principal Percy Ansty, B. 8c. fhtvnomies h 

ot the Sydenham College of Commerce : 6th May, 1919 

*' As for the contents of your book you already know how verv highly 

I think of them, and how proud I am to have the work dedicated to 

me in such exceedingly kind term*. It will always be a source of 

genuine gratification to me that an important treatise of this kind should 

have originated in a course of lectures at my College which I had 

the good luck to suggest to you. You hive indeed, acquitted \ourself 

of the ta*k entrusted to you in a manner which exceeds all mv cxpccta 

lions, great though they have, of course, always been. Your book is. I 

believe, Ihc first of its type in India, and I imagine, it is destined to be 

recognised as auihontativc and to remain for many a long day hors dc 

The Hindu (Madras). 
While reviewing the Elements of Indian Mercantile Law, sa\s : — 

'The object of this bob is to furnish students of Commerce and 

Accountancy as well as BuMncssnun and Professional Accountants with a 

hand*book in which the various branches of Uv with which they should 

be acquainted is dealt with in as simple, non technical and bncf a st\lc 

as possible. Prof. Davar’s work in the field of commercial education is 

too well-known to need mention. Besides, he is a Bamster-at law. 

Thus a not ver\ common combination of the exact idea of the require¬ 

ments of the businessman and legal knowledge has enabled Prof. Davar 

to write a hand-book of Mercantile Law which is at once accurate and 

acceptable to the mercantile public. The texts of the Indian Contract 

Act of 1872, and the Indian Companies Act 1913, have been given owing 
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to their supreme importance, while the Law relating to partnerships, 

negotiable instruments, shipping mortgages, limitation, stamp, etc , is 
treated in separate chapters, the sections, Acts and the leading cases 

having been freely cited for convenience of reference* The book is in 

use in the Sydenham and Davar's Colleges of Commerce. Wc have no 

doubt it will be of great use to Indian businessmen and students. 

Alfred Mixon, Esq., F. C. A., F. 8* A* A., (Author of a lar^c 

number oi standard text-books on Accountancy Cr Commerce) Principal of the 

Manchester Municipal School of Comment' :— 

*' I am in receipt of your book on Higher Accounting. I cannot ima¬ 

gine a better book written for the use of Indian Accountants and Busi- 

nessmen. The problems discussed are most illuminating.'* 

W. Turner Green, Esqr., F. C. A. (Chartered Accountant, and 

the Senior Partner of Messrs. Kergusson A Co., in Bombay). 

'* I keep it flndian Mercantile Law) and your book on Higher 

Accounting with Auditing Notes on my tabic for ready reference.'* 

Sir 8. B. Bllllmorla, Kt. [One of the mo^t Prominent Bombay 

Accountants anti one of the Auditors of the Bank of Bomhay\. 

" You seem to have handled the subject with great ease and precision. 

The chapter on Indian Income Tax is illuminating. I have no doubl the 

book will be found useful in an Accountants library as well as to the 

students of Accountancy.“ 

O. F. Mulla, Esq., M.A., LLB., Advocate, High Court, 
[Author of Malta s Ci id Promlure Code tind numerous other prominent 

Legal Publications.) 

M I have to thank you for the copy of your excellent book on Higher 
Accountancy and to congratulate you on producing a work which a 
layman can follow without any dithcully. I mean to use it to day in a 
case before the Commissioner if it becomes necessary to do so." 

Principal Percy Anety, B. 8c. (London) of the Sydenham 
College of Commerce. 

It seems to be most admirably arranged, and—coming from one 
with your great experience, acuteness and knowledge—will no doubt 
prove a most valuable help to students/* 

Late Sir Asutosh Mukerjl (Ex-Vue Chancellor of the Calcutta 
University 

** I am not an expert in this lint and cannot venture to pronounce an 
opinion opo.i the merits of technical books brought out by a scholar of 
your distiiudon; but on looking into the books they strike me as 
extremely well-written, lucid and concise. 

H. Manjundayyer, Esq*, M. A* M. L. (Vm-Chancellor of the 
Mysore University.) 

From the perusal of the contents, I see that they must be of very 
great use to students and businessmen, especialIv on account of the new 
interest in commercial subjects/1 



SOME REVIEWS A OPINION ON PROP. DAVAR’S 

COMPANY LAW (2nd Edn.) 

Prof. B. N. ChatterJI, Head of the department of Economics & 

Lecturer on Mercantile Law. Faculty of Commerce. Lucknow University. 

"I have gone through the Book and I have much pleasure in stating 

that it will admirably biiit the requirements of B. Com. and G. D. A' 

students, who require a compact and handy book. 1 will certainly recom¬ 

mend it to ray Students.*’ 

F. J. Coltman Esq., Barrister-at-Law, 
High Court, BOMBAY. 

"It is most useful for ready reference,'* 

Prof. B. N Das Gupta, Dean, 
Faculty of Commerce, 

Lucknow University, LUCKNOW. 

"This edition is particularly useful to the students and to us as well. 

The additions that have been made in this volume do enhance the value of 

the book considerably. Every now and then I go through it and I find it 

is an excellent handbook. 1 hr. ve requisitioned it for the library and 

recommended it to the students * 

Prof. C. R. Reddy, Dean, 
AMjJIKA Univfrsity. 

ItK/WADA. 

".which I am sure is a most valuable publication Though I am 

no specialist in the subject, I think it is a very exhaustive and Interesting 

treatise. It is very good of you to have remembered me in this connection 

and I take this opportunity to thank you for the various ways m which 

you arc helping young Andra University in these, the initial states of its 

organisatfon." 

The Hon. Mr. Justice R. 8. Rangnokar, 
High Court, Bombay. 

"I am sure I shall find it useful whilst dealing with Company 

Law Cases." 

Ths Hon. Krlshnalal M. Jhavorl 
Chief Judge, Small Causes Court, Bombay, 

"You have treated this somewhat complicated system of law very 

lucidly in the small compass at your disposal. The fact that it has now 

reached a second edition is itself a proof of its utility." 

Tho Hon, Mr. Juatloo J. D. Davar 
High Court. Bombay, 

"It is a very handy sire for one thing, and it is an advantage to have a 

publication where the cases arc noted up-to date." 



IV 

The Bombay Law (Journal, October 1927— 
14 This is a welt thought oat, well arranged well written and reliable 

book on this branch of the law. 

'•The present edition has been thoroughly revised and enlarged to 

more than double its original size. It is recognised by Government and 

recommended by several Universities to its B. Comm, and Accountancy 

students. It wilt also serve as a handy book of reference for legal 

practitioners.'* 

The “Associated Accountant", December 1927 

** We welcome this up-to-date issue which should be of very great 

interest to those who arc connected with Indian finance and to those who 

are studying for the Accountancy Examinations in India,. 

"We congratulate Mr. Davar on the "get-up " of his book, which is 

very well printed and contains a very complete Table of Cases and is 

particularly well indexed. *' 

The Bombay Chronicle, November 1927. 

"The book under review is the second and enlarged edition of his 

book on the Company Law. The book will prove very useful to those for 

whom it is meant and also to the 2nd LL. M. students and to the general 

legal practitioner for a rough and ready reference. To the Officers of 

Limited Companies it is indispensable. This edition appears to be thorough¬ 

ly revised and brought up-to date and bespeaks very highly of the authors* 

thorough mystery and grasp of the subject " 

The Bombay Law Reporter, January 1928. 

'The Indian Companies Act now figures in the syllabus of law studies 

# of Indian Universities and of examinations in Commerce held in different 

parts of India. 

The needs of both these classes have been admirably served by 

Principal Davar m this compact work. The elements of the Company Law 

together with important sidelights thrown on them by reported decisions. 

English and Indian, have been ably discussed in the first Hart which 

covers more than 300 pages. This Part furnishes not only an excellent 

summary of law and eases, but the racy style in which it is written is 

calculated to interest lay people in comprehending the essentials of the 

Company Law. The Indian Companies Act is set out in full in Hart II. 

Thus this Is a most useful and serviceable hand-book on the subject." 



ERRATA 

Page Indication For Read 

5 last but 7tb line and all debit balances and all credit balances 

6 last but 9th line Journal Props Journal Proper 

21 Assets Stock 23.000 Stock 2,300 

21 July 29th Paid to Ramrao & Co. Received from etc. 

21 Below the Exer¬ 

cise VI 

(omission) Extract a Trial Balance 

after journalising and 

posting the above 

22 Jan. 20 Sold for cash Sold for cash coffee 

22 Jan. 31 Value of Stock Value of Stock Rs. 1.500 

each for Tea & Coffee 

22 Below the Exer¬ 

cise VII 

(omission! Extract a Trial Balance 

after journalising and 

posting Ibo above 

37 Exercise III Carnage and Freight 

21,000 

Carriage & Freight 2000 

38 Ex. V Sundry debtors 18000 Sundry debtors. 14800 

Plant & Machinery 20000 Plant & Machinery 2000 

Creditors 15000 Creditors 36200 

40 Ex. vn Office Salary 9670 Office Salary 9760 

50 Une 3 To H. R. 1010 To B. R. 1000 

56 A/s Net Proceeds 777-10-0 net proceeds 7772-10 

57 line 2 £ 4870-12 / 4872-10 

* 68 Ex. 1 Entry (4) (omission) add for Rs 1000 

72 Line 16 Walsh Bcjanji 

72 Line 19 aflti renewed Read Bill 

74 Ex. XII line 5 on an 

74 „ line 6 at £ 17250 tons For £ 17250 

74 ,, line 6 at 4 16-10-0 omit this 

74 „ line 8 cleaning Clearing 

74 M line 9 draft draft for the balance 



Pace Indication For Read 

74 Ex, XII line 11 sale rate 

75 Feb. 26 omit Sugar after"Haridas” 

75 April 15 omit Sagar after "and Son" 

82 last bat 1st line Rs. 30 Rs. 80 

86 line 20 para 2 j unequally equally 

98 

?>ub para (a) 1 

line 6 bis is 

99 line 5 1924 1923 

100 line 1 1924 1925 

»• line 11 Es. IV Ex. V 

101 line 12 Ex V Ex VI 

101 line last but 

6th Equal Equivalent 

111 let a c. By A's Capital By B*s Cipi al 

116 PAL adj. a c Discounts 2220 Discounts 2200 

137 By 8 Cash 970 Cash 9070 

186 line 8 400 shares 300 Shares 

189 Liabilities tide 10,00. COO 10,00.000 

it 4,00,000 4.00 000 

*# Cash in arrear Calls in arrear 

211 last bat 3rd line Omit Capital 

236 Ex. 11 last item, 10,000 20,000 

244 B/S Xomtnal Capital 30,000 30000 

248 B S Preliminary Exp. 25000 2,500 

251 B/S {Xomtnal Capital) 1000 1000 shares of Rs. 50 

267 B/S 

•hares ol Rs. 100 each 
l.OO.COO 

Preliminary Exp. £406 

each 50,000 

£ 416 

269 B/S Under Mammal Capital omit tk$ words fully paid 

269 B/8 Creditors 4,00,000 40,000 

269 B/S Co* 1,500 15.000 



( iii ) 

Page Indication For Read 

270 1st B/S Cash 13.000 3,000 

270 2nd B/S Cash 30,000 3,000 

27 2 line 11 Begin a new Exercise IV 

274 Ex. VI B/s Issued Capital 75,000 
shares 

7,500 shares 

274 Ex* VI B S Cash at Bank 1,50,000 15,000 

273 last but 6th line Rs. 100 Rs. 1000 

283 First line insert in debit column 2750 

283 Second line insert in credit column 2750 

283 B/S C. Eton & Sons 350-12-0 350 1245 

308 line 13 Omit VI 

313 Credit Side C Dept Stock 1000 1,500 

344 Trial Balance Head Office 6870 Head Office 1530 

Cash at Bank 1530 Cash at Bank 6870 

344 Stock 3Jst Dec. Surat 
Branch Credit Column 
14680 Debit Column 14680 

349 line last but 2 1926. Prepare 1926, prepare 

349 Trial Balance Surat Branch Poona Branch 

Poona Branch Surat Branch 

394 line 3 Pages Page 403 

line 4 Pages Page 410 

line 3 Pages Page 410 

422 last line add Interest and dividends 
£2.23,535; Fines for- 
revival of Policies £358 

427 line 16 or and 

Page APPENDIX C. 

XXV Creditors Creditors 1*200 

xxix Debtors 6,000 6.2C0 

xxxi line 3 Interest and mortgage Interest on mortgage 

mi lino 26 Begin new Exercise 72(a) 

xlvi line 8 Bond Bonus 

Ixxiii line 2 £l3,647-12-10 £1,13.647-12-10 

Ixxviii T/B* Kent received etc. Place amount in credit 
column* 





HIGHER ACCOUNTING. 

CHAPTER I. 

Methods of Reoording Business Transactions. 

j Accountancy or Book-keeping is the art or system of 

reoording the transactions of a merchant in a set of books 

‘ with a view to giro him a proper and correct idea as to his 

| obligations and assets from time to time, and at the same time 

; to enable him to asoertain periodically his profit or loss. 

Thus a proper system ought to fulfil the following 

three objeots:— 

1. To keep a systematic permanent reeord of all 

bosiness transactions, 

2. To asoertain periodically the Profit or Loss, and 

3. To show dearly the financial position at a 

given moment of time by enabling the mer¬ 

chant to ascertain his total obligations and 

assets. 

All transactions are dealings between two persons or 

set of persons, the relationship of the one being that of a 

debtor and the other that of a creditor. The system of 

aooonnts which alma at reoording both the Debtor and 

Creditor aspeets of eaoh transaction ts called the Double 

Bntry System of Book-keeping, which is the only system 

now universally in use. 



s HIQHB& AOOOOMTIMd 

It has been agreed by custom that all debit aspect of 

transaetions should be entered on the left hand side and 

oredit aspects on the right hand side of the aooount. The 

former being preeeded by the preposition "To ” and the 

latter by " By. ** Records are kept strictly in order of date 

and the same has to be analysed under proper headings* 

Books whioh record transaotions in the order of .date 

are oalled "Journal*.” 

Books whioh record transactions in an analytioal 

form collecting them under convenient headings or 

" Accounts " are oalled " Lodgers.” 

Illustration: 

The following transaotions of Raman are to be reoord' 

ed in books of aooonnt. 
Rs. 

1. Raman boys Goods of Laxman • *• 100 

2. Raman sells Goods to Haridas *00 75 
3. Raman pays Laxman eee 100 
4. Cooper works as a olerk for one 

month .** ... .«• ••* 150 
5. Raman pays Cooper his olerk’s Salary. 150 

6. The Landlord allows the use of Pra¬ 

mtses for ... ... «•« se* 120 
7. Paid Landlord his rent *•• wee ISO 

8. Boys Furniture of Govind .» eee 250 

Journal Entries for the above transaetions* 

1. Raman (Goods) debtor ... 100 

To Laxman *0* eoo eo* 100 

(S. Haridas debtor #e* ees 75 



MSTHODS or BBOOBDIKQ BU8IHBSS TEAMBAOTIOV8. 3 

Bs. Bs. 

To Baman (Goods) ... eoe 75 
3. Laxman debtor ... • 0# 100 

To Baman (Cash) eoe 100 

4. Baman (Salaries) debtor oee 150 

To Cooper • •• 150 

5. Cooper debtor ... • •• 150 

To Baman (Cash) ... oee 150 

6. Baman (Bent) debtor ... oee 120 

To Landlord oee 120 

7. Landlord debtor ... oee 120 

To Baman (Cash) • ee 120 

8. Baman (Farnitare) debtor • •• 250 

To Gorind • ee 250 

Ledger. 

Raman * Account. 
To Laxman (Goods) 100 

To Cooper (Salaries) 150 

To Laodlord (Beni) 120 

To Gotind (Furnitore) 250 

By Haridas (Goods) 75 

By Laxman (Cash) 100 

By Cooper (Cash) 150 

By Landlord (Cash). 120 

To Cash 

To Goods 

To Cash 

To Cash 

Laxman* Atcount. 

100 | By Goods 

llarida** Account. 

75 | 

Cooper'* Account. 

150 | By Salaries 

Landlord'* Account. 

120 | By Beni 

100 

150 

120 
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GovincCt Account. 

| By Fnrnlinre 250 

Ail the above aooounts relate to persons and so are 

called Personal Aooounts. 

Raman, the trader whose transactions are being re* 

corded above naturally figures in all the journal entries so 

that in his acoount there is either a debit or a credit entry 

with reference to each of the above transactions. This 

shows that “Raman’s Account’* will be equal in bulk as 

well as total to all the other personal aooounts put to* 

geiher. Accountants have found it more convenient in 

practice to sub-divide Raman’s Personal ’ Acoount and 

substitute instead several impersonal headings, such as. 

Salaries, Rent, Cash, Furniture and so on as already 

indicated in the above illustration. 

Impersonal Aocoonts are divided into two classes t— 

1. Real accounts representing assets (e.g.t Furniture, Cash, 

etc.) and 2. Nominal accounts representing losses (e.jr.. 

Salaries, Rent, etc.) 

Personal Aoooants are those relating to persons 

such as the debtors and creditors of the firm. 

Impersonal Aoooants are those which do not relate to 
persons but to various impersonal headings snob as Goods, 

Bills Payable, Bills Receivable, Insurance, Salaries, etc. 

Real Aoooants are those accounts which deal with 
items which make up the assets of the firm suoh as Business 

Premises, Cash, Goods, Bills Receivable, eto. 

Homlnal Aoooants are accounts relating to expen* 

diture, profits and losses, such as. Expenses Account, Dis* 

count Account, Bales Account, etc. 
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The following diagram will illustrate the division. 

ACCOUNTS. 

I I 
Personal Impersonal 

I I 
iii i 

Debtors Creditors Real Nominal 

e.g.t Premises, e.g., Rent, 

Plant, Stock, Salaries, 

Cash, etc. Postages, 

Interest, etc. 

Rales as to debiting and 'crediting of these accounts 

are as follows :— 

1. In case of Personal Accounts they are to be 

debited for all they receive and credited for all they 

give. 

». Impersonal Real Aoeounts are to be dealt in 

a similar fashion, i.«., they are to be debited for all that 

is to be added to them and credited for all that is deducted 

or taken away from them. 

3. Impersonal Nominal Aooounts are debited for 

all losses and oredited for all profits. 

Generally all debit balances are either assets or 

losses and all debit balances are either liabilities oi 

profit*. 

Journal. 

Journal is a book whtoh is oompulsory in Continental 

couafties where Code Napolean prevails, and in its original 

forniwas used all over England, and is still used in India 

and pn the Continent, to record each1 and every entry of 
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debit end oredit before posting it into the Ledger. In 

other words there was a debit and a oredit for eaeh indivi- 

dual item. It would be easily seen that this system of 

journalising every item in form of debit and oredit has oat* 

lived itself in countries, where large number of transac¬ 

tions are effected. To-day in the gigantio business houses 

whioh have grown up in England they have sub-divided 

the journal into various other books, oalled subsidiary 

books, so as to oolleot together transactions suoh as oredit 

sales, oredit purchases, etc., with a view to minimise labour, 

both as to reoording the original entries and also posting 

them into the Ledger, and also with a view to make the 

record more easy for reference. In India, specially in 

business houses in Bombay, the practice followed is to use 

the various books of original reoord side by side with 

journal, and entries from these books of original reoord 

after being summarised are journalised and then posted 
into the Ledger. It would thus be seen that Journal in 

these oases acts as a medium between the original and 

final record books. 

The following are the ohief kinds of Journals In 

eommon use:— 

(a) Journal Proper is used for recording: 

1. Opening and dosing entries, 

2. Transfer entries, 

3. Adjusting entries, 

4. Other entries whioh cannot be oonveniently 

recorded in any of the books of original reoord. 

Where the nature of the transaction reoorded by a 
Journal entry is not quite dear or where an explanation 

is needed or an authority for the transaction has to be 
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oited this is done by a statement after the entry and Is 
called a “narmfclon. ’» 

(6) Parohases Journal or Invoice Book used for 

recording credit purchases. The total from this book 

should be debited to an account called “Pnrchase Account” 

in the Ledger, individual personal accounts being credited. 

(e) 8ales Journal or Day Book used for recording 

oredit sales. The total from this book should be credited 

to an account called “ Sales Aooount ” in the Ledger 

individual personal accounts being debited • 

lUuatration : 

19*5 Rs. 

Jan. 1 Vithaldas Parekh started business with 3,500 

S Bought Goods of Cooper & Co. ••• 200 

3 Bought Goods of K. G. Haridas 1,000 

Sold Goods to P. M. Mehta ••• 750 

8old Goods to B. C. Das ••• 300 

Sold Goods to Irani & Co. • • • 400 

4 Bought Goods of Devji & Morarji ••• 750 

5 Paid Cooper A Co. ••• 200 

Paid K. G. Haridas •as 500 

6 Reoeived from P. M. Mehta • •• 750 

7 Sold Goods to H. M. Pandit its 600 

Bought Goods of Jayram A Co. 500 

Paid Stationery Stores for Printing 

♦ and Stationery •a* 75 

Paid Furnishing Co. for Furniture 750 

Paid Osoilating, Ltd. for Fans and 

Lights • •• 800 

9 Reoeived R. 0. Das eee 300 
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Paid K. G. Haridas see 500 

10 Paid’General Expenses see 15 

12 Bought Goods of K. G. Haridas see 1,200 

14 Sold Goods to P. M. Mehta M* 400 

15 Received of Irani & Co. • • • 400 

18 Paid Devji & Morarji 750 

SO Received of H. M. Pandit • •• 300 

S3 Bonght of Devji & Morarji • •• 500 

25 Paid Jayaram A Co. • •• 300 

29 Paid Warehouse Rent • OS 125 

31 Paid Offioe Rent .%• 150 

Paid Clerk’s Salaries • so 350 

Paid Newspapers, Ltd. Advertising. 600 

Paid Postages daring the month 10 

Record the above transactions in a Joarnal, poet in 
Ledger and draw oat a Hat of acooanta. 

Joarnal Entries for Purchases. 

Ra. Ra. 

Porobases Aoooont see Dr • see 4,150 

To Bnndries s 

>.t Cooper A Co. so# ••• 100 

3 K. G. Haridas • SO esa 1,000 

A Devji A Morarji ass' •«• 750 

8 Jayaram A Co. • so •so 500 

It K. G. Haridas •so 1,100 

it Devji A Morarji • so • 00 500 
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Journal. Entries for Bales. 

Sundries Dr. 
Rs. Rs. 

To Sales Aocount • mm 3,450 

Jan. 3 P • Ik. • Mohift ••• 

B. 0* Das ••• ••• 

Irani & Co* 

750 

... 300 

... 400 

8 U* M. Pandit ... ... 600 

14 P* M. Mehta ... 400 

Journal Entries for Gash Reoeired- 

Cash Account Dr • ••• 5,850 

To Sundries : 

Tsn. 1 Vitsldss Psrekb: Capital Account 3,500 

6 P. M. Mehta • •• ••• 750 

9 R. C. Das • • • 300 

15 Irani A Co. • •• • • • 400 

20 H. M. Pandit ... ••• • •• 300 

Journal Entries for Cash Payments. 

Sundries Dr. 

To Cash Aooount •« * see 4,625 

Jan. 5 Cooper A Co. ... • •• ... 200 

K. G. Haridas... see ... 500 

8 Printing and Stationery 75 

Furniture ... • •* ... 750 

Fans and Lights 300 

9 K. G. Haridas • ** ... 500 

General Expenses • • • ... 15 

18 Devjt A Morarji eee ... 750 

25 Jaysram A Co. see ... 300 

29 Warehouse Rent • »• ... 125 
8 
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31 Offiee Root ... ... ... 150 

Salaries ••• eee ••• 350 

Advertising m ... ... 600 

Postages ... ... ... 10 

Vital dam Parekh : Capital Aooount. 

»o. I By Cuh 

Furniture ft Fittings Account- 

JP. M. Mehta. 
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H. M Pandit. 

R». Rs. 

ju. 8 To Goods 600 Jan,20 By Cash 300 

Cooper ft Co. 

Ra* Rs* 

Jao* 5 To Cub 900{ 

\ 

Jan* 2 By Goods 200 

Jaa.18 To Oasb 

Devji ft Morarjf. 

R*. R«. 

f 
I 

750 |Jao. a By Good* 
• • »* 

750 
500 

K. C. Haridas 

< 
i 
j 

j B*. i Ra. 
t 

Jao* 5 Co Cash ...J 500 Jao. 3 By Goods 1,000 
tl 8 M It .J 500 

» i 
i * 12 i» t* 1.200 

Jayaram ft Co. 

j 
Rs. 

j 

Ra* 

Jaa.25 To Cash 500 Ian* 8 By Goods ... 500 

Cash Aoaount. 

Ra* ! R»* 

Jao *81 To Sundries 5,250 Iso 31 By Sundries 
i 
: 
! 

4.825 
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PurohMGG Account. 

^ia.81 To Sundries ...I 4,160 

Bales Aocount. 

•o.3ll By Sundries ... 9,450 

Rent Aocount. 

•inn.39 To 0*sb 
,, 51 *, ,, 

... 125 

..J 150 

Salaries Aocount 

JmJI To C»»h ... 350 

Printing end Stationery Account. 

General Expenses Account 
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Advertising Account. 

J»o,31 To Cash 

R*. 

600 

Postages Aocount- 

Rs. 

Jao.31 To Cash 10 

i i 

Thc list of accounts coaid now be made oat in either 

of the two methods as shown below :— 

(1) by taking oat the totals of the two sides of each 

account, or 

(2) by extracting only the net balances of each of 

the accounts. 

List of acoounts under the first method. 

Vitaldas Parekh : Capital Account 

Rs. 

• •• 

R8. 

3,500 
Furniture and Fittings Account 1,050 

R. C. Das • as 300 300 
Irani & Co. • •• 400 400 
P. M. Mehta ... ... • • 1,150 750 

H. M. Pandit ... see 600 300 
Cooper & Co. * ... • so 200 200 

Devji & Morarji • • • 750 1,250 

K. G. Hsridas t • • 1,000 2,200 
Jayaram A Co. • •• 300 500 

Cash Aocoant 5,250 4,625 

Purchases Aocoant ... • •• 4,150 



14 H1QH1R ACCOUNTING. 

Sales Aooonnt ••• • •• ••• 2,450 

Bent Aooonnt • •• SM 275 

Salaries Aooonnt ' ... ... 350 

Printing and Stationery Aooonnt 75 

General Expenses Aooonnt ... 15 

Advertising ... ... 600 

Postages ... ... 10 

Total ... 16,475 16,475 

This list is called a "Gross Trial Balance.** As eaoh 

debit has a corresponding credit in the ledger, the total 

debits mnst be equal to the total credits, thns proving the 

arithmetical accuracy of the accounts. 

The advantage of this gross total method is that the 

total of each of the two sides of the Trial Balanoe will 

agree with the totals of the various journals taken together 

shown below:— 

Total of Cash Reoeipts Journal 5,250 

Total of Cash Payments Journal 4,625 

Total of Purchases Journal 4,150 

Total of Sales Journal ... 2,450 

16,475 

The list of accounts under the second method, known 

as ti e " Net Trial Balanoe** is as follows i— 

Vltaldas Parekh : Capital Account 3,500 

Furniture and Fittings Acoount 1,050 

P. M. Mehta . 400 

11. M. Pandit ••• sss ••• 300 

Itarji 6 Morarjl . 500 
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K. G. Haridas ... 000 oao 1,200 

Jayaram & Go. ... ooo • •• 200 

Cash Aooount ... • • • • •• 625 

Purohases Account . . . • •• 4,150 

Sales Aooount • •• ... 2,450 

Rent Aooount • • • 275 

Salaries Account »»» • •• 350 

Printing and Stationery Account 75 

General Expenses Account ... 15 

Advertising Account ... • • • 600 

Postages • • • • a • 10 

Total ... IM 7,850 7,850 

Here also the debit and credit totals agree though 

they do not help to prove the Journal totals. The 

advantage here is that labonr is saved through the exolu* 

sion of dead aeoonnts. 

Jt Trial Balanoe may be defined as a list of balan* 

ce« of all Ledger Aocoanta, Personal, Real and Nominal 

outstanding in the Books of Accounts kept on complete 

double entry principle so drawn up as to show the debit 

balances in the left hand column and the oredit balances 

on the right hand side. Besides proving the arithmetical 

acouracy of the books as above illustrated, it forms a 

convenient basis for preparing Trading and Profit and 

Loss Aooounts from the Nominal Account balances, and 

Balanoe Sheet from the Personal and Real Aooounts. 

It should be noted, however, that the agreement of the 

two eolumns of a Trial Balanoe does not always afford a 

oonolusive proof of the aoouraoy of the books for there are 

the following kinds of errors whioh are not disolosed by a 

Tflel Balanoe. 
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(1) Compensating errorai that is two errors of 

like amount, one on the debit and another on the eredit 

which will either increase or deorease both sides of the 

Trial Balanoe by an equal amount. 

(8) Errors of omission, where both debit and 

credikjrf a particular transaction has been omitted. 

(3) Errors of prinoiple, where the credit or the 

debit has been given to the wrong account. 

Exeroises on Chapter I. 

I. Ramchandra commenced business on 1st July 
1984 with a Capital of Rs. 5,000. 

The following were his transactions during the 
month:— 

July 

1 
2 
4 
5 
6 
7 
n 

9 
19 
11 
12 

14 

ie 
18 
29 
24 

M 

Bought goods from Krishna worth ... 
Sold goods to Hyramji. 
Bought of Suodardas goods 
Sold to Hiralal . 
Paid to Krishna on account . 
Received from Byramji. 
Sold to A. Abdulla goods worth 
Received from A. Abdulla . 
Received from Hiralal. 
Bought from K, Satiny 
Paid him Cash . 
Paid to Sundardaa 
Bought goods sod paid io Cash 
Sold to Jivaoji goods 

, Bought goods of Krishna . 
Pula him on account . 
Paid Trade Bxp. (Stamps St Stationery) 

»« H«ot ... _ 
Paid Clerks* Salary . 
Bought of Hurmaeji •- . 
Sold to Framji ... . 
Value of Stock no hand . 2.0001 

Rs. ia. P. 
1,500 : 0 

700 | 0 
500 

1.300 
1.000 

700 
600 
60) 
290 

1.000 
600 
403 
500 
600 

1,000 
800 
50 

ISO 
100 
600 

1,000 

0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
6 
0 
0 
0 
0 
0 
0 

Journalise the shore transaction!, post them Into 

the Ledger end extract a Trial Balance# 
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II. Madhavdas Raghunathdas, a Cotton Merchant, 

commenced business on 1st August 1924 with a Capital of 

Rs. 80,000. 

The following were his transactions during the 

month:— 

Aug. 

1 Bought Cotton for Cash .... 

S ,, of A. Hurmaaji Cotton ... ... 

4 Sold to Cooverji ... _ .... — 

6 Paid into Bank .M ... ... ... 

7 Paid to A. Hurmaaji on a/c. ... ... ... 

8 Bought Stationery __ era — ... 

0 Bought from S. Chhagaolal — ... 

10 Paid to S. Chhagaolal ... ... ... ... 

12 Drew from Bank _ ««• ... 

13 Bought Cotton and paid for • ev 

14 Paid Labourers* Wages for duly 24 ... 

15 „ Tims* of India for Advertisement • •• 

17 Sold Cotton for Cash ... « •• • •• 

19 Bought from Dalai A Co. ... ... see 

21 9, „ Samuel A Co • 

32 Sold to Haridas Brothers • ♦ ... see 

23 Paid to Dalai A Co. ... ♦ # • 

2S 9, Travelling Bxpa. ... ... ... 

27 Received from Coeverji — ... 

38 Paid to S. Chhagknial ... ... • as 

20 Paid Reel ... ••• ••• — • V • 

30 Paid Clerks' Salaries ... ... ... eo 

Rs. 

50/00 

40.000 

60.000 

20,000 

20,000 

5,000 

10,000 

10,000 

15,000 

10,000 

300 

25 

25,0C0 

20.000 

15,000 

40,000 
20,000 

100 
50,000 

5,000 

400 

500 

*. jp. 

0< o 
oj 0 

0 j 0 
o\ 0 

oj o 
o\ 0 
0] 0 

oj o 
Oj 0 
0 j 0 
0 o 
Oj 0 
0 0 
0 
0 

®r 
0(0 

0; 0 

Vales of 8toek on bod^ .S0,00( 

Record the above in Jonrnal and Ledger and draw 

out a Trial Balance# 
3 

o
 e
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III. Enter the following transactions in the Journal 

of P. Byramji, post them into Ledger and prepare a Trial 

Balanoe. 

1»» 
Jan. 

-r 

Re. |. 
—r 
1.1 p* 

1 P« Byramji** Capital conaiated of good* io band 5,000 ; 0 0 

Caab io baod . 
1 

. i 
%J0Q0 j 0 0 

Oath at Baok ... _ MX ... ...! 700 i 0 0 

Traoaactiooa during the month : * 

3 [Bought good* of Atmaram 1,500 ' 
0 ! 

0 

S Sold to George aod Company... . 1000 0 r 0 

6 Paid to Atmaram^. _ «. ~. 1,500 0 0 

7 Received from George Sc Co* ... • •• •• 1.000 0 0 

8 .Bought of Hiraial good* worth 6.000 0 0 

g Paid Hiraial oo acouot. #•» ••• ••• 1.000 j 0 • 0 

10 Sold good* for Caah • • ••■* . • , 6,000 0 0 

11 (Paid Trade Bap*. (Stamp* St Stationery). 60 0 0 

12 Paid io Baok ... *— ••• •••' 2.000 0 0 

24 Paid to Hiraial on account ... 1 
2,000 0 0 

lg Received from George & Co. ... 
. 1,000 0 0 

! 
... •». • • j BOO 0 0 

20 Bought of Shaokarlal Sc Co. ... 1400 0 0 

24 Sold to Sutharia Brother* — *•* 1400 0 0 
gg Received Cash from them ... ... ... 1400 0 0 

32 Drew from Baok _ _ ♦e. ... .» 1,700 0 0 

33 Sold for Caah _ • • • #« 1,000 0 0 

33 Paid rcot... ... ... ... 150 0 0 

10 Paid Clerks’Wages - ... MM »• 200 0 0 

Drew for peraoeal Bipi. 

Valve ol Btoek ... — ear ••• l|500 

250 0 0 
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IV. The following are the transactions of Kisbanlal 

Keshavalal for the month of March 1924 which yon are 

required to Journalise, post and extract Trial Balance. 

March! 
His Capital consisted of 

Goods in band ... . 

Cash io hand . 

Cash at Back 

Dus from Hamcbandra . 

Due from Bhalcbaodra ... 

Transactions : 

Sold goods to Kothari A Co. 

Received from Hamchandra 

Bought from Haridas A Co. 

Sold to Krishna Gopsl for Cash. 

Drew from Dank ... 

Paid Trade Baps. 

Bought furniture for Cash 

Bought goods of Royal Trading i 

Paid to Royal Tradiog Co. 

Paid ioto Bank . 

Sold to Bhalabbdsa Sc Co.... 

,, Haridas A Co. 

it Kbsre Ac Co. •*. 

Paid Insurance premium ... 

„ Rates sod Taxes ... 

Bought goods of Haridas A Co. 

Sold to Krishna Gopsl 

Received from Kbsre A Co. 

Paid to Haridae A Co. 

Sold goods and received Cesb 

Drew for persons! Bxpt a *•» 

Paid rent M . 

it Salaries ••• ... 

Value of Stock on haod 
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V. Journalise the following transactions of A. Ahmed 

an Iron Merchant, post in Ledger and prepare a Trial 

Balanoe* At oommenoement his Assets were s~» 
Rs. Rs. 

Stock ... 4,500 

Gash at Bank ... 1,500 

Oash in hand ... 500 

Furniture ... 500 

Doe fromA.Jone ... 000 

Dne from Kapadia Si Co. 700 8,800 

His Liabilities were :— 
To British Trading Co. 1,500 
To Hormasji & Co. 1,500 3,000 

Transactions daring the month 

Advioacd to petty Cub . _ 
Sold to Bharat Trading Co. 
Received from A. Jooe on account. 
Bought of British Trading Co .... *~ ... ~ 
Sold for Caah . 
Bought Machinery and Plant from Marshall & Sent 
Bought Stationery . _ 
Drew from Bank ... _ _ 
Bought of Hormatji A Co a nee a* 

M if SiUrim Brothers ... ... 
i, H Jothl Brothers . 

Sold to Mtockji St Go*. 
t9 Kaotilil d Co. ... 
tf for Cash *.# •#* ... ... ... •• 

Paid Insurance premiums . 
•i Bombay ChronicU for Advertisement out ©i 

. petty Cash ••• *•# #• 
Bought of Hormssjl A Co, 
Paid to Hormasji A Co.... .. 
Received from Kspadis A Oo. 

f9 if Ksntilsl A Co«... ... ... 
at #• Mioekji A Co* ... mi 

Bold to 8)ltr«n brothers . 
Paid Root ... m* tit ... *m *«» aa 
Draw for pertonal Baps... 
Paid Claras' Salary eaa »*♦ at 

Valaa ef Steak oa baad ♦fa eaa 7f60 
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VI. Assets and Liabilities of 8. Cbimanlal,a General 

Merchant were as follows on 30th Jane, 1924* 

Bs. Bs. 
Cash in hand ... ... 500 

Cash at Bank of India 1,500 
Machinery & Plant ... 1,500 

Stock... ... ... 23,000 
Furniture & Fittings. 500 
Dae from Hiralal eoo 
Dae from Shankarial. 1,900 9,000 

Liabilities: 
Central Bank of India. 500 
To Khare & Co. 1,000 
To Haridas Brothers... 500 2,000 

Transactions daring month :— 

imr 
July Rs. 3 P- 

i Adftoeed to petty Oath . 59 0 
2 Bought of Mahadeo Brothers.. 0 
3 Sold to Rtmrio A Coropaoy... 1.500! 0 
4 Paid to Khare A Co.. D 
6 av Advertising charges out of petty Cash 0 
7 Received from Shankar A Co. *»- 1.500 KJ 
9 Paid to Central Bank of India . _ o 
*• Bought Plants from British Engineering Co. 1.500 i ■ > 

11 Bought goods for Cash . ... F 
f * Bought two tables for Cash .. 175 » 

■4 f 
13 Drew from Bank of lodia ... . .. 800 ♦ f 
15 Paid travelling exps. out of petty Cash _ SO 

a 
m F 

16 Bought goods from Haridas Brothers ... ... 2,000 r 
IB Paid Electric current charges^. . 7 M F 
20 Sold goods for Cash __ . 8,500 1 0 
22 Paid Insurance premium . . 100 0 0 
24 Bought Stationery . 150 * 0 
26 Sold to Kapadia A Co. ..- 3,000 1 0 
27 a« for Cash ... ... • «• ... ... ... 500 • 0 

*♦ Paid British Engineering Co.*.. .~ .. 1,500 0 
m Bought goods of Khare A Co.. 

Paid to Kamrao A Oo« ... ... <•• •«» 
2.000 1 to 0 

29 . to 0 
30 Paid Rates A Taxes . 35 f to 0 

i* Rent ... ••• ... ... 
Salaries ... ••• *»* ... 

125 
m i 0 

31 250 t 0 
Drew from person si Baps. 
Value of Stock on hand.. ... 4.001 

200 0 0 
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VII. A. Rutt&nji Trading as Tea and Coffee 

Merohani finds his Assets and Liabilities as follows on 31st 

December 1924. 

Assets :—Cash Its. 2,000; Cash at Bank. Rs. 3,000; 

Tea, Rs. 1,500; Coffee, Rs. 1,000; Dae from A. Hurmasji, 

Rs. 1,200 ; Malian & Co., Rs. 2,000; Malraj Brothers, 

Rs. 500. 

Liabilities:—To Hansraj & Co., Rs. 1,000; Hari- 

das, Rs. 500 ; Loan, 1,200 ; Kalyandas and Gokaldas, 

Rs. 500. 

Transactions daring the month are as follows:— 

13*6 
Jan. 

1 
S 

M 
4 
*t 

8 
it 
7 
8 

to 

12 
»* 

14 

18 
20 

24 
>* 

26 

28 
30 
31 
tt 
*r 

Advanced to petty Cash . 
Sold to Prince of Waica Hotel Tea. 

»» »> i» *» Coffee . 
Bought Machinery from A. Mahler A Co. .. 
Received from Multan A Co* ... . 

># „ Prince of Wales Hotel ... _ 
Bought Tea from Brooke Bond Tea Co. 

„ „ tf British Trading Co. 
Bought Coffee from Lalji Brothers . 
Paid to Brooke Bjnd Tea Co. ... . 
Sold Coffee to Abraham A Co*.. 

„ ,, for Caah . . 
Bought furniture for Cash .. ... ... 
Paid Advertising charges out of petty Cash 
Bought Stationery from Bombay Stationery Mart. 

| Received Cash from Mu Ira j Bros. ... 
Drew from Bank . 
Bought Coffee for Cash . 
Sold Tea to Hindustan Trading Co.... ^ ... 
Paid Insurance premium out of petty Cash 
Sold for Cash ... .* *« ••• *». 
Bought Coffee from Bbankarit! & Co. 
Paid to Huntrsj A Co a cm mm * •• 

,S » Gokaldas .. . 
* Rates and Taxes out of petty Cash .j 

Received from Malraj Brothers ... — _ 
H M Hindustao Trading Co. ... ^ 

Paid godowo reot out of petty Cash. 
ft office rent ... . 
## Paid Clerks' Salaries . 

Drew for persooal Baps. • « ... »M ••• ... 
Value of Stock ... Ml 3»000 

Rs. j 
200 | 
500 | 
300 ! 

2.500 j 
1.500 

800 
1,000 j 

800 j 
1,500 i 
1,100 

600 i 
700 ( 
760 I 

20; 
250 
500 ! 

1.500 
1,000 
2400 | 

50 | 
2.500 
2,000 

600 
500 

16 
600 
700 
20 

ISO 
260 
400 

0 0 
0 0 
0! 0 
01 o 
0! 0 
01 o 
Oj 0 
0! 

0? 
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OHAPTEE II. 

Periodical Closing of Books. 

Trading and Profit and Loss Accounts and the Balance Sheet. 

In every well regulated concern, whether a private 

firm or a Public Company, the books of accounts are 

balanoed periodically to ascertain the total profit or 

loss made during the period under review, and to get an 

idea of the Assets and Liabilities of the concern at the 

end of the period as shown by the Balance Sheet. 

Before the accounts ore balanced finally for the pur* 

pose of preparing Profit and Loss Account and Balance 

Sheet, a Trial Balance as explained in the previous chap* 

ter has to be made out—assuming of coarse that the books 

are kept as per Double Entry System, as is the case with 

every concern of importance. 

From the Trial Balance all the nominal accounts are 

collected in a Revenue Account called Profit and Loss 

Account. As some of the balances would inolude pay* 

meats made for a period longer than the one covered by 

the accounts, as where Insurance premium is paid for a 

whole year while the acoounts cover only six months, it 

would be correot to obarge in the accounts an amount pro* 

portionate to the period covered and to oarry forward as 

anajset the proportion representing the un expired portion. 

Conversely there may be expenses inoarred but not paid. 

These will have to be taken into aooount and shown in the 

Balance Sheet as a liability. The adjustments above stat¬ 

ed may be grouped as follows i— 

I. Items appearing on the Trial Baianoe. 



*4 BIQBBB AOOOUMTIHB. 

(а) Debits on Nominal Aooonnta: From (hit 

the proportion of the expenditure which relate* 

to the period subsequent to the olosing date 

should be oredited and Payments in Advanoe Ac¬ 

count debited. The last named will then appear 

on the Balanoe Sheet as an Asset, Insurance 

premiums. Telephone charges, etc., paid in 

advanoe. 

(б) Debita on Real Aooonnta: A permanent shrink¬ 

age in value of an asset having taken place, 

the figure at whioh that asset is represented on 

the Books has to be reduoed by the estimated 

loss. These fall under headings snob as depre- 

' ciation, bad debts, etc. The Real Aocount 

■^affected is credited and a nominal acoount, snob 

depreciation account, representing that parti¬ 

cular class of loss is debited and finally trans- 

, ferred to the Profit and Loss Account. 

(«) Credits on Nominal Accounts: Proportion of 

Profit covering a period subsequent to the olos¬ 

ing date not earned within the period under 

review should be debited, oarried forward and 

shown on the “ Liabilities aide’’ of the Balanoe 

Sheet, Discounts on Bills, Premium for 

apprenticeship, etc. 

II. Items snob as Expenses and Losses not shown on 

the Trial Balance. 

(•) Ixpsnsss whioh have been actually incurred 

but not paid should be debited to the Respective 

nominal accounts and credited to an “Out¬ 

standing Liabilities Aooount ” this latter ao- 
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count being shown on the Balanoe Sheet as 

“ Unpaid Bent/’ “ Salaries,” eto. 

(6) In oaae of Losses which have not been ascer¬ 

tained bat may take place and are capable of 
being estimated such as “ Reserve for dis¬ 

counts,” “ Reserve for doabtfal debts,” eto., 

the nominal account concerned suoh as dis¬ 

count or bad debts should be debited and 

a “ Special Reserve Account ” should be 

credited. The latter is shown on the; Balance 

Sheet either deducted from the Asset concerned 

or on the Liabilities side under a separate 

heading, Reserve for Discounts, Reserve 

for Doubtful Debts, etc. 

Having made the necessary adjustments in the ac¬ 

counts appearing in the Trial Balance, we can now proceed 

to prepare the Trading and Profit and Loss Acoount. All 

the Nominal Accounts directly concerned with the 

trading are collected together in a Trading Aooount 

which shows the gross working results of the eonoern, 

and comprises of stock at commencement, total purchases 

less Returns and direct expenditure on its debit side, and 

total sales less Returns and stock on hand on its credit side. 

It thus takes the plaoe of the Goods Aooount, whioh is 

generally used in small concerns to answer the pur¬ 

pose of a Trading Aooount. The amount of stock appear¬ 
ing iu the Trial Balance is the stook at commencement. 

The total Purchases are taken from Invotoe Book or Pur¬ 

chase Journal plus cash purchases as per Cash Book. The 

right expenditure to be included in Trading Aooount is the 

direot expenditure incurred, such as. Carriage Inward, 

faetory wages, fuel, eto. Sales are taken from Sales Jour- 
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nal, Or Day-Book as it is sometimes called, while Cash Book 

gives the total cash sales. The stock of goods on hand at 

the end of the period is ascertained from schedules prepar¬ 

ed bj stock-taking. 

The general principle followed in stock-taking is to 

value the stock at the closing time, at the lowest price, 

and thus we value it at the cost or market price, whichever 

is the lower. Under no circumstance should the stock be 

valued at a price higher than the cost. In case where the 

market price has fallen below cost price, g&d if sacha.fall 

| is only temporary, the question of taking the stock at cost 

may be favourably considered. 

In case of manufacturing concerns, the stock is gen¬ 

erally made up of raw materials, goods in course of manu¬ 

facture, and goods fully manufactured. They should always 

be valued at cost. In cases where invoices Bhow different 

costs in case of raw materials, owing to market fluctua¬ 

tions, an average may be arrived at, at which the stock 

may be valued. 

In case of goods in course of manufacture, these can 

be valued by adding to the cost of raw material, the actual 

cost of manufacture expended npon the goods, which may 

be arrived at from the cost sheets of the departments 

through which they have passed. 

In case of finished goods, they also should be taken as 

per ibe cost accounts, to which a reasonable percentage of 

indirect expenses may be added. If the oost, after adding 

the reasonable percentage, exceeds the market prioe, the 

jatoek should be taken at the market prioe. To put it 

[briefly, under no oiroumstenoe should the stock be veined 
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at * price higher than the market prioft, either in case of 

a manufacturer, or a trader. 

The next account to be worked oat is the Profit and 

Loss Account. The balance of gross profit or loss from 

Trading Aoconnt brought down to this aoooant. which is 

debited with the indirect expenses which are grouped as 
follows :— 

I. Commercial Expenses: 

(а) Periodically recurring amounts e.g.t Bent, 

Salaries, etc. 

(б) Other commercial expenses, e.gn Travelling, 

Advertising, etc. 

II. Financial Expenses: 

Expenses incurred in obtaining or maintaining Capi- 

tal: e.g., Interest, Discount,"etc. 

III. Estimated Losses: 

Depreciation, Doubtful Debts, Reserve, etc. 

IIV. Expenses of the Nature of Appropriations. 

Amounts Payable out of Profits to those who are not 

Proprietors: e.g.t Income Tax, Commission on Net Profits 

payable to Managing Agents, etc. 

Y. Appropriations charged as Expenses. 

Amounts payable to proprietors under Expense Head* 

ings: e.g., Salaries to Partners, Interests on Capital, etc., 

and the balanoe of profit or loss is thon divided among the 
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partners or proprietors of the firm in ease of private 

partnerships, whereas, in oase of companies, the profit 

would be taken to the Profit and Loss Appropriation ac- 

oonnt, to be used in payment of dividends or in snch other 

manner as the direotors may recommend. 

Illustration, 

Prepare Trial Balance and Trading and Profit and 

Loss accounts from the following ledger balances of John 

Oombine, Steel Merchant, on 31st December 1924. Stock 

valued at £3,500. Bad Debts £400. A Reserve of 5% 

on Debtors must be maintained. Depreoiato Plant 10%, 

Charge 5% interest on Capital. Combine introduced an 

extra £500 Capital on 1st December. 

Dr. Balances- 

Stock .... 

j Dr. Balances.—(corifitiMerf). 

• 9,600 Sundry Debtors . . . 3,300 

Wages • • • 3,200 Office Expeosca • • . 600 

Railway Charges, etc. 

Purchases • 

. 600 income Tsx . 

. 12,000 Jorawiog! as against Profits. 

o0 

500 

Interest oa Overdraft 

Bills Receivable . 

Renta, Rates, etc. 

S 

a 

a 

. 20 j 
I Cr. Balances. 

. 6001 
! 

. 200 Combine’* Capital . 5,000 

Plant and Machinery a . 2,000 Bills Payable. . . . 500 

Travelling Expenses • . 500 The Consolidated Bank . 400 

Repairs to Plant • • . 180 Sale*.. 

Cash * • . *00 Reserve for Bad Debts . 600 

Trade Discount on Sales . BOO Trsde Discount on Purchases. 400 

Baturas . * • • a 100 Sundry Creditor* . . 2,330 
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Mr. John Combine. 

Trial Balance at on PtC> )924< 

Dr. Cr. 

Stock . 9,600 

—i 

Wages. 

Railway Charge*, etc. 500 

Purchase*. 12,000 

Interest on Overdraft. 20 

Bill* Receivable. 600 

Renta, Rate*, etc. 200 

Plant and Machinery ...... 2,000 

Travelling Expense* • , 500 

Bill* Payable. 500 

The Consolidated Bank. 400 

Repair* to Plant. 160 

Cash. SCO i 

Trade Discount on Sales. SCO 

Returns. 100 . 

Sales .. 25,000 

Reserve for Bad Debts . i 500 

Sundry Debtors. 3,500 ‘ ; 

Office Bxpenses. 500 

Sundry Creditors 2,330 

Trade Discount on Purchases , 400 

Income Tax.• 50 j 
Drawings. 500 ! 

j 

J* Combine** Capital. 
J 

5,000 

8? 

£ 34,130 34,130 
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It will be noticed that of all the items that were on 

the Trial Balance only the Liabilities, Capital, Beal and 

Personal accounts have not yet been dealt with. We shall 

now i 'oceed to prepare from these a classified statement 

called the Balance Sheet. This may be defined as, a classi¬ 

fied Summary of all balances outstanding on the Books of 

account, after all nominal accounts have been transferred 

to a Revenue aocount, and including tbe balance of such re¬ 

venue account, so drawn up as to show all the debits arrang¬ 

ed in a certain order on the one side and the credits on the 

other. The debit balances are arranged in the order in which 

they are readily convertable into cash in the normal course 

of business as a going concern and the credits in the order 

in whioh they become due and payable. It is also some¬ 

times defined as, a Statement made out from the books, 

after the profit and loss items are adjusted, to display the 

financial position of a concern at a given date, assets being 

grouped together on one side and liabilities and capital on 

the other. There are other items on tbe Balance Sheets 

whioh are either debit or credit balances from the ledger 

whioh do not striotly speaking represent either assets or 

liabilities, suoh as Reserves, Preliminary Expenses, etc. 

The Balanoe Sheet for the illustration worked out 

above would be as follows :— 
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MODEL EXERCISE. 

James Thomson took over the business of an iron 

proprietor, the lease of the mines having 15 years to ran 

on 1st January 1924 and carried on the business for 6 

months. Make up his Profit and Loss Account and Balance 

Sheet from the following figures, without taking acoount of 

Interest upon Capital, but providing for the wasting of the 

lease, and writing off depreciation at the rate of 5 per oent. 

per annum from Machinery and Plant, providing £445 for 

bad debts, and allowing a discount of per cent, from the 

debtors and creditors :— 

£, 0. d. 
James Thornton Capital a • 20,000 0 0 

• * withdrawals « • • 800 a 0 
Machinery and Plant • • 3,5* 0 0 
Ore Sales • a _ 36,700 0 0 
Cash at Bankers . 5,709 0 0 

„ in Hand • • 9 0 (1 
Allowances and Returns SOT 0 0 
Salaries s 9 9 0 0 
Wanes • • • 12,684 0 0 
Discount received , 75 0 0 
Damage* for breach of contract e 100 

289 
€ 0 

Unpaid Wages a 0 0 
Sundry Creditors • 8,000 t 0 
Unexpired Insurances • • 40 0 0 
Rent, Rates and Tases . 
Bank charges * • 

• • • 2J|3C .0] 0 
« O • • SCO 0 0 

Discounts allowed • a $50 0 0 
Royalty • m e a 5,000 0 0 
Lease • • e 10,500 0 0 
Coal . • a a m • • • 1,2*0 0 0 
Sundry Debtors o • o 0 5,500 0 0 
Candles and oil • • e o 290 0 0 
%*•««■• 
Hoarder • 

• o • • 200 0 0 
e e • o 372 0 0 

Office furniture • , e m a • 100 0 0 
Carriage and freight • e o • 912 0 0 
Stock 1st Jan* e o • m 4,820 r 0 
JtopM • • • e 52 In 0 
Timber , * • o » • • .1 1,280 1 0 

Tbs Stock at 30th June smounted to £3,000 I 
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EXERCISES ON CHAPTER II. 

Exercise No. I. 
From the following Trial Balance prepare Trading and 

Profit and Loss Account of Jamshedji Naroobhoy for the 

year ending 31st March 1924, and Balance Sheet as at that 

date. Stock on 31st March 1924 was valued at Rs« 5.000. 

Stock : 1st April 1923 _ 

Rs. 

6,000 
Purcnascs ... ... _ 15,000 
Wages . 4,500 
Debtors . n 000 
Jamshedji Naroobhoy : 

Draw tags ... 500 
General Expenses. 1,000 
Salaries 2,500 
Rent, Rates and Taxes ... 
Office furniture . 

500 
*00 

Cash . 600 

43,400 

R*. 

Sales . 28,000 
Sundry creditors. 5,000 
Bank of India Ltd. 3.600 
J. Naroobhoy'* Capital ... 6,900 

43,400 

Exercise No. II. 
Prepare Trading and Frofit and Loss Account of a city 

merchant for the fear ending 31st December 1924 and a 

Balance Sheet as at that date. Stock worth Its. 9,000. 

Be. 
Stock s lit January 1924.. 6,700 
Purchases ... ... ... 19,000 
Premises . 9,500 
Salaries ... ... 4,600 
Carriage (toward) ... «00 
Rent, Hates and Taxes ... 1,500 
General Expenses ... 2,UOO 
Cash in hand .. 500 
Bank of India Ltd. ... 1,500 
Advertisements ... 50 
Discount* allowed 1,200 
Fiat urea and Fittings — 1,600 
Sundry Debtors ... ... 10,000 
Travelling Expenses ... 600 
lasnrsitnr 100 

60,360 

u«. 

Sales ... _ 25,000 
Discount received ... 1,000 
Interest ... ... ... 60 
Sundry creditors — 8,300 
Capital _ ... 26,000 

603M 
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Exeroise Mo. III. 

From the following Trial Balance extracted from the 

books of M. Aaghnnathdas on 30th Jane 1924 joa are 

required to prepare Trading and Profit and Loss Account 

for the year ending 30th June 1924, and Balance Sheet as 

at that date after oarrying out instructions given at the 

foot of the Trial Balance. Stock on 30th June 1924 was 

Rs. 10,000. 

Rs. 

Stock on 1st Jaly 1923 ... 12,000 
Purchases. 26,000 
Manufacturing Wages ... 7,500 
Plant and Machinery _ 10,900 
Returns inwards_ ... 2,500 
Rent, Rates and Taxes ... 1,500 
Office Salaries 3,5U0 
Travelling Expenses 1,200 
Discount .. BOO 
Sundry debtors ... 17,500 
Carriage and freight 21,000 
Drawiogt. 1,200 
Loose Tools . 2,000 
petty Cash. 100 
Freehold Building 20,000 
Interest on Loan. 500 
Insurance premium 300 

Ra. 

Sale*. 50.C00 
Rent from subletting* ... 250 
Sundry creditors ... 15,000 
Creditors on mortgage of 

freehold premises ... 10,003 
Bank overdraft . 2,350 
M. Rsghuaathdas’s Capital 30,000 

107,000 | 107,600 

Depreciate Plant and Machinery at the rate of 10 % p. a.. 

Loose Tools 15% p. a., allow interest on Capital at 5% 

p* a., and no interest to be oharged on drawings* 

Ezeroise No. IT. 

The Trial Balance of Ramohsndra who trades as the 

Impressionist Decorating Company, was on 31st December 

1924, as following t— 
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Rs. 

Freehold premises see 20,000 
Plant snd Machinery • •• 30,000 
Sundry Debtors ... a *• 23,000 
Stock at January 1st 1924 86,000 
Wages . • •• 42,000 
Rent ... ... • a • 3,750 
Work in.progrcss January 

1st, 1924 ... ... ... 75,000 
Materials . ... 39,450 
Rates ... 1,500 
General Expenses... ... t>,coo 
Cash at Bank ... 11,006 

2,87,700 

Rs. 
Works executed.1,56,200 
Sundry Creditors. 31,740 
Apprenticeship fees ... 1,000 
Oapitsl ... mi ... 63,760 
Cash on account of progress 30,000 

2,87,700 

Prepare Manufacturing and Profit and Loss Account 

for the year ended 31st December 1924 and Balance 

Sheet as at that date. Depreciate Plant and Machinery 10 

per cent, for the year. Reserve Rs. 1,250 for rent doe but 

not paid, and create a reserve of Rs. 4,000 for bad and 

doubtful debts. The stock at 3lst December 1924 was 

▼alned at Rs. 22,020 and work in progress at Rs. 50,630. 

The terms of apprenticeship for 5 years from 1st January 

1924 at a premium of Rs. 1,000. 

Exeroiso No. V. 

Prepare Trading and Profit and Loss Aoconnt and 

Balance Sheet from the following Trial Balance extracted 

from the books of A. Robinson on 31st March 1925. 

Hs. 
Dr. Balance*. 

Stock on 1st April 1924 ... $,500 
Purchases ... ... ... 96,000 
A. R. Drawing* ... — 5,000 
Rent, Rats* sod Taxes ... 2,000 
Wages ^ ... — 6,000 
Disoouat and Allowances 800 
Advertising Charges 450 
Law charges and Audit fee 300 
Carriage ... M« ... 600 
Sundry Debtors ... ... 18,060 
Fixtures and Fittings ... 1,500 
Finn! and Machinery ... 20,000 
Internet no Lots *** 500 
Bad debts _ ~ 600 

Rs. 

Dr. Balances—continued. 

Travelling charges— 900 
Cash at Bank _ — 1,900 
Petty Cash ... 80 
Manager's Commission ... 670 

Cr. Balances. 
Seles ~~ 30,000 
Creditors ... ... ••• 16,000 
Loan ... ... ... ... 10,000 
Wages owing —. 600 
Reserve for bed and doubt* 

ful debts ••• ... 1,000 
Capital ,m m. »m UMNO 
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Siook on hand was valued Es. 14,000. Depreciate Plant 

and Machinery at 10 per cent., furniture and fittings at 

5 per cent. Make provisions for bad and doabtfnl.debts at 

3 per cent. Charge interest on capital at 5% per annnm. 

Exercise No. YI. 

From the following Trial Balance, prepare Trading and 

Profit and Loss Account for the year ending 30th June 

1924, and Balance Sheet as at that date :— 

Rs. Rs* 

Oapital . 85,000 Interest on Loan ... 600 
Stock oo 1-7-23 9,000 Sales. ... 52,COO 
Purchases . ... 32,000 Carriage ... ... ... 1,000 
Wages . 9,500 Creditors ... — ... 16,000 
Commission (Credit) 600 Petty Cash . ... 50 
Returns Inwards ... ... 2,500 Cash at Bank ... 1,300 
Bsnk Charges 50 Loan account ... 10,000 
Bad debta . ... 1,200 Insurance •— 500 
DeBtors . 19,000 Furniture . .. 1,275 
Loose Tools. sea 5,000 
Plant and Machinery • • s 16,000 
General Expenses ... • a* 7,500 
Salaries . 6,300 
Printing and Stationery 250 
Audit fees — 126 
Bad debts reserve ... 750 
Rent, Rates and Taxes 1,200 

Stock on 30th June 1924 was valued at Es. 12,500. 

Make provision for rates and Insurance unexpired Rs. 200 

and 125 respectively. Interest at the rate of 5 per cent, to 

be charged on oapital. Provide for reserve on debtor at 5 

per oent. and depreciation on plant and machinery and 

loose tools at a uniform rate of 7^ per cent. 

Exerolae No. Til. 

Prepare Trading and Profit and Loss Account of A. 
Muilan, Boot Manufacturer for the year ended 31st Decern* 

her 1924 and Balanoe Sheet at that date. Before closing 
the hooka the following adjustments are necessary s—One 
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month’® carriage is owing and has not been passed through 

books Rs* 600; rent dne to Landlord but not provided for 

Ra. 250; value of unexpired insurance premium Rs. 250 l 

wages paid in advance Rs. 200 ; reserve to be oreated for 

bad debts Rs. 1,200. Write off the following deprecia¬ 

tions:—Machinery and plant 10% ; horse and vans 

Rs. 257 ; land and buildings 2} percent.; stock 31st 

December 1924. Finished goods Rs. 10,750; raw mate¬ 

rials and unfinished goods Rs. 21,790. 

Dr. Balances. Dr. Balance— cotitinu*d. 

R»* Rs. 

Investments ... ... _ 7,000 
Stable expenses . 750 
Machinery and Plant ... 15,000 
General Expenses. 2,300 
Bank Charges _ „, 55 
Gas, Electricity and Water. 5,700 
Manager's Salary. 3,5'JO 
Purchase .. ... 89,000 
Auditors fees . 400 
Boxes end peeking. 2,200 
Discount allowed ... 8,578 
Sales returns . .1,936 
Carriage _    5,640 
Stock of fioiehed goods on 
. M-14  12,650 
Materials and unfinished 

goods on 1*1*24 ... ^ 9,360 

Repairs . ... 6,300 
Debtors as per list ... ... 28,750 
Bad debts . 1.760 
Factory Wages ... 9,760 
Postage and Stationery ... 2,300 
Horses and Vans ... .L 1,057 
Rent, Rates Taxes and 

Insurance . ... 8,500 
Office Salaries ... 9,670 
Advertising ... M, •— 933 
Freehold Building ... ... 20,000 
Cash at Bank ... ... 6,600 
Cash in hand ... 60 

Cr. Balance. 
Creditors as per List ... 80,000 
Loan.. ... IS,000 
Sale#. ... 00,000 
Discount received ... ... 4,200 
Interest on Investments ... OS 
Capital .. • M 70,000 

Exeroia* No. YIII. 

Prepare Trading and Profit and Lou Account of A. C. 

Mackenzie for the year ending 30th Jane 1924 from the 

Trial Balance gWen below and Balanoe Sheet ai at 

that date. Stock on 30th Jone 1924 vu rained at 

Ba. 10,500. 
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Ri. 

Drawings . ... 950 
Purchase^ . , 27,800 
Machinery. 20,000 
Fixtures ... ... 3,500 
Stock. _ ... 7,500 
General expenses including 

Rs. 300 for Telephone Char* 
ges paid for year ending 
31-12 24 .. ... 600 

Carriage .. ... 2,500 
Wages _ L, 10,600 
Salaries . ... 2,700 
Insurance premiums for 

twelve months to 30-11*24 750 
Rent, Rates, Taxes ,,, 1,500 
Debtors as per List ... 16,730 
Balance at Bank ... 1,600 
Petty Cash. ... 35 
Travelling Exps. ... ... 1,300 

93,065 

R*. 
Sales ... ... ... 60,000 
Sundry Creditors... ... 14,700 
Loan account 8,000 
Capital account ... ... 26,000 
Wagesowing 365 

09,065 

Depreoiaiion Plant and Machinery at 5 per cent., fixtures 

at 7^ per cent. Allow interest at 5 percent* on capital 

and on Loan at 6 per cent, from 1st February 1924. 

Provide for discount on debtors and creditors at 3 per cent* 

and for bad and doubtfal debtors at 5 per cent* 

6 
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CHAPTER III. 

Aooount Keeping and Entries with respeot to 
Bills of Exchange. Consignment and Joint Aooount 
Transaotions. 

“ Ml Bill of Exchange " is an instrument in writ-' 

ing containing an unconditional order, signed by the 

maker, directing a certain person to pay a oertain sum of 

money only to, or to the order of a oertain person or to 

the bearer of the instrument (S. 5. N. I. Act). 

The Parties to a bill are (1) The Drawer, the 

person who draws the bill. He is known as the 'Maker' 

in case of a Promissory Note. (2) The Drawee, the person 

on whom the bill is drawn. He becomes the Acceptor 

after he has signified his assent to the order of the drawer 

by writing the word ' accepted ’ right across the faoe of 

the bill with his signature and date. (3) The Payee is 

the person to whom the bill is payable. The drawer may 

make the bill payable to himself or may name another per¬ 

son in the bill to whom it has to be paid. (4) The Holder 

of the bill may be the original payee named in the bill or 

one to whom the bill is endorsed over by this original 

payee. In oase of a Bill or a Promissory Note payable to 

bearer, the bearer is the holder. (5) When payee endorses 

the bill he is also known as the Endorser, and the person 

to whom it is endorsed is the Endorsee. 

negotiability;—Bills of Exohange and Promissory 
Hotes ate known as Negotiable Instruments. An Instru¬ 
ment is negotiable either by Law or by onstom of trade. 

Bills «f Exchange and Promissory Notes hare long been 
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^eld to be Negotiable Instruments all over the Commer¬ 

cial world. By “ Negotiability ” is meant, that not only 

/is the iriltrument transferable by endorsement or delivery, 

1 bnt that apart from its transferability, the * holder in dne 

oonrse * of a Bill, who has received it complete and regular 

on the face of it, for valne, and without any notice as to 

the defect in title of a previous holder, acquires a good 

title, notwithstanding any defeot in a previous holder’s 

title, t. </., A gave a bearer cheque to B dropped 

on the road. C picked it up and gave it to D in settle¬ 

ment of money due by C to D. C then disappeared. D 

cashed the cheque. In this case neither A nor B can ask 

D to refund the money because 1) can plead that he was 

* a holder in due oonrse * of a Negotiable Instrument. 

Dishonor:—A bill is said to be dishonored when 

the drawee refuses to aocept it when duly presented, 

or when it has been accepted and the acceptor fails 

to meet it on due date. A bill must be presented for 

payment to the acoeptor on the due date, at his business 

piaoe, and at a reasonable hour. If he has no place of 

business it may be presented at his residence. The 

presentment must be made to the acoeptor or his agent 

duly appointed. 

As soon as a bill is dishonored, the holder must give 

notioe of dishonor to the drawer and all previous endor¬ 

sers. The notioe, though not required to be in‘writing 

at Law, must be a written notice for safety. The notioe 

must he given within a reasonable time if both the 

giver and the receiver of the notice reside in the same 

plaoe, it should be given the day after dishonor. If, on the 

other bend they live in different plaoes, the notioe must 
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be posted the day after dishonor. Any how, the holder 

must give notioe of dishonor within a reasonable time. Of 

/fcourse, if, for some reason, the notice coaid not be given, 

or did not reach any of the parties, throngh no fault of 

the .giver of the notice, he would be excused. Otherwise, 

^failure to give notice within reasonable time would re* 

lease all endorsers previous to the party failing to give 

notice, as well as the drawer. 

Besides giving the notice os above referred to, the 

holder must get the bill ''Noted.” This is done through 

a Notary, who presents the bill, notes down in his regis- 

ter the fact of its dishonor and the reason, if any, given 

by the acceptor for so doing. When the bill is a Foreign 

Bill, it requires also to be “ Protested•” The Protest 

includes a copy of the bill signed by the Notary making 

it, and states the name of the person at whose request the 

protest is made, the cause and reason of protesting, the 

demand made and the answer given, or if the drawee or 

the aooeptor could not be found, that faot is stated in the 

protest. In case of Inland Bills noting alone is sufficient. 

' Lost Bill:—When a bill is lost, the holder oan, on 

giving proper security to indemnify the drawer and ao¬ 

oeptor against all persons who may claim from him, in 

ease the bill be found, force the drawer to give him 

another bill of the same tenor. 

Accommodation BillsOften bills are drawn, ac¬ 

cepted and endorsed, for the aooommodation of one or 

more of the parties concerned, though no value has passed 

on them. These are known as Aooommodation Bills'or 

** Kites.” *, g.t A, B and 0 eaob are in want of £100 and 
they arrange that A should draw a bill for £300, wbloh 
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B should aooept. That A should then endorse over this 

bill to 0, who in his tarn should disoount same with his 

Bank. They then divide the proceeds among themselves. 

This bill is an Accommodation Bill because here A, B and 

C, the parties to the bill, are accommodated, whereas, the 

Banker is a holder for value. The holder for value can, 

therefore, reoover the amount of the bill on due date from 

the acceptor “ B,” and failing him, he can sue 0 and-A 

in turn. Here the fact that the Bill was an Accommoda¬ 

tion Bill, and that full consideration for it was not re¬ 

ceived by B the acceptor, would not affect the Banker as 

a holder for value. With regard to the accommodated 

parties, the party who accepted or endorsed a bill, without 

receiving value, may raise that question successfully, and 

plead it against any of the parties to the accommodation. 

For further and detailed information as to the Law 

relating to Segottable Instruments the student is referred to 

Davar's Elements of Indian Mercantile Law, where there 

is a special chapter dealing with the subject as well as the full 

text of the Act itself in the Appendix. 

The following are some of the Principal forms of Bills. 

1. A Bill Receivable. 

London, 20th July, 1924. 

One month after date pay to me or my order 

the sum of Pounds One Hundred and Fifty 

sterling, for value received. 

£ 150-0-0. 

Stamp. 

To Mr. A 
(Sd.) B. 



-46 HIGHER ACCOUNTING. 

The Above draft when accepted by A, would bear 

across the face of it the following writing t— 

Accepted. 

(Sd.) A. 

2. A Promissory Note. 

London, 20th July, 1924. 

j On demand (or at three months after date) I 

Sump. promise to pay Mr. B the sum of (£100) Pounds 

One Hundred, for value received. 

£100-0-0. 

London, 10th June, 1904. 

3. A Bank Draft- 

Bombay, 11th Sept. 1924. 

Pay A. B. Carter, Esq. or order the sum of Rupees Five 

Hundred only. 

Rs. 500-0-0. For the National Bank, Lid. 

To •) J. Jones. 

The Chartered Bank, Madras. 

-4a A Cheque. 

The Central Bank, Ltd. Bombay, 15tb Oot. 1924. 

Pay H. Hunter, Esq. or order Rupees One Thousand only. 

B**l,000-0-0 L, Maoky. 
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The difference between the various forms could be set ont 

in tabular form as follows :— 

Drawer. Drawee. Payee* 

A B c 

A A c 

Bank Bank c 

A Bank 

i 
c 

i 

Bill of Exchange. 

Promissory Note. 

Bank Draft- 

Cheque. 

We shall now proceed to deal with account keeping in 

-connection with these docnments. Two separate books err.. 

Bills Receivable Book and Bills Payable Book are main* 

tained with a view to keep a record of the minute details 

with regard to Bills Receivable i. e., the Bills for which 

we are to receive money, and Bills Payable, i. «., Bills 

accepted by us which are to be paid by us on their due dates. 

These books oontain separate columns where particulars as 

to date of the Bill, its receipt, acceptance, term, and the 

due date are to be reoorded. Various entries relating to 

these bills would have to be journalised and posted into the 

Ledger after they are entered into Bills Receivable and 

Bills Payable Books. 

Forms of the two Books with convenient rulings and 

speeimen entries are given below i— 
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Journal entries for Bills of Exobsoge are as follows:— 

Entries for Bills Receivable :— 

Received acceptance of John 

Smith of our draft for Rs. 500 

Entry. 

Bills Receivable account Dr. Rs. 500 

To John Smith hi. 500 

Discounted Bill of John Smith 

with our Bankers ; discount charged 

Rs. 50. 

Entry. 

Bank Account Dr. Rs. 450 

Discount account „ 50 

To Bills receivable account Rs. 500 

Bill Receivable given by William 

Green endorsed over to Thomas John 

in payment of debt. 

j Entry. 

Thomas John Dr. Rs. 1,000 

To Bill Receivable Rs. 1,000 

Received cash for George Hardy’s 

Bill. 

Entry. 

Cash account Dr. Rs. 400 

To Bills Receivable account Rs. 400 

N. Ladha’s bill for Rs. 1,000 fell 

due to-day whioh he dishonoured, not¬ 

ing charges Rs. 10. 
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Entry. 
N. Ladha 

To Bill Receivable 

„ Cash 

Dr. Rs. 1,010 

R>. 

ff 

1,010 

10 

N. Ladha paid hie bill including 

noting charges and interest Rs. 1,025. 

Entry. 

Cash acoonnt Dr. Rs. 1,025 

To N. Ladha account 

„ Interest account 

Rs. 1,010 

.. 15 

Bankers inform ns that John 

Smith’s bill which was discounted with 

them was not paid on maturity, and 

they claim Rs. 510 including Rs. 10 

for noting charges. 

Entry. 

John Smith Dr. Rs. 510 

To Bank account Rs. 510 

John Smith having turned an 

insolvent his trustees in insolvency 

paid 8 annas in the Rupee on the 

above amount. 

Entry. 
Cash Dr. Rs. 255 

Bad debts account „ „ 255 
To John Smith 

Aocepted 

Bt« 600* 

Entriaa for 

Robinson’s 

Bills Payable, 
aft for 

Rs. 510 
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Entry. 
Robinson & Co. Dr. Rs. 600 

To Bills payable Rs. 600 

Paid William Brown cash for bill 
» 

payable Rs. 600. 

I, Entry. 
Bill Payable acconnt Dr. Rs. 600 

To oash Rs. 600 

Retired oar bill payable- for 

Rs. 1,000 earlier than its dne date, 

thereby earning discount of Rs. 50. 

Entry. 
^ Bill Payable uccoant Dr. Rs. 

To cash account 

,, discount account 

Instructed Bankers to retire bill 

payable of ltadhabai & Co. for 

Rs. 10,000 falling due to-day. 

Entry. 

Bill Payable account Dr. Rs. 10,000 

To Bank aocount Rs. 10,000 

Entrleu with respect to accommodation Bills 

t. Bills which are drawn, accepted and endorsed by 

persons for temporary accommodation of themselves or 

their friends, would be as follows under circumstances 

narrated. 

If A and B are in want of Rs* 1,000 each and they 

arrange that a bill for Rs. 2,000 should be drawn by A, 

and aooepted by B, the entries in the respective hooks of 

A and B would be as follows s— 

1,000 

Rs. 950 

50 
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Books of A. 

Bills Receivable account Dr. Rs. 2,000 

ToB Bs. 2,000 

(When the bill is accepted and returned by B). 

Bank Dr. Rs. 1,950 

Discount n ft 25 

B’s account ft »• 25 

To Bills Receivable account Rs. 

(The bill being discounted with the Bankers), 

Note:— 
Here B is debited for his share of 

discount charged on the discounting 

of his bill. 

B Dr. Rs. 975 

To cash Rs. 975- 

(Being half of the proceeds of the bill given to B). 

Note • ' 

This entry is passed when actual 

cash is paid to B against bis share of 

the Bill. 

B Dr. Rs. 1,000 

To cash Rs. 1,000 

(Being the amonnt paid by A to B on maturity!). 

Note*— 

This entry is passed by A when 

be pays his own share of Rs. 1,000 on 

the Bill on the date of its maturity to 

enable B to pay same away. 
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Entries in B’s Books. 

A Dr. Rs. 2,000 

To Bills Payable account Rs. 2,000 

(When the bill is accepted and sent to A). 

Cash Dr. Rs. 075 

Discount ,, ,, 25 

To A Rs. 1,000 

(On receipt of half the net proceeds of the bill). 

Note:— 

Entry when B receives Rs. 975 on 

account of a cummodation, and is inform¬ 

ed that his share of discount is Its. 25. 

Cash Dr. Rs. 1,000 

To A Rs. 1,000 

(Being the ainoant received from A on matarity). 

Note 

Entry when A pajs his share of 

Rs. 1,000 on the bill to enable B to 

meet it on its due date. 

Bill Payable Dr. Rs. 2,000 

To Bank Rs. 2,000 

(Bill being met by B.) 
Note:— 

When B finally pays his acceptance. 

Outward Consignments. 

A merchant hearing of a good market for his goods in 

some other town or oountry, consigns some of his goods, 

either by rail or by steamer, to that country, to some other 
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merchant there, who works, as the Consignor's Agent for 

sale of these goods. When, therefore, the consigning 

merchants, whom we shall for the purpose of onr illustration 
oall Robinson A Co., of Liverpool, send their goods per 8.8. 
“Sumatra” to Australia to the care of Messrs. New 

Zealander A Co., they would first of all enter the trans¬ 

action for Record, in a subsidiary book, called Outward 

Consignments Book. This subsidiary book would be ruled 

as follows :— 

Outward Consignment Book. 

Date. 6 
z 

■ 

“il To whom 
Consigned. 

i 1 

j 
Particular*. 

! 
i i 

Amount 
as per Pro• 

forma 
Invoice* 

i 

Amount 
received in 
Advance. 

m 
M 
u 
m 
e 
« 

oc 

1924 i 
j * s. 1 £ s. d. 

Feb. m 3 4 New 200 bale* of Sold an 
Zealander & Cotton per Ac- 

Co*, Goods (ft & 965 count 

1 

Australia, SI 29 each. 
i 
1 

Sales 
received 
on 1st 
May 

J 
1924 

They would, after entering the transaction as shown 
above, pass an entry in their journal with regard to this 
consignment for the amount of the invoioe. It may be 

mentioned here that the invoice made oot in this case is 
known as a Pro-forma Invoice, and that the prices mention* 
ed therein indicate those which the consignor is expected to 
realise. In this case supposing that the Pro-forma Invoice 

including freight, doty and charges amounts to £ 5,955, the 
Journal Entry would be as follows :— 

Consignment of Cotton goods to 

New Zealander A Co. Dr. £ 5,800. 

To Goods sent out on Consignment aocount £ 5,800* 
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Note:— 

The above entry indioates the aotual Invoice value of 

the goods, and a farther entry would be passed for actual 

cash paid for freight, daty, etc., as follows:— 

Consignment of Cotton Goods to 

New Zealander & Co. Dr. £ 155 

To cash £ 155 

Note:—It may be noted here that in case more than 

one consignments are sent to the same party the consign¬ 

ments would be numbered, as Consignment of Cotton goods 

to New Zealander & Co., Australia No. 1, ditto No. 2, and so 

on, and separate accounts for each of the consignments 

wonld be opened in the ledger. 

Now, supposing that it is arranged between Messrs. 

Robinson and New Zealander A Co., Australia, as is usually 

the case, that former are to draw on the latter for say half 

the value of the consignment, the entry on receipt of the 

Consignee’s acceptance of the draft would be as follows :— 

Bills Receivable account Dr. £ 2,900. 

To New Zealander & Co. 2,900. 

Note:— 

It may be noted here that New Zealander & Co.’s 

separate personal account is opened and credited with the 

amount of the draft because in case of consignments, consig¬ 

nees do not undertake any responsibility as to the value 

of consignment. They are only liable to pay the actual 

amount realised on sale, otherwise the goods would &main 

with them entirely on consignor’s aooount and risk. 

When New Zealander & Co., Australia, sell the con¬ 

signment, they would make out an Acoount Sales giving 

particulars as to realisation of the Consignment, less com- 
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mission charged, charges and expenses incnrred by the 

consignees on the consignment. This Aoconnt Sales is then 

sent to the Consignors, Robinson & Co., together with a 

remittance for the balance doe. The Account Sales wonld 

run as follows :— 

Account Sale* of 200 bales of cotton goods received 

per S. ** Sumatra ” and sold on account and risk of 

Messrs. Robinson & Co., Liverpool. 

N. ' » & 
<!o. 
1/100 ICO Biles of Cotton Cooat 

(Ut March, 1921). 

or 
halt 

£i0 

£ 

4,00t' 

M 

♦ 0 

£ 1. 

101/16) 5 Bale* of ,, „ 
(20th March. I9.‘4|. 42 2 10< 0 0 

151/200 50 

! 

(15th April, 1924) J 
—Charges— 

1 43 

J 

2,150 (' 
’ 

0; 

! 
i 

| 8>'5 °l 

i 

0 

Insurance . 40 ( 0 
i 

Cartage and Storage . 190 0 ( 

1 
Commistton $% . 24* r 0 

-77 10 0 

Net proceeds • • 7 7? 10 0 

i 

Le«* Amount of our ac 
ceptance paid in ad 
▼ance . . • V o< 0 1 0 

Amount due • « 4,873 10 1 0 

B. AO. B* 

From the above it may be noted that the consignment 

has realised £ 7,772-10*. net after deducting all charge* 

met with by Messrs. Mew Zealander & Co. at Australia, 

and also after taking into account the commission charged 

by them at 3 %. As Messrs. Robinson’s draft for £2,900 
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was already accepted by Messrs. New Zealander & Co* they 

would now remit, the balance viz., £4,870-128. On 

receipt of the Account Sales the following entry would be 

passed :— 

Entry. 

New Zealander & Co• Dr* £7,772-10a. 

To Consignment of cotton goods to 

New Zealander & Co . . £7,772-10s* 

Note 

The above entry is posted for the foil amount of the 

Accoant Sales for the purpose of adjusting the Consign¬ 

ment Account. Now, supposing that according to agree¬ 

ment Messrs. New Zealander <fc Co. were to accept a draft 

for the balance, the entry on receipt of the acceptance 

would be as follows :— 

Bills Receivable account Dr. £4,87^-103. 

To New Zealander & Co. . . £4,872-108. 

The consignment account in Robinson’s Book (ledger) 

now shows a profit of £l,817-A0s. which wonld be trans¬ 

ferred at the time of periodical closing of books to the 

profit and loss account, for which a transfer entry wonld 

be passed in the journal as follows :— 

Consignment of cotton goods to 

New Zealander & Co. account Dr. £l,817-10s. 

To Profit and Loss Account £l,817-10s. 

When the whole stock sent out on consignment has 

been sold the MGoods sent out on Consignment” Account 

will, be transferred to Sales or Trading account. The 

journal entry for this transfer being. 

Goods sent ont on Consignment aoeonnt Dr. 

To (8ales or) Trading account. 
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If at ihe time of periodical olosiDg of the books • 

certain quantity of the stock still remains unsold then the 

stock on hand shonld be debited to “ Goods sent ont on 

Consignment” acconnt and credited to ** Consignment to 

New Zealander & Co.” at Invoice price this entry being 

reversed in next period. The stock shonld be included 

in the stock list at cost or market price whichever is the 

lower. 

The procedure followed in the above entries may 

be summarised as below :— 

(1*) Consignment account is debited with the cost 

of the goods and “ Goods sent on Consignment 

Account ” oredited. 

(2) Consignment account is debited with charges 

and expenses incurred thereon suoh as Freight, 

Insurance packing, etc. and Cash or personal 

acoount concerned is credited. 

(3) Cash or Bills Receivable account is debited with 

advance, if any, that may be received from the 

consignees and personal account of the consignee 

is credited. 

(4) When the consignee sends the Acoount Sales the 

Consignees is debited and the Consignment 

account is credited with gross proceeds of the 

sale. 

(5) With respect to the expenses met with by the 

consignee and his commissions as shown by the 

Acoount Sale received, the consignment ao- 

count is debited and the consignee's aooount 

Is oredited. 
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(6) The Consignment Account will now show the 

actual profit or loss made on it when balanced. 

The same is transferred to Profit and Loss 

Acoount. 

(7) The account of the consignee will show a 

balance; if any, due from him which is closed 

when a remittance is received by either cash 

or B. R. account being debited and consignee's 

account credited as the case may be. 

(8) The “ Goods sent on Consignment Account ” 

may now be closed by a transfer to Trading 

Account. 

(9) In case where a consignment is partly sold the 

balance on band at cost price is credited to the 

Consignment Account and debited to “ Goods 

sent on Consignment Account." 

Inward Consignments. 

In case of Inward Consignments an Inward Con¬ 

signments Book would have to be kept, which would be a 

subsidiary book, and in which the details of all consign¬ 

ments received would be entered for the purpose of record. 

The Inward Consignments Book would be ruled as follows:— 

Inward Consignments Book. 

Date. 6 
z 

Prom whom 
received. 

Parti. 
culara. 

Amouot 
il per pro* 

forma 
Invoice. 

Anr>o«m* 
paid in 

Advance* 

a • 
* 
m 
6 
V 
X 

i 
i 
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It may be mentioned that inward consignments are 

consignments of goods received by a merchant from his 

constituents. These constituents send the consignments 

to be sold by the Consignee on account of the Consignors, 

the Consignee’s remuneration being the commission charg¬ 

ed by him on total amount of sale. Here the Consignee 

acts as the agent for sale of the Consignor and is responsi¬ 

ble for value of the goods only when he sells them. By 

Special arrangements sometimes, in consideration of the 

Agent being paid an extra percentage of commission, known 

as Del Credere Commission, an undertaking is given by 

the Consignee Agent to the consignor that nothing would 

be lost by the latter through insolvency of the person 

to whom the goods are sold by the former. In such cases 

the Consignee is liable to make good snch a logs. In other 

cases the Consignee acts as a simple agent for sale, and, 

therefore, if aoy loss occurs through the failure of the party 

to whom be sells goods, the loss would have to be borne by 

the consignor. 

Entries with respect to Inward Consignments are as 

follows:— 

Consignment of 50 Boxes of Long Cloth 5,000 Yds. 

received from Nixon & Co., Lancashire, by Messrs. 

* Bawling of Australia. 

JBntry. 

Nixon & Co. Dr. .... £10 

To Cash ...... £10 

Note:—The above entry is passed in cash book in res¬ 

pect of expenses paid in cash by Messrs. Rawlins on 

account of the consignment. No entry with regard to the 

‘tftitie of the consignment is passed in the Financial Books 
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because the consignee is not, as desoribed above, responsible 

for same till the consignment is realised. 

Sold to Messrs. Perkins & Co. 30 boxes of Long Cloth 

reoeived on consignment from Nixon & Co. at £ 20 per box. 

Entry. 
Perkins & Co. Dr. ...» £ 600 

To Nixon & Co. ....*£ 600 

(Being the Sale of Long Cloth on account of Nixon & Co.) 

Sold for cash the balance of 20 boxes of Long Cloth 

reoeived on consignment from Nixon & Co. at £18 per box. 

Entry. 
Cash Dr.£ 360 

To Nixon & Co. ..... £ 360 

(Being the Sale for Cash of Long Cloth on account of 

Nixon & Co.) 

Allowed Messrs. Perkins & Co. for two damaged pieces 

on the goods sold to them £5. 

Entry. 
Nixon & Co. Dr. .... £5. 

To Perkins & Co. .... £5. 

(Being the amount allowed on long cloth sold on- 

account of Nixon & Co. 

Received cash £200 and a Bill of Exchange for 

£395 from Messrs. Perkins & Co. in full settlement of 

goods sold to them. 

Entry. 

Cash Dr. • • • £200 

Bills Receivable „ . • • £395 

To Perkins & Co. £595 
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Our commission charged on the total sales at $% as 

per oar Aoooant Sales. 

Nixon & Co- Dr. . . . £‘28-16s. 

To commission account . . . £28*16s. 

(Being Commission charged on sale of long doth.) 

Remitted through our Banker to Messrs* Nixon k Go,, 

Manchester the balance due to them on their consignment 

as per oar Account Sales. 

ttntry- 
Nixon A Co. Dr. . . • £916*4s. 

To Bank account .... £916*4s. 

The procedure as regards Inward consignments may 

be summarised as follows :— 

(1) No entry is made in the books of acoonnt when 

consignment is received, a record being kept in an inward 

consignments stock book. 

(2) Consignor’s personal account is debited with 

charges and expenses incurred thereon and cash or per* 

sonal account is credited. 

(3) For advance, if any that may be sent to the 

consignor, the Personal Aocount of the consignor is debited 

and cash or Bills Payable Aoooant is credited. 

(4) When the stock is sold oasb, bill receivable, or 

the buyer's personal account as the case may be is debited 

and the consignor’s account is oredited. 

(5) With regard to commission and brokerage on 

sale* consignors aocount is debited and commission and 

brokerage aoooant is oredited. 

(8) The balance on consignors aoooant will be dosed 

by a remittance of oasb or bill. 
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Note:—The old method was to open a separate con¬ 

signment account in oose of inward consignments also and 

pass all the above entries through that account instead of 

as at present, through the personal account of the consign¬ 

or. Then in the above illustration instead of Nixon & Co., 

account an account called “ consignment from Nixon & Co. 

account would be opened. 

Joint Aooounts. 

Besides the Outward and Inward Consignments as 

already dealt with, the traders often enter into what are 

known as joint ventures. In this case two or more 

merchants join hands and enter into short partnership 

arrangements for some particular transactions. It may be, 

for example, arranged that a merchant in Bombay should 

purchase and send goods to another in Calcutta, on joint 

account of both, the capital being contributed by each 

of the parties in agreed proportion the net profits or losses 

arising from such transactions are divided between the 

parties concerned. These special type of transactions 

would necessitate the keeping of special accounts of these 

joint transactions in books of both the parties. Let us 

therefore take each of the two classes of transactions 

separately and see what entries would be necessary in each 

case. 

Inward Joint Accounts* 

Beoeived advioe from Messrs. Kurkbride & Co., Singa¬ 

pore of the shipment of 300 chests of tea whioh they hare 

shipped per 8. 8. H Bajputaua ” valued at £1,000. 

No entry passed on this advice. 
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The Consignee insures the above shipment in London 

with the United Kingdom Marine Insnranoe Company, and 

pays cash £20* 

Tea on Joint Aoconnt with Knrkbride & Co. 

Dr. ...... £20 

To cash account.£20 

The consignee accepts Knrkbride & Co.’s draft for 

£500 being half the value of their shipment of Tea on Joint 

Aoconnt. 

Knrkbride & Co. Dr. ... £500 

To Bills Payable Account .... £500 

S. S. “Rajputana ” arrived with the consignment of 

Tea on Joint Account, and the consignee retires his 

acceptance to Knrkbride & Co. 

Tea on Joint Account with Knrkbride & Co. 

Dr. ...... £ 1,000 

To Knrkbride & Co. . . . . £1,000 

Note (entry to record the transaction). 

Bills Payable Account Dr. . . £500 

To cash or Bank account ..... £500 

Note.—Entry for the retirement of draft. 
___—_ A_______ 

Paid freight by the consignee on consignment of Tea 

em 8. 8* “Rajputana ” £60. 

Tea on Joint Account with 

Knrkbride & Co. Dr. • t £60 

To cash account . . £60 
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The consignee pays landing charges on the above ship* 

ment, £8. 

Tea on Joint Aooonnt with 

Enrkbride A Co. Dr. , , £8 

To cash account ...... £8 

Sold to Messrs. Woodland A Co. the Tea ex S. S. 

“ Rajputana ” and received their cheque for £1,500. 

Bank account Dr. . . . £1,500 

To Tea on Joint Account with 

Enrkbride A Co.£ 1,500 

The consignee adjusts and closes the above account of 

tea on joint aooonnt with Messrs. Kurkbride A Co. charging 

his commission £15 

Tea on Joint Acoount with 

Enrkbride A Co. Dr. . . £ 15 

To commission account .... £15 

Tea on Joint Account Dr. £ 397. 

To Enrkbride & Co. . . . £ 198-lOs. 

To Profit and Loss Account * . . £ 198-lOs* 

Notej—Being the profit made on Joint Aoconnt. 

Remitted to Messrs. Enrkbride A Co., the balance due 

to them on consignment of tea ex S. S. “ Rajputana ” by a 

draft purchased from onr Bank. 

Enrkbride A Co. Dr. . . £698-10s. 

To Bank aoconnt .... £698-10s. 

Outward Joint Aooonnt. 

For the same joint venture Messrs. Enrkbride A Co. 

of Singapore wonld pass the following entries in their books, 

it boing in their ease an Outward Joint Account. 

9 
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Pnrobased for £ 1,000,300 ohests of Tea to be shipped 

on Join* Account ft® S.S. “ Rajpntana ” to Messrs. Moriarti 

A Co. of London, the arrangement with them being that 

they are to aooept a bill for half the value and okarge their 

commission on sales and to share profits on the venture 

equally. 

Tea on Joint Account with 

Moriarti A Co. Dr. . . £1,000 

To Bank aooount.£ 1,000 

Shipped the above goods per S. S. “ Rajpntana” and 

advised Messrs. Moriarti & Co. of London of same, they 

having arranged to pay freight as well as effect insurance 

on their side on reoeipt of a wire from Messrs. Rurkbride 

A Co. No entry is to be passed except for the amount of 

telegram, we shall ignore in this case. 

Drew upon Messrs* Moriarti A Co. of London at two 

weeks after sight draft for £ 500. 

Bills receivable account Dr. . £500 

To Moriarti & Co. .... £505 

Received from Messrs. Moriarti A Co. their aooount 

sales showing the net profits alter charging their oornmis* 

sion and expenses to be £397. 

Moriarti A Co. account Dr. £l,198*10s. 

To tea on Joint Account with Moriarti 

A Co. ..... £l,198*10s* 

(Being the net proceeds of sales after charging ex* 

peases, commission and £ share of Moriarti A Oo.) 
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Received remittance from Moriarti k Co., for the 

balance doe on tea m " Rajpatana*” 

Bank aooonnt Dr. * • £698-1 Oa. 

To Moriarti k Co . • . £698-10*. 

Transferred the balance of profit on the Joint Account 

transaction per S. 8. “ Rajputana ” to Profit and Loss 

Aooonnt. 

Tea on Joint Aooonnt with Moriarti 

k Co- Dr.£198-I0s. 

To Profit and Loss Aooonnt . . . £l98*lt)s. 
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EXERCISES ON CHAPTER IU. 

Bills of Exohstnge. 

I. Reoord the following in Journal and Cash Book 

of P. Bjramji. 

(1) A. Hnrmasji gave a promissory note for Bs. 500 

for two months. 

(2) Aooepted draft at 3 months after date by Framji 

in favour of Kalyanji Bs. 800. 

(3) Gave Bombay Stationery Mart a bill for Bs. 250 

at 2 months. 

(4) Handed Manekji and Sons aoceptanoe for two 

months. 

(5) Received from Dastoor and Company H. Dada- 

bhoy's acceptance for Rs. 600. 

(6) Discounted N. Laloobhoy's acceptance for 

Bs. 600, discount charged Rs. 30. 

(7) Drew on Green and Company for Rs. 1,950 

allowing them discount Bs. 50. 

(8) Sold goods to Harilal Chimanlal and received in 

payment our own acceptance to Haridas and Company for 

Bs. 570. 

(9) Our promissory note to A. Mohdally for Rs. 350 

redeemed to-day. 

(10) Received Bakubhoy Ambalal and Company’s 

bill at 3 months for Rs- 1,025 including Bs. 25 interest. 

II. Enter the following particulars in conveniently 
ruled Bills Receivable and Payable Books and pass to 
proper Ledger accounts t— 

AT. B.—All acceptances will be made payable at oar 

Bankers, Central Bank of India Limited. 
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1924 Deo. 2. Drew on Harilal Samaldas ai 1 month for 

Rs. 1,520 allowing him disoonnt Ra. 80. 

Bill No. 129. 

»t 3* Harilal Samaldas aoceptcd same. 

,, 3. Aooepted Ghandabhoj and Son’s draft of 2nd 

instant at 2 months in favour of Kalyanji 

and Son for Rs. 500. Bill No. 95. 

,, 9. Received of Sntharia Brothers. J. Ram* 

ohandra’s acceptance to them for Rs. 850. 

,, 12. Gave Sri Ram Brothers acceptance dated 

11th instant for 1 month for Rs. 1,250. 

,, 12. Reoeived Ehare and Company’s acceptance of 

onr draft of yesterday at 3 months for 

Rs. 1,200 payable at Bank of India 
Limited. 

„ 16. A. Jones and Company forward B. Kantilal’s 

acceptance to them for Rs. 1,850 payable 

at National Bank of India Ltd. 

,, 21. Reoeived Wadia and Sons draft on ns of 19th 

instant at 1 month for Rs. 1,650, disoonnt 
allowed Rs. 50. Returned same duly ao¬ 
oepted. 

„ 22. Drew on Nusservanji and Co. at 4 months for 
Rs. 2,140, allowing disoonnt Rs. 100. 

„ 23. Reoeived Nusservanji and Company's aooept- 
ance payable at National Bank of India 
Limited. 

„ 27. Reoeived A. Mahler and Company's drafts on 
us of 26th instant for Rs* 3,150 with 
interest at 5 per oent. at 3 months. 

Returned same duly aooepted. 
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1M4 Deo. 80* Rein rued duly aooepted T. Krishna's draft 

on ns, dated 29th at 4 months for Rs. 660* 

„ 31. B* Ardeshar forwards ns D. Khanolker’s 

acoeptanoe for Rs* 1,160. Bill dated 29th 

October at 2 months and payable at 

Eastern Bank Ltd* 

„ „ Accepted G* Bbalohandra’s draft on ns, dated 

21st Deoember 90 days after sight for 

Rs. 1,340, diaoonnt allowed Rs. 60. 

III. A draws npon his customer B at two months from 

July 1st 1984;for Rs. 5,000 and three days after its date 

discounts with the Allahabad Bank Limited at 5 per cent, 

per annum. On the day of its due date B intimates that 

he. cannot meet the bill, but pays A on account Rs. 3,000 

and acoepts a fresh bill for a like period for the balance 

upon the oondition that A returns the original bill which 

he dues. Pass the necessary journal entries in the 

books of A. 

IV. Cavasjt buys from Hoormasji goods worth 

Bs.. 2,500, he is allowed a discount of 5 per cent, and gives 

Hoormasji a bill for the amount. Hoormasji having bought 

goods from Kantilal and Company to the value of Rs. 7,000 

payp Cavasji's bill and cash for the balance. At maturity 

the bill is dishonored. Pass neoessary journal entries 

in the books of Cavasji, Hoormasji and Kantilal and 

Company. 

V. For the mutual accommodation of Maganlal and 

CjfefrhgfpJftl, Maganlal draws a. bill on Chhagunlal for 
R'PgMes 2,000. Chbagsnlal accepts the bill and returns the 

rnn-u Maganlak Maganlal discounts*the bill with his 

bankers reoeived><Rupee* l,950v The* preoeeds are shared 
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equally between Maganlal and Chhaganlal. On the due 

date, Maganlal remits his proportion to Chhaganlal who 

meets the bill. Pass necessary journal entries in the books 

of both the parties. 

VI. Ramaohandra for the mutual and temporary 

aooomodation of himself and Laxmana draws upon the latter 

a bill of exchange at three months for Rs. 2,400, dated 1st 

January 1924. Ramaohandra discounts this bill imme* 

diately at his bankers, rate of discount being 5 per cent, 

and hands half the proceeds to Laxmana. 

Laxmana for a similar purpose, and at the same time, 

draws a bill at 3 months on Ramaohandra for Rs. 1,200. 

This he discounts with his bankers at5 per oent. and hands 

half the prooeeds to Ramchandra. Laxmana becomes a 

bankrupt on 31st March, and a first and final dividend of 

annas 4 in the rupee is paid on his estate on 30th June 

1924. 

Pass necessary journal entries in the books of Ram¬ 

chandra, and show Laxmana’s account as it would appear 

after the final dividend has been received. 

VII. Ahmed and Benjanji are the acceptors of a bill of 

4 months date for Rs. 7,000, due on the 24th January 1925. 

A few days before it matured, Ahmed and Benjanji found 

they oould not meet it, and wrote to drawers Messrs. 

Cbandabboy and Hoormasji, requesting them to renew the 

bill for 3 months, adding interest at 5% per annum. The 

drawers (Cbandabboy and Hoormasji expressed their will- 

ingaess to do so conditionally upon Ahmed and Benjanji 

lodging seouity with them for the amount of the renewed 
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bill* Messrs* Ahmed and Benjanji offered five customers’ 

bills, vie:— 

(1) Kantilal and Company’s bill Rupees 8,090, due 

14th February. 

(2) Nanavati and Company’s bill Rs. 1,730, due 26th 

February. 

(3) Jahangir Ardesher’s bill Rs.890, due 25th Maroh. 

(4) Ganesh Brother’s bill Rs. 820, due 19th April. 

(5) Shankarlal’s bill Rs. 1,120, due 26th April. 

Each of the above five bills was discounted by Chan* 

dabhoy and Hoormasji’s bankers and Ahmed and Benjanji's 

renewed bill was paid into the bant one month after its 

acceptance. Bills 1, 2, and 4 were duly honored. Bill 3 

was dishonored and returned to Chandabhoy and Hoor- 

masji who drew a cheque for its amount, plus Rupees 5, 

noting expenses. Ahmed and Walsh on being oalled upon, 

made good this amount ten days later. 

Bill 5 reached maturity same day as Abased and 

Benjanji’s renewed, and both were dishonored. 

(a) Show Ahmed and Benjanji’s account in the books 

of Chandabhoy and Hoormasji’s ledger. 

(6) Pass necessary journal entries in the books of 

Chandabhoy and Hoormasji. 

Consignments. 

VIII. On Maroh 1st 1925, A. Cawasj, a merchant in 

Bombay consigned goods worth Rs. 12,500 per S. 8.’’Malta’ 

to an agent in Caloutta, A.Cavasji inourred the following 

expenses in oartage Rs. 75, oooly charges Rs. 10, shipping 

ebargesRt. 395 and for Insurance Rs. 250. On 15th April 

1925, the oonsignee sent an aooount sale of goods realising 
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Bb. 17,000. Consignee deducted for Dock dues Bs. 50, go* 

down rent Bs. 200, and remitted the balance in fall after 

dedncting his commissions at the rate of 5 on gross sale. 

Prepare Acoonnt Sale and show journal entries in the 

books of both the parties. 

IX. ELalyandas Samaldas of Bombay shipped goods to 

his agent at Calcutta, on 1st November, 1924 and sent 

therewith a pro forma invoice for Bs. 6,000 (goods Bs. 5,400, 

freight Bs. 400 and Insurance Rs. 200). On 28th Decern* 

ber, consignee sent an account sale from which it appear* 

ed that a portion of the goods had realised Bs. 4,300. 

Consignee paid Bs- 50 for clearing the goods, Bs> 20 to 

coolies and Rs. 100 for storage. He remitted Bs. 2,000 cash 

and a 3 months draft on National Bank of India for the 

balance after deducting his commission @ 4|% on gross 

sales. The unsold Btock was valued at Bs. 2,900. Pass 

necessary journal entries in the books of the consignor 

and prepare Consignment Account 

X. On 1st December 1924, P* Byramji forwarded to 

Henny Crichton and Son on consignment 25 chests at 

Bs. 500 per chest, paying Bs. 120 for freight. On 18th May 

he received an account sales dated 20th April showing that 

goods had realised gross Rs. 12,460, and that the follow* 

ing expenses had been incurred *— 

Dock dues and Insurance, Bs. 80 ; oartage, Bs. 20 J 

storage, Bs. 30 ; Commission at 3% ; del credere commit* 

sion and enclosing a bill at three months for the 

amount doe. Becord these transactions in the hooka of Con* 

signor and Consignee end show also the Aooonnt Sales* 

it 
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XI. Sundardas and Son consigned goods valued 

Rg. 8,500 to Chimanlal and Company their Calcutta Agents, 

on 2ist February 1024 and drew on them at 4 months after 

date for that amount. They discounted the bill on the same 

day, being charged Rs. 140 for discount. On 31st March, 

Chimanlal and Company advised that they had paid 

Its. 280 for freight and landing charges on account of con¬ 

signment. On 31st May Chimanlal and Company remitted 

Rs. 4,500 on account of proceeds and on 3lst August they 

forwarded an Account Sale showing that the goods had rea¬ 

lised gross lis. 10,560 and charging their commission of 3r/c 

on that amount. Sundardas and Son retired Chimianlal 

and Company's acceptance at maturity. Record the above 

transactions in the books of Sundardas and Son’s books and 

show Ledger accounts- 

XII. On 1st June Ul24, a merchant trading in Bom¬ 

bay consigned goods to an Agent at London 2,000 tons of 

wheat invoiced proformi ut lis. 2HO per ton. He paid 

freight and other charges amounting to Rs. 5,000. On 1st 

September he received on Account Sales showing that 1,200 

tons had been sold at £17,250 tons at £16-10 8. and the 

remaining at £16-15s. London merchant incurred £100 

for cleaning, storing and other charges. He deducted his 

commission at 4% and remitted a 60 days draft in sterling 

payable at Eastern Bank Limited. Record these transac¬ 

tions in Bombay books taking the sale of exchange @ Is. 

4d. to the rupee. 

Joint Accounts. 

XIII* A. Byramji andP. Iloormasji engaged in a joint 

Speculation in sugar- On 15th January, Byramji advanc¬ 

ed Rs* 4,500 and Hoormasji Rs. 5,500 which amounts were 
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paid in a joint Banking Account, The following business 

was transacted :— 

January 20. Bought sugar from A. Kalyanji Rs- 7,240, 

less 5% discount and accepted his draft at 

three months for the amount. 

»» 2:5. Paid expenses of Loading Rs. 25. 

** 31. Paid freight to Calcutta Rs. 350. 

February 21. Sold Sitaram Brothers sugar Rs. 6,000 and 

received cash less 2^('/0 discount. 

»* 26. Bought sugar from Samaldas Haridas sugar 

for cash Rs. 5,000. 

March 25. Paid shipping charges and freight Rs. 450, 

27. Sold to Kustoorchand and Company, sugar 

for Its. 4,Q(JOf and received his acceptance 

at two months. 

April 
0 

15. Sold sugar to Lalloobhoy and Son, sugar for 

Rs. 3,000, and received cash for the same. 

The speculation was closed and the stock of sugar was 

valued at Rs. 3,4♦> i and taken over by A. Byramji at the 

agreed figure. Prepare necessary accounts in the books 

of both parties and divide the profits in ratio of 2: 1. 

XIV, Ohiinaulal Mehta of Calcutta and Dennison and 

Company of Rangoon, agree to have a joint venture in rice. 

The rice is to be shipped bv Dennison and Company from 

Rangoon to Calcutta, to the care of Chimanlal Mehta, 

1. Received shipment of 250 bags of Rangoon 

rice on joint account from Dennison and Rs* 

Company at cost . 5,000 

2, C* Mehta paid freight and insurance on same 350 
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3, Remitted by Cbimanlal Mehta hia share of 

half the cost ...... 2,675 

4, Paid rent and insurance on above by Chi man' 

lal Mehta.250 

5, Sold part of the above shipment to Indian 

Flour Mill and who gave their acceptance 

for ........ 3,500 

fi. Discounted the bill with Bank of India at 5% 

Sold to Mathuradaa Haridaa for and received 

oash less discount @ t . . . 2,000 

7< Remaining stock was valued at which was 

taken over by Chimanlal Mehta . . 1,000 

Reoord the above transactions in the books of Chiman- 

lal Mehta and show neoessary Ledger Acoounts. 

XV. On 20th June, 1924 P. Shapoorji of Bombay con¬ 

signed to A. Mahler and Company, Caloutta, goods worth 

Rs. 10,000 on a joint speculation, who agreed to share pro¬ 

fits and losses in the ratio of 2 : 1. On the same day he paid 

freight Rs. 300, insurance Rs. 100, and drew a bill on A. 

Mahler and Company &t 3 months for Rs. 5,200, which was 

diooounted with the Punjab National Bank on 23rd June 

1924. A. Mahler and Company reoeived the goods and 

paid the following charges : Dock dues, Rs. 100; Govern¬ 

ment duties and insurance, Re- 125; godown rent, Rs. 200. 

On first of September 1924 A. Mahler and Company forward¬ 

ed an Account Sale showing that the goods had realised 

Bs. 14,500 gross, and that A. Mahler and Company’s ex¬ 

penses were, Brokerage Rs> 50 and expenses of Sales Rs. 25. 

Write up Acoounts in the Ledgers of P< Shapoorji 

and A- Mahler end Company respectively. 
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XVI. Gopichand and Karamchand enter into a joint 

speculation ship goods abroad. Gopichand sends goods worth 

Rs. 25,000, pays freight Us. 2,500, insurance Rs. 500 and 

sundry expenses Rs. 1,975. Karamchand sends goods to 

the value of Rs. 15,750 and pays freight and insurance 

Rs-2,000 and other expenses Rs. 1,000. Karamchand gives 

his acceptance to Gopichand for Rs. 10,000 on account of 

the venture. Gopichand receives advice and remittance of 

net proceeds for the whole of the goods amounting to 

Rs. 55,600. Show how these transactions would appear in 

the books of Gopichand and Karamchand, assuming that 

final settlement is made between them. 
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CHAPTER IV. 

Partnership Accounts, Part I. 

Iu the previous chapters we have dealt with the ac¬ 

counts of a Solo Trader or Merchant who carries on a 

business on his own account. It is the experience of busi¬ 

nessmen that in certain class of businesses, co-operation of 

more than one proprietor adds to the efficiency of work 

and produces better results. Besides, it enables a man of 

experience and ability, devoid of capital, or with a small 

capital, to start a large undertaking, in co-operation with 

one or more persons who are iu a position to finance the 

business. 

Partnership is defined by Sec. 239 of the Indian Con¬ 

tract Act of 1872 as “ the relation which subsists between 

persons who have agreed to combine their property, labour 

or skill in some business and to share the profits thereof 

between them.” 

Persons who have entered into partnership with one 

another are called collectively a M Firm.” 

By the English Partnership Act of 1890 partner¬ 

ship is defined as the relation which subsists between 

persons who carry on business in common with a view to 

profit. 

It is not necessary for the agreement between the 

partners to be in writing. An oral agreement will also be 

sufficient, but this might give rise to disputes and expensive 

litigations, and in such cases the only guide to the book¬ 

keeper or accountant who has to adjast their accounts, 

is the adjustment of the previous years. It is therefore 

highly desirable to lay down clearly in a memorandum in 
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writing the terms of the agreement between the partners, 

especially with regard to the following points which have 

a direct bearing on the preparation of the partnership 

accounts, 

1. The amount to be contributed by each partner to¬ 

wards the capital of the business. 

2. The proportion in which Profits or Losses are to 

be shared by the partners. 

3. The amount of remuneration, if any, to be paid to 

any or all of the partners for taking part in the manage¬ 

ment of the business. 

4. The limit to the total amount of drawings in 

anticipation of profits. 

5. The Rate of Interest, if any, to be allowed on 

capital and charged on drawings. 

6. Provisions as regards the periodical closing of 

Books, Audit, and treatment of capital and partners’ cur¬ 

rent accounts. 

7. Basis on which good-will is to be valued. 

8. The method of ascertaining the amount due to a 

partner or his estate in the event of such partner's retire¬ 

ment or death as regards capital, share of Profits or Losses 

from the date of the previous balance sheet to the date of 

death or retirement and the share of good-will. 

9. The arbitration clause providing for certain dis¬ 

putes and difference between partners to be settled by a 

reference to arbitration. 

10. The right of a partner to get books of account 

independently examined by an expert of bis own choice 

apart from the usual periodical audit. 



so HIGHHB ACCOUNTING. 

Where an agreement in writing exists the terms of the 

eontract can be annulled or altered by consent of all the 

partners which consent may be either expressed or implied 

from a uniform course of dealing. 

In *the absence of any contract to the contrary the 

relations of partners to each other are determined by the 

following rules laid down by Sec, 253 of the Indian Con¬ 

tract Act. 

(1) All partners are joint owners of all property 

originally brought into the partnership stock, 

or bought with money belonging to the partner¬ 

ship,or acquired for purposes of the partnership 

property. The shares of each partner in the 

partnership property is the value of his origi¬ 

nal contribution, increased or diminished by his 

share of profit or loss ; 

(2) all partners are entitled to share equally in 

the profits of the partnership business, and 

must contribute equally towards the losses 

sustained by the partnership ; 

(3) each partner has a right to take part in the 

management of the partnership business ; 

(4) each partner is bound to attend diligently to 

the business of the partnership, and is not 

entitled to any remuneration for acting in 

such business ; 

(5) when differences arise as to ordinary matters 

connected with the partnership business, the 

decision shall be according to the opinion of 

the majority of the partners; but no ohange 
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in the nature of the business of the partner* 

ship can be made, exoept with the consent of 

all partners ; 

(6) no person can introduce a new partner into a 

firm without the consent of all the partners ; 

(7) if from any cause whatsoever, any member of 

a partnership ceases to be so, the partnership 

is dissolved as between all the other members ; 

(8) unless the partnership has been entered into for 

a fixed term, any partner may retire from it 

at any time ; 

(9) where a partnership has been entered into for a 

fixed term, no partner can, daring such term, 

retire, except with the consent of all the part¬ 

ners, nor can he be expelled by his partners for 

any cause whatever, except by order of Court ; 

(10) partnerships, whether entered into for a fixed 

term or not, are dissolved by the death of 

any partner. 

The peculiar position of the members of a partnership 

firm is that, unlike a limited liability company, partners 

of a firm are liable to their utmost extent as regards the 

whole of the partnership debt. This makes it most impor¬ 

tant that previous to a person being admitted in partner¬ 

ship, great care and caution should be exercised otherwise 

a partner wi*h speculative tendencies might enter into risky 

transactions, with disastrous results both to the firm and 

his brother partners. 
II 
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It will be noticed that the Act does not provide for 

the allowance of any interest on capital nor for any 

remuneration to the partners for acting in the partnership 

business. In order to get same there must be, as we have 

already noticed, an express agreement. 

The peculiarity of partnership accounts lies mainly 

in the adjustment of capital accounts of partners, their 

drawings and good-will adjustments. In other particulars 

partnership accounts are worked on lines similar to those 

of individual traders. 

In case of sole traders “Capital” represents the 

excess of assets over liabilities at book values, in Partner¬ 

ship the individual Partners Capital Accounts taken 

collectively represents such excess and when taken sepa¬ 

rately show the proportion in which such excess is to be 

divided between the partners on dissolution. 

Every partner's capital account has to be maintained 

separately in his name and should be credited with the 

total amount of capital that he brings into the firm. These 

Capital Accounts are adjusted periodically by a transfer 

of the balance of the respective Current Accounts, which 

are separately kept, and to which the share of profit and 

loss, as arrived at, at the closing period, is taken and to 

which accounts the drawings are posted. 

Illustration. 

A, B and 0 are partners with Capitals of Rs. 5,000, 

Its. 4,000 and Us. 3,000 respectively on 1st January 1924. 

Daring the year they draw, according to their agreement, 

respectively Rs. 120, Rs. 30 and Rs. 40 at the end of each 

quarter. Moke out their Drawing and Capital Accounts* 
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The firm has made a profit of tts. 2,000 during the year, 

and the partners share profits in the proportion of ^ 

and £ respectively. 

A'b Current Account. 

1924 
i 

Rs. 1924 I 
i Rs. 

Mar. n To Hank . . 120 Dec. i| By Profit and Loss 

i Account (£ abare 
June iO JIM • • * 120 1 

i 
of profits) . 1,003 

Sept. <u 1 » i J • • • 120 
! 

i 

Dec. 51 . 120 
i 

** A’h Capital Ac¬ 
! 

1 
count (transfer) 520 1 

i i 

! 1,000 i 
i 1,000 

- - 

A*s Capital Account. 

1924 ’ ! Rs. 1924 R«. 

Dec. 11 To Halince . 5,52t Jany. 1 By Bilance . ‘5,000 

f I 
; 

Dec. 31 ,, A ’s Current Ac* 
count (ti ansfer) 520 

i < 
; ! 

i 

5.5 20 
1925 I 5,520 

! 1 

• 

January 1 By Balance * 5,520 

Xoh>. — If separate 44 Drawing Accounts” are main¬ 

tained instead of “ Current Accounts” for partners, their 

drawings would be debited to these accounts, the balances 

being transferred to their respective Capital Accounts at 

the end of the trading period. In this case the shares of 

profits are directly transferred to Capital Accounts. 
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Illustration. 

A’s Drawing Account. 

1924 Rs. 1924 Ra. 

March 31 To Bank • . 12C December 31 By A»a Capi- 

tal Account 
June 30 »> • . 12C (transfer) . 480 

Sept. 30 „ »* . 120 

Dec. 31 „ »• • • 120 

4S0 480 

A s Capital Account. 

1924 R». 1924 R*« 

December SI To AS Draw- January 1 By Balance 5,000 
mgs Account 

(transfer) 4«t Dec. 31 ,, Pro tit and 

Loss Account 
,, 31 To Balance c/d. 5.52C (J share of 

profits) . 1,000 

ti.COC 6,000 

1925 

Jan. 1 By Baitince b/d. 5.520. 

“Drawings Account” pure und simple, as distin¬ 

guished from “ Current Account ” is merely an account 

used for collecting together all withdrawals by partners 

daring a financial period in anticipation of Profits and is 

a debit balance which is transferred periodically to tho 

respective Partners’ Capital Accounts and no balance 

appears on the Balance Sheet in respect of this. 

“Current Account” on the other hand contains 

debits and credits. It is a running account between each 

of the partners and the business. In this account all 

transactions such as fehare of Profit, Interest on Capital, 
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etc., of the partner concerned are entered and the balance 

on this account is in some cases transferred periodically 

to Capital Account. There are cases however where the 

Articles of Partnership provide that the amount of capi¬ 

tals of each of the Partners should be kept up at a fixed 

amount or that they should be maintained at a specified 

ratio to one another, the balances on the current accounts 

should not be transferred to the Capital Account at balanc¬ 

ing time, but should be carried forward on the same 

account. They are then shown on the Balance Sheet sepa¬ 

rately as Partners’ Current Account, as distinct from 

Capital or Loans. 

The last described method 'V>., that of the Current 

Account, is preferable and is now generally followed in 

view of the framer v. Murray, decision with which we 

‘have dealt later at some length, as it helps to keep the 

figures of capital distinct from that of undrawn profits. 

Interest is sometimes allowed or charged on the balance 

of the current accounts which in such a case would be 

passed through the same account. 

Law does not provide for Interest on Capit.al>and 

therefore unless there is an agreement to that effect, 

partners are not entitled to any interest on their Capital. 

In ease such an interest is allowed in accounts and the 

partners have connived at it, such an agreement may 

be inferred. The same rule applies even in eases where a 

partner has agreed to bring in a certain capital and fails 

to do so i. tf., in that case the partner bringing in his 

capital would not be entitled to interest in winding up in 

absence of agreement or inference from accounts. The 

further rule is that where such interest on capital is pay- 



86 HIGHER ACCOUNTING* 

able by agreement such interest stops running from the 

date of dissolution unless otherwise agreed. The practice 

of oharging interest on capital to the Profit and Loss 

Account can be supported from two points of view, 

(1) it serves to show the actual balance of working profits 

after the usual interest on capital invested is deducted, 

and at the same time, (2) the financing partner who brings 

in the largest amount by way of capital has the satisfac¬ 

tion of secnring a proportionate benefit of interest on his 

capital besides his agreed share of profits. 

Where interest is not allowed on capital the following 

will be the result on the division of profits. 

Where Partners capitals are equal and, 

(a) they share profits eqnally there will be no 

difference in the ultimate amount credited ; 

(b) they share profits unequally the partners with 

the larger share of profits will gain at the 

expense of the others. 

Where Partners9 caqntals are unequal and, 

(a) they share profits Twequally, the partners 

with smaller capital get an advantage ; 

(t) they share profits unequally, the actual ratios 

of the capitals and the proportion in which 

the profits are shared should be considered 

before the result could be stated. 

If, in the above illustration, the partnership agree* 

ment allows interest on Capital of each of the partners at 

a fixed rate of 5 per cent as well as interest on their draw* 
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!ngs at the same rate, their accounts wonld appear as 

tinder s— 

A’s Current Account. 

1924 Rs. 1924 R 8. 

March 31 To Bank . 12 J December 31 By Interest 

Account (In- 

June 30 120 t^rcst On 

Capita’) 253 
Sept. 30 fi ,i * . 120 

»j >» By Profit and 

Dec. 31 ,, 12 « Loss Account 
sb > rc r f 

„ ,, ,, Interest Ac¬ prelit) . 1,0:0 
count . * 9 

,, ,, ,, A's Capital 
Account 

(transfer) 701 

1,250 1,250 

A s Capital Account. 

1924 Rs 1924 Rs. 

December 31 To Balance cd. 5,761 January 1 By Balance 5,010 

Dec. 31 »» A’s Current 
A c c o u n t 
(transfer) 761 

5,761 5,761 

1925 

January 1 By Balance b/d. 5,761 

Frequently by special agreement, a partner who de¬ 

votes more of his time to the management of the business 

is allowed a share independently of his agreed share cf 

profits. 

11 Salaries to partners n differ from 44 Drawings in 

that the former are remuneration for services rendered 
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while the latter are merely withdrawals in anticipation of 

profits. Salary to a partner is an expense eonnected with 

the bnsiness as otherwise an outside manager would have 

to be employed to do the work attended to by the partner. 

When such salaries are debited to Profit and Loss Account 

the net profit shown by the Profit and Loss Account indi¬ 

cates the return on the Capital employed as distinct from 

compensation for services. 

Here if the salary is regularly drawn out, the salary 

paid to a partner is debited to the u Salaries account,” the 

‘‘Cash account” receiving the corresponding credit. Other¬ 

wise the firm’s salaries account — M he debited and the 
r 

current account credited. 

To summarise, salaries are paid to partners either 

(1) when a partner or partners devote more attention to 

the firm’s business than the rest, or ('!) where a junior 

partner, who is virtually speaking a salaried employee, is 

encouraged by being allowed a nominal share in the profits 

over and above his salary, orv(3) where the partners think 

it desirable that the net profits should not include that 

figare which could be earned by partners by personal 

services elsewhere. 

The following illustration worked with the partner’s 

shares as in the first problem would illustrate the principle 

taking for granted that in case of these three partners 

shares to be paid a salary of Its. 300 a year to he paid 

half-yearly, and fts. 200 a year also to be paid at the same 
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interval. We shall here assume that the partners eon* 

cerned did not draw anything against their salaries :— 

B’s Current Account. 

1924 R». 1924 Ra. 

March 31 To Bank . 80 June 30 By Salaries Ac¬ 
count • 150 

June 30 „ it • » 80 
Dec. 31 9 9 Salaries Ac¬ 

Sept, 30 ,, n • • 80 count . . 150 

Dec. 31 „ »» • • 80 »• *» t 9 Interest Ac- 
count(Interest 

»• *» i * Interest Ac¬ on Capital) . 200 
count . • 6 

ii > i 9 9 Profit and 
•t »• »* B's Capital Ac¬ Los* Account 

count (trans¬ share of 
fer) 674 profits) . . 500 

1.000 1,000 

B’s Capital Account. 

1921. Rs. 

Decomber 31 To Balance c/d. *1,674 

A .67-4 

1924. Ks- 

January 1 By Balance • 4,000 

Dec. 31 ,. B’s Current 
Account • 074 

4.674 

1925 

.lamia fit 1 11\’ l^alanrP K/<L 4.674 

There are occasions when partners lt*Ye to bring in 

money by way of advances over and above their* agreed 

capital. In such cases the amount so advanced by any 

partner is treated as a loan from that partner, on which he 

is entitled to interest at the rate of 6% or more as may be 

agreed between partners. 
19 
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An agreement to pay a different rate may also be 

inferred by the custom of the particular trade. This loan 

is not to be mixed up with his usual capital but a separate 

loan account has to be opened in the name of the partner. 

Interest on this loan is to be either credited to the loan 

account itself, and debited to the firm’s interest account, 

or it may be credited to the current account of the partner 

concerned. 

The following illustration would explain the point:— 

Following the same illustration as above suppose that 

A, one of the partners, had advanced a loan to the firm of 

Its. 2,000 at T\<t'0 interest. His 41 Loan account” would 

appear as under :— 

A’s Loan Account. 

Rs. Rs. 

To Balance c/d. • . 2,100 By Bank . , • 2,0C0 

,, Interest • . 100 

2,100 
2,100 

By BaUnce b/d. • 2,l0o 

i 
Good-Will. 

Good-will is the advantage that a firm or a company 

enjoys through the established reputation and the busi¬ 

ness connection which it has established through previous 

dealings, advertisements, etc. If a new partner joins a 

firm with an established reputation, he no doubt obtains 

a ready benefit of the firm’s reputation which was estab¬ 

lished through the exertions of the old partners ; or where 

the firm’s business is sold, the new owners of the business 

would benefit through its established reputation, thereby 
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gaining a ready connection which would otherwise have 

to be established through incessant work for a number of 

years. 

Mr. Justice Warrington defines good-will as fol¬ 

lows :—“The good-will of a business is the advan¬ 

tage, whatever it may be, which a person gets by con¬ 

tinuing to carry on, and by being entitled to represent to 

the outside world, that he is carrying on, a business which 

has been carried on for some time previously.*’ 

It was defined by another learned Judge, Lord Eldon 

as :— 

“The probability that the old customers will resort to" 

the old place.” 

While Lord Macnaghton puts it in a nut-shell as 

44 The attractive force which brings in custom.” 

lienee qood-vcill may be defined as the value attached 

to a business on the presumption that eastern will con¬ 

tinue to be attracted by the concern in the future as in the 

past. The following arc some of the reasons why custom 

is so attracted :— 

1. Quality of the articles dealt in. 

2. Locality. 

3. Business connections. 

4. Organisation for sale and distribution. 

5. Partial monopolies of all kinds 9uch as Sole agen¬ 

cies, Patents, Trade Marks, etc. 

6. Qualifications of the Partners. 

In cas*, of partnerships it has been held as settled 

law that in the absence of expressed agreement, good-will^ 

is the common property of the firm’s partners. It would 
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thus be seen that where a partner retires from the firm or 

when he dies, he or his heirs woald be entitled to see that 

the figure of good-will is inolnded in the calculation of 

capital. 

The value of good-will is usually based upon the cal¬ 

culation of average profits of three to five years, or in 

case of retail shops on the out-turn. In many businesses, 

the personal element, i. <?., the ability of a particular part¬ 

ner, or his personal influence, may count a good deal and 

in such a case his retirement from business may seriously 

affect the good-will of the business. There are various 

methods of calculating good-will, and it is always wise to 

insert provisions in partnership agreements as to the 

principle on which the good-will of a partnership business 

is to be calculated on death or retirement of a partner ; 

otherwise unnecessary litigation and annoyance may result. 

We shall now deal with the various methods employed 

in calculation of the good-will and their treatment in 

accounts. 

1. When an old partnership takes in a new partner, 

it is frequently agreed that the new partner shall, pay 

y^ver and above the amount of capital he agrees to bring 

in, a certain amount in cash by wav of good-will. In 

this ca«e the whole of the cash brought in by way of good¬ 

will would he debited to the cash account of the firm, and 

credited to the original partners in the proportion in 

which they share profits in their respective capital 

accounts, if the money is to he retained in the business, or 

in their current accounts if it is to be drawn out by them. 

A and B are partners with capitals of Rs. 20,000 and 

Rs. 10,000 respectively. They share profits aid losses in 

proportion of 2 to 1. They consent to take in 0, who 
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is to bring in Bs. 20,000 as capital and a farther sum 

of Bs. 9,000 as good-will. 

lfs Capital Account. 

Rs. 

To Balance c/d. • • • 26,000 By Balance • . 

>• Good-will . . 

Rs. 

• 20,000 

. 6,000 

26,000 26,000 

By Balance b/d. . 26,000 

B's Capital Aooount. 

Rs. 

To Balance c/d. . . . 13,000 By Balance . 

,, Good-will . 

R®. 

. 10,000 

• 3,000 

13,000 13,000 

By balance b/d. • . 13,000 

Good-will i Account. 

Us. 

To A’a Capital Account • <>.000 

To B’s ,, . 3,000 

0,000 

By Cash • . 

Rs. 

. 9.000 

9, COO 

(Xote.— It is assumed that the amount paid is to be 

used in the business). 

2. If on the other hand it is agreed that the new 

partner should bring in his capital, but instead of paying 

a certain amount by way of good-will in cash, a fixed 

amount mutually agreed upon, should be debited to a 
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separate 44 Good-will account0 and oredited to the capital 

accounts of the original partners in proportion in which 

they shared profits, the 44 Good-will account 99 itself would 

stand in the books as an asset, which would have to be 

gradually written off in the agreed proportion, out of the 

profits of the future years, before the division of such 

profits among partners, f If the latter arrangement of 

writing off the figure of good-will is not made, the advant¬ 

ages which the original partners would have are (a) that 

the figure of their capitals would be increased by the 

addition of the good-will, and thus, the interest calcula¬ 

tion on the capitals concerned would give them a larger 

share in the profits; (6) as capitals represent the proportion 

in which “net assets” of the business are to be shared by 

the partners, the share of the original partners will thus 

be increased in the event of dissolution. 

The following illustration worked out on the question 

of good-will would explain the point :— 

A and B are partners with Capitals respectively of 

Rs. 40,000 and Rs. 35,000 and sharing profits in proportion 

to 2 to 1. They agree to take in a new partner C who is 

to bring in a capital of Rs. 30,000 in cash. It is further 

agreed that a good-will account for Rs. 15,00) should be 

raised. The partners’ Capital Accounts and the Good-will 

Account would appear as under :— 

A’s Capital Account. 

To Balance c/d. • 
R*. 

. 50,00 ) By Balance • . 
R*. 

. 40,000 

,, Good-will Account . 10,000 

50, (00 50 000 

By Balance b/d. , . 50,000 
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B’8 Capital Account. 

To Balance c/d. . 40,000 By Balance 35,000 

,, Good will Account 5,000 

i0,0C0 40,000 

By Balance b/d. . 40,000 

C’s Capital Account, 

To Balance c/d. . 30,000 By Balance . • . 30,000 

30.000 30,000 

By Balance b/d. • • 30,000 

Good-will Aooount. 

Tn A’a Capittl Account . iO.G'Jl) By Balance c/d. 15.CJJ 

,, B’a , . 5.003 j 

15,000 1 ,f00 

To Balance b/d. . . 15,000 

It is desirable to write off the debit balance on Good- 

will Account over a period of years. 

In case of an outgoing or deceased partner the cal¬ 

culation of good-will gives rise to difficulties in case the 

partnership agreement does not include clauses clearly 

stating the lines on which good-will is to be calculated. 

(Under these circumstances the only method of arriving at 

jgood-will is by valuation, and the proportion to be credit¬ 

ed to the deceased partner’s capital account, is the pro¬ 

portion of the valuation, according to his share of the 



96 H1QHBR AOOOTmrriNO. 

profits of the partnership. The partnership agreement 

generally provides for oalonlation on the basis of so many 

years’ average profit, or as is often the case, it is agreed 

that for a certain nnmber of years a fixed annuity, or a 

fixed share of net profits, should be paid to the outgoing 

partner or his representative. 

It is not necessary to bring into account tie balance 

of good-will being the share of the remaining partners 

until occasion arises. 

Illustration. 

A, 13 and 0 are in partnership sharing profits and 

losses in the ratio of 3 : 2 : 1, respectively. A wishes to 

retire as from 31st December 1924. It is agreed that 

good-will should be taken at three years’ purchase of the 

average profits of the past five years less 10 percent. The 

net result of the previous five years were as follows :— 

Rs. 
1920 • t • .Profit of 30,000 

1921 ... .. 20,000 

1922 • • • ... ... ,, 5,000 

1923 ••• ... ... Loss of 10,000 

1924 ••• .Profit of 15,000 

Compute the share that will fall to A in respect 

good-will on his retirement. 
Rs. 

The average profits 
70,000-10,000 

5 
12,000 

Less 10 per cent. 1,200 

10, {<00 
Rh. 

Total value of good-will = 3 x 10,800 = 

A’s share beiDg ... • •• «M Rs. 

32,400 

10,200 • •• 
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Illustration. 

Nibb, Potts and Pen are in partnership who share 

profits and losses in the ratio of 4 : 2 : 1 respectively. 

When Pen joined the firm Rs. 7,000 was debited to good-will 

account which remains unaltered still. The articles of 

partnership provides that on the event of death of one of the 

partners the deceased partner’s share of the good-will shall 

be twice the average of profits credited during the three 

preceding years to his account. On the death of Nibb 

what further amount should be credited to his account in 

respect of good-will assuming the profits of the partnership 

for the previous three years were Rs. 20,350, Rs. 22,700, 

and Rs. 21,000 respectively. Potts and Pen have agreed 

not to bring into account their shares. Give the necessary 

journal entry. 

Amount credited to Nibb dnring Rs. 

the last three years _ 64,050 x 4 _ 36,600 

Nibb s share of good-will is ... — = 24,400 

At present there is a balance of Rs. 7,000 

on good-will account of which ~ths or 

Rs. 4,000 ie Nibbs share 4,000 

Hence the farther amount to be credited is 20,400 

When good-will account will stand at ... 27,400 

Journal Entry. 

Rs. Rs. 
Good-will account ... Dr. 20,400 

To Nibbs capital account 20,400 
being amount required to bring in Nibbs 

full share of good-will, 

is 
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Exercises on Chapter IV. 

I. Hari Singh, Sham Singh, and Qulab Singh who 

are cigarette manufacturers, share profits and losses in 

the ratio of 2 : 1 : 1. The Partnership Deed provides that 

interest at the rate of 5% P» A. is to be allowed on the 

capital of the partners which amount to Rs* 3^000, Rs. 6,000 

and Rs. 2,000 respectively. Gulab Singhhis also to receive 

Rs. 500 per annum as salary over and above his share of 

the profits. The firm’s profit amounts to Us. 5,000 for the 

year ending 30th Jane 1024 before charging interest on 

capital and partners’ salary. Yon are required to show 

capital accounts and current accounts of the partners. 

Hari Singh had drawn in anticipation of profits during the 

year Us. 600, Sham Singh Us. 500 and Gulab Singh had 

drawn his whole salary but did not draw anything against 

his share of profits. 

II. Mondker, Khidilker and Kelker r r*' trading in 

partnership as provision merchant**. On 1-t J innary 

1024 th»*ir capita! wtood a$ lO. .hpOOO, 10. 2‘\0n0 and 

Us. 10,000 ivoly. Interest at (!'■;. h allowed on 

capital and is to he charged on drawings. Mondker and 

Kelker are to receive 2 of net profits as commission be¬ 

ing remuneration for devoting more of their time to 

business than the third partner. The partners drawings 

were Rs. 7,500, Us. 6,01:0, and Us. 4,500 respectively. The 

profits for the year ending 3l9t December 1^24, amounted 

to Rs. 18,000 after charging partners’ commission but be- 

fore charging interest on capital and drawing. The first 

Rs. 10,000 of divisible profit is to be shared in ratio of 

5:3:2 and the balance to be shared equally. Show part¬ 

ners9 capital accounts and current accounts after giving 

effect to above arrangements. 
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III. Sham, Krishan and Moorar who are General 

Stationers and paper merchants, share profits and losses 

in the ratio of 9:7:4. Interest at the rate of 5% is 

allowed on capital and charged on drawings. Their capi¬ 

tals on 30th September 1924 were Rs. 16,000, Rs. 12,000 

and Rs. 8,000. Moorar is entitled to receive a sum of 

Rs. 250 per mensem by way of salary which he had 

not drawn. 

Their drawings d nring the year had been as follows:— 

Date Sham Krishan Moorar 

31st December 1923 ... 250 350 150 
31st March 192 4 ... 150 200 400 
30th June 1924 ... 200 275 150 

Profits for the year ending 30th September 192^were 

Rs. 9,500. Show the partners’ capital and current ac¬ 

counts. 

(!) When the articles of partnership require the 

capital- to he kept up at the original amounts without 

variation; (2) when no such provision is made 

IV- Ililanc* Sheetof Anderson and Mn 1 lan who share 

profit and loss in ratio of fi : [ stood as under on 31st 

December I9'c4. 

Anderson and Mullan. 

Balance Sheet on December 1924* 

Creditors — 

On open account ... 
On Bill* payable ... 

Rs. 
Capital*— 

Anderson ....86,000 
Mullan.24,000 

Rs. i Rs. 

12 401 | Petty Cash . 25 
7 OOj i 0cntral Bnnk Indi* Ltd. 5,395 

! Debtors ... ... ... 27,*5CO 
j Stock. 12 700 

Machinery .... _13,7S0 
{ Land and Building.10,000 

80,000 I 

79,408 79,400 
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On 1st January 1924, they agree to take Haridas as 

their partner by giving him -^th share of profit on pay¬ 

ment of Rs. 5,000 as good-will and Rs. 16,000 as his capital 

which be has agreed to bring in cash which amount is to be 

oredited to partners’ capital accounts in the same propor¬ 

tion in which they share profits and losses. 

Draft the necessary journal entries giving effect to 

above arrangement and prepare the Balance Sheet of the 

new firm ; and show also the present profit sharing 

proportions of Anderson and Mullan. , ,. VK' ’/•>' 

i*, 
mf. Patel and Mehta who are partners in a Drapery 

Business share profits, two-third and one-third respec¬ 

tively. 

Their Balance Sheet on June 30th 1024 showed the 

following position:— 

Balance Sheet on 30th June 1924. 

Kb. Rs. 
Creditors on open account... 10,000 Cash in band 325 
Loao from Mehta . 5,000 ff at Hank ... 5,3/5 

Rs. » Debtors ... 27.060 
Capital accounts— 

Patel . 40,000 
,, Stock ... 35,750 

Fixtures ... 3,600 
Mehta . 20,000 

60,000 
,, Investments ... ... 2,000 

75,0<J0 75,000 

It is arranged between the old parnters to take Dalai 

as their third partner on 1st July 1924 by giving him a 

yth share of profits who agrees to bring in Rs. 12,000 as 

bis capital. It is farther agreed to raise a good-will ao* 

count to the extent of lls. 20,000 which is to be oredited to 

the old partners’ capital accounts in the same proportion 

in which they shared profits and losses and to be written 
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baok to all partners’ capital accounts in the present profit 

sharing proportions ; Pate]^ and Mehta are to share profits 

in the same ratio as before.^ v>* 

Following adjustments are to be made in the books of 

the old firm. Investments are re-valaed at Rs. 2,250. 

Fixtures and stock are to be depreciated by 5% and a 

reserve on sundry debtors at 5% is to be credited. 

Pass necessary journal entries giving effect to above 

arrangements. Show also the working of good-will account 

in the books of the new firm and draw Balance Sheet of the 

new firm showing full details in the capital accounts. 

Vt Shah and Dalai who shared profits and losses in 

the proportion of 7 : 3 had the following Balance Sheet on 

30th June 1922:— 

LIABILITIES. 
\U. 

ASSETS. 
Rs. 

Capital Account* — .Freehold Buildings . ... 8,000 
Shah . ... 14.3 • ’lanr and Machinery ... 6,000 
Dalai 7,100 Investments ... ... 1,500 

Creditors ... ... 2,876 Stock in Trade ... 4,400 
Reserve Fund ... 2.000 Rook Debts . .. 15.050 
Loan Account (Shah) ... 2,500 Cash in hand ... 560 
Bank of India Ltd. ... ... 1,W Cash at Baok... 452 
Profit and Loss Account .... 1 .SOO 

31.982 31,<*62 

The firm made * profit of Rupees 3,800 to 30th June 

1923, before charging interest on capital at 5 per cent. On 

1st July 1923 it was decided to admit Mr. Sutharia into 

partnership on the conditions that he pays Rs. 2,000 for a 

fifth share of good-will (which he acquires in equal propor¬ 

tions, from partners who withdraw the cash for same) and 

brings in Rs. 5,0)0 as his share of capital. In 1924 the 

profits were Rs. 4,200. Prepare the capital accounts of 

each partner on 30th June 1921, and show “ Good-will 

Aooount99 as it will appear in the books. 
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CHAPTER V. 

PARTNERSHIP ACCOUNTS—PART II. 

Dissolution, Absorption and Amalgamation of 

Partnerships. 

A partnership may be dissolved (1) voluntarily or 

(2) by the order of the Court. Voluntary dissolution 

arises under the following circumstances : — 

(1) By mutual consent of partners ; 

(2) If the partnership entered into for a fixed term 

at the expiration of that term ; 

(3) If the partnership was entered into for a fixed 

enterprise at the termination of that enterprise ; 

(4) If the partnership is at will any partner can by 

giving reasonable notice terminate the part¬ 

nership. 

In the following circumstances the Court will order 

dissolution on application of one or more partners as 

per Sec. 254 of the Indian Contract Act :— 

(1) When a partner becomes of unsound mind ; 

(2) When one of the partners becomes insolvent ; 

(3) When one of the partners assigns his share in 

the partnership to an outsider ; 

(4) When a partner becomes incapable of perform¬ 

ing his part of the partnership contract ; 

(5) When a partner is guilty of gross misconduct in 

the affairs of the partnership business ; 

(6) When the business of a partnership can only be 

carried on at a loss. 
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It may be farther added that death of a partner 

dissolves partnership ipso facto and no applieation to the 

Ooart is necessary. 

Daring the course of dissolution the authority of the 

partners and their rights and liabilities continue on the 

same footing as before for the purposes of dissolution i. e,f 

they cannot enter into fresh transaction (unless necessary 

for the purpose of dissolution) but should close or carry out 

transactions already entered into before the commencement 

of dissolution. In case of an insolvent partner the firm is 

not bound or liable for his private debts or debts incurred 

outside the partnership business but his creditor would be 

entitled to see that his share of capital us per assets made 

out up to the date of dissolution is handed over to the 

Official Assignee in Insolvency. 

Voluntary Dissolution. 

We shall first take up the ease of retirement of one of 

the partners from the firm and deal with adjustment of 

accounts in connection with same. 

Here the proper course to be adopted in ascertaining 

the amount due to a retiring partner or the estate of a 

deceased partner in respect of cupital is, to take stock on 

the date of retirement or death and prepare accounts and 

Balance Sheet as at that date. Then the amount shown 

to the credit of the capital accounts of each of the partners 

by such Balance Sheet will be the amount due and paj- 

able to them subject to adjustments of Reserves and Book 

values of assets. The following illustration will explain 

the procedure ;— 
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Illustration. 

D’Coata, D’Silva and D’Sonza are general outfitters 

and tailors. D’Oosta wishes to retire on 31st January 

1925 on which date the Balance Sheet is as follows :— 

LIABILITIES. ASSETS. 
Rs. i\*. 

Sundry Creditors.. 10,00" Machinery... ... 8,000 
7 Reserve 25.000 Furniture .... ... 0,000 

Capital Accounts — Srrck 60,000 
Rs. Debtors 54,000 

IVCosta nO,OOU Bill* Receivable... 1,000 
D’Silva ... 30,00" Bank ... 3,000 
D’Souza 20,000 

1,00,COO 

1 !0(> 1,35,000 

They share profits and losses in the proportion of 

5: 4: 3 respectively. Machinery has been over depreciat¬ 

ed in the past to the extent of its. 2,01)0, on the other hand 

debtors amounting to Its. 3 000 are Vnown tG be bad. 

What will be the u'”o ,.*ble to D’Costa on his 

retirement in resne- All$ capital? 

Pro'" u.iid Loss Adjustment Account. 

Rs Rs. 
To Bad Dwbts . 3, M) By Machinery ... 2,000 

,, Capital Accounts— 1 ,, Rc>*erve ... ... 25,000 
1\N. 

D’Costa ... 10,000 
D’Silva ... <*,000 
D’Souza. ... 6,000 

-2-1,000 

27,000 27,000 

D'Costa : Capital Account. 

1925 !<«• I 1925 Rs. 

Jan. 31 To Transfer to Loan I Jan. 31 Liy Balance ... i0,000 
account.60,000 | P. & L. adjustment 10,000 

60,000 60,000 
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Hence Rs. 60,000 will be payable to D’Costa in 

respeot of his capital. 

Where it is not possible to close the books on the date 

of retirement or death of a partner it is nsnal to work on 

the basis of the last Balance Sheet accepted by the part¬ 

ners. In such a case the share of profits accrued since 

the date of the last Balance Sheet to the date of retire¬ 

ment or death has to be allowed for. This i9 usually 

arrived at by one of the methods explained and illustrated 

below :— 

1. After completion of the current financial period 

when the profits for the whole period is ascer¬ 

tained an apportionment is made on the basis of 

either the turnover or according to time if the 

turnover is steady over the whole period. 

2. An apportionment may be made on the basis of 

the profits of the previous year or on the 

average profits of a stated number of past 

years. 

3. Interest in lieu of profits may be allowed on the 

capital shown by the last Balance Sheet at a 

rate agreed upon or fixed according to the 

return the business has been making in the past 

on the capital invested. It should be noted 

that this Interest would be in addition to any 

Interest on capital usually allowed for in the 

accounts 

Illustration: Method So. 7. 

R. Das, K. Basu and M. Mukerji who are partners in 

a business share the partnership Property, Profits and 

Losses in the proportion of 2 : 1: 5. The annual accounts 

-are made up to 30th June every year. 

14 
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R. Das dies on the preceding 31st December 1923. 

Base and Mnkerji continue the business, without paying 

ont R. Das’s share of the partnership Assets, or settling 

aocounts with his estate until the dose of the year—30th 
June 1924. 

The previous year’s Balance Sheet showed R. Das’s 

capital to be Rs. 50,000. 

The partners’ drawings during the year have been as 

follows :—R. Das, Us. 3,000; K. Basu, Us. 1,000; and M. 

Mnkerji, Rs. 5,000. 

No interest is to be allowed on capital and partners 

Das and Basn are to be credited with a salary at the rate 

of Rs. 1,000 per annum. Subject to this charge, the pro¬ 

fits for the year ending 30th June 1924 are Us. 25,000. 

Show the balance of capital profits and salary due by 

Basu and Mnkerji to Das’s estate at 30th June 1024. 

Daa, Basu and Mukerji: Profit and Loss 

Account 

For the six months ending 3 1st December 1923. 

Dr. Cr. 

Rs. Rs. a. P. Rs. 
To Partner! Hy apportionment of 

Salaries— profits for nix 
R. Das . M)0 months end- 

K. Baau 1,C00 0 0 ing 31 h r I)c- 

To Balance ... 11,500 0 0 cember 1923... 12,500 

12*c00 0 0 12,500 

To & Das one*fourth 2,876 0 0 By Balance —TTSwT 
K. Basu one* 

eighth 1,437 8 0 
M. Mukerji five- 

eighths 7,187 8 0 

11,500 0 0 M,5C0 
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Basu and Mukerji: Profit and Lou Account 

For the six months ending 30th June% 1924. 

Dr, Cr» 

To Partners Rs. a. P- Rs. a. p. 
Salary — By apportionment of 
K« Basu . 510 0 0 prodt for six 

,, interest R. Das months ending 
5 % per annum 
on Hi* 50,375 

3rd June, 1924* 12,500 0 0 

balance of capi¬ 
tal and current 
accounts 1.259 6 0 

,, Balance c/d. 10,740 10 0 

12,500 0 0 ! 12.500 0 0 

To K. Basu onr- 
| 

• ixth 1 .790 1 8 Uy Balance b/J j 10,740 10 0 
To M. Mukerji five 

sixths 6.9 50 8 4 

; 10,740 10 0 10,74 10 0 

R. Das' Current Account. 

Dr. Cr. 

Rs Rs. 

To drawings 3,000 B\ Salary . 5C0 
Balance to Capital ... .75 Rr itits . 2,875 

3 ,h7 3,375 

R. Das’ Capital Account. 

Drm Cr. 

Rs. a. p. 

To Balance ... 51.63*4 <i 0 

51.('8*4 6 0 

Rj. a. p. 

By balance ... 50,00) 0 0 
Current a/c ... 375 0 0 
Interest ... ... 1,259 6 0 

51,634 6 0 

By Balance, being 
total amouoi due 
to Das* estate*.. 51,634 b b 
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Illustration: Method No. 2. 

Capital accounts of Shri^ Krashan and Govind, who 

shared profits and losses in the proportion 5 : 4 : 3, on 

30th June 1924 were Rs. 25,000, Rs. 20,000 and Rs. 15,000 

respectively. 

Krashan died on 30th September 1924. According 

to the partnership agreement executors of the deceased 

are entitled to receive the following :— 

(1) Capital as at the date of last Balance Sheet, 

1 (2) Amount of good-will which is to be calculated on 

the basis of last three years’ average profits, 

(3) Share of profit to the date of death calculated 

on the basis of the profit of the previous year. 

Profits for the past three years were as follows :— 

1922, Rs. 17,000; 1923, Rs. 16,000 and 1924, Rs. 12,000. 

Show the amount due to the executors of the deceased 

by the firm- 

v , , ,,, r /■■-I i -it n,ooo+H/:oo4-12.000 
Krashan s Share of Good-will - 3 DRs, 1:>,000 

Three months’ Profits -*bh8, 3,goo 

Krashan’s Share -= Rs. 1,000 

The Executors of Krashan Deoeased. 

R»* Ri. 

To Balance c/<J . . 36,000 1924 By Capital a/c 
June Balance trans¬ 

ferred. 20,000 
,, Good-will 1/3 

share 15,000 
,, Share of pro¬ 

fit 1,000 

: 36,000 
! 1924 mmimm 

Sep. 30th By Balance b/d. 36,000 
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Illustration: Method $o. 3. 

Karsbedji and Mnncherji carried on business in part¬ 

nership, sharing profits and looses in ratio of 3 : 2. 

Mnncherji died on 31st March 1925 and the Balance Sheet 

showed the following position on 31st December 1924. 

Balance Sheet on 31st December 1924. 

Liabilities- 
Creditors . 

Capital accounts 
Kurshedji 
Muncherji . . 

Partnership agreement provided that in case of death 

or retirement of a partner, his estate or he is entitled to 

receive the amount of capital standing to his credit as per 

last Balance Sheet, plus interest at the rate of 15% P. A. 

on his capital in lieu of profits over and above usual 

interest which is to be calculated at 5% P. A. 

Work out the capital account of Muncherji and the 

amount due to his estate. 

MunoherjPs (Deceased) a c. 

^ Rs, 
By Balance . . . 20,000' 
,, Interest in lieu of profits. 760 
,, on Capital to date 

of death 250 

21,000 

Retired orDeoe&aed Partner's Capital as a Loan. 

The law generally assumes that when a partner 

retires or dies, his capital, Profits and good-will calculated 

as above stated should be handed to him» or his represen* 

Rs. 
To Balance c/d • • 21,000 

21,000 

Rs. . Assets — Rs. . • 15,000 - Plant and Machinery . 36,000 , • Stock . 17,000 
30,000 Debtors . 8,000 
20,000 | Cash .... . 4,000 

50,000 

65,000 
i 

66.000 
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tative, in oash and that interest at the rate of 6% per 

annum runs from the date of his death or retirement on 

any balance due to him. As he is no longer a partner his 

liability naturally ceases so far as the future debts in¬ 

curred after his death or retirement are concerned, of 

course granting that in case of his retirement, he has 

given the usual public notice. In practice, however, it is 

found inconvenient to have to pay the amount of the 

partner’s capital in oue lump sum, because it may happen 

that such payment to a principal partner who has brought 

in the largest amount of capital in the firm, may deprive 

the firm of a large snm, which is very difficult to be re¬ 

placed by other partners within a short time. Many part¬ 

nership agreements, therefore, provide for this contin¬ 

gency, by arranging that an outgoing, or a dead partner’s 

capital, should be calculated up to the date of his retirement 

or death and placed to the credit of a separate account 

opened under the heading of a Loan account, in his own 

name if he is alive, or in the name of his executor or 

representative if he is deal. Th * loan account is credit¬ 

ed from year to yr i ' with interest as arranged in the 

partnersuip deed an i is debitel wirh the amount paid 

against it in instalments yearly or half-yearly as arrang¬ 

ed. The following illustration of a case in which this 

method is followed would explain the point: — 

lllu$irat)on. 

B, a partner, of the firm composed of A, B and C 

retires on the 1st of January 1924. His Capital, which, 

as calculated up to the date of retirement, was Rs. 40,000 

is agreed to be paid to him in two half-yearly instalments, 

interest being calculated @5% per annum on the out¬ 

standing balance. 
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B'» Loan Aooount (first half-year). 

1924 Rs. | 1924 R«. 

June 80 To Bank . 21,000 t 
j 

Jan. 1 By A’s Capital A> 
coant (transfer; 40,000 

•• .» ,, Balanc: c/d. ©
 

O
 

c
 

June 30 ,, Interest . 1.00U 

41.000 j 41,000 

B’s Loan Ac count (second half-year). 

1924 Rs. | 1924 Rs. 

Dec. 31 To Bank 20,500 July 1 By Balance b/J. . 20,000 

! Dec. 31 ,, Interest . 500 

20.50 > 20,500 

Joint I a fo Port /o'rshi p Polite*. 

In order to f a<d li tite tii • i '.IVmeat of a farmer's 

Good-will and (\ipitul in '*a<e of his death, Insurance 

Policies are taken out on the lives of the r* spectivc part¬ 

ners jointly or severally, the premiums f >r whieh aro paid 

oat of the linn's profits and are charged yearly to Profit 

and Loss Account. Thus on the deatn of a partner, 

the policy of insurance of that particular partner in the 

hands of the firm, provides for so much ready cash which 

may be utilised towards this payment. Of coarse, the 

deceased partner’s capital account is here entitled to be 

credited with his share, in the proportion in which he 

shared profits, with regard io this amount of life policy, 

but the idea is that the cash received on the policy falling 

due, forms a liquid sura in cash which comes very handy 

in meeting such a payment. The following illustrations 

would explain the point:— 
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Illustration No. 1. 

A, B and 0 are partners in a firm with Capitals of 

Bs. 40,000, Bs. 45,000 and Bs. 40,000 respectively, shar¬ 

ing profits and losses equally. To provide against the 

death of any of the partners they had effected an Insur¬ 

ance Policy for Rs. 60,000 in their joint and several 

names. A died on the 1st January 1925 when the Policy 

amount was realised. Show the adjustments necessary on 

the receipt of the amonnt due under the Policy. 

Polioy Aooount. 

*<»• Ra. 

To A’a Capital Account . 20,000 By Bank .... 80,000 

„ B’8 „ „ . 20.0C0 

„ C’s „ „ . 20,000 ; 

60,000 60.000 

A’s Capital Aooount. 

R*. Rs. 

To Bank • . 60,000 By Balance 40,000 

,, By Policy Account 20,000 

60,000 60,000 

B's Capital Aooount 

Ra, Ra. 

To Balance 
death) . 

(After A’s 
. . . 65,000 

By Balance (Before A’a 
death) . . . , 45,000 

,, Policy Account 20,000 
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C’s Capital Account. 

Rs. Rs. 

To Balance (After A*a By Balance (Before A*s 
death) .... 60,000 death j .... 40,000 

»• Policy Account . • 20,000 

60,000 60,000 

Illustration No. 2. 

X and Y are partners in a concern sharing profits and 

losses in proportion of two-thirds and one-tbird respective¬ 

ly, and to facilitate the payment of amount in respect of 

Capital and good-will in the event of death, an assurance 

was effected on their lives jointly for Rs. 75,000, at an 

annual premium of Rs. 2,500, premium being charged to 

Profit and Loss Account every year. 

X dies on 30th April, 1924, four months after the 

annual accounts had been prepared, and, in accordance with 

the partnership Deed in lieu of profits an interest at 

15% was allowed on capital standing to his credit to the 

date of death. In addition to this the Deed of Partner¬ 

ship provided for interest on capital at 5% per annum on 

the balance standing to the credit of the Capital Account 

at the date of last Balance Sheet, and also for good-will, 

which was to be brought into account at three years pur¬ 

chase of the average profits for the last five years, prior 

to charging the above-mentioned insurance premiums, but 

after charging interest on Capi l. 

Capital on 31st Decen'^r 1923, stood at 

Rs. 100,000, and his drawings from then to the date of 

death amounted to Rs* 7,500. The net profits of the busi¬ 

ness for five years ending 31st December 1919-20-21-22- 
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23, amounted to Rs. 25,000, 30,000, 32,000, 34,000 and 

36,000 respectively, after charging interest on capital 

and insurance premium. 

Ton are instructed to adjnst X’s Capital Acoonnt as 

at the date of death for a settlement with his Executors. 

X’s Capital Account. 

Rs. Q. p. 

To Drawings • . 7,500 0 0 

Balance (to be 
transferred to 
X’s Estate Ac- 
count) • . 2,16,960 10 8 

7,24,460 10 S 

Rs. a. p. 

By Balance • • 1,00,000 0 0 

,, Interest on Capi¬ 
tal (/i 5% for 4 
months • . 1,660 10 8 

,, Interest on Capi¬ 
tal ^ 15% in 
Lieu of Profits. 5,000 0 0 

», Good-will . . 67,800 O 0 

,, Insurance Policy, 
of Rupees 

75,000 . . 50,000 0 0 

2,24.460 10 8 

The figure for good-will is arrived at as follows : — 

Profits 1919 Rs. 25,000 -f Insurance Premium Rs. 2,500 - 27,500 

,9 1920 „ 30,000 + 9 » 1) „ 2,500 - 32,500 

»» 1921 „ 32,000 + 1 > 9' „ 2,500 - 31,500 

99 
1922 „ 34,000 + 9 • *» „ 2,500 = 3i,500 

99 1923 ,, 36,000 + 99 9* 2,500 =r 38,500 

5 ) 1,69,500 

P .t yi ar’s average profit ... 33,900 

‘"j/otal amount of good-will ... 3 

1,01,700 

X’s share ~ 3 of 1,01,700 = 67,800. 
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Interest on footing of Aotual Realisation. 

We have noticed that on retirement the retiring 

partner is entitled to his capital as on date of retirement. 

In actual practice, however, the assets representing the 

capital have to be realised and it is not fair to compel 

the continuing partners to pay interest on the whole 

amount shown by the books as due to the retiring partner 

until actual realisation in cash. It is, therefore, frequent¬ 

ly provided for in the partnership agreement that the 

interest is to be allowed on the different items according 

to the merits of the case. For this purpose a current 

account is maintained and worked as illustrated below :— 

Illustration. 

A. Appadurai and L. Munnswamy share profits and 

losses equally in a business carried on by them at Conjee- 

varam. Munuswamy wishes to retire as from 30th Sept¬ 

ember 1924 on which date the Balance Sheet was as 

follows :— 

Liabilities. Rs. Assets• Ra. 

Sundry Creditors ... 20,000 Machinery . ... 14,500 

Capital Accouota — Book Debts ... ... 52,500 

A Appadurai ... 33,100 B.mk. ... 7,200 

L. Munuswamy ... ... 21,100 

74.200 74,200 

It is agreed that machinery should be written down by 

Rs. 2,500, the outgoing partner’s share of good-will be 

valued at Rs. 15,000, and interest be calculated at the 

rate of 5 per cent P. A. 
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Debts to the extent of Rs. 2,300 proved bad, the 

balanoe was realised subject to a discount of Rs. 2,200 at 

an average date of four months while the creditors were 

paid off at an average date of three months and discount 

at 4 per cent was taken advantage of. 

Appadnrai pays Rs 6,000 every month to Munu- 

swamy commencing from 31st October 1924. Prepare an 

account current showing the final amount that will be 

payable on 31st March 1925. 

Profit and Loss Adjustment Aeoount. 

Rs. Rs. 

To Machinery ... 2,500 By Discounts... 800 

„ Bad Debts _ ... 2,300 „ Loss— 

,, Discounts. ... 2,220 A. Appadurai ... ... 3,100 

L. Munuswamy ... 3.100 

•7,000 7,000 

Final Balance Sheet as Agreed. 

Liabilities* Rs. Assets, Ha. 

Sundry Creditors ... 19,200 Machinery ... _ ... 12,000 

Capital Account— Book Debts. ... 48,000 

A, Appadurai ... 30,000 Bank. ... 7,200 

L. Munuswamy ... ... 18,000 

67,200 67.200 

As partners’ capital accounts represent the propor- 

tion in which the net assets of the business are shared it 

follows that the actual Assets and Liabilities should also 

be shared in that proportion, in this example as 5 : 3, 
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Distribution of Assets* 

The Indian Contract Act does not lay down the rules 

as to distribution of assets on dissolution of partnership 

but the principles of the English Act are followed. They 

areas follows (Partnership Act 1890 S. 44) :— 

In settling accounts between the partners after a dis¬ 

solution of partnership, the following rules shall, subject 

to any agreement, be observed :— 

(a) Losses, including losses and deficiencies of capi¬ 

tal, shall be paid first out of profits, next out 

of capital, and lastly, if necessary, by the 

partners individually in the proportion in 

which they were entitled to share profits. 

(4) The Assets of the firm including the sums, if 

any, contributed by the partners to make up 

losses or deficiencies of Capital, shall be ap¬ 

plied in the following manner and order :— 

1. In paying the debts and liabilities of 

the firm to persons who are not part¬ 

ners therein. 

2. In paying to each partner rateably what 

is due from the firm to him for ad¬ 

vances as distinguished from capital. 

3. In paying to each partner rateably what 

is due from the firm to him in respect 

of capital. 

4. The ultimate residue, if any, shall be 

divided among the partners in the 

proportion in which profits are divi¬ 

sible. 
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It may however be added here that in case where 
j 

partners have agreed to share equal profits, but to bring I 

in unequal capitals, a deficiency of capital on dissolution 

would be treated as an ordinary loss in the absence of some 

other agreement. On the same principle if there are 

enough assets to pay out outside creditors, but there are 

not sufficient assets to pay off advances made by one or 

more partners over and above their agreed capital, such a 

deficiency would also be treated as a loss and met with by 

all partners in the same proportion as they pay other 

losses. 

On the dissolution of Partnership different methods as 

to adjustment of accounts in connection with Profits and 

Losses on the realisation of Assets on winding up are 

applied which are dealt with below :— 

Method No. 1. 

Where the business is taken over by one of the part¬ 

ners the assets being revalued, a “ Profit and Loss on 

Adjustments ” account is opened to which the differences 

between book values and agreed values of assets are trans¬ 

ferred and thereafter the resultant profit or loss is shared 

by all partners in the usual profit sharing proportion, 

when the total of the outgoing Partners1 Capital Account 

will represent the purchase consideration to be paid to 

those partners. The following illustration will explain 

the procedure to be adopted. 
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Balanoe Sheet ol the firm of A, B, 0 and Co., was on 

the 31st of Deoember 1924 as follows :— 

Balanoe Sheet. 

Liabilities. Rs. Assets. Rs. 

Sundry Creditors . . 2,050 Freehold Land and Build¬ 
10,000 ings . 

A’s Capital Account . . 20,000 
Plant and Machinery 5,000 

St >» . 10,000 
Furniture and Fixtures . 500 

C’s »> ,» • . 9,000 
Stock . 20,000 

Sundry Debtors . 3,500 

Cash at Bank . 2,000 

Caah on Hand . 50 
2,050 

41,050 41,050 

A and B wishing to retire from the business agreed to 

C taking over the concern at the following valuation :— 

Freehold Land and Buildings 20% lest than book value. 

Plant and Machinery 10% ,, ,, 

Furniture and Fixture 25% ,, ,, 

Stock 5% more than book 

value. 

Sundry Debtors subject to a reserve of 500 rupees 

for Doubtful Debts. The Cost of Dissolution was Rs. 500 

to be borne by the firm. 

Draft the neoessary journal entries and show the Fro* 

fit and Loss on adjustment acoount. 

Profit and Loss on Adjustment ... Dr. 3,625 

To Sundries— 

Freehold Land and Building ... 2,000 

Plant and Machinery ... 500 
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Farnitare and Fixtures ... 125 
Bad Debts Reserve • •• 500 
Cost of Dissolution ... 500 

being adjustment of difference between book values and 

that at which C has agreed to take over the respective 

assets. 

Stock Aooount ... Dr. 1,000 

To Profit and Loss on Adjust* 
ments ... ... ... 1,000 

being adjustment of difference between book values and 

that at which C has agreed to take over the Stock. 

Sundries ... Dr. 

To Profit and Loss on Adjustments 
Account ... 2,625 

A’s Capital Account • •• 875 
B’s „ • •• 875 
C’s „ „ • •a 875 

being transfer of the share of Loss on Dissolution to 
Capital Accounts. 

Profit and Loss on Adjustment. 

Rs 

Sundries : By Stock 

Freehold Land 
and Building • 

Plant and Ma¬ 
chinery . 

2,000 

500 

I, Capital Account— 

A . . .875 

B . 875 

Furniture and 
Fixture • . 125 

C . • .875 

Bad Debta 
Reserve. . 500 

Coat of Diaaolu* 
tion « . 500 

3,625 

9,625 

R*. 
. 1.000 

2.62S 

3,625 

16 
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Method iVo. 2. 

Where the business is to be discontinued and finally 

wonnd np a “ Profit and Loss on Realisation” account is 

opened. As each asset is being realised cash is debited and 

the acconnt of the asset concerned is credited the balance 

on the asset acconnt will show a profit or loss on sale which 

should be transferred to “Profit and Loss on Realisation” 

Acconnt. The final balance on this acconnt will show the 

Profit or Loss which will be shared by the partners in the 

usual proportions. 

Illustration. 

Take the same balance sheet as in the previous 

example assume A, B and C all retired and discontinued 

the business and the assets realised in cash 

lts. 

Freehold Land and Buildings • •• 8,000 

Plant and Machinery 4,500 

Fnrnitnre and Fixtures • • • 375 

Stock • • t 21,000 

Debtors • • • 3,000 

The Costs of Realisation being • •• 500 

Show the respective asset accounts and 41 Profit and 

Loss on Realisation” Acconnt. 

Freehold Land and Buildings. 

Rs. Rs. 

To Balance ... 10,000 By Cash ... 8,000 

,, P & L on R. 2,000 

10,000 10,000 
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To Balance 

To Balance 

To Balance 

,. P. and L. 

To Balance 

Plant and Machinery. 

Rs. Us. 

5,000 By Cash ... 4,500 

„ P & L on R. 500 

5,000 5,000 

Furniture and Fixtures. 

Rs. Rs. 

500 By Cash ... 375 

,, P & L on R. 125 

500 500 

Stock. 

Rs. Rs. 

... 20,000 By Cash 21,000 

on R. 1,000 

21,000 21,000 

Debtors. 

Rs. Rs. 

... 3,500 By Cash ... 3,000 

,, P & L on R. 500 

3,500 3,500 

Realisation Costs. 

Rs. Rs. 

500 ByP&LonR. 500 To Cush 
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Profit and Lou on Realisation. 

Reu R*. 

To Freehold Lead end By Stock • • 1,000 

Building • » « 2, 000 
ii Capital Accounts 

l# Plant aod Machinery • 500 
A • • . 875 

„ Furniture end Fixture! 125 
B . . . 875 

„ Bad Debte • 500 
C . 875 

„ Co ate of Reeliaetion 500 2,625 

3,625 3,626 

This method is advisable in praotice where there are 

a large number of assets to be realised. 

Method No. 3. 

Where the assets are few in number and especially 

for Examination purposes the following method may com¬ 

mend itself. 

•A Realisation Account is opened and debited with all 

the asisets as per book-value, not including cash on hand 

or at Bank, the Journal entry appearing as follows 

Realisation Acoount . . Dr. 

To Sundry Assets . 

As these assets are taken at book-value the accounts of 

the assets are automatically closed by this entry. As 

these assets are being realised, oash is debited and the 

realisation acoount is oredited for the aotual oash received 

on realisation. When all the assets are thus realised, the 

balanoe of the realisation account would indicate either a 

loss or profit on realisation, whioh would be divided among 

partners In the same proportion in whioh they share profits 
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or losses. In case of loss, the same is credited to realisa¬ 

tion account and debited to the capital account of each of 

the partners for his respective share of loss. On the other 

hand, if the realisation proves profitable, as is the case 

where the assets have been over depreciated, realisation 

aooount is debited and the capital accounts of respective 

partners credited for their share of profits. Out of cash, 

the liabilities of the firm would be paid first and the money 

would be next utilised towards the payment of loans ad¬ 

vanced if any by partners over and above their agreed 

capital. Finally, the balances indicated by capital accounts 

would be paid to the partners in cash. The previous 

illustration worked out under this method will give the 

following result. 

Realisation Account. 

Rs. 

To Freehold Land & Build- 
ingt . , • . 10,000 

,, Plant and Machinery 5,000 

,, Furniture and Fixtures . 500 

,, Stock • . . 20,0C0 

, Sundry Debtors • 3,500 

, Cost of Realisation. 500 

39,500 

Rs. 

By Bank (Amount Realised) 

Freehold Land 
and Buildings 8,000 

Plant and Machi¬ 
nery • • 4,500 

Furniture and 
Fixtures - . $75 

Stock . .21,000 

Sundry Debtors 3,000 
36,875 

,, A’s Capital Account (J 
loss on Realisation) 875 

it ®*a »t *» 875 

»« C*S „ 9, 875 

89,500 
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A’s Capital Account. 

Rs. Rs. 
To Realisation Account (£ By Balance . . # 20,000 

loss on realisation) 875 
M Bank • . - . 19,125 

20,000 20,000 

B's Capital Aocount. 

To Realisation Account ($ 
loss on realisation) . 

M Bank .... 

Rs. 
By Balance 

875 
9,125 

Rs. 
. 10,000 

Cs 

10,000 10,000 

Capital Account. 

Rs. Rs. 
To Realisation Account (J By Balance . 9,000 

loss on realisation) . 875 
,, Bank . 8,125 

9,000 9,000 

Cash Book- 

Cash. Bank. 
Rs. Rs. 

To Balance . . 50 2,000 
„ Cash ... 50 
„ Realisation 

Account 
Freehold 
Land and 
Buildings. 8,000 

Plant and 
Machinery 4,500 

Furniture 
and Fix¬ 
ture . . 875 

Stock . .21,000 
Sundry Deb- 

tore • . 8,000 
-- 86,875 

50 38,925 

Cash. Bank. 
Rs. Rs. 

By Bank . • .50 

,, Cost of Realisation . 500 

,t Sundry Creditors . 2,050 

,, A’s Capital Account 19,125 

,, B’s i, «, 9,125 

,, C*s ,, ,, 8,125 

mT 88,925 
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It sometimes happens that when loss on realisation is 

debited to the capital accounts of the partners, one of 

these accounts shows a debit balance, t. e.9 the capital is 

more than wiped off by loss on realisation ; and in this 

case, the partner concerned, if solvent, would have to 

bring in the debit balance. The following exercise would 

illustrate that point :— 

Taking the same illustration as above and supposing 

that the Capitals of A, B and C were Rs. 28,000, Rs. 10,500 

and Rs. 500 respectively, their Capital Accounts and Cash 

Book would appear as follows :— 

A’a Capital Account. 

To Realisation Account (| 
lost on realisation) . 

Rs. 

815 
By Balance . 

Rs. 
. . 28,000 

11 Bank • • • . 27,125 

■28,0 JO 28,000 

*8 Capital Account. 

To Realisation Account (\ 
Iota on realiaation). 

Rs. 

815 

1 

By Balance b/d. 
Rs. 

. . 10,500 

t 

,, Bank . • • • 9,825 

10,500 10.5C0 

C’s Capital Aooount. 

R*. Rs. 

To Realisation Account (§ 
lota on realisation) 875 

By Balance 

Bank • . • 

. . 500 

. . 375 

875 875 
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Cash Book. 

Cash. 
Ra. 

Bank. 
Re. 

Ca.h. Bask. 
Ra. Ra. 

To Balance • . 50 2,000 By Bank . . .60 

it Cash • 50 ,, Cost of Reallaation. 500 

t. Realisation Account:— ,, Sundry Creditors • 2,050 

Freehold 
Land and 
Buildings • 8,000 

„ A’a Capital Account 27,125 

.. B’a „ „ 9,625 

Plant and 
Machinery. 4,500 

Furniture & 
Fixture . 375 

Stock . 21,000 

Sundry Deb¬ 
tors • . 

C*a Capital Ac¬ 
count 

3,000 
36,875 

375 

so 39,300 50 39,300 

/&' on the other hand, the partner with a debit ba- 
/fince, is insolvent, and thus nnable to bring in cash, the 

f rule as laid down in Garner vis* Murray by Mr. Justice 

Joyce^eems to indicate that the deficiency of the insolvent 
partner’s capital should be divided among the solvent 
partners in the proportionjui-oachich they have agreed to 

. in , the Jrmr~an<J that they should 
bring itt hard cash for their share of loss*on realization. 
JJefore this decision it was generally taken for granted 
that the deficiency would be shared by the solvent part* 
ners in the same proportion in which they shared profits* 
The following illustration would explain the point :— 

Once more let us take the same illustration as above 
where the Capitals of A, B and C are Its. 28,000, 

Rs« 10,500 and Rs. 500 respectively ; but in this case let 
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ns suppose that G is insolvent and therefore nnable to 

contribute anything towards the loss on realisation. Their 

Capital Aooonnts and the Cash Book would be worked as 

under. 

i's Capital Account. 

Rb. a. p. Ra. a. p. 

To Realiaation Ac- By Balance . . 28,000 0 0 
count () lota on 
realiaation) « 875 0 0 „ Bank . . . 875 0 0 

tv C*a Capital Ac¬ 
count* * * 272 11 8 

„ Bank . . . 27,727 4 4 

28,875 0 0 28,875 0 0 

B’s Capital Account. 

Rt. a. p. 

To Realiaation Ac¬ 
count (i loas on 
realiaation) . 875 0 0 

1, C*a Capital Ac¬ 
count . . • 102 4 4 

„ Bank * . . 10,397 11 8 

Ra. a. p* 

By Balance . . 10,500 0 0 

,, Bank . . . 875 0 0 

11,375 0 0 11,375 0 0 

C’a Capital Aooount. 

Ra. a. p. Ra. a, p. 

To Realiaation Ac- By Balance • • 500 0 0 
count (£ lota 00 
realiaation) , 875 0 0 ,, Ara Capital Ac- 

count • • • 272 H S 

B's „ „ . 102 4 4 

875 0 0 875 0 0 
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Gash Book. 

Cash, Bank. Cash. 
Rs. Rs. Rs. 

To Balance . 50 2,000 By Bank • 50 

,, Cash 50 ,, Coat of reali¬ 
sation • • 500 

,, Realisation Account:— 
,, Sundry Cre¬ 

Freehold ditors • 2,050 
land and 
Buildings. 8,000 „ A’s Capital 

Account . 27,727 
Plant and 

Machinery 4,500 ,, B»a 10,397 

Furniture A 
Fixture • 375 

Stock . 21,000 

Sundry Deb¬ 
tors . 3,000 

36,875! 
To A*s Capital Account 

(hit share of iota oo 
realisation; . 875 

n B’t „ „ . 875 

50 40,675 

Bank. 
Rt. 

0 0 

0 0 

4 4 

11 8 

50 40,675 0 0 
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EXERCISES ON CHAPTER Y. 

I. The business of Birina Vishnoo and Mahesh who 

shared profits in the ratio of 5 : 3 : 2, showed the follow¬ 

ing position on 31st December 1923. 

Balance Sheet as at 31st December 1923. 

Liabilities. Kb. Assets. Rs. 

Creditors . 11,000 Freehold Building . . 25,000 

Bank Overdraft . . . 5,200 Furniture ... . 2,700 

Birma Capital , 25,000 Stock .... . 17,500 

Vithnoo ,, . 15,000 Debtor* . 22,000 

Mahesh ,, . 10,000 

to,000 
. 1,500 

Cash .... 500 

Undivided Profits , 

67,700 67,700 

Birina wishes to retire from the firm on 1st April 

1924 and as per the provisions of Partnership Deed Birina 

is entitled to be credited with interest at 5% from the 

date of last Balance Sheet, and his share of profit which is 

to be taken on the basis of last year’s Balance Sheet, and 

for the share of goodwill which is valued on the basis 

of three years’ profits, calculated on an average of the 

previous five years’ profits, less 5%. 

Profits for five years were :— 

1919, 1920, 1921, 1922, 1923. 

8,500 7,000 6,000 3,500 10,000. 

Show Birma’s capital account and the amount due to 

himt 
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II. Sohan and Mohan are trading as oement manu¬ 

facturers, share profits and losses in the ratio of 2 : 1, and * 

to facilitate the payment of amonnt due to either of them in 

oase of retirement in respeot of both capital and goodwill, 

an assurance was effected on their lives jointly for Bs. 

30,000, at an annual premium of Rs. 700, which was 

charged every year to Profit and Loss Aocount. 

Sohan retires from the firm on 1st April 1924, three 

months after the annual accounts had been prepared, and 

as per Partnership Deed, his share of profit to the date of 

retirement was estimated on the exact basis of profits of 

the preceding year. In addition to this, partnership Deed 

provided for interest on capital at 5% per annum on 

the balance standing to his credit of Capital Account at 

the date of last Balance Sheet, and also for goodwill 

which was to be brought into account at two years’ pur¬ 

chase of the average profits for the last three years, prior 

to charging of above-mentioned insurance premiums, but 

after charging interest on capital. 

Sohan’s capital on 31st December 1923 stood at 

Rs. 24,000 and his drawings from that date amounted to 

Rs. 2,000. 

The net profit of the business for three years ending 

31st December, 1921-1923 amounted to Rs. 6,000, 

Rs. 7.600, Rs. 7,400 respectively after charging interest 

on Capital and insurance premiums. 

Show Sohan’s Capital Account and amount due to 

him. 
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III. The Balance Sheet of Messrs. Shah, Dalai and 

Baraoha, manufacturers, was as follows on 31st December 

1924. 

Liabilities. Rs. Assets. R*. 

Creditors oo open Account. 84,000 Building . . # . 75,000 

Bills Payable • • • 28,000 Plaot and Machinery. . 90,000 

Mortgage on Building 40,000 Furniture . . 10,000 

Capital Accounts— Stock .... . 60,000 

Shah .... 1,00,000 Debtors . 50,000 

Dalai .... 50,000 Bills Receivable . 15,000 

Barucha . « • • 40,000 Banks. . 5,000 

Drawing Accounts— Barucba'a Drawings. . 45,000 

Shah • « . . 4,000 

Dalai . • • . 4,000 

8,50,000 340,000 

Owing to heavy depression in trade the partners 

decided to dissolve the partnership, and Barucha being 

insolvent could not contribute anything towards his defi- 

oienoy. Plant and machinery, furniture, stook, and debt¬ 

ors realised Rupees 1,98,000. 

Prepare a final Balance Sheet showing the position of 

each partners capital account. There is no agreement 

between the partners as to the distribution of profit or 
loss. 

IV. Capital Aooounts of Hari Krishna and Govind 

who were trading in partnership on equal terms as timber 

merchants stood on 31stDeoember 1923 as:— 
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Hari Rs. 80,000 Krishna Rs. 60,000 and Govind 

Rs. 30,000. Owing to a heavy fall in market price of stock 

the trading account for the half year ended 30th Jane 1924, 

showed a loss of Rs. 1,00,000. Daring that period Hari’s 

drawings were Rs. 10,000, Krishna’s Rs. 7,500 and Govind’s 

Rs. 7,500. It was decided to close down the business and 

the assets realised Rs. 20,000 less than the value as shown 

in the Balance Sheet on Jane 30th 1924. Govind conld 

not bring anything for his share of loss. 

Prepare necessary accounts showing the position of 

each partner at the end of realisation. 

V. Two partnership firms having many interests in 

common, in order to economise decided to amalgamate on 

1st January 1925. 

Balance Sheets of both the firms on that date stood as 

follows :— 

(1) 

Liabilities. Rs. Assets. R». 

Creditors on open Account . 17,000 Cash at Bank • . . 5,000 

Reserve Fund • • • 3,000 Sundry Debtors . • . 27,000 

Capital— Stock . • . 35,000 

Shamji . . 50,000 Office Furniture . . 6,000 

Kisbsoji . . 25,000 
75,000 

Machinery . • . 22,000 

95,000 06,000 
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(2) 

Liabilities. Rs. Assets. Rs. 

Creditors on open Account. 55,000 Cash in hand * • . 1,500 

Bank Overdraft 20,000 Debtors . 40.000 

Capital— Less Reserve . 2,500 
39,500 

Lai . . 60,000 
Stock . • • . 50,000 

Daa . . 40,000 
1,00,000 Investments » • . 10,000 

Profit and Loaa Account . 7,000 Fixtures • • . 8,000 

Machinery . • • . 75,000 

1,82,000 1,82,000 

Before amalgamation, the following adjustments are 

neoessary in the Balance Sheet of Shamji and Kishanji. 

(1) A reserve of 5% for doubtfnl debts. 

(2) Stock is taken over at Rs. 38,000. 

(3) Fixtures and machinery to be depreciated by 5% 

add 10% respectively. 

The following adjustments are to be made in the 

Balance Sheet of Lai and Das :— 

(1) Debtors and stock were taken over at book value. 

(2) Investments are taken over at market value 

at Rs. 9,500. 

(3) Fixtures and machinery are to be depreciated at 

a uniform rate of 7$ per oent. 

Partners’ capitals are to remain constant and any 

deorease or increase resulting from suoh adjustments is to 
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partners or paid over to them as the 

case may be— 

(1) Pass neoessary journal entries in the books of 

Shamjl and Kishanji, and in the books of Lai and Dos. 

(2) Prepare the Balance Sheet of the new firm after 

amalgamation. 

VI. Cawasji and Hoormasji sharing profits and 

losses in the ratio of 2 : 1 are trading in partnership as 

Mill Gin Stores suppliers at Bombay. Cawasji wishes to 

retire from the business on 30th June 1924 on whioh date 

the Balance Sheet was as under :— 

Balance Sheet. 

Liabilitibb. Rs. A883T8. Rs. 

Sundry Creditors . 30,000 Machinery . • . . 50.000 

Capital Accounts— Debtors . 25,000 

Cawasji . . 60,000 Stock .... . 40,000 

Hoormasji » . 30,000 Bank . . . 5,000 

1,20,000 K2jMOO 

It is agreed that maohinery should be written up by 

Rs. 5,000, and the retiring partner’s share of goodwill be 

rained at Rs. 20,000 ; and interest be calo*l»ted at the 

rate of 5 per cent, per annum. 

Debtors amounting Rs. 5,000 were irrecoverable and 

the balance was realised subjeot to a discount of 1,500 at 

an average date of three months while creditors were 

paid off in full at an average date of four months. 

Hoormasji pays Rs. 10,000 every month to Cawasji 

from 31st July 1924. Prepare an account current show¬ 

ing the amount thtot will be paid on 31st January 1925. 
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VII. Dias and Pias who are equal partners decided 

to dissolve partnership on 1st January 1924, and their 

Balanoe Sheet after all adjustments, was as under. 

Balance Sheet as at 1st Janaary 1924. 

Liabilities. Rs. A8SETS. Rs. 

Creditors • . . 12,770 Cash .... . 970 

Dias* Capital • . 30,000 Sundry Debtors • . 42,800 

Pias' >, • . 20,000 Fixtures and fittings • . 10,900 

62,770 62,770 

Pias is to take over the fixtures and fittings at their 

book value, to allow Dias Rs. 7,000 for his share of good¬ 

will, and to pay him the amount due as and when realised, 

interest to be brought into account at the rate of 5% per 

annum. The debtors were realised at an average date of 

eight months, and the creditors paid at an average date of 

five months, from the date of dissolution. Pias paid Dias 

Rs. 8,500 on 15th March 1924, Rs. 8,500 on 15th June, 

Rs. 10,000 on 15th September and the balance on 31st 

December 19&4. Draw up the account current, and show 

the final payment made to Dias. 

VIII. Rustam and Kapadia are in partnership shat* 

ing profits and losses two-thirds and one-third respectively. 

On the date of dissolution, the Balance Sheet of the 

firm was as follows :— 

Liabilities. Rs. 
Creditors on open Account. 12,000 
Capital Account— 

Rustam • . 14,720 
Kapadia • . 2,462 

- 17,182 

A38BT8. Rs. 
Cash . » a . 900 
Book Debts. » • . 4.082 
Stock . . 14,320 
Furniture • . 3,0S0 
Goodwill . 6,800 
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The assets other than oash realised Rs. 18,600, and 

the expenses of winding up are Rs. 250. Prepare neces¬ 

sary Ledger accounts in order to close the books of the 

firm. It is assumed that nothing is recovered from the 

estate of Mr. Kapadia. 

IX. Hirji and Madhavji who are trading as general 

merchants share profits and losses in the proportion of 

five-eights and three-eights respectively. Their Balance 

Sheet on 31st December 1924 was as under. 

Liabilities. Rs. A88BT8. R«. 

Creditors .... 10,500 
Bills Payable 5,000 
Bank overdrafts . 20,000 

Loan Secured by— 

Mortgage oo Building 7,500 
L. Shivaji Loan : Un¬ 

secured 60,000 

Cash in hand • , . 500 

,, Bank • . 2,500 

Debts .... . 20,000 

Stock . . . . 65,000 

Furniture . « 5,000 

Capital Accounts— 

Hirji . . 50,000 
Madhavji . 30,000 

Building • 

Goodwill 

80,000 Lois for year 

10,000 

24,000 

56,000 

1,59,000 1,59,000 

The partners decided to dissolve the partnership as 

from 1st January 1925. ‘ 

On the date of dissolation the assets realised as fol¬ 

lows :— 

1. Debts 90 per cent. 

2. Furniture realised Rs. 3,000. 

3. Building was taken over by folly seonred oreditors 

at Rs. 8,000, Goodwill realised nil. 

Prepare necessary Ledger accounts showing the posi¬ 

tion of the partners, assuming that Madhavji is adjndi- 

oated bankrupt at the date of dissolation. 



COMPANY ACCOUNTS, PAST I. 139 

CHAPTER VI. 

COMPANY ACCOUNTS—PART I. 

A oompany may be defined as an artificial person 

created by law with a perpetual succession and a common 

seal. Justice Lindley defines a company in the following 

terms s— 

y'.'-'' “ An association of members, the shares of which are 
f' 
transferable. As distinguished from partnership I know of 

nothing else except the transferability of shares.*’ 

Companies registered under the Companies Act both 

in India and in England may be divided into two main 

headings, viz :— 

1. PRIYATE COMPANIES 

and 

a. PUBLIC COMPANIES. 

A Private Company according to the Indian Com¬ 

panies Aot, 1913, means a company which by its articles 

restricts the right to transfer its shares and limits the 

number of its members (exclusive of persons who are in the 

employ of the company) to 50, and prohibits any invita¬ 

tion to the public to subscribe for its shares or debentnres, 

and continues to observe such restrictions, limitations and 

prohibitions throughont its existence. In a private oom¬ 

pany there should not be less than two and more than 50 

members. A Private Company, as far as India is concern¬ 

ed, is a new institution created by our Indian Companies 

Act, 1913 and such a company is exempt from the provi¬ 

sions of the Indian Companies Act as to the filing of a 

oopy of its Balanoe Sheet and submitting its statutory 
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report to the Registrar. A Private Oompany in its 

Artioles of Association may enforoe all restrictions, limi¬ 

tations and prohibitions, peculiar to a Private Oompany. 

A Private Oompany is also exempt from the requirements 

of the Indian Companies Act as to its yearly andit, and in 

ease of snoh Private Companies the auditor, if any, need 

not possess the qualifications as laid down in Seo. 144 of 

the Indian Companies Act. Of course no director or officer 

of a company can be an auditor even in case of a Private 

Company, and that seems to be the only restriction pro¬ 

vided for by law in the case of private companies. The 

advantage of a private company as claimed by some is 

that a private company is not compelled to disclose the 

statements of its accounts to the public. This seems no 

doubt to be a doub.iul advantage, but it is thought by some 

writers that joint family businesses may take advantage of 

this act and convert themselves into private companies 

with limited liability. 

A Public Company on the other hand is a oompany 

formed under the Companies Act, which offers its shares 

to public and advertises such offer in a prospectus. Our 

new Act, in case of the prospectus of a joint stock com* 

pany, lays down conditions and stipulations as to its con¬ 

tents, and in this particular our act follows the English 

company law. As per the Indian Companies Act the 

Prospectus of a Company inviting the public to buy 

shares ought to embrace the following information 

Contents of the Prospeotua 

1. The contents of the Memorandum of Association, 

including names, description and addresses of the signa- 
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tories together with the number of shares subscribed for 

by eaoh. 

2. Qualification shares of the directors as laid down 

by the Articles. 

3. Names, addresses and description of the directors 

and managers. 

4. The minimum subscription on which the directors 

may proceed to allotment, and the amount payable on 

application and allotment of shares. 

5. The names and addresses of the vendors of any 

property to be purchased or acquired by the Company, and 

the amount paid or payable as purchase money of snch 

property either in oash, shares or debentures, or otherwise. 

✓'6. Under-writing commission, if any, to be paid on 

the issue of suoh shares, and the rate of such commission. 

7. The amount or estimated amount of preliminary 

expenditure. 

8. Dates, parties and minute particulars as to every 

material contract entered into by the directors of the 

Company, and the place at which such a contract can be 

inspected. 

9. Names and addresses of the auditors of the com¬ 

pany, if already appointed. 

10. Minute particulars as to the interest of every 

direotor (if any) in the promotion of, or in the property 

proposed to be aoquired by the company. 

11. Where the company wishes to have different 

classes of shares, a statement as to the right of voting en¬ 

joyed by eaoh olass of shareholders. 
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*< Underwriting Commission ” is the commission 

paid to underwriters, who enter into a oontraot with the 

company or its promoters, guaranteeing that the share 

oapital of the company, as offered to the public, would be 

fully taken up by the public, and that in case any balance 

were to remain unsubscribed for the same is to be taken 

up and paid for by them. In consideration of this under* 

writing a certain commission is agreed to be paid to the 

underwriters, which is calculated on the whole capital of 

the company, whether taken up by the public or not. 

Any seven or more persons may get themselves incor¬ 

porated as a company nnder the Indian Companies Act ; 

but no association of more than ten persons shall be formed 

for the purpose of carrying on a banking business, or no 

association or partnership consisting of more than twenty 

persons shall be formed for the purpose of carrying on any 

other business, that has for its object acquisition of gain or 

profit, unless such an association is registered under the 

Indian Companies Act. It would thus be seen that an 

association of more than ten persons carrying on a bank¬ 

ing business in partnership, or of more than twenty persons 

carrying on a trading business without such incorporation 

would be an illegal partnership. The members of an il¬ 

legal partnership stand in the unenviable position of being 

unable to sue and recover their claims though they can be 

sued by their creditors* A company may be incorporated 

with or without limited liability. 

Memorandum of Aaaooiation. 

A Memorandum of Association of a Public Company 

is the Charter of the Company and has to be drawn out and 

signed in case of public companies by at least seven persons 



COMPANY ACCOUNTS, PAST I. 143 

and in oase of a private company by at least two. 

company oan be registered without its Memorandum of 

Association. Each subscriber to the Memorandum has to 

state before his name the number of shares he agrees to 

take up. The Memorandum of Association should contain 

the following information :— 

(1) the name of the Company (with the word LIMIT¬ 

ED if it is going to be a Limited Company); 

(2) the place of business of the Company; 

(3) the objects for which the Company is formed—a 

clause which requires to be drafted with great care and 

ingenuity because, of all the documents, the one whioh is 

the most difHcult to be altered at law is the Memorandum 

of Association of a company, and of all tbe clauses of the 

Memorandum of Association the clause which is the most 

difficult and inconvenient to be altered is its “ objects ” 

clause. This clause should clearly state in detail all the 

departments of business to be carried on by the company, 

otherwise, the directors might find that they are unable to 

act on some important question in absence of the necessary 

power; 

(4) whether the liability of the members is to bd 

‘•limited”; 

(5) the amount of capital of the company, with its 

proposed division, if any, into shares, classifying these 

shares under the headings of (a) Cumulative Preference, 

(6) Preference, (e)—Ordinary and (d) Deferred, and stat¬ 

ing the amount whioh is to form the value of each of these 

shares. 
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The following is roughly the form in whioh a Memo* 

random wonld appear:— 

THE INDIAN COMPANIES ACT, 1913. 

Company Limited by Shares. 

MEMORANDUM OF ASSOCIATION 

or THB 

BOMBAY SPINNING AND WEAVING Co., LIMITED. 

1. The name of the Company is the Bombay Spinning 

and Weaving Company, Limited. 

2. The Registered Offioe of the Company wonld be 

situated in Bombay. 

3. The objects for which the Company is established 

are:— 

(а) To do business as spinners of yarn and 

weavers of cloth, and for that purpose to 

purchase and acquire land and other proper* 

ties and erect factory or factories, mills, 

etc., containing cisterns, pipes, engines, 

tanks, machinery and applianoes as may be 

required for business, or expedient for the 

purposes of the Company, and to purohase, 

take on lease, or otherwise aoquire and hold, 

use, occupy and otherwise deal with any 

now existing mills and factories of similar 

nature. 

(б) To aoquire by purohase, or lease, or otherwise, 

any lands, hereditaments, rights, privileges, 
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easements, user of water, liberties or licen¬ 

ses, which may be deemed by the Company 

requisite or expedient for the purposes of 

the Company. 

(c) To acquire the rights of Trade Marks by 

purchase or otherwise, relating to any 

business of the Company and to turn same 

to account by using same, or by granting 

license or otherwise. 

(d) To raise money by issue of debentures, obli* 

gat ions, bonds, or otherwise, in snoh man¬ 

ner as the Company may think fit, for the 

purposes of carrying on the business of the 

Company. 

V (s) Generally to sell, improve, manage, deve- 

lope, lease, mortgage, dispose of, turn to 

account or otherwise deal with all or any 

of the property of the Company. 

> (f) To do all such other things as are incidental 

or conducive to the attainments of the 

above objects. 

4. The liability of the Members is limited to the 

nominal value of shares they hold. 

5. The Capital of the Company is to be Es. 20,00,000 

divided into 2,000 shares of Rs. 1,000 eaoh. 

We, the several persons whose names and addresses 

are subscribed, are desirous of being formed into a Com 

pany in pursuance of this Memorandum of Association 

19 
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and we respectively agree to take the nmnber of Shares in 

the Oapital of the Company set opposite onr respective 

names. 

Names, Addresses, and Description of Subscribers. 
Number of shares 

taken by each 
Subscriber. 

Dorab Rustamji Cams, 53, Malabar Hill, Baronet .. One hundred. 

Soloman Isaac, 15, Reclamation, Knigbt . Fifty. 

William Jordon, Apollo Bunder, J. P. Ten.'. 

Tbakersey Gordhandas Cubchi, Mandvi Basar, Rao 
Bahadur... . Ten. 

Bbrahim Ludba, Cumballa Hill, J. P. ... Ten. 

Jaoardhan Fadke, Girgaum Road, Doctor of Medi¬ 
cine ... ••• ... ... ... ... Ten. 

Chunilal Desai, Walkeahwar Road, Vakil, High 
Gou rt ... ... ... ... ... ... .. Ten. 

Dated the 21st of August 1924. 

Witness to the above Signatures, 

JAMSETJI PESTONJI, Solicitor, 

of Messrs. Jamshbdji, Hibalai. & Co., 

BOMBAY. 

Articles of Association. 

The Memorandum of Association is generally accom* 

panied by the “Articles of Association.” These Articles 

of Association are the bye-laws of the company governing 

its management and embodying the powers of the directors 

and officers of the company as well as the powers of the 

share-holders as to voting, etc. The Articles of Association 

are not compulsory, and a Company may be formed with- 



COMPANY AOOOUNT8, PART 1. 147 

oat possessing the special Articles of Association. In 

snob a case the sohedale which is attached to the Companies 

Act called the “ Table A ” beoomes the Articles of Asso¬ 

ciation of the Company. When, however, a Company 

possesses its speoially framed Articles of Association, bat 

the Articles are silent on some of the points of manage¬ 

ment, etc., the claases relating to these points in the 

“Table A’’ come into operation. There are instances 

where some companies do not frame out their own Articles 

of Association bat they draft a few special rales and for 

the rest provide that “ The Table A shall be the Articles 

of Association of this Company excepting so far as they 

are modified by the following rules." Now-a-days, how¬ 

ever, the company management and work has become so 

complicated that it is qaite difficult, if not impossible, for 

a company of any magnitade and importance to appro¬ 

priately adopt the “Table A” as its Articles of Associa¬ 

tion, and therefore the stndent may take it that ordinarily 

every Company of importance gets its own “ Articles of 

Association " specially framed. 

After these two documents, viz., the “ Memorandum of 

Association " and the “ Articles of Association," together 

with other necessary documents, are filed with the Regis-j 

trar of Joint Stock Companies and the necessary fees paid, 

the Registrar issues a *' Certificate of Incorporate" 

declaring the Company to be duly Incorporated und ; e 

Indian Companies Act. > 

Application and Allotment of Shares. 

The Board of Di rectors, ,y0rarally composed of some 

of the signatories to the . memorandum of Association, 

woald appoint a pro t<j> Secretary and receive applies- 
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tions for shares in response to the issue of the Prospeotns. 

Application forms are generally distributed with the 

Prospeotns, which, those desirous of applying for shares 

are requested to fill in and return with the application 

money. The form of application would be as under, 

italics indicating particulars filled in by the applicant 

Application for Shares. 

TO THE BOMBAY SPINNING & WEAVING 

COMPANY, LIMITED. 

Gsntlkmbn, 

Haring paid to the Company's Bankers, the National 

Bank of India Limited, the sum of Rs. 500 being a deposit 

of Rs. 50 per share on ten shares in the above-named Com¬ 

pany, I request you to allot me that number of shares 

upon the terms of the Company’s Prospectus dated the 

21st day of August 1924 and I hereby agree to accept the 

same or any smaller number that may be alloted to me 

and to pay the balanoe of Rs. 950, per share, as provided 

by the said Prospectus, and I authorise you to register me 

as the holder of the said shares. 

NAME IN FULL 

ADDRESS 

DESCRIPTION ... 

DAT?'J . 

SIGNATURE, ... 

... Jtvanji Pragjie 

• •• lof Church Gate Street* 

... Merchant. 

••• 21st August 1024* 

••• Jivanji Pragji. 

A blank receipt is gener^ly annexed to the appliac- 

tion form, and as soon as applicant pays the money 

either at the company’s office or at the office of the com¬ 

pany’s bankers, the receipt is duly filled in, signed and 
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returned to the applicant. The receipt is in the following 

form s— 

THE BOMBAY SPINNING & WEAVING Co., Ltd. 

Banker’s Receipt to be retained by the Applicant. 

Received this 21st day of August, 1924, of Mr. Jivahji 

Pragji the sum of Rs. 500 being a deposit of Rs. 50 per 
share npon 10 shares in the above-named Company. 

For the National Bank of India, Limited. 

McDonald Cashier. 

The board meeting of the directors would then be held 
at a fixed date to consider the applications, at which meet¬ 
ing the directors would decide whether they are to allot 

all the shares applied for, or in case where a larger number 
is applied for than available, the directors would decide as 
to whom the letters of allotment or the letters of regret 

should be sent. Assuming that the applicant in the above 
illustration was allotted the shares applied for, the letter 
of allotment would be in the following form :— 

Letter of Allotment. 

THE BOMBAY SPINNING & WEAVING Co., Ltd. 

Bombay, 21th August, 1924. 

To 
Mb. JIVANJI PRAGJI. 

Dbab Sib, 

I am direoted to inform you that in accordance with 
your application, the Directors have allotted to you 10 
shares of Rs. 1,000 eaoh in the above Company. 
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The sum of Rs* 100 per share is payable thereon np to 

and on allotment, making the snm of Rs. 1,000, in respect 

of which yon have paid on application Rs. 500, leaving a 

balance of Rs. 500 payable by yon, which I am instructed 

to reqnest yon to pay to the Bankers of the Company, the 

National Bank of India, Limited. 

It will be necessary for yon to produce this Letter of 

Allotment at the time of payment. 

Yonrs truly, 

J. Fernandez, 

Secretary, pro tem. 

After the shares are allotted and the allotment money 

is paid, the applicant,—who now becomes a shareholder,— 

gets his share certificate which is made out in the follow* 

ing form :— 

Share Certificate. 

No. 1234-1243. 

THE BOMBAY SPINNING & WEAVING Co., Ltd. 

Ooe Anns* 

This is to certify that Mr. Jivanjt Pragji of 15, Church 

Gate Street, Bombay, is the holder of 10 shares numbered 

1234 to 1243 inclusive, in the above Company, subject to 

the provisions of the Memorandum and Articles of Asso* 

elation of the Company; and that the sum of Rs. 100 per 

share has been paid in respect of each of the said shares. 
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Given under the Common Seal of the said Company, 

this let day of September 1924. 

D. R. Cama, ~| 

Soloman Issac, ! 

Tkakersey Gordhandas, I 
J 

Directors. 

J. Fernandez, Secretary. 

No transfer of any of the above-mentioned shares can be registered 

without production of this certificate. 

The directors may then make calls on account of these 

shares as may be found necessary and convenient for the 

working of the company, and after having decided at their 

board meeting to make a call, they would ask the secretary 

to send out notices of call, which are generally printed 

with counterfoils bound in book form and consecutively 

numbered. The Call Form in the book of the Notices of 

Call would be as under :— 

Notice of Call. 

No. 113. 

The Bombay Spinning & 

Weaving Co., Ltd. 

Notice of Call. 

Shares Nos. 1234-1243. 

Date of Call, 1st Novem¬ 

ber 1924. 

Amount per share Rs. 50. 

Aggregate amount Rs. 500. 

Notice of Call. 

This form should be sent 

entire to the Bankers or the 

Secretary, accompanied by 

the amount payable. 

Notice of Call of Rs. 50 

per Share. 

Making Rs. 150 per Share 

paid up. No. 113. Shares 

Nos 1234-1243. 
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Notioe of Call —contd. 

When due, 15th November, 

1924. 

Name of Member, 

Jivanji Pragji, 

Address : 15, Church Gate 

Street, Bombay. 

Date of Posting Notice, let 

November, 1924. 

Where posted, G. P. Office. 

The Bombay Spinning & 

Weaving Company, Limit¬ 

ed. Bombay, 1st Novem¬ 

ber, 1924. 

Sir,—I have to inform yon 

that a meeting of the direc¬ 

tors of this Company held at 

Bombay on the 1st Novem¬ 

ber, 1924 it was resolved 

that a oall of Rs. 50 per 

share be made upon the 

members of the Company in 

respect of the moneys unpaid 

on their shares payable 

on or before 15th November 

1924 and I have to request 

that yon will, on or before 

that date pay the sum of 

Rs. 500 (being the amount 

of such oall in respect of the 

10 Shares registered in your 

name in the Books of the 

Company) to the National 

Bank of India, Ltd. 

I am, Sir, 

Yonr obedient servant, 

J. Fernandez, 

Secretary. 
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Notice of Qwdl—contd. 

To 
Mb. JIVANJI PRAGJI, 

IS % Church Crate Strut, 
Bombay. 

No. 113. 
15tlr November, 1924* 

,. '_j- 

Received o£ Jivanji Pragji 
the sum of Rs. 500 being the 
amount of a call of Rs. 50 
per Share on 10 shares in the 
Bombay S. & W. Co., Ltd. 

DOSABHAI FRAMJI, 

Rs. 500. 

The applications and Allotments would then be entered 
in the Application and Allotment Books which are ruled 
as under:— 

Application and Allotment Book. 

No. of 
letter. 

Applicant** 
name* 

1 1 

Residence. Profession. 
Date of 

Applica¬ 
tion. 

No. of 
shares 

Applied 
for. 

No. of 
a hares 

Allotted# 

37 Jivanji Pragji. 
15 

Church 
Gate 

Street. 

Merchant. 
1914 

August 21. 10 10 

The entry made in the Share Ledger on a separate 
page allotted to the name of the particular shareholder is 
as follows: — 

20 
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For each of the calls made, a Call Book is made out 

with rulings as under and filled in as shown below:— 

The above books, the Application and Allotment 

Book, the Call Books and the Share Ledger are subsidiary 

books kept simply to keep a minnte record of the whole 

oapitalof the oompany as held by the different shareholders,- 
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4he amount actually paid by them and the amount actually 
dne by them. There is also a subsidiary book called the 
Share Transfer Book whioh records all details as to the 
transfer of shares from one person to another, and is ruled 
as follows s— 
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Letters of Regret. 

With regard to those applicants, who are not allotted 

the shares applied for, “ Letters of Begret ” are forwarded 

by the seoretary. Shares are not allotted for various 

reasons. Frequently this course is taken where a larger 

number of shares than those available are applied for, in 

whioh oase the directors naturally seleot those applicants 

whom they consider desirable shareholders, rejecting the 

rest. Even where all the shares are not applied for, 

among those who have applied, there may be some who in 

the opinion of the directors may not be desirable men to 

be allowed to buy the shares for one reason or other. 

Letters of Regret are sent to those whose applications are 

rejected, and these letters would be in the following 

form :— 

LETTER OF REGRET. 

The Bombay Spinning and Weaving Company, Limited. 

Registered Office, Esplanade Road, 

Bombay, 20th August, 1924. 

Kartondat Kanji, Esq., 

Share Baxar, BOMBAY. 

Sir, 

I regret to inform you that the Directors are unable 

to allot you any of the Shares of this Company in com¬ 

pliance with your application for 100 Shares. 

Please find enolosed a cheque for Rs. 5,000, being the 

amount paid by you on the above-mentioned application 

and I shall be glad if you will sign the form of receipt at 

the foo| °f the oheque sent herewith, and present the same 
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for payment through your Bankers (with the original form 

of receipt attaohed thereto). 

As the cheque oontains a form of reoeipt, no fnrther 

acknowledgment from yon will be necessary. 

Yours faithfully, 

J. Fernandez, 

Secretary. 

No. 543167 Bombay, 20th August 1924. 

Stamp. 

To 
The National Bank qf India, Ltd., BOMBAY. 

Pay to Karsondas Kanji Esq., or order, the receipt be¬ 

low being signed, the sum of Rupees Five Thousand. 

For the Bombay Spinning & Weaving Oo., Ltd., 

D. R. Cama, Director. 

.7. Fernandez, Secretary, 

RECEIPT. 
24th August 1924. 

Received of the Bombay Spinning and Weaving Com¬ 

pany, Limited, the sum of Rupees Five Thousand, being 

the amount deposited by me on application for one 

hundred Shares in the same. 

. .... Receipt j 
Rs. 5,000-0-0 

Stamp* | 
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We noticed in the Share Transfer Book that one of the 

shareholders, Mr. Jivanji Pragji, transferred five shares to 

Mr. K. Gangulji. This transfer is effected by filling in a 

Share Transfer form which has to be signed by both, the 

seller, Mr. Jivanji Pragji and the buyer, Mr. K. Gangnlji, 

thereby the seller transfers his right, title and interest on 

these five Shares to the buyer Gangulji, and the buyer, on 

the other hand, agrees to take over the Shares with all the 

rights on them as well as all the liabilities arising there¬ 

from, where the shares are partly paid or where the liabi¬ 

lity of the Company is unlimited. The Transfer would 

appear in the following form :— 
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Share Transfer. 

1, Jivanji P?agji, of Church Gate Street, 

bayy in consideration of Rs. 5,500 paid by K. 

Gangulji, of Chandan Wadi9 Bombay, Railway Guard, 

hereinafter called the said transferee, do hereby 

bargain, sell, assign and transfer to the said 

transferee :—Fire fully paid Shares of Rs. 1,000 

each, numbered 1234 to 1238 inclusive, of and in 

the undertaking called the Bombay Spinning & 

Weaving Co., Ltd., TO HOLD unto the said 

transferee, his Executors, Administrators and 

Assigns, subject to the several conditions on 

which I held the same immediately before the 

execution hereof ; and I the said Transferee do 

hereby agree to accept and take the said Shares 

subject to the conditions aforesaid As WITNESS 

our Hands and Seals, this first day of December 

in the Christian Year One Thousand Nine Hun¬ 

dred and Twenty f our. 
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Signed, sealed, and de¬ 

livered, bj the above- 

named Jivanji Pragji, 

in the presence of Jivanji Pragji. 

{Signature, Tvlukehand Mulji, 

Address, Baker St., Bombay, Seal 

Occupation, Merchant 4" Broker. 

Signed, sealed, and delivered, E. Gangnli. 

by the above-named, E. 

Gangnli, in the presence of 

' 'OlvV ( Signature.. 

Witness’s < Address.. 

(. Occupation.i 

Seal 

Signed, sealed, and delivered, by the 

above-named,... 

in the presence of 

f Signature. 

Witness’s< Address... 

* Occupation.. 

Seal 

Signed, sealed, and delivered, by the 

above-named,..... \ 

( Seat) 

in the presence of 5 Signature 

Address. 

Occnpation. 

40 tlJVII 
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The Share Transfer Form requires to be stamped Ad 

Valorem, and in computing the Stamp Duty the considera¬ 

tion paid by the buyer to the seller has to be taken 

in account. The Transfer states the consideration amount 

on which the shares are sold. It often happens that the 

consideration as shown and inserted in the “ Transfer 

Deed ” differs from that actually received by the first 

seller where prior to the effecting of the transfer, the 

first purchaser sells the shares to a sub-purchaser. In 

such a case the actual amount paid by the sub-purchaser 

to the original purchaser would have to be entered as 

€i consideration money ” and not the actual amount receiv¬ 

ed by original seller from the original purchaser. 

We may add that, in case of well-established com¬ 

panies which have been doing business satisfactorily for 

a number of years, a subsequent issue of new shares is 

often made with a view to raise further capital in order 

to extend the scope of its operations. In such cases the 

new issue of shares is naturally in great demand, and 

quoted at a premium in the market. The directors in such 

oases generally follow the wise plan of giving the old 

shareholders a prior right to purchase these shares, and in 

that case this opportunity to purchase an assigned number 

of shares, in proportion to the number already held, con¬ 

stitutes an asset of some value which can be sold or trans¬ 

ferred. The Secretary would be instructed to address 

letters inviting the shareholders to exercise this right, 

and attached to these letters are two printed forms, viz., 

the (1) Form of Renunciation and (2) the Form of 

Acceptable. If the Shareholder prefers to exercise the 

right himself in his own name, he fills in the ** Form of 

Aooeptance 99 and sends same to the Secretary. On the 
si 
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other hand, if he wishes to waive his right in favour of 

some other person, he fills in the second form, viz., the 

“ Letter of Renunciation.” The Forms of these letters 

are given below :— 

THE BOMBAY SPINNING AND WEAVING 

COMPANY, LIMITED. 

15, Esplanadb Road. 

Bombay, ltl September 1924. 
To 

Naoroji Bamanji, Esqr., 

Tamarind Lane, Fort, 

BOMBAY. 
Sir, 

INCREASE of CAPITAL. 

As a member of the Company you are entitled to an 

allotment at par of 50 new Ordinary Shares about to bo 

issued, in accordance with the Special Resolution passed 

on the 28th Angnst 1924 being at the rate of two new 

Ordinary Shares for each four shares now held by you. 

Unless I hear to the contrary meanwhile, the 50 

Ordinary Shares in question will be allotted to you on the 

15th September 1924. 

Should you desire to renounce your right to such 

allotment in favour of some other person, please be good 

enough to sign the Letter of Renunciation below, and have 

it forwarded to this office on or before the 10th September. 

This letter is not to be detached. 

Your obedient Servant, 

J. Fernandez, 

Secretary. 
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LETTER OF RENUNCIATION. 

To 

Stamp. 

The Bombay Spinning & Weaving Co., Ltd. 

Being entitled to an allotment at par of 50 Ordinary 

Shares of Rs. 1,000 each in the above Company, I hereby 

renounce my right to such allotment, and request yon to 

allot sach shares to :— 

(Fall Name) Abdul Husain Taki, Esq., Merchant, 

(Address) Chuckla Street, Bombay. 

(Signature) Naoroji Bomanji. 

(Date) 7th September 1924. 

Form of Acceptance. 

To the Bombay Spinning & Weaving Company, Limited. 

I agree to accept the above 50 Ordinary Shares, and 

to pay the calls thereon, and desire to be entered on the 

Company’s Register of Members in respect thereof. 

(Signed) Naoroji Bomanji. 

(Address) Tamarind Lane, Fort, Bombay. 

(Description) Engineer, 

(Date) 7th September 1924. 

With regard to the Notioe of Call it may be mentioned 

here that if a Shareholder fails to pay according to the 

notioe, the Direotor may at their Board Meeting decide to 

forfeit his shares, and in such a oase the defaulting Share¬ 

holder would be still liable for the payment of the oall 
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that was already made, in spite of the forfeiture. The 

letter written to the defaulting member mentioned here 

as to forfeiture would be in the following form :— 

The Bombay Spinning and Weaving Company, 

Limited, 

15, Esplanade Road, Bombay. 

Bombay, 25th September 1924. 

JOHN HARDUP, Esq., 

Elphinstone Circle, 

BOMBAY. 

Dear Sir, 

I regret that yon having failed to comply with the 

notice forwarded to yon on the 15th August 1924 in which 

I stated that yonr shares were liable to be forfeited in case 

the first call made on yonr shares were not paid after the 

date specified in my last letter, I am directed to inform yon 

that in the meeting held to-day the ten shares. Nos. 2300— 

2309 inolnsive, which were registered in yonr name have 

been duly forfeited by the resolution of the Board of 

Directors. The Directors have reserved to themselves the 

power either to re-issne the said shares or deal with them 

in any other manner as they may think fit and in the mean¬ 

time I have to point ont to yon that yon are still liable for 

the payment of the first call, in spite of their forfeiture. 

Yours faithfully, 

J. Fernandez, 

Secretary. 

Statement in lieu of Prospeotus. 

Where a Public Company does not issue a Prospeotus, 

it has to file a statement known as a Statement in lieu of 

the Prospeotus with the Registrar of Joint Stock Com- 
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panies, wbiob bas to be signed by every Director, or 

proposed Direotor, and contains practically the same infor¬ 

mation as in a regular Prospectus issued to the publio. The 

Compcnies Aot gives a form of special statement in the 2nd 

sohednle attached to the Act and states that “ a Company 

which does not issue a Prospectus with reference to its 

formation, shall not allot any of its shares or debentures, 

unless, before the first allotment of either shareB or deben¬ 

tures there has been filed with the Registrar a statement 

in lieu of Prospectus, signed by every person who is named 

therein as a Director or a proposed Director.” The sec¬ 

tion 98 further states that the above rule does not apply 

“ to a Private Company or to a Company which has allot- 

ed any shares or debentures before the commencement of 

the Act” (1913). 

With regard to the Prospectus it may be added, that 

any false statement in the Prospectus, makes the directors 

and every officer of the Company authorising the issue of 

the Prospeotus, liable to pay compensation to any person, 

who relying on such a Prospeotus, applied for the shares 

and suffered a loss. 

Directors. 

The Company Law lays down that every Company 

registered after the passing of the Act (1913) must have 

at least two Directors if it is a Public Company. In case 

tli$frw~iB'TrilefttuTl in the appointment of the directors, the 

subscribers to the Memorandum shall be deemed to be the 

directors of the Company until the directors shall he 

appointed by the Company. These directors are to be 

appointed by the members of the Company in their General 

Meeting. Any casual vaoanoy may be filled up by the 
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directors, but the person so appointed shall be snbjeot to 

retirement at the same time as if he had beoome a Director 

on the day on which the Director in whose plaoe he i* 

appointed, was last appointed Director. 

The Act farther states that a person shall not be cap¬ 

able of being appointed a Direotor by the Articles, nor 

shall he be named as a proposed Director of a Company in 

any Prospectus issued by or on behalf of a Company., un¬ 

less, before the registration of the Articles and the publi¬ 

cation of the Prospectus, he has by himself or by his # 

Agent authorised in writing : — 

(1) signed and filed with the Registrar a consent 

in writing to act as such Director ; and 

(2) save in the case of a Company -imited by 

guarantee, not having a capital divided into 

shares, signs a memorandum for a number 

of shares not less than his qualification 

shares or signs and files with the Registrar 

a contract in writing to take from the Com¬ 

pany and pay for his qualification shares 

(if any). 

It may be mentioned here that the number of shares 

which is to be the qualification of a Director, are laid 

down in the Articles of Association of every Company, 

and therefore, as soon as a person is appointed a director 

he ought, within two months of his appointment, to obtain 

his qualification shares, otherwise his office would be 

vacated. The Articles of Association of some companies 

provide for a period even shorter than two months. 

The Directors of a Company are virtually the Com¬ 

pany’s Managers or Agents, appointed to act in the in- 
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te rests of the members of the Company and stand in a 

fiduciary position, and therefore, they should not make 

any undisclosed profits through their office of Directors. It 

is also held to be illegal for a direotor to acquire his 

qualification shares as a present from the vendors or 

founders of the Company. They have to act within the 

powers given to them and if they exceed their powers, 

the Company may ratify their acts if such acts come with¬ 

in the powers of the Company itself. Of course a Com¬ 

pany cannot ratify aots of the directors which are beyond 

the Company’s power i. «., ultra vires the Company. 

So long as the Directors aot honestly they are not 

responsible for damages, unless they have been guilty of 

gross negligence. They would of course be liable for mis¬ 

feasance and fraud. Innocent directors would not be 

liable for the fraud of co-directors, if the books of ac¬ 

counts of the Company have been kept and audited by duly 

appointed auditors, and if they did not know of the fraud 

and had no reason for suspecting same. 

The remuneration of directors is regulated by the 

Articles of Association of the Company. The directors are 

not entitled to be paid out of the assets of the Company 

their travelling expenses incurred in attending board 

meetings, if there is no provision in the Company's 

artioles to that effeot. 

The directors have also the right to appoint the first 

auditors of the Company, bnt the subsequent auditors are 
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appointed by the members of the Company in Genera! 

Meeting. The direotors are bound to give all information 

to the auditors as may be required by them in course of 

the examination of accounts. 

Commencement of Business. 

The Indian Companies Act Section 103 states that a 

Public Company shall not commence any business or 

exercise any borrowing powers unlesB :— 

(1) Shares held subjeot to the payment of the whole 

amount thereof in cash have been allotted to 

an amount not less in the whole than the 

minimum subscription ; and 

(3) Every director of the company has paid to the 

company on each of the shares taken, or con¬ 

tracted to be taken, equal proportion in cash 

as is payable by other members on applica¬ 

tion and allotment on the shares offered to 

the public. 

(3) A written declaration by the secretary or one 

of the directors is filed with the Registrar 

to the effect that the above conditions have 

been complied with. 

On the above conditions being fulfilled the Registrar 

shall oertify that the company is entitled to oommenoe 

business ; whereas in case of a company whioh does not 

issue a Prospectus inviting the publio to subscribe its 
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shares, the Registrar would issue the certificate of com¬ 

mencement on filing of a statement in lieu of the Prospec¬ 

tus by such a company. 

Statutory Books. 

Every Company is bound to keep the following books 

under the Companies Act :— 

(1) A Register of members showing the names, 

addresses and occupations, if any, of the 

members and in case of a company having a 

share capital, the statement of the shares 

held by each member, distinguishing each 

share by its number, together with the 

amount paid, or agreed to be paid, or con¬ 

sidered as paid on these shares. Also the 

dates on which each person was entered as a 

member, and the date on which each person 

ceased to be a member, lias to be stated in 

the register. 

(2) Register of directors and managers stating 

the names, addresses and occupations of the 

directors and managers. 

(3) Register of mortgages and charges, A 

Limited Company must keep a register of 

mortgages and enter therein all mortgages and 

charges specifically affecting the property of 

the company, giving in each case, a short 

description of the property mortgaged or 

22 
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charged, the amount of the mortgage or 

charge, and the names of the mortgagees or 

persons entitled thereto. (Seo. 123). 

(4) An annual summary mnst be made ont 

showing a list of persons who on the day of 

the first or any Ordinary General Meeting in 

the year, are members of the Company, and 

of all the persons who have ceased to be 

members since the date of the last return, or 

(in case of the first return) of the incorpora¬ 

tion of the Company. The summary shall 

state the names, addresses and occupation of 

all the past and present members mentioned 

therein, together with particulars of the 

number of shares held by each of the % ng 

members at the date of the summary, specify¬ 

ing shares transferred since the date of the 

last return or since the date of incorporation 

as the case may be. Minute particulars as to 

the contents of this Annual List and the form 

in which it is to be made out are given later 

on to which the student’s attention is invited. 

(5) The Minute Book. The Indian Companies 

Act, Sec. 83 lays down that every Company 

shall cause minutes of all proceedings of 

general meetings, and of its directors, to be 

entered in books kept for that purpose, and 

that such minutes ought to be signed by the 

chairman of the meeting at which the pro¬ 

ceedings were held, or by the chairman of the 
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t next succeeding meeting and that they shall be 

evidence of the proceedings. These minutes 

should not be altered subsequently by addi¬ 

tions or subtractions because such alterations 

are held as irregular. 

Books to be kept by a Joint Stook Company. 

Besides the above-named Statutory books, tbe books 

generally kept by a Joint Stock Company may be divided 

into two classes, vie : 

(1) Statistical Set. 

(2) Financial Set. 

The Statistical Set of Books may comprise of the 

following :— 

(1) Application and Allotment Books, 

(2) Call Books, 

(3) Register of Members or Share Ledger, 

(4) Register of Transfers, 

(5) Seal Register, 

(6) Agenda Books, 

(7) Debenture Application and Allotment Books, 

(8) Debenture Call Books, 

(9) Register of Debenture Transfers, 

(10) Register of Debenture holders, 

(11) Shares Dividend Book, 

(12) Debenture Interest Book, 

etc., etc., etc. 
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The forms of Application and Allotment Books, Q§11 

Book, Register of Transfers and Shareholders9 Register 

have been already given. The forms of Register of Direo« 

tors and Managers, Register of Mortgages and Charges, 

Debenture Application and Allotment Book, Debenture 

Call Book, and of Register of Debenture holders are given 

below :— 

Register of Directors and Managers. 

Name. Address. ; Occupation. Remarks. 

Register of Mortgages and Charges. 

No. 
Date of 

Mortgage 
or Charge, 

Short des- ■ 
cription of I 
Propci ty 

Mortgaged 
or Charged. 

Amount of 
Charge 
created. 

| Name and 
I Address of 

Mortgagee 
| or Person 
| entitled to 
the Charge 

Date of 
Mortgage or 
Charge dis¬ 

posed of. 
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first out of the speoific property which is 

mortgaged with him. 

Company Account-keeping. 

Having thus far dealt with the organization, practice 

and law relating to Joint Stock Companies, we shall now 

proceed to see how the Account-keeping is worked in case 

of snob companies. 

When applications for shares are received and the 

directors at their Board Meeting have dicided upon allot¬ 

ment, the entries passed would be as follows :— 

Journal Entries. 

Preference Share Application Account Dr. 

To Preference Share Capital Account. 

(For the total amount on applications received on 

preference shares). 

Ordinary Share Application Account Dr. 

To Ordinary Share Capital Account. 

(For the total amount on applications received on 

ordinary share oapital). 

Preference Share Allotment Account Dr. 

To Preference Share Capital Acoount. 

(For the total amount of allotment money on shares 

allotted). 

Ordinary Share Allotment Account Dr. 

To Ordinary Share Capital Account. 

(For total allotment amount on ordinary shares). 
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Preference Share First Call Account Dr. 

To Preference Share Capital Account. 

(For the total amount of first call on preference 

share capital made). 

Ordinary Share First Call Account Dr. 

To Ordinary Share Capital Account. 

(For the total amount on first call on Ordinary Capital), 

Note : — (So on for 2nd and 3rd calls.) 

The above Journal entries are passed for full amounts 

of application, allotment and call money due, as soon as the 

applications are received or allotment or calls made. For 

the actual receipts entries would be made in the cash book, 

on the debit side, crediting the application accounts con¬ 

cerned for the application money received, allotment ac¬ 

counts for the allotment money received and the respective 

call accounts for the call money received. 

Besides the entries in the Financial set as above 

discussed, the details of applications, allotments and calls, 

would have to be entered in the various books, viz%% Appli¬ 

cation and Allotment Book, Share Ledger, Call Book, etc. 

The rulings of the books have been already dealt with on 

the previous pages. 

Transfer of Application Money to Allotment 

and Gall Accounts. As a rule the applications received 

are not dealt with till the directors have decided to go to 

allotment. In this case supposing that William Green 

pays Bs. 7,500, as application money for 500 shares applied 

for and is allotted only 250 shares, the application ac- 
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<30unt, through the journal gets a debit for Rs. 3,750 only 

and Capital account being credited for a like amount ; 

but in the cash book the amount Rs. 7,500 is entered in 

full as cash received to the credit of application account* 

This excess may either be refunded to William Green in 

cash in which case Rs. 3,750, refunded would be entered on 

the credit side of cash book, debiting the Application 

Account which would square up the latter account. If, as 

is often the case, William Green desires that the amount 

of Rs. 3,750, be transferred to the allotment account on 

the shares allotted to him, an entry is passed in the 

Journal debiting the Application Account and crediting 

the Allotment Account. 

This method is the best, as the authorities are against 

the treatment of this application amount at once in full in 

the Journal as that would necessitate the debiting of capital 

account for the transfer of the excess to allotment account, 

e. g.9 if the entry were passed in the above illustration of 

William Green debiting Application Account for Rs. 7,500 

in full and crediting Capital Account for Rs. 7,500 for the 

transfer of the excess of Rs. 3,750, Capital Account would 

have to be debited and Allotment Account credited. 

To illustrate the above we shall take a short example 

and pass regular entries in the Financial Books. 

Illustration No. 1. 

The Richard Trading Co., Ltd. was incorporated on 

January 1st, 1924 with a nominal capital of Rs. 10,00,000 

divided into 1,000 shares of Rs. 1,000 eaoh and issued a 

Prospectus inviting the public to take up shares, of which 

Rs. 100 were payable on application, Rs. 300 on allotment 

4 
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and the balance of Rs. 600 were to be paid in calls of 

Rs. 200 each, as and when made by the Directors. 

Applications for 400 shares were received with the Ap¬ 

plication amount of Rs. 100 on eaoh of the shares. The 

directors allotted shares on January 15th to each of these 

applicants to the full value of their applications. A First 

Call of Rs. 200 was made on February 15th which was paid 

up on 400 shares, whereas the balance of Call money on 100 

shares is still due. Make the necessary Journal, Cash Book 

and Ledger entries in the Financial books of the Company 

and show how the Capital would stand in the Balance Sheet 

if we were to make oat that statement. Also dose Ledger 

accounts for Applications, Allotment and First Call. 

JOURNAL. 

Rs. Rs* 

1 Application Account . Dr. 40,000 

To Share Capital Account 40,0 

(Beiog the total on applications received 
for 400 shares at Rs* 100 psr share) • , 

15 Allotment Account • . • * Dr 1,20,000 
• 

To Sharf Cajityal Aocouot • 1,20,000 

(Being the total amount due on allotment 
of 400 shares at Rs* 300 per share as per 
Board Meeting dated 16th January) • • 

ts First Sail Account • • • • Dr* do,000 

t To ^aiJcfaapital Account . 1 

.1 

(IMpglba total amount of First Cali due 
oo4Cf9h*if*»at Rs. 200 per share as per 
tbs raaotatton qjf }6tb February) . 

l» ■ 
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Dr. CASH BOOK. Cr. 

Rs. Rs. 

Jan* |2 To Application Ac* 
count . • 40,000 

Feb. 15 By Balance • 2,20,000 

Being the amount 
received on 400 
sharoa at Re. 100 per 

share* 

Jan. 15 To Allotment Ac* 
count 

i 

i 

Being the amount 
received on 400 
shares at Rs. 300 per 
share. 

Feb. 15 To First Call Ac¬ 
count 60,000 

, 

Being the amount 
received on 300 
shares at Rs. 200 per 
share. i i 

2,20,000 2,20,000 

Feb. 16 > To Balance 2,20,000 

LEDGER. 

APPLICATION ACCOUNT. 

i Rs. R*. 

J no. 1 To Share Capi¬ 

ta 1 Account . 

Jan. 1 By Cash . • i .40,000 

mmm _i mmmi tssBsmr 
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ALLOTMENT ACCOUNT. 

i 
Rs. Rs. 

Jan. 15 To Share Capi¬ 
tal Account . 1,20,000 

Jan. 15 By Cash . 1,20,009 

! 
i 1.20,000 1,20,000 

FIRST CALL ACCOUNT. 

j Ra. ■ Ra. 

Feb. 15 To Share Capi¬ 
tal Account . 80.000 I 

15 By Cash . 

,, Balance car¬ 
ried down, j 

60,000 

20,000 

80,000 1 80,003 

Feb. 16 To Balance 
brought down. 20.000 ■ ! 

SHARE CAPITAL ACCOUNT. 

Ra. 
i 

i Ra. 

Feb. i To Balance N
 

4
- 

O
 

o
 

o
 

Q
 

Jan. 1 By Application 
Account. 40,000 

Jan, 15 ,, Allotment 
Account • 1,20,000 

j 

Feb. 15 », First Call 
Account . 80,030 

hSBSS, 2, ,0,000 

Feb. 16 By Balance | 2,40,000 
1 
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BALANCE SHEET. 

As on 15th February 1916. 

Liabilities* Assets* 

Rs. Rs. 

Authorized Capital: — Cash 0,000 

1,000 shares of 
K*. 1,000 
each.10,00,0U0 

Issued and Sab- 
scribed Capi¬ 
tal :— 

400 Shares of 
Rs. 1,000 
each . . 4,00,000 

Paid up Capi¬ 
tal :— 

1 | 

! 
1 

400 Share* of 
H*. 1,000 
each, Rs. 600 
per share 
called up 2,-i:,ooa 

i 

Less cash in 
arrear. 20,000 

2,20,000 i 2,20,000 
i 

The above transactions won Id then be entered in the 

Statistical Books, side by side with the entries in the 

Financial Books as given above. The details as to Applica¬ 

tions and allotments wonld be entered in the Application 

and Allotment Books and all particulars as to calls would 

be entered in the Call Book. In the Register ot Members, 

also called the Share Ledger, special space would be devoted 

to each of the shareholders and the particulars of the shares 

applied for by him would be entered under the name of 

each of the shareholders. 
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We shall now take an illustration where application* 

are received for shares, accompanied by application money, 

and as the directors are unable to allot the whole of the 

shares applied for, they have allotted proportionately to the 

applicants with the result that application money paid on 

those shares which were not allotted are in the hands of the 

company’s cashier. The money will have to be returned in 

the case of those applicants to whom no shares were 

allotted, whereas, in case of applicants to whom shares 

were allotted, in part the amount paid by them as appli¬ 

cation money is transferred at their request to their allot* 

ment accounts. In the illustration given below these items 

are actually worked out. 
■f 

Illustration:—The Poona Cotton Manufacturing Com¬ 

pany was registered with a capital of Bs. 20,00,000, divided 

into 4,000 shares of Rs. 500 each. Bs. 50 per share were 

payable on application, Rs. 150 on allotment and the 

balance of Rs* 300 on each share was payable in 3 oalls of 

Rs. 100 each. The directors in their Board Meeting held 

on the 15th February 1916, were informed that applications 

for 8,200 shares were received with the application money. 

The directors therefore decided to allot 4,000 shares to the 

applicants in order of date, each applicant being allotted 

half the nnmber of shares applied for with the exception of 

the last applicant for 200 shares, who was not to be allotted 

anything and his deposit of Rs. 10,000 was ordered to be 

refunded in cash. With regard to the other applicants, 

they all agreed that the balanoe of application money paid 
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by them should be utilised towards writing off Rs. 50 per 

share on allotment money9 they having paid the balance of 

Rs. 100 per each share towards allotment. On March 15th 

1916 the directors decided tc make a first call o£ Rs* 100 per 

share. By March 31st shareholders holding 2,000 shares 

paid up their amount of first call. The balance still stands 

in arrears. On April 15th the directors made a second call 

of Rs. 100 which was paid up by shareholders holding 1.500 

shares by the 30th April. You are requested to pass the 

Journal and Cash Book entries with regard to those trans¬ 

actions and show how the share capital would appear in 

the Capital Account. 

The Poona Cotton Manufacturing Co., Ltd. 

JOURNAL. 

' 

Date. 

j 

Particulars. j Debit. Credit • 

Feb. 15 Application Account , • Dr. 
Rs. 

2,00,000 
a. P- Rs. 

To Share Capital Account • 

(Being the amount* of Applica¬ 
tion money received on the 
4,000 shares allotted). 

15 
Allotment Account • . l)r. 

To Share Capital Account • 

6,00 ,000 

(Being the amount of Allotment 
money due on the 4,000 shares 
allotted). 

i 
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JOURNAL.—{continued) 

_ . R* *.p. R». P- 
Feb. 15 Application Account . . Dr. 2,03,'JOO ( 

To Allotment Account . 

(Being the transfer of excess 
I application money paid, to- 
' wards writing off of Rs, 50 

| per share, of allotment mone> 
l due). 

2,00,000 

Mar. 15 First Call Account l*r. 4,00.0001 

To Share Capital Account.1 ! 

(Being the amount of First Call! 
money due on 4,0.0 shares).I j 

| 4,00,000 

April 15 Second Call Account , . • 4,00,000 

To Share Capital Account. | 

(Being the amount of Second j 
Call money due on 4,000 •> hare*. 

4,00,000 

CASH BOOK. 

Date. Particulars. I Rs. a.ip I Date. | Particulars.! Rs. ia.|p. 

Feb. 15 To Application I h eb. 15 B> Applica- j 
Account . 4,10,000, 0 01 tionA/c. 10,000, 0 0 

Mar. 1 ,, Allotment j 
Account . 4,00,000 0 0 

1 i 
i i, F ir^t Call j 

Account . 2,00,000 0 0 

f9 3P ,, Second Call j j 
Account . 1,50,000 0 0 

Apl. 30 -LL 
11,60,000 01 0 

,, Balance I 
c/d. j 11,50,000 o 0 

11,60,0001 ol 0 

To Balance c/d 
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SHARE CAPITAL ACCOUNT. 

Date. Particu¬ 
lars. 

Rs. Date, i Particulars. Rs. a.}p. 

Apl. 30 [To Balan¬ 
ce c/d. 

16,00,000 

16,00,000 

Feb. 

Mar. 

Apl. 

May 

By Application 
Account . 

,, Allotment 
Account . 

2,00,0001 0 

6,00,000 

,, First Call! 

Account 4,00,000 0 

,, Second Call 
Account . 

By Balance 
c/d . 

i j 
4,00,000 0| 0 

16,00 OOOI 0| o 

I 
16,00,00o| 0 

Interest on oalls in arrear or those paid in advance. 

In almost all companies the shareholders are informed by 

the Secretary, in his Call letter, that the Call is to be paid 

np on or before a certain date and that in case of default 

interest at a fixed rate per cent would be chargeable. On,' 

the same basis shareholders are also informed that in case^ 

they pay up their calls in advance or before the due date 

they would be allowed interest at a fixed rate per cent. 

At the periodical closing, the interest on calls in arrear is 

debited to an account in the Financial Ledger known as the 

outstanding debtors’ account and the interest account is 

credited. These interest items are collected from the 

various call books, where in special columns entries are 

made by the clerk keeping the statistical set of books as to 

the interest due on calls in arrear. Similarly in case of 

oalls paid in advance, interest account in the Financial 

Ledger would be debited through a journal entry and the 

outstanding creditors* account would be credited. This 

item of interest is also ascertained from the Call Book 

speoial interest column. 
25 
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Preliminary Expenses. In the formation and float¬ 

ing of a Company large expenses are incurred by way of, 

(1) Preparing and printing Memorandum and 

Articles of Association, 

(2) Issue of advertisement and printing of the 

Prospectus, 

(3) Registration fees and Stamp duty on nominal 

Capital, 

(4) Law charges in connection with the formation. 

Preliminary Agreements, etc., 

(5) Fees of experts for valuation and other reports, 

(6) Printing of share certificates, debenture certi¬ 

ficates, etc. 

These expenses run up to a large figure and are al¬ 

lowed to stand in the account books under the heading of 

v Preliminary Expenses account” and shown on the 

Balance Sheet on the asset side. The expenditure incurred 

is sometimes partly paid by the vendors or founders and 

the other portion is borne by the company. In suoh a case 

that portion of expenditure only which falls on the company 

has to be taken into account. This expenditure though 

of a capital nature is not represented by any tangible asset 

and therefore has to be written off from the profits in 

the subsequent years. Of course it would not be right, nor 

possible to write same off by debiting this against the first 

year's profits, as the preliminary expenditure is an expen¬ 

diture incurred at the floatation of a company, the benefit 

of which is received by the company during many subsequent 

years and consequently has to be spread over a number of 

years. It would be hardly practicable, besides, to debit this 

expenditure against the first year’s profits, for the simple 
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reason that there would be hardly sufficient profits in the first 

year's working of the company to permit of snob a course. 

Sometimes the preliminary expenses are written off, partly 

by utilising the balance of calls on forfeited shares, 

where such a course is possible, or the premium on 

shares issued, in case such shares are issued at a pre¬ 

mium, may also be utilised to write off this account. 

The expenditure by way of underwriting commission, 

brokerage and commission on placing share is generally 

shown separate and distinct under its own heading. 

Illustration/' 

On 31st December 1923, the Preliminary Expenses 

Account of a Company showed a balance of Bs. 5,000 and it 

was decided to write same off in fire years. The Profit and 

Loss Account for 1923 was charged accordingly. During the 

year 1924,shares to the extent of Rs. 2,000 were fortified, and 

it was resolved that this amount also should be utilized in 

writing off the Preliminary Expenses. During 1925, a 

premium was received on shares, amounting to Rs. 500. 

This was used in writing off a portion of the Preliminary 

Expenses, the balance was written off by a debit to the 

Profit and Loss Account. Show how all these transactions 

would appear in the Preliminary Expenses Account. 

PRELIMINARY EXPENSES ACCOUNT. 

Date. Particulars] 1 Date. Particulars* 
CL 

J 

1923 Rs. 1923 Rs. 

Oec. 31 To BaUoCe* : 5,000 Dec. 31 By Profit and 
Lots Ac¬ 
count. I 000 

! 
I it Balance . C/d. 4.000 

5,000 5.000 
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PRELIMINARY EXPENSES ACCOUNT—(contd.) 

Date. Particulars. 

d
tr

\ 

Date. | Particulars. CL 

J 

1924 Rs. 1924 Rs. 

Dec. 31 To Balance. 4,000 Dec. 31 By Forfeited 
Shares . 2,000 

, ,» Profit and 
Loss Ac¬ 
count 

i 
1,000 

„ Balance . C/d. 1,000 

4,000 1 4,000 

1925 1925 ; 

Dec. 31 To Balance. 1,000 Dec. 311 By Premium 
on Shares. 500 

i 
1 

,, Profit and 

j Loss Ac¬ 
count 500 

| 1.000 i 1,000 

Statutory Meeting* 

The first meeting which a joint stock company has to 

hold under the Companies Act under Section 77, is called 

the Statutory meeting. This meeting has to be held by 

every company limited by shares and registered after the 

commencement of the Act of 1913 within a period of six 

months from the date on which the company is entitled to 

commence business. It is further enacted by the same 

section that, at least ten days before the date on which the 

same meeting is to be held, the directors shall forward a 

report to every member of the company and to every person 

entitled under this act to receive it. This report is called 

the Statutory Report. From the wording “every company 

limited by shares5’ it is clear that companies limited by 

guarantee and unlimited companies are not subjeot to 
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^his requirement of bolding the statutory meeting. It is 

| necessary that the notice convening the meeting should 

clearly state that the said meeting is a statutory meeting 

otherwise it will not be considered as a strict compliance 

with the requirements of the act. (Gardner V. Iredale 

1912, I Ch. 700). OE course, private companies are 

entirely excluded from the requirement as to the forward¬ 

ing and filing of the Statutory Report, though the Statu¬ 

tory Meeting must be held. (Sec. 77 (11) ). The Act 

requires the report to embrace the following particulars:— 

(1) Total number of shares allotted (istinguishing 

those paid for in cash and those allotted as 

fully paid, together with particulars as to 

consideration for those allotted as fully or 

partly paid. 

(2) Total amount of cash received on all these 

shares. 

(3) An abstract of cash received from shares and 

debentures and of payments made thereout, 

and the balances in hand together with parti¬ 

culars with regard to same. 

(4) The estimated amount of Preliminary ex¬ 

penses. 

(5) Names, addresses and descriptions of directors, 

auditors, managers and secretary of the 

company. 

This report has to be certified by not less than two 

directors of the company and where there are less than two 

directors by the sole director. Over and above this, the 

report has to be certified as correct by the auditors of the 

company so far as it relates to the shares allotted by the 
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oompany, and to the oash received in respect of snob 

shares, pins the receipts and payments of the company on 

oapital account. A oopy of the report has to be filed 

with the registrar soon after it is sent to members of the 

oompany. 

The following illustration gives a convenient form of 

the statement to be inclnded in the Statutory Report and 

the certificate to be appended. 

Illustration. 

Prepare from the particulars given below the state¬ 

ment required under Seotion 77 (3)-C of the Indian Com¬ 

panies Act 1913, for insertion in the Statutory Report. 

Total number of shares allotted is 30,000 of Rs. 100, 

each including 10,000 shares issued to vendors as fully 

paid in part consideration of the purchase price. On 

the remaining shares Rs. 25 per share were called up on 

application and Rs. 25 on allotment. A sum of Rs. 18,000 

was due on allotment on the date of closing acoounts. One 

Mr. Hormasji paid in full for his 100 shares on his going 

abroad. 

The following payments have been made :— 

Rs. 

8,00,000 paid to vendors for balance of Purchase Money. 

5,000 paid to Bird and Company, Stationers and Prin¬ 

ters. 

25,000 paid to Dalai and Company for underwriting 

Commission. 

15,000 paid for wages and materials for Company's 

Building under construction. 

40,000 paid to Kapadia Brothers as a deposit against 

supply of plant and machinery. 
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Rs* 

60,000 Deposited with the Central Bank of India Lid.j 

on Fixed Deposits at 6 per oent. 

10,000 paid for office salaries. 

5,000 paid for office rent. 

The Company has a current account with Lloyd’s 

Bank, Ltd. 

The following amounts have been received :— 

Rs. 

8,000 from Hiralal and Sons for a boiler sold to them 

for Rs. 10,000. 

500 from National Bank of India being interest on a 

Fixed Deposit of Rs. 40,000 placed with them 

at 5 per cent for 3 mouths. 
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Issue of Shares at a Premium. 

The Company Law does not allow shares to be issued 

at a discount, though Debentures can be issued at a discount. 

There is however no objection to the issue o£ Shares at a 

premium i. e-, the shares sold at a rate higher than that 

indicated by their face value. 

Apart from speculation there are three main causes 

which will enable a company to issue its Shares at a 

Premium. 

1* Intrinsic Value of Shares Where during 

Profitable years a company has built up large reserves 

out of Profits the Net Assets of the company will be worth 

more than the Face Value of the Shares. 

2. Profit earning Capacity : Where during the 

past the company has been paying high rates of dividend 

there will be a large demand for these Shares because of 

the return obtained on the capital invested, this will 

increase the value of the Shares. 

3. Good Prospect: Also shares of new companies, 

started by promoters or agents of established reputation 

gained through successful working of other [companies 

under their control, are in great demand and command a 

premium in the market. 

In these oases the shares are issued at a premium. A 

special oolumn is provided for the additional amount of 

premium in the applioation and allotment books, but if 

26 
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snob a premium is payable immediately, the additional 

column would not be necessary. Generally the premium 

is made payable with the allotment money. The amount 

recovered on premium is not a profit made in course of 

trading, and therefore should not be treated as suoh, 

though there is nothing in law to prevent such amount 

being distributed among shareholders by way of dividend. 

What is generally done however with regard to the pre¬ 

mium is to open a special premium account and credit 

that account with this amount. The premium may be j 
finally utilized towards writing off any loss that may ; 

have been incurred while issuing the debentures at a dis¬ 

count, or in writing off the balance of preliminary 
i 

expenses. Failing that the balance of Premium on Shares 

Account may be transferred to the Reserve Fund Account 

of the Company. The following example would illustrate 

the treatment of this item of premium on shares :— 

Illustration:— 

The Mathuradas Spinning and Weaving Company, 

Limited, offers for subscription 100 shares of Rs. l,000each 

at a premium of Rs. 100 per share. Of these Rs. 100 are 

payable on application, Rs. 300 on allotment plus Rs. 100 

premium to be paid with the allotment, and the balanoe of 

Rs. 600 is to be paid in three calls of Rs. 200 eaoh. Show the 

Journal entries in the books of the Company with respect 

to these applications, allotment, premium and calls, assum¬ 

ing that the applications were reoeived on January 15th, 
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1925, ibe shares were allotted on February 1st, 1925 and 

the calls were made on 1st March, 1st April, and 1st May, 

respectively, which were all dnly paid. Journalise also 

the Cash Book items, for simplicity. 

1925 Ri, ja. p. Rs. a. p. 
I 

Jan. 15 Cash.Dr. 10,000| 0 0 

To Share Application account. 10,000 0 0 

(Being Cash received on application for; 
100 shares). I 

Feb. ljShare application account . . Dr. 10,000 0 0 j 

| To Share Capital account. 

(Beiog the transfer of application ac* 
count to Capital on allotment of 100 

! shares applied for.) 

10fOCO 0 0 

1 Share allotment account 

| To Share Capital account. 

• Dr.^o.OOO 0 0 

30,000 0 0 

io,oooj ol o 

(Being the amount due on allotment.) 

15 Cash Df- 40,000 0 0 

j To Share allotment account. j 

(Being Cash received on allotment.) 

Mar. 1 (First Call account . . . Dr. 20,000 0 

To Share Capital account. 

(Being the amount due on 1st Call.) 

40,0001 0 0 

120,000 0 0 

20 Cash . Dr. 20,000 0 0 

To First Call account. |20,000 C 0 

(Being Cash received on 1st Call.) 

April 1 Second Call account . , . Dr. 20,000 0 0 
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r “KT- ja" p. 
To Share Capital account. ; 20,000 1 0 0 

1925 (Being amount due on Second Call) 

April 20 Cath ...... Dr.j 20,000 0 0 

i To Second Call account. 20,000 0 G 
| 

(Being the Cash received for Second 
! 

! Call.) 1 ! 

May 
! ! 
1 1 Third and Last Call account . Dr. ; 20,000 0 0 

( 
1 

To Share Capital account. 20*000 ! o 0 

I 
(Being the amount due on Third and 

i 

Last Call). i : i 

•i 20 
1 1 
Cash.Dr. 20,000 0 0 

1 

To Third and Last Call account. 
I 

20,000 o 0 

(Being Cash received for Third and 
Last Call.) | 

_1 

Debenture Issue 

With regard to issue of debentures the entries in the 

Financial books are similar to those passed in case of the 

issue of shares. Debenture Application Account, Deben¬ 

ture Allotment Account and the Debenture Call Account 

are here dealt with similarly as the Share Application, 

Share Allotment and Share Call Accounts. The following 

illustration where shares and debentures are simultane¬ 

ously issued by the company would explain how those 

entries should be made in the Financial books of a Joint 

Stock Company. 

Illustration [ 

The Jamnadas Manufacturing Company, Limited, offers 

for subscription on 1st March 1925, 100 shares of Rs. 1,000 

eaoh together with 1,000 debentures of Rs. 500 each. 

The shares are payable as to Rs. 200 on application, Rs. 200 

on allotment and the balance of Rs. 600 in three equal 
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calls of Rs. 200 each. The debentures offered to the public 

are to be paid for as to Rs. 100 on application, Rs. 100 on 

allotment and the balance of Rs. 300 is to be paid in 

eqnal calls of Rs. 100 each. Assuming that the applica¬ 

tions for all these shares and debentures are received on 

15th March and are allotted on the 20th March, post the 

entries in the financial books of the company, assuming 

that the calls made on debenture as well as on shares 

were all fully paid. The Calls were made on 15th April, 

15th May and 15th June, respectively. 

JOURNAL ENTRIES. 

Note :—As entries for the issue of shares have been dealt 

with fully in previous illustrations only entries for the 

issue of debentures are shown below :— 

May It5 Debenture 2ad Call a/c. . Dr.j 1,00.000 0 0 ! 
{ i * S 
| To Debentures account. 1 ; 1.00,000 0 o 

■ (lictng the amount due on 2nd Call) ; 

June 15 Debenture Mrd Call a/c. . Dr. 1,00.000; 00 s 
! ! j 

To Debentures account. j l,00,000j 0| 0 
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CASH BOOK (Receipts side.) 

1925 Rs. a. p* 

March 15 To Debenture application a/c 0 D 
♦» 30 n ,, allotment M • 1.00,000 E 0 

April 30 t» „ 1st Call »» • 0 0 

May 30 it », 2nd ii »» * 
| B 0 

J uoe 
: 
30 it >> 3rd ,, *» • 

! E 0 

Debentures Issued at a Premium. 

With regard to Debentures issued at a premium, the 

profit so made should be utilised towards the redemption 

of these debentures, if they happen to be redeemable 

debentures, or they may be transferred to the Company’s 

Reserve Fund Account.'' Under no circumstances it 

would be wise to treat such an item as profit to be dis¬ 

tributed by way of dividends. 

Debentures Issued at a Discount. 

Debentures are issued at a discount by some com¬ 

panies, and in such cases the loss by way of discount on 

such an issue is debited to a special account called 

“ Debenture Discount Account ” to be written off from 

the profits of the f**' jo years as quickly as possible. In 

cases of Irredeen. j Debentures, the Debenture Dis¬ 

count Account is allowed in some cases to stand on, 

without being written off, but such a course is inadvis¬ 

able, specially in oases where sufficient profits are made 

to permit same being written off. In the case however of 

Redeemable Debentures, the discount on debentures 

must be written off at least within their period of re¬ 

demption. As at the time of redemption such Debentures 
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have to be paid in fall, the entry at the time of issue, 

supposing that Bs. 1,50,000 worth of debentures were 

issued at a discount of 5 per cent, would be :— 

Cash account Dr. Bs. 1,42,500 

Discount on Debenture Account Dr. Bs. 7,500 

To Debentures Account Bs. 1,50,000 

This discount on debentures is allowed to stand 

-on the Balance Sheet as an asset and has to be written off 

with the redemption of debentures. 

Redemption of Debentures. 

When the debentures are redeemable at the termina¬ 

tion of a specified period, the provision for such a repay¬ 

ment is made either through a sinking Fund, or by taking 

out a Sinking Fund Insurance Policy. 

In case where a Sinking Fund is created, every year 

a fixed amount is charged to the Profit and Loss Appro¬ 

priation Account and the Sinking Fund Account is 

credited : — 

/Profit and Loss Appropriation account Dr. 

7 To Sinking Fund Account. 

^ This creates a fund which may be invested in the 

company itself, or in outside securities, as the directors 

think fit. If the debentures have been issued at a pre¬ 

mium, the money thus gained by way of premium is taken 

to the credit of the Premium on Debentures account, from 

whence it is transferred to this Sinking Fund Account, 

as this amount ought not to be treated as a profit, but 

ought to be utilised towards the redemption of the deben¬ 

ture debt. When the debentures are paid away the 

entry is:— 
Debentures account Dr. 

To Cash. 
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The Sinking Fund is then transferred to a Reserve 

Aooonnt by the entry 

Sinking Fand account Dr. 

To Reserve Fund account. 

Students are often at a loss to understand why this 

should be the case an they cannot understand why the 

Sinking Fund should exist after the Debentures are paid 

off* We shall therefore go into details;— 

Supposing that a company’s Balance Sheet exhibits 

the following figures on 4th December 1919. 

Share Capital • R*. 3,00,000 Geaeral Assets « . Rs, 2/25,003 

Cash „ 75,000 

R». 3,00,000 Rs. 3,00,000 

Now if the Directors think that in case they get 

Rs. 75,000 more, as working capital, they would, say 

in the case of a Manufacturing Company, buy further 

machinery with a view to extend the business. Through 

this additional machinery they expect to earn large pro¬ 

fits, whereby they calculate, that besides paying the 

interest on debentures regularly, they would be in a 

position, to save Rs. 15,000 yearly to the credit of the 

Sinking Fund and thus redeem the debentures in five 

years. They borrow Rs. 75,000 on Debentures, repay 

able after five years, and invest the proceeds in machinery. 

The Balance Sheet after the Debentures are issued fully 
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paid and the machinery purchased out of the cash recover* 

ed would appear as follows :— 

Share Capital . . Rs. 3,00,000 General Assets • . Ra. 2,25,000 

Debentures . « ,, 75,000 Cash « • n 75,000 

Machinery. • • ,» 75,000 

Rs. 3,75,000 Rs. 3,75.000 

Supposing that the future jastified their expectations 

and the directors created a Sinking Fund out of the pro¬ 

fits, by crediting the said fund with Rs. 15,000 yearly 

which was not invested but kept in cash. At the end of 

five years i. e., on 31st December 1924 the Balance Sheet 

would appear thus :— 

Share Capital 

Debenture* 

Sinking Fund 

Rs. 3,00,000 

,, 75.0C0 

,, 75,000 

Rs. 4,50,000 

General Assets 

Cash 

Machinery. 

Rs. 2f25,000 

m 1 »^>0,003 

„ 75,000 

Rs. 4,50,000 

When therefore the debentures are paid out in cash, 

they disappear from the Balance Sheet and cash on the 

asset side is reduced by Rs, 75,000 ; but the machinery of 

Ra. 75,000 for which the debentures were issued still re¬ 

mains with the firm. In other words the accumulation of 

fire years' profits has paid off the loan raised for the pur¬ 

chase of this machinery. This addition of the asset on the 

asset side of the Balance Sheet is represented, or balanced, 

by the Fond on the liabilities side and by transferring 

this Sinking Fand balance to the Reserve Fond aeeonnt, 

we are only altering the heading under which this 

27 
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accumulated Fond was allowed to stand previously. The 

Balance Sheet after the redemption would appear thus :— 

Share Capital • . R*. 3,00,000 General Assets . . Hs. 2,25,000 

Reserve . „ 75,000 C b sh » • . „ 75,000 

Machinery. . „ 75,000 

R«. 3,75 OOO R». 3,75,000 

Instead of creating a Sinking Fund, the method that 

finds favour with some Companies is the taking out of an 

Insurance Policy for the redemption of Debentures. In 

such cases Profit and Loss Account is debited yearly for 

the premium due and the Insurance Company concerned 

credited. When the premium is paid in cash, Insurance 

Company’s account is debited and cash credited. At the 

expiration of the period the Insurance Policy falling due 

helps to redeem the Debentures. In fact the Debenture- 

holders are all paid out directly by the Insurance Com¬ 

pany. Here the Company passes an entry transferring 

the amount on debentures account to a Reserve Account, 

by an entry:— 

Debentures account Dr. 

To Reserve account. 

Sinking Fund may also be created for providing cash 

for the purchase of a new Lease on the expiry of the one 

existing. A proportionate amount is charged yearly to 

the Profit and Loss account and credited to the Sinking 

Fund account so that at the end of the period for whioh 

the lease is to run the amount is ready for the purohase of 

« new one. 
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If instead of this an Insnranoe Policy for the Lease 

Is taken ont the treatment in accounts would be just the 

same as in the case of the Insurance Policies for the re¬ 

demption of Debentures. 

The following illustration would show how the item 

of Discount on Debentures is treated both in connection 

with the opening entries and at the time of the final clos¬ 

ing when the redemption is effected. 

Illustration :— C 

The iliramanek Manufacturing Co., Ltd., issued 500 

Debentures of Rs. 1,000 each at a discount of 10 per cent. 

The Debentures were to be fully paid on application. The 

whole of the Debentures were applied for and allotted on 

January 19th, 1924. The Debentures were redeemable 

within 5 years by instalments of Rs. 1,00,000 each at the 

end of each year. This redemption was to be effected by 

drawing numbers a. * e end of every year for 100 Deben¬ 

tures and the numbers so drawn were to be paid off. At 

the end of the year 1924, the directors laid aside out of 

profits Rs. 1,10,000. Of these Rs. 1,00,000 were to be 

transferred to the Sinking Fund account and the balance 

of Rs. 10,000 was to be utilized towards writing off the 

Debenture Discount. Ton are asked to pass journal 

entries both at the beginning and end of the first year for 

this issue of Debentures at a Discount, also the necessary 

entries to be passed at the time of redemption. Yon have 

also to show how these items of Debenture Capital, Sink¬ 

ing Fund and the Debenture Discount would appear in the 

.Financial Books of the Company. 
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JOURNAL. 

1924 [ Journal. Ra. a. p. Rs. I a. p. 
Jao. 19 Debenture Application A/c. Dr, 450,000 0 0 

Debenture Discount A/c. Dr. 60,001) 0 
c 

To Debenture Capital A/c. 
I i 

500,000 0 0 

For the issue of debenture in 
full. 

! 
j 

Dec- i fIj Profit and Loss A/c. Dr. j 110,000 o 0 

To Sinking Fund A/c. 100,000 0 0 

n Discount on Debentures A/c. 1 1 j 10,000 0 o 

For providing for the redemp¬ 
tion of Debentures and writ¬ 
ing off of Debenture Discount. 

1 

i 
i 

Debenture Capital A/c. Dr. 

i 

100,000 oj 0 
To Cash. 
For Repayment of Debentures. 
Note:—This entry would be 

passed through the cash 
book. 

I 
f 
! 

100,000 ( ) 0 

LEDGER. 

Debenture Capital Aooounts. 

1925 Rs. a. p- 1925 1 
Dec. 31 To Cash • 100,000 0 ( Jan. 19 

M Balance car 
tied down. 400,000 0 0 

i soo.ocoj 0 0 

1925 

Jao. 1 B 

■nd Ueb. Dig 
count . 

Balance b/d[400,0O0l 

Ra. 

500,000 

500,000| 0| 0 

a. 
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Dr. Discount on Debentures Aooount. Crm 

1924 Rs. a. p* 1924 Rs a. p* 

Jan. 19 

; 
To Debenture 

a/c 50,000 0 0 
Dec. 31 By Profit a/c. } 

written oft. 10,000 0 0 

,, Balance 40,000 0 
; 

0 

1926 
i 50,000 0 0 60,000 0 0 

Jao. 1 To Balance b/d. | 40,u00| 0| H5 

Dr. Sinking Fund Account. Cr 

1924 Rs. 
1 

l.'p. 1924 Rs. | a. p- 

Dec. 31 To Balance 100,000 
1 

Oj 0 Dec. 
i 

31 By P. & L. a/c . 100,000 0 0 

1925 

Jan. 
t 

By Balance 100,000 0 

i 

0 

Forfeiture of Shares. 

The Articles of Association generally empower the 

directors to forfeit those shares, the calls upon which are 

unpaid for specified length of time. Notice is generally 

given to the defanlting shareholder as to the arrear on his 

shares and he is warned that if he does not pay within the 

time specified in that notice, his shares wonld be forfeited 

and that in case of such forfeiture, the company reserves 

to itself the power to recover from the defaulting share* 

holder the balance due from him on the shares so forfeited* 

When these shares are forfeited the Share Capital aoeonnt 

of the Company has to be reduced to the extent of the 

amount of such calls in arrear because though the balance 
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is in their favour, in aoia&li>raotie6 it is a bad debt. 

The amount which the shtSfcolders have already paid op 

by way of application, allotment and call-money, are 

allowed to stand on a special account called the “ Forfeited 

Shares Acoount.” If the arrears of calls on these shares 

are also recovered from the defaulting shareholders, that 

amount would also be credited to the Forfeited Shares 

Account. The Forfeited Shares Account balance may be 

either utilized towards the payment of any loss on the re¬ 

issue of shares so forfeited, or the same may be utilized to 

write off preliminary expenses, or transferred to the Re¬ 

serve Fund Account. The entries passed with regard to the 

\ forfeiture of shares is to debit the Share Capital Account 

for the whole amount called up, and credit the Calls account 

which are in arrear for the actual amount of calls unpaid 

andTthe balance paid up is credited to the forfeited shares 

account. Supposing that a shareholder holding one share 

of Rs. 500 has paid up his application and allotment money, 

amounting to Rs. 125, but fails to pay the first call of 

Rs. 125, the entry in the journal on forfeiture would be as 

follows :— 

: Rs. a. p. Rs. a. P- 
Share Capital Account .... Dr. j 250 \ 0 0 

To Forfeited Shares Acoount . . •! ! j 125 0 0 

,, First Call Account . . • .1 1 125 : 0 0 

The Forfeited Shares Account is shown on the balance 

heet “liabilities side'* as a separate item until it is finally 

transferred to the Reserve Fund account or utilized as 

stated above for the writing off of the preliminary expenses 

or the loss on re-issue. 
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When these forfeited shares are re-issued say at a loss* 

the loss would be written off from the Forfeited Shares Ac¬ 

count. Supposing that the share forfeited in the above 

instance was re-issued for Rs. 450 instead of Rs. 500 t. e 

at a loss of Rs. 50 the entry in the Journal would be ae 

follows:— 

Forfeited shares re-issue account Dr. Rs. 500 

To Capital Account • . . Rs. 500 

Cash Account (forfeited shares) Dr. Rs. 450 

Forfeited Shares Account. . . 50 

To Forfeited Shares re-issue Account Rs. 500. 

Transfers :—In case where a holder of shares transfers 

them, no entry is necessary in the Financial set of books. 

The transfer would be first recorded in the Register of 

Transfers. In the Share Ledger also an account would be 

opened in the name of the transferee ^if there does not exist 

one already) recording the shares acquired by him, and in 

the account of the transferer in the same Ledger the fact 

of his having transferred a part, or whole of his holding, 

would be entered on “Shares transferred” side. It is 

usual to charge transfer fees which are credited to 

44 Transfer fees account” and finally transferred to the Pro¬ 

fit and Loss account. It is however a better course to 

utilize such fees iu writing off paper assets. 

8hares issued as a Bonus :—There are cases where & 

company which has made large profits and accumulated a 

Reserve Fund, resolves to present the existing share¬ 

holders with Bonus Shares in proportion to their holdings. 

In such a oase if the Bonus Shares are issued fully paid, 

an entry has to be passed in the financial books, debiting 
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the Reserve Fund Account and crediting the Bonus Account. 

The Bonus Account would then be debited and the Share 

Capital Account credited for the shares so issued. 

If on the other hand a certain Bonus is to be applied 

to the payment of a certain call, a similar entry would 

have to be passed with regard to the Bonus, by which, the 

Reserve Fund account is debited for the amount utilized 

as Bonus towards the payment of the Call, and the Bonus 

Account credited. A second entry would then be passed 

debiting the Bonus Account and crediting the Capital Ac¬ 

count. Sometimes a call account is opened and debited, 

crediting the Capital and then it is written off by debiting 

Bonus and Capital Account crediting the Call Account. 

Purchase of a going business by a Company :— 

Frequently companies are floated to take over a going 

concern instead of starting a business on its own. In such 

a case all assets and liabilities of the firm whose busi¬ 

ness is purchased are taken over and a fixed price, oalled 

44 Purchase price,” is paid to the vendors. This amount 

of purchase money is usually larger thanrtjwst represented 

by the difference between the assets and liabilities taken 

over, the excess representing the good-will of the business* 

The purchase price is payable either fully in cash, 

or as is generally the case, partly in cash and partly in 

shares. We shall take up a case for illustration and 

show the Journal entries. 

E zeroise. r 

The Raja Manufaoturing Co., Ltd., is formed to take 

over and work the going ooncern of 8. Pestonjl and Robert 
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Oreen9 equal partners, purchase price being Us. 7,50,000. 

The assets and liabilities taken over by the company are 

given below. You are asked to show entries you would 

pass in the financial books of the company assuming that 

Rs. 3,00,000 of the purchase money was paid in cash and 

the balance in ordinary shares of the Company. 

Liability. Assets. 

Sundry Crs. . . Rs. 1,50,000 Factory Buildiog . Rs. 3,00,000 

Bills Payable „ . „ 75,000 Machinery . . „ 2,25,000 

2,25,oOC Sundry Debtors . ,, 75,000 

Bills Receivable • ,, 45,000 

Stock . . . 1,05,000 

Furniture & Fixtures ,, 7,500 

Ks. 7,57,500 

Journal Entries. 

Purchase account Dr. Rs. 7,50,000 

To Vendors account 

(Messrs. B. Pestonji & 

R. Green) . • . Rs. 750,000 

(The purchase price agreed upon) 

Factory buildings account Dr. Rs. 3,00,000 

Machinery account • • ,, 2,25,000 

Sundry Debtors account . „ 75,000 

Bills Receivable account . f, 45,000 

Stock.„ 1,05,000 

Furniture and Fixture . . „ 7,500 

Goodwill account . . . 2,17,500 

28 
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To Sundry creditors . . Rs. 1,50,000 

To Bills Payable • . „ 7,500 

To Purchase account . . „ 7,50,000 

(For assets and liabilities taken over) 

Vendors account (Messrs. B. 

Pestonji & R. Green) . Rs. 4,50,000 

To ordinary shares capital a/c Rs. 4,50,000 

(For share given in part-payment of purchase price.) 

Dr. Cash-Book. Cr. 

1 j |By Vendors Aocoant 

[ 'Messrs. R. B. Peston-j 

1 ji iV R. Green) Rs. 3,00,000 

This entry is made in the cash book when cash is paid. 

Capital Expenditure and Revenue Expenditure:- 

In public Companies the question of the distinction between 

Capital expenditure and Revenue expenditure is of con¬ 

siderable importance because the directors who are proved 

to have wilfully paid dividends out of capital are held 

personanlly liable to make good the loss. 

All expenditure towards the purchase of assets such 

as building, machinery, plant, etc., which, when put to use, 

bring in profits are Capital Expenditure. If, however, 

some assets are purchased to replace old worn out assets 

the loss on such replacement is to be charged to revenue, 

whereas all money spent by way of repairs, salaries of clerks, 

rent of office, etc., which is lost entirely to the company, as 

well as losses by way of depreciation are Revenue Expen¬ 

diture. The latest decisions lay down that where money is 

borrowed to construct permanent works, the interest on thU 
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money which is payable daring the coarse of construction of 

such works can be charged or debited to the works (assets) 

themselves, thus adding same to their valae as a capital 

expenditure. The Sec, 107 of our Indian Companies Act 

(1913) extends this principle to shares and says that where 

a Company issues shares specially to raise money in order 

to extend its works or bui ldings, or to construct same, which 

extension is of a nature which cannot be made profitable 

for some time, they may, on obtaining sanction from the 

Local Government, pay interest which should not exceed 4 % 

on so much of the Share Capital and may charge the same 

to Capital as partj>f jthe^ of the work 

or building, etc., instead of charging same to Revenue. The 

exact wording of the section is given under a special 

heading of “ Payment of Interest out of Capital.” 

The old idea that, in case of Companies where a part 

of the fixed capital was lost in course of one particular year 

the same need not be made good daring subsequent years 

before a dividend can be declared out of profits (i.*., irres¬ 

pective of previous years’ heavy losses if the current year’s 

transactions showed profits dividend may be declared) 

has been doubted by the House of Lords. In a recent case 

Farewell, J., decided that the loss arising from the sur¬ 

render of leases and the palling down of cottages and the 

general depreciation of assets arising on a new valuation 

must be made good out of profits (charged to Revenue) 

before a dividend can be declared. This loss may be, it is 

urged by some authorities, spread over several years debit¬ 

ing the Revenue account of each of these years in instal¬ 

ments ; but if the loss is too large to be written off out of the 

profits of a reasonable period the only course is the reduc¬ 

tion of capital with the sanction of the Court. 
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Ii any of the assets of the Company is sold at a figure 

Profits and Losses prior to Incorporation t — 

In ease a company has taken over a business from a date 

prior to its incorporation the profits made by that bnsi- 
t i * *- 

tress during the period before incorporation cannot be cor¬ 

rectly dealt with as the profits of the company and distri- 

^nted as dividend. The correct method wonld be to 

utilise the profits as capital profits in payment of the 

purchase price due to vendors, or in writing off good-will 

or other similar intangible asset, or may be transferred 

under the Reserve Fund account. It may sometimes 

happen that a company has taken over a new business 

and in the first part of its trading period the exact 

figure of profit made before incorporation cannot be 

ascertained. In snch a case it is usual to ascertain 

the profits for the whole period at the end of snch a 

period and then to apportion same proportionately. 

In the same manner if the period before incorporation 

shows a loss instead of profits the loss should be capitaljs- 

their 

is such an account, or failing that the loss may be 

allowed to stand on the Suspense account and written off 

gradually out of the profits of the future years, utilising 

all premiums on shares, if any, or the balance earned on 

forfeited shares towards the writing off of Buch an item. 

Payment of interest out of Capital.—We have 

dealt with this point in brief and may now add that the 

Indian Companies Act of 1913 lays down the following 

provisions in Sec* 107 as to payment of interest out of 

capital* 
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Where any shares of a company are issued for the 

purpose of raising money to defray the expenses 

of the construction of any work or buildings or 

the provision of any plant which cannot be made 

profitable for a lengthened period, the company 

may pay interest on so much of that share capital 

as is for the time being paid up for the period 

subject to the conditions and restrictions in this 

section mentioned, and may charge the same to 

capital as part of the cost of construction of the 

work or bailding, or the provision of plant:— 

Provided that— 

(1) No such payment shall be made unless the 

same is authorised by the articles or by 

special resolution ; 

(2) No such payment, whether authorised by the 

articles or by special resolution, shall be 

made without the previous sanction of 

the Local Government, which sanction 

shall be conclusive evidence for the pur¬ 

pose of this section that the shares of the 

company, in respect of which such sanction 

is given, have been issued for a purpose 

specified in this section. 

(3) before sanctioning any such payment, the 

Local Government may, at the expense of 

the company, appoint a person to inquire 

and report to such Local Government as to 

the circumstances of the oase and may, 

before making the appointment, require 

the company to give security for the pay¬ 

ment of the oosts of the inquiry ; 
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(4) the payment shall be made only for suoh 

period as may be determined by the Looal 

Government ; and snch period shall in no 

case extend beyond the close of the half* 

year next after the half-year daring which 

the works or buildings have been actually 

completed or the plant provided ; 

(5) the rate of interest shall in no case exceed 

four per cent, per annum or such lower 

rate as the Governor-General in Council 

may, by notification in the Gazette of 

India, prescribe ; 

(6) the payment of interest shall not operate 

as a reduction of the amount paid up on 

the shares in respect of which it is paid ; 

(7) the accounts of the company shall show the 

share capital on which, and the rate at 

which, interest has been paid outof capital 

during the period to which the accounts 

relate ; 

(8) nothing in this section shall affect any Com 

pany to which the Indian Railway Com. 

pany’s Act, 1895, or the Indian Tramways 

Act, 1902, applies. 

Reserves:—To provide against the eventuality of 

very heavy losses or charges arising which might reduce the 

profits of the company during any one year or increase its 

loss, the directors generally lay aside periodically a certain 

amount daring profitable years out of the profits, before 

deelaring dividend, and thus in case of such losses arising 

ihey are easily met with out of the Reserve, without 
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•disturbing the profits of the year during which they occur* 

This is done by debiting Profit and Loss account and 

•crediting a Reserve Fund aocount. It is often called a 

44 Surplus account ” or a 44 rest ” as in case of the Bank of 

England. 

Reserves therefore are created under various circum¬ 

stances and for various purposes, (a) In case jrfhere in 

very profitable years a certain proportion of the profits is 

laid aside for a contingency this would be a general reserve 

and can well be shown on the liability side of the Balance 

Sheet as the excess of assets over liabilities and the capi¬ 

tal of the company. (6) If however instead of writing off 

losses through the depreciation of the assets of a wasting 

nature a oertain sum is debited to the Profit and Loss 

account ancTcredited to a special Reservesuch as “Reserve” 

for depreciation of “Lease” or “Building” or “Machinery” 

this should be shown in the Balance Sheet deducted from 

the various assets for which it is created. The same may 

be said for the reserve for Bad and Doubtful debts, but 

these are provided for in the schedule under the Indian 

Companies Act on the Liabilities side of the Balance 

Sheet. 

The amount thus laid aside out of the profits is gen¬ 

erally invested in outside securities, if not it remains in 

the company either in form of cash or some other asset* 

Whether the Reserve should be invested outside, or should 

be invested in connection with the business* depends on the 

nature of the business. In case of Banks it is best to in* 
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Test the Reserve in outside marketable securities to be of 

use in an emergency, such a9 a run on the Bank; but in 

case of a trading Company it may be profitable to keep it 

in use in the business itself as the increased facility afford¬ 

ed by so much ready cash may help the company to take 

advantage of discounts by prompt cash payments on pur¬ 

chases or in the case of some manufacturing companies it 

may be thought more profitable to usje the reserve on exten- 

sions instead of borrowing on heavy interest from outside. 

Secret, Hidden or Internal Reserves Directors 

of very successful companies where the profits are very large, 

besides laying aside a definite amount by way of reserve 

openly, create a Secret, Hidden, or Internal Reserve by 

heavily depreciating the Assets such as building, etc. So 

much so that in course of a few years these assets appear on 

the Balance Sheet at a figure far below their market value, 

or do not appear there at all, as in the case of the premises 

of the Bank of England which are valued at £2,00,000 but 

are not shown on the Balance Sheet. Courts of law have 

sanctioned such a course though from an Accountant’s 

point of view this course would hardly be considered right 

aa the balance sheet in snch oases would not be represent¬ 

ing the exact state of the company’s affairs. 

Form of Balanoe Sheet:—Section 132 of the Indian 

Companies Act requires the balanoe sheet of every com¬ 

pany to be in the form given below prescribed in the 

third sohedule under the aot or as near thereto aa 

circumstances admit. 
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Profit and Lobs fiooount:—The Indian Companies 

Aot does not specifically provide for the publication of a 

Revenue Acoonnt. However, Table "A” indicates under 

olanses 106 and 107 how this aooonnt is to be prepared 

and the Artioles of Association of most Companies require 

a Profit and Loss Accoant laid before the General Meet* 

ing along with the Balanoe Sheet, 

Appropriation Aooount:— This acoonnt is opened 

after the Profit and Loss Account is made out and the net 

profit as per the latter is oredited to this appropriation 

acoonnt. The debits are the dividends deoided upon to 

be paid to each olass of shareholders, besides any other 

appropriation of profits such as for reserves, sinking fund, 

eto. The interest on debentures however is oharged direct 

to Revenue by debiting the Profit and Loss account itself. 

A summary of this account is shown on the Balanoe 

Sheet under the heading of Profit and Loss when a sepa¬ 

rate statement containing these details is not attached to 

the Balance Sheet. 

Dividenda '•—The dividends out of profits are to be 

divided among the shareholders in aooordanoe with the 

provisions in the Memorandum or the Artioles. Divi¬ 

dends, as we said above, can only be paid out of the pro¬ 

fits and cannot be paid out of capital even where the 

Memorandum or Articles allow it—except in the oases 

dealt with in the para on Revenue and Capital Expendi¬ 

ture. Dividends are generally payable as a percentage 

on the amount actually paid up on the capital. Calls 

paid in advanoe do not take a dividend ; but if the artioles 

permit a speoia 1 percentage by way of interest that inter¬ 

est is allowed whioh, of course, has nothing to do with the 

dividend on shares. Frequently the artioles provide that 
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“the profits available for dividends’* shall be applied in 

the order laid down in them. These “profits available for 

dividend” mean: 

X. The Net Revenue Profit after the deduction of all 

Revenue charges, including depredation on float* 

ing assets but not necessarily depreciation on 

fixed assets and after sufficient reserves have been 

made by the Directors. 

2. Any surplus of Capital Profits that may remain 

after having made good any capital losses provid- 

ed the articles of association of the Company give 

power. 

3. Current Revenue Profits even where there is a 

debit balance on “appropriation account” caused 

by losses of previous periods. 

Where the articles permit and the directors are quite 

sure of the profits, they may deolare a dividend on 

aooount of the year’s profits before the expiry of the year, 

say a half-yearly dividend. This is called an “Interim 

Dividend.” 

Where the dividends are declared, statements called 

Dividend Warrants are sent to each of the shareholders 

entitled to same who can cash them at the Company’s 

Banker or in the Company’s office as the case may be. 

Dividends may be declared free of Income Tax when they 

are paid in full, if not the Income Tax is deducted from 

the amount of dividend and the balance paid. 

When a dividend is declared Profit and Loss appro* 

priation account is debited and a Dividend aooount is ore* 

dited. This Dividend account shows the liability to the 

shareholders end is elosed when paid in cash. But where 
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Income Tax is io be borne by the shareholders, it has been 

deducted from the amount of the Dividend. This has to be 

transferred by debiting the Dividend account and oredit- 

ing Income Tax account. 

The following illustration will help to show how the 

entries are made. 

Illustration:—A company having a share capital of 

10,000 ordinary shares of Rs. 10 each fully paid, declares 

a dividend of Re. 1 per share. Show the entries neoessary 

to reoord this, calculating Income Tax at 1 anna per 

rupee. 

Profit and Loss appropriation account Dr. 10,000 

To Ordinary shares Dividend account 10,000 

(being a dividend of Re. one per 

share declared as per share¬ 

holders’ minute.) 

Ordinary shares Dividend account . ... Dr. 625 

To Income Tax account ... ... 626 

(being Income Tax payable on the 

amount of the dividend.) 

These two entries can be combined into one. 

In companies where owing to the large number of 

shareholders it is not possible for the companies’ own staff 

to cope with the payment of dividends a separate Bank¬ 

ing account is opened with the exact amount of the divi¬ 

dend, so that when all the Dividend Warrants are cashed 

the balanoe on the Bank Dividend account will be nil. In 

this case there will be no balance on the books to repre¬ 

sent the dividend as the Dividend acoount will be closed 

when the Banking account is opened. At the time of^he 
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Balance Sheet the balance on the Dividend account Pass 

Book will show the amount if the outstanding liability 

which should be shown as unpaid Dividends on the 

Balance Sheet on the liability side being represented on 

the asset side by the Bank Balance. 

Reserve for the Equalisation of Dividends s— 

Companies engaged in seasonal trades or businesses which 

are likely to fluctuate considerably from year to year will 

tend to show large profits during one season or period 

and a small profit or even a loss at other times. As the 

return on the capital invested is not steady and reliable 

the companies' shares will not be considered an attractive 

investment and this will lower the market value of the 

shares. To get over this condition during good periods a 

certain amount of the profits is set aside in a Dividend 

Equalisation Reserve account to be drawn on during bad 

years so that the shareholders may be given a fairly de¬ 

pendable return on their capital. 

Where Dividends on cumulative preference shares 

are in arrear no entries need be made in the books as the 

liability to pay the dividend does not arise until suffici- 

ent profits have been made. As these arrears will have 

the first claim on any profits made in the future the 

ordinary shareholders should be informed of this by a 

note at the foot of the Balance Sheet. 

(Foe further information regarding company law the 

student is referred to “Elements of Indian Companies 

AciM by Principal Sohrab R. Davar.) 

Exercises on Chapter VI. 

I. The West Coast Steam Navigation Company, 

Limited, was formed with a nominal Capital of Rupees 

60,0^000 divided into 20,000 6% preference shares of 
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Rb. 100 each and 40,000 ordinary shares Rs. 100 eaoh. 

10,000 ordinary shares ami 10,000 preference shares were 

issued to the vendors as folly paid in part payment of 

purchase consideration which was fixed at Rs. 25,00,000, 

balance being paid in cash. Remaining shares were allot* 

ted to the public payable as follows Rs. 25 on applica¬ 

tion and Rs. 25 on allotment. A call of Rs. 25 was 

made one month after the date of allotment whioh was 

duly received with the exception of Rs. 25,000 on 1,000 

preference shares. Give neoesBary Joornal and Cash Book 

entries giving effect to above-mentioned transactions. 

II. The Diamond Spinning and Weaving Mills 

Limited was registered with a nominal capital of 

Rs. 100,00,000 divided into 10,000 shares of Rs. 1,000 

eaoh, invited applications, payable Rs. 125 on applica¬ 

tion, Rs. 250 on allotment and remainder as and when 

reqnired. On June 1st, 1925, 12,000 shares were applied 

for and the deposits thereon received. On June 10th 

following, applications for 8,000 shares were aooepted in 

full and the remaining applicants were allotted half the 

number of shares they applied for. The balance due on 

allotment was received in fall on the following day. A 

final call of Rs. C25 was made one month after the date 

of allotment whioh was duly received. Make necessary 

Cash Book and Journal entries. 

III. A. Chhagan Lall, a diamond merohant applied 

for 500 shares of Rs. 100 eaoh in the Colour and Drug 

Manufacturing Company, Limited which were allotted 

to him. 

He paid Rs. 25 on application and Rs. 20 on allot* 

ment. A oall of Rs. 35 was made on 15th December 

1924 which he failed to pay on its due date, and the ^m- 
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pany#a Directors decided to forfeit the share. Notice of 

forfeiture was given on 15th February 1925, and the call 

still remained unpaid, the shares were forfeited on which 

date the directors re-issued the shares to another merchant 

Mr. Tilockchand Harichand for Rs. 20,000. Record the 

above transactions in the books of the Company and show 

the forfeited shares account in the Company’s Ledger. 

IV. H. Sukhtankar applied for 25 shares of Rs. 100 

each in Swadeshi Khaki Cloth Manufacturing Company 

Limited on which he paid Rs. 20 on application and Rs. 25 

on allotment, but failed to pay the first call of Rs. 30 

made on 1st January 1925. A due notice of forfeiture 

was given to him by the Company, and still the call being 

unpaid, the directors forfeited his shares and the directors 

sold these shares to Mr. Lalji Narayanji for Rs. 70 each 

as fully paid who duly paid the required sum. 

Record the above transactions in the books of the Com¬ 

pany and state how you will deal with the balance on for¬ 

feited shares account. 

V. Patel Manufacturing Company Limited issued 

Debentures for Rs. 80,000 at a discount of 5 per cent, re¬ 

payable at par at the end of 10 years, and decides to pro¬ 

vide for redemption by setting aside out of profits to sink¬ 

ing fund and to invest the sum outside the business in 

5% Bombay Improvement Trust Debentures. Show neces* 

sary Ledger accounts at the end of 10th year and state 

bow you will deal with the Sinking Fund balance after the 

Debentures are paid off. 

VI. A Limited Company borrowed Rs. 150,000 on 

Debentures at a discount of 5% repayable in 5 years at 

par, and deoides to provide for redemption by means of 
so 
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annual Sinking ffnnd at &% compound interest. Show 

the necessary Ledger accounts affected and the procedure 

you will adopt when the debentures are redeemed at the 

end of the fifth year. 

_VIL^ You are required to prepare from the follow¬ 

ing particulars a statement for insertion in the statutory 

Report of the Porebunder Company Ltd., registered on 1st 

April 1926 as per section 77 (3)-0 of the Indian Com¬ 

panies Act 1913. 

Nominal Capital of the Company is 100,00,000 

divided into 20,000 shares of Rs. 500 each. Of which 

10,000 shares were issued to the Vendors as fully paid in 

part consideration of purchase price, and the remaining 

shares were offered to the public and were duly applied 

for, payable as follows: Rs. 200 per share on application 

and Rs. 150 per share on allotment which sums were 

duly paid to the Company’s bankers with the exception of 

allotment money on 500 shares. A shareholder paid his 

200 shares in full. 

The following is the summary of receipts and pay¬ 

ments :— 

20,00,000 paid to Vendors being balance of purchase 

price. 

5,000 paid to Times of India for printing, etc. 

6,000 paid to Davar and Co. as underwriting 

Commission. 

10,000 paid office salaries and wages. 

5,000 office rent. 

50,000 deposited with Central Bank of India. 

10,000 received from Jadhavji & Co., being the 

cost of old meterials sold to them* 
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/ VIII. As the auditor of a limited Company you are 

asked to certify the report pursuant to section 77 (3)-C of 

the Indian Companies Act 1913. Upon attending at the 

Company’s office, you are given the following particulars 

which you are asked to include in the Statutory Report. 

Prepare the necessary statement and append your 

certificate as auditor of the Company. The company was 

entitled to commence business on 1st September 1924. 

The nominal capital of the company consists of 10,000 

ordinary shares of Rs. 800 each. Number of shares allot* 

ted is 8,000 of which 4,000 shares were issued as fully paid 

to the vendors in part payment of purchase consideration; 

2,000 shares were fully called and paid up ; and of the 

balance of the issue the final call of Rs. 200 per share 

remains unpaid at the date of closing the accounts. 

The payments were as follows : vendors, balance of 

purchase price, Rs. 100,000 ; office salaries and other 

expenses, Rs. 10,000 ; printing and stationary, Rs. 5,000; 

preliminary ? red*9* ^8* 10,000 ; underwriting commis¬ 

sion, Its* 2,000 , * ,>. 50,000 paid to lv. S. Dhondy Com¬ 

pany as advance for erecting a new building; Rs. 75,000 

paid to Marshall Sons & Co. Ltd., for buying machinery. 

IX. The Soordas Manufacturing Company Limited 

having a share-capital of 11s. 200,000 divided into 1,000 

shares of Rs. 200 each fully paid which are quoted in the 

market at Rs. 500, distributes a bonus out of Reserve 

Fund at the rate of 15 per cent of the original capital 

payable in 1,000 fully paid shares at a premium of 

Rs. 100 per share. 

Pass the necessary journal entries recording the 

above transactions. 
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X, The Snndardaa Manufacturing Company Limit¬ 

ed with a nominal and paid-up capital of 2,000 shares of 

Rs. 1,000 each, having accumulated a Reserve Fund of 

Rs. 4,00,000 resolve to capitalise whole of it by issuing 

to the shareholders bonus shares payable in 2,000 shares 

at a premium of Rs. 125 per share. Give the necessary 

journal entries to record the above transactions in the 

books of the Company. 

XI. Prepare Trading and Profit and Loss Account 

for the year ending 31st March 1925 and Balance Sheet 

as at date from the Trial Balance extracted from the books 

of Samaldas Laloobhoi and Company Ltd. after making 

necessary adjustments. Dr. 

Stock on 1-4-24 

Rg. 

30,000 

Debtors . 75,COO 

Office Salaries ... 7,500 

Purchases ... ... 120,000 

Bad Debts. ... 1,000 

Carriage . ... 4,500 

Wages . ... 10,000 

Discount allowed ... 3,500 

Rates, Taxes and rent ... ■7.000 

Legal Bxpenses 1,200 

Auditors' & Directors' fees 500 

Freehold Property... ... 80,000 

Machinery. ... 75,000 

Fixture and fittings ... 10,000 

Debenture Interest for £ 

year . 500 

Sales returns ... 3,500 

Unpaid Calls ... 1,000 

Petty Cash. .... 300 

Debenture Redemption 

Pund Investments 7,500 

4,08,000 

Purchase returns ... 

Rs. 

6,000 

Sales _ . 200,00-) 

Share Capital, 1,000 shares 

of Rs. 100 each ... 100,000 

Creditors . 40,000 

Debentures. 25,000 

Debenture ^rnption 

fund ... '^r ... 7,500 

Calls in advance . 500 

Bank overdraft . 9,000 

Loan on the security of 

Freehold property 10,000 

4,08,000 
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Stock was valued at Rs. 25,000 ; make a provision 

for bad and doubtful Debts of 5 percent on sundry debtors ; 

depreciate Plant and Machinery by per cent and fur¬ 

niture by 10 per cent. Directors resolve to transfer 

Rs. 2,000 to Debenture Redemption fund and Rs. 2,000 

to Dividend Equalisation Fund and carry forward the 

balance to next year’s accounts. 

XII. From the following Trial Balance extracted 

from the books of Messrs. Haridas Trading Company Ltd., 

prepare Trading and Profit and Loss Account for the 

year ending 30th June 1925 and the Balance Sheet as at 

that date after making the following adjustments given at 

the foot of the Trial Balance. 

Rs. Rs. 

Stock on 1-7-25 ... 25,000 Share Capital 5,000 shares 

Purchases .... . 95,000 of Rs. 40 each fully paid. 200,000 

Goodwill »;o,ooo Sales. 170,000 

Cash at Bank _ _ 0,000 Creditors . . 17,000 

Machinery and Plant 80,000 Purchases returns. 2,500 

Furniture 5,000 Transfer fees . 100 
Prclimincry Expcn-cs S,00() Bills Payable ... _ 400 

Wages . 15,000 

Carriage . 3,000 

Office Salary . 7,0J0 

General Expenses.. 3,500 

Rent, Rates and Taxes .... 6,500 

Sales returns . 2,600 

Postage and Stationery ... 1,500 

Sales Ledger Balances 66,000 

Bad Debts . 1,700 

Cash in hand _ 
Discount & Allowances ... 2.500 

Directors’ and Auditors1 

Fecg . 700 

Total ... 390,000 Total _ 390,000 

Write off half of the preliminary expenses; depreoiate 

plant and machinery by 5 per cent and furniture by 10 
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per cent* Make a reserve of 5 percent on sundry debtors. 

Stock was valued at Rs. 25,000. 

XIII* A Limited Company having a nominal capi¬ 

tal of Rs* 5,00,000 divided into 3,000 6 per cent cumula¬ 

tive preference shares and 2,000 ordinary shares of 

Re. 100 each made a profit of Rs. 90,000, and there is also 

a credit balance of Rs. 10,000 brought forward from last 

year’s Profit and Loss account. It was resolved to appro¬ 

priate the profit as under :— 

(1) Transfer Rs. 10,000 to Debenture Redemption 

fund account. 

(2) Transfer R3. 15,000 to Dividend Equalisation 

fund account. 

(3) Pay Preference shareholders less tax (u 0-1-fi 

per rupee. 

(4) Pay Ordinary shareholders at the rate of 10 

per cent free of Tax. 

(5) Managing Agents are to be paid Rs. 7,500 as 

their commission. 

(6) Carry forward the balance to next year’s ac¬ 

count. 

Prepare Profit and Loss appropriation account and 

Dividend account. 

XIV. A Limited Company with an authorised capi¬ 

tal of Rs. 15,00,000 divided into 10,000, 5 per cent cumu¬ 

lative preference shares and 5,000. ordinary shares of 

Rs. 100 each made a profit of 150,000. It was resolved 

to appropriate the balance as follows :— 

(1) To transfer Rs. 5,000 to special reserve ac¬ 

count. 
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(2) To pay cumulative Preference shareholders 

less Tax at 0-1-6 as well as last year’s 

dividend which was in arrear on account of 

insufficient profits. 

(3) To pay Ordinary shareholders at 8 per cent, 

free of Income Tax and to carry forward 

the balance. 

Pass the necessary journal entries to carry out the 

above resolutions. 

CHAPTER VII. 

Increase or Reduction of Capital, Absorption, 

Amalgamation and Reconstruction of Joint 

Stock Companies. 

Increase of Capital : Section 50 of the Indian Com¬ 

panies Act 1913 provides for any alteration in the Share 

Capital of a Company limited by shares. If the Articles 

of Association of the Company authorise it to do so, it 

may :— 

(a) Increase its share capital by the issue of new 

shares of such amount as it thinks expedient ; 

(b) Consolidate and divide all or any of its share 

capital into shares of larger amount than its existing 

shares ; 

(o) Convert all or any of its paid up shares into 

stock and reconvert that stock into paid up shares or 

any denomination; 

(d) Sub-divide its shares, or any of them, into 

shares of smaller amount that is fixed by the Memoran¬ 

dum, so, however, that in the sub-division the proportion 

between the amount paid and the amount, if any, unpaid 
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on each reduced share shall be the same as it was in the 

case of the share from which the reduced share is derived; 

(e) Cancel shares which, at the date of the passing 

of the resolution on that behalf, have not been taken or 

agreed to be taken by any person, and diminish the 

amount of its share capital by the amount of the shares 

so cancelled. 

The alteration under (d) must be made by a special 

resolution. 

Every copy of the Memorandum of a company issued 

after the alteration carried out under this section should 

be in accordance with the alteration. 

When a company has used up all the capital issued 

originally and has expanded its activities to such an 

extent as to be in need of farther capital it may by a 

resolution required by its articles increase its nominal 

capital. A copy of the resolution should be filed with 

the Registrar of Joint Stock Companies within fifteen 

days and an ad valorem stamp duty on the increased capi¬ 

tal should be paid. 

The entries in connection with the new issue of 

shares will be exactly on the same lines as those of the 

original issue. It would be preferable to open separate 

capital account called “ Ordinary or Preference Shares 

New Issue Account ” until the shares are fully paid or 

on par with the original issue when this account could be 

transferred and merged into the original share capital 

account. 
• 

The Stamp Duty and expenses in connection with 

this issue should be debited to a “New Issne Preliminary 
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Expenses Account ” and afterwards dealt with in the 

game way as the original “Preliminary Expenses.” 

In the case of the other alterations in the share 

capital under this section no accounting entries will be 

necessary although the requirement as to filing the notice 

of alteration should be attended to. 

Reduction of Capital : A company may resort to 

share reduction under the following circumstances :— 

(1) Where a company is not likely to need any 

farther capital part of the issued share capital being un¬ 

called it may relieve its shareholders of their liability 

on the uncalled amount. 

(2) Where a company has large losses accumulated 

in the past on its Profit and Loss Account making it not 

possible to pay dividend out of profits of the current 

years it becomes necessary to set off this loss against the 

capital and where the assets have permanently shrunk 

considerably in value and the book figures do not repre¬ 

sent available assets it is advisable to write this off 

against capital. 

(3) Where there are large amounts of capital accu¬ 

mulated out of profits which are no longer required by 

the company for its pnrpose and it is desired that the 

excess capital should be returned to the shareholders. 

As reducing share capital under these conditions 

affect the security and interests of the creditors vitally 

sections 55 to 59 of the Act lay down the statutory formal¬ 

ities to be undergone before such reduction could take 

place. 

The company should, in the first instance, have re¬ 

served powers in its articles of association to enable it to 

31 
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effect such a redaction and then should pass a special 

resolution. After this it must apply to the Court by 

petition for an order confirming the redaction. The court 

confirming such reduction which involves either the dimi¬ 

nution of liability in respect of unpaid ghare capital, or 

repayment of any paid up share capital to the share¬ 

holders, should see that the creditors of the company who 

at the date fixed by the Court are entitled to any debt or 

claim admissible in proof, against the company in liquida¬ 

tion, consent to the redaction. If not, the Court has 

power either to dispense with such a consent on the com¬ 

pany securing payment of such debt, or on payment of 

the debt to the said creditors, to confirm the said redac¬ 

tion (Sec. 59). For this purpose the Court shall order 

a list of the creditors who are entitled to object to such a 

reduction to be made out, which it settles. The reduction 

of capital, under the circumstances discussed here, may 

have to be effected for one or more of the following pur¬ 

poses : — 

(1) To extinguish or reduce the liability of any of 

its shares in respect of its share capital not paid up. 

(2) With or without extinguishing or reducing the 

liability of its shares to cancel any paid up capital which 

is lost or unrepresented by available assets, or 

(3) With or without extinguishing or reducing the 

liability on any of its shares, pay off any unpaid share- 

capital which is in excess of its wants (Sec. 55). 

As soon as this reduction is confirmed by the Court, 

the company should use the words 44 and reduced ” as the 
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last words in its names for such time as the Court may 

fix. The Court may however, dispense with this require¬ 

ment, if it think expedient, particularly where the reduc¬ 

tion does not involve either diminution of liability in 

respect of unpaid capital or the payment to any share¬ 

holder of any paid up capital (Sec. 57). 

Where the uncalled liability on shares is extinguish¬ 

ed there will be no need for any accounting entries as 

the uncalled capital is not represented in the Financial 

Books of the company. 

When it is sought to write oft debit balances on Pro¬ 

fit and Loss Account or write down the value of Assets the 

following journal entries should be used :— 

Share Capital Account Dr. 

To Share Reduction Account 

being reduction of Us. . . per share on. . . shares 

of Rs. . . each, as per resolution of the shareholders 

confirmed .by the Court. 

Share Reduction Account Dr. 

To Good-will 

Plant, Machinery, etc. 

Profit and Loss Account 

being debit balances written off as per share reduction 

8eheme. 

When excess Share Capital is returned the following 

entries will be necessary. 

Share Capital A/c Dr. 

To Share Reduction 
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being redaction of Rs. . . per share on. . . shares 

of Rs. . • each, as per resolution of the shareholders 

confirmed by the Court. 

Share Reduction Account Dr. 

To Cash 

being repayment of capital not required to shareholders, as 

per share redaction scheme. 

Illustration 7. 

Cancelling Paid-up Capital which is lost or unre¬ 

presented by available assets. 

The following is the Balance Sheet of the James' 

Manufacturing Company, Limited, on 31st December. 

Balance Sheet as at 31st December. 

Capital and Liabilities, I 

Rs. i 
Nominal Capital— 

300 Shares of Rs. 100 

each .... 30,000 

Subscribed and Paid-up 

Capital 300 Shares of 

Rs.100 each fully paid up 30,000 

Sundry creditors 10,030 

40,000 

Property and Assets, 

Rs. 

Good-will *... ... ... 5,000 

Other sundry assets ... 25,000 

ProHt and Loss Account ... 10,000 

40,000 

It was resolved at a meeting of the shareholders and 

confirmed by the Gonrt that the 300 shares of Rs. 100 

each be reduced to the same number of fnlly paid 

shares of Rs. 50 each and the balance thus rendered avail¬ 

able be utilised in writing down the good-will a/c and the 

•debit balance of Profit and Loss A/c. 
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Pass the necessary journal entries giving effect 

to the above resolution and draw out the Balance Sheet. 

Journal Entries. 

Share Capital Account ... Dr. 15,000 

To Capital Reduction Ac¬ 

count ... ... ... 15,000 

being reduction of Rs. 50 per share on 300 shares of 

Rs. 100 each as per resolution of the shareholders confirm¬ 

ed by the court. 

Capital Reduction Account Dr. 15,000 

To Good-will Account ... 5,000 

,, Profit and Loss Account 10,000 

being debit balances on Good-will *and Profit and Loss 

Accounts written off as per share reduction scheme. 

Balance Sheet of James Manufacturing Company, 

Limited (and Reduced). 

Capital and Liabilities. 

Rs. 

Nominal Capital- 

300 Shares of Rs. 50 

each. . . . 15,000 

Property and Assets. 
Rs. 

Sundry Assets . . 25,000 

I 
I 

1 

Subscribed and paid-up 

Capital— 

300 Shares of Rs. 50 

each fully paid 

Sundry Creditors 

15,000 

10,000 

i 

i 
25,000 25,000 
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Illustration 2. 

Extinguishing the liability on the shares and can¬ 

celling paid-up Capital unrepresented by available assets. 

Balance Sheet of Iron and Steel Industries, Limited 

stood as follows on 31st December :— 

Rs. 
Capital and Liabilities. 

Nominal Capital : — 

500 Shares of Rs. 100 

each . 50,000 

Issued and Subscribed Capital: — 

500 Shares of Rs. 100 

each Rs. 75 paid . 37,500 

Creditors • . • 12,500 

50,000 50,000 

Directors recommended to the Shareholders that the 

500 shares of Rs. 100 each, Rs. 75 paid may be reduced to 

unequal number of shares of Us. 50 each fully paid and 

that the values of the Assets in the books be written down 

as under. This recommendation was duly passed by the 

shareholders and confirmed by the Court. 

Rs. 
(1) To write down the Plant and Machi¬ 

nery to ••• ... ... ... 7,000 

(2) Make reserve for doubtful debts to 

the extent of ... ... ... 3,000 

(3) Reduce the Stock by ... ... ... 2,000 

(4) Depreciate furniture and fixtures @ 25% 

Pass the necessary journal entries and prepare Bal¬ 

ance Sheet giving effect to the above resolutions. 

Rs. Ra. 

Share Capital Account ...Dr. 12,500 

To Share Redaction Account... 

Property and Assets• 

Plant and Machinery . 12,000 

! Furniture and Fixtures . 2,009 

! Stock .... 18,000 

Book Debts . . . !7,500 

Cash .... 500 

12,500 
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(being 500 shares of Rs. 100 each, 75 paid, reduced to an 

equal number of shares of Rs. 50 paid up as per share¬ 

holders’ resolution and confirmed by the court dated.) 

Rs. Rs. 

Share Reduction Account... Dr. 12,500 

To Plant and Machinery 7,000 

,, Furniture ... ... 500 

,, Stock..* ... ... ... 2,000 

,, Reserve for doubtful debts ... 3,000 

(being various assets written down as per share reduction 

scheme). 

The Iron and Steel Industries,^Ltd. (and Reduced.) 

Capital and Liabilities. 
Rs. 

Nominal Capital 500 Shares 

of Rs. 50 each. 25,000 

Issued and subscribed Capi¬ 

tal 500 Shares of Rs, 50 

each. 25,000 

Rcssrve for doubtful debts 3,000 ! 

Sundry’ creditors 12,500 J 

Rs, -10,500 

Property and Assets. 
Ks. 

Plant and Machinery 12,000 
Less dcp. written off 7,000 

- 5,000 
Furniture and fixtures 2,000 
Less dep. written off 500 

- 1,500 
Stock.18,000 
Less written off ... 2,000 

-16,000 
Rook debts . 17,500 
Cash in hand. 500 

Rs. -10,500 

Illustration 3. 

Cancelling the paid np capital which is lost or un¬ 

represented by available assets bat retaining the same 

liability on the shares. 
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Balance Sheet of Bengal Coal Company, Ltd. 

was as follows on 31st December. 

Capital and Liabilities. Property and Assets. 

Nominal Capital— Rs* Rs. 

2,000 Shares of Rs. 100 Quarries . 50,000 

each • • . • 2,00,000 Plant and Machinery • 60,000 

Furniture, etc. • . 5.000 

Issued and Subscribed Capital : — Srock of Coal • . . 25,000 

2,000 Shares of Rs. 100 Debtors . 17,000 

each Rs. 75 paid . 1,50,000 Preliminary Expendit urc. Wm*' 

Sundry Creditors - . 10,000 Cash in hand • 500 

Rs. 1,60,000 Rs. 1,60,000 

A resolution was passed and confirmed by the Court 

that 2,000 shares of Rs. 100 each, Rs. 75 paid, be reduced 

to an equal number of shares of Rs. 75 each, Rs. 50 paid, 

and the balance thus rendered available be utilised in 

writing down the assets which were not adequately depre¬ 

ciated in the past. 

(1) To write off Rs. 20,000 from Quarries. 

(2) ,, Depreciate Plant and Machinery at 33.1 %. 

(3) ,, Write off the Preliminary Expenses entirely. 

(4) ,, Depreciate furniture at 10%. 

(5) ,, Reduce the Stock by Rs. 5,000. 

(6) ,, Reserve for doubtful debts for Rs. 2,000. 

Pass, the necessary journal entries giving effect to 

the above resolution and prepare the Balance Sheet as 

it would appear after the necessary reduction. 

Rs. Rs. 

Share Capital Account . Dr. 50,000 

To Share Redaction Acooant 50,000 

Being 2,000 shares of Rs. 100 each, Rs. 75 paid, re¬ 

duced to same number of shares of Rs. 75, Rs. 50 paid. 
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as per Shareholders’ resolution and oonfirmed by the 

Court. 

Rs» Rbi 

Share Reduction Account ... Dr, 50,000 

To Quarries 20,000 
Plant and Machinery 20,000 

») Preliminary Expenditure... 2,500 

ft Furniture ... 500 

ft Stock ... ... ... 5,000 

ft Reserve for donbtfnl debts 2,000 

being various assets written off as per share reduction 

scheme. 

The Bengal Coal Company Ltd. (and Reduoed.) 

Balance Sheet as at 31st December :_ 

Capital and Liabilities. 

Nominal Capital— Rs. 

2,000 Shares of Rs. 75 

each \ • 1,50,000 

Issued and subscribed Capital — 

2,000 Shares of Rs. 75 

each, Rs. 50 paid . 1,00,000 

Reserve for doubtful 

debts .... 2,000 

Sundry creditors . , 10,000 

Rs. 1,12,000 

Property and Asiets* 

Rs. 
Quarries . . 50,000 
Less written off . 20,000 

■ 30,000 
Plant and machinery 60,000 

Less depreciation . 20,000 
- 40,000 

Furniture . 5,000 
Less depreciation . 500 

-4,500 
Stock . . 25,000 

Less written off . 5,000 

- 20,000 
Book debts . 17,000 
Cash in hand . . 000 

Rs. 1,12,000 

Illustration 4. 
Cancelling paid np capital which is lost or unre¬ 

presented by available assets and reducing the liability 

at the same time. 

82 



250 » HIGHER ACCOUNT 

Balance Sheet of Bharat Glass Manufacturing Com¬ 

pany, Limited was as follows :— 

Balance Sheet as at 31st December. 

Capital and Liabilities• Property and Assets• 
Rs. Rs, 

Nomina! Capital— Good-will • . . 20,000 

1,000 Share* of R*. 100 Leasehold premises . . 15,000 

each . 1,00,000 Plaot and Machinery . 25,000 

Issued sad subscribed" Furniture and Fixtures . 3,000 

Capital, 1,000 Shares of Stock. . • • . 12,000 

Rs. 100 each, Rs. 75 paid 75,000 Debtors ... . 10,000 

Sundry creditors 11,000 Cash in hand . • . 1,000 

Rs . 86,000 Rs. 86,000 

It was resolved at a meeting of the shareholders that 

the 1,000 shares of Rs. 100 each be reduced to an equal 

number of shares of Rs. 50 each, Rs. 40 paid, and the 

balance thus made available be utilised in writing down 

the assets which were not depreciated sufficiently in the 

past. 

To write off the good-will account entirely, 

,, depreciate leasehold premises at 33:i per cent. 

,t ,, Plant and Machinery at 20 „ 

,, reduce the Stock by ... ... ...Rs. 3,000. 

„ Reserve for doubtful debts ... ...Rs. 2,000. 

Pass the neoessary Journal entries that would be 

required to effect the necessary reduction and prepare 

Balance Sheet. 

Rs. Rs. 

Share capital account ... Dr. 35,000 

To Share Reduction account 35,000 

Being I ,000 shares of Rs. 100 eaoh, Rs. 75 paid np, reduced 

to an equal number of shares of Rs. 50 each, Rs. 40 
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paid, as per shareholders’ resolution and confirmed by 

the oonrt dated. 

Rs. Rs. 

Share Reduction Account ... Dr. 35,000 

To Good-will account 20,000 

„ Leasehold premises account 5,000 

,, Plant & Machinery ,, 5,000 

„ Stock ,, 3,000 

,. Debtors „ 2,000 

Being various assets written down as per share reduction 

soheme. 

The Bharat Glass Manufacturing Company, Ltd. 

(and reduced). 

Balance sheet as at 31st Deoember. 

Capital and> Liabilities. Property and Assets. 

Rs. Rs. 

Nominal Capital Leasehold premises .15,000 

1000 Shares of Rs. 100 
Less deprivation . 5,000 

10,000 
each. 1,00,000 Plant & Machinery .25,000 

Less depreciation • 5,000 

Issued & subscribed Capital :— - 20,000 
Furniture .... 3,000 

1,000 Shares of 50 Stock .... 13,000 

each Rs. 40 paid . . 40,000 Less written off 3,000 

Reserve for doubtfuldebts 2,000 
- 9,000 

Book-debts . . . . 10,000 

Sundry creditors. . . . 11,000 Cash in hand. . . . 1,000 

Rs. 53,000 Rs. 53.000 

Illustration 5. 
Return of excess paid up capital with extinction of 

liability on shares. 

The Balance Sheet of Swadeshi Cloth Mantt.'aeturing 

Company, Ltd., was as follows 
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Balance Sheet ae at 30th June 

Capital and Liabilities. Property and Assets. 

Rs. Rs. 

Nominal Capital :— Sundry assets • • . • 50,000 

1,000 Shares of Rs. 125 
each. ...... 1,25,000 

Cash at Bank in Curreot 

Account. . , • . . 5,000 

Issued & subscribed Capital :— 
Fixed Deposit.... 70,000 

1,000 Shares of Rs. 125 

each Rs. 100 paid • 1,00,000 

Sundry creditors. • * 20,000 

Profit and Loss . . . 5,000 

Rs. 1,25,000 Rs. 1,25,000 

Directors having more than sufficient cash required 

as working capital recommended to shareholders to 

return the part of paid up capital and to reduce 1,000 

shares of Es. 125 each, Rs. 100 paid, to Bs. 50 as fully 

paid, which was agreed to by the shareholders. 

Pass the necessary Journal entries to carry out the 

above resolution and prepare the Balance Sheet. 

Rs. Rs. 

Share Capital Account Dr. ... 50,000 

To Share Reduction Account. _ 50,000 

Being 1,000 shares of Rs. 125 eaoh, Rs. 100 paid, 

reduced to same number of shares of Rs. 50 fully paid 

as per shareholders' resolution dated. 

Rs. Rs. 

Share Reduction Account ... Dr. 50,000 

To Bank Account ... ... ... 50,000 

Being return of excess capital at Rs. 50 per share 

on 1,000 b^rres of Rs. 125 each, Rs. 100 paid, as per Share 

Reduction soheme. 
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The Svadeshi Cloth Manufacturing Co., Ltd. 

JDttiaUUO OUCOU no »w ww «u W »**« •...•» ... 

Capital and Liabilities. R«. 

Nominal Capital— 

1,000 Shares of Rs, 50 

each. f . , 50,000 

Issued and subscribed Capital— 

1,000 Shares of Rs. 50 

each fully paid . • 50,000 

Sundry Creditocs • . 20,000 

Profit and Loss • . 5,000 

Property and Assets. Rs. 

Sundry Assets . • • 50,000 

Cash at Bank in Current 

Account ...» 25,000 

Rs, 75,000 Rs. 75.000 

Illustration 6. 

Return of excess paid up capital without extinc¬ 

tion of liability on shares. 

Balance Sheet of the Jute Manufacturing Company, 

Limited, was as follows. 

MM1U.MWW wUWWw «*** MW WW«A« MU^WUUU VQ 1,1 t • 1 1 » « • t 

Capital and Liabilities. 

Rs. 
Nominal Capital— 

2,000 Shares of Rs. ICO 

each .... 200,000 

Issued and subscribed 

Capital— 

2,000 Shares of Rs. 100 

each, Rs. 75 paid 1,50,000 

Sundry creditors 5,000 

Property and Assets. 

Rs. 

Sundry assets . . . 75,000 

Cash at Bank • . . 75,000 

,, in hand • . . 5,000 

Rs. 155,000 Rs. 1,55,000 

It was resolved at the meeting of the shareholders 

that Rs. 50,000 be returned to the shareholder as part of 

paid up oapital which is not ntilised by the company 
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profitably and 2,000 shares of Rs. 100 eaoh, Rs. 75 paid 

be reduced to same number of shares of Rs. 75 each, 

Rs. 50 paid. 

Give necessary journal entries giving efEeot to above 

resolution and prepare the Balance Sheet of the Company. 

Rs. Rs. 

Share Capital Account ... Dr. 50,000 

To Share Reduction Account 50,000 

Being 2,000 shares of Rs. 100 each, Rs. 75 paid, reduced 

to an equal number of shares oE Rs. 75 per share, Rs. 50 

paid, as per shareholders' resolution dated......... 

Rs. Rs. 

Share Reduction Account Dr. 50,000 

To Bank Account 50,000 

Being excess capital paid as per share reduction scheme. 

The Jute Manufacturing Company, Ltd. 

Balance Sheet as at 30th September. 

Capital and Liabilities• Property and Assets. 
Rs. Rs. 

Nominal Capital— Sundry assets . . 75,000 
2,000 Shares of Rs. 75 Cash at Bank . . 25,000 

each . • . • 1,50,000 ,, in hand . . 9,000 

Issued and subscribed Capital— 

2,000 Shares of Rs. 75 

each, Rs. 50 paid • 1,00,000 

Sundry creditors 5,000 

Rs. 1,05,000 R*. 1,05 000 

Illustration 7. 
Return of exoess paid up capital and reducing the 

liability at the same time. 
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The Balance Sheet of a Limited Company 

on 81st December.stood as follows:— 

Capital and Liabilities• 
Rs. 

Nominal Capital— 
1,000 Shares of Rs. 100 
each • . 100.000 

1,000 Shares of Rs.100 each, 
Rb. 15 paid % « • 75,000 

Sundry creditors . . 25,000 

Rb. 1,00,000 

Property and Assets * 
Rs. 

Sundry assets ... 30,000 

Cash at Bank • . . 65,000 

„ in hand ... 5,000 

Rs. 1,00,000 

Shareholders at their meeting resolved to reduce 

1,000 shares of Rs. 100 each, Rs. 75 paid, to an equal num¬ 

ber of shares of 50 each, Rs. 40 paid, and to return such 

sum as part of paid capital to the shareholders which 

could not be utilised by the company. 

Pass the necessary Journal entries and draw out 

Balance Sheet. 

Rs. Rs. 

Share Capital Account ... Dr. 35,000 

To Share Reduction Account 35,000 

Being 100 shares of Rs. 100 each, Rs. 75 paid, reduc¬ 

ed to an equal number of shares of Rs. 50 each, Rs. 40 

paid, as per shareholders’ resolution. 

R»s. Rs. 

Share Reduction Account Dr. 35,000 

To Bank 35,000 

Being excess paid up capital returned as per share 

reduction scheme. 
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Balance Sheet as at 81st December, 

Capital and Liabilities. Property and Assets 
Rs. R«. 

Nominal Capital— Sundry assets • « 30,000 

1,000 Shares of Rs. 50 Cash at Bank * 30,000 
each .... 50,000 

Issued and subscribed Capital— 

1,000 Shares of Rs. 50 

eaoh Rs. 40 paid . . 40,000 

Sundry creditors 25,000 

,, in hand 5,000 

Rs. 65,000 Rs. 65,000 

Absorption, Amalgamation and Re-oonstruotion 

of Joint Stock Companies:—It frequently happens that 

the winding up of a Joint Stock Company is decided up¬ 

on for the purposes of amalgamation or reconstruction 

i.e,9 the amalgamation or reconstruction is brought about 

for certain definite purposes with a view to enable the 

Company to carry on its business more economically or 

more advantageously. The amalgamation may take place 

in either of the two ways vizi— 

(1) Where one company takes over the business of 

another company including its assets and liabilities and 

thus the two are amalgamated. 

(2) By formation of an entirely new company 

which takes over the business of any two or more 

companies. 

The reconstruction c Mompany is also effected 

with a view either to alter the sphere of its operation or 

for raising more capital by the formation of a new’ com¬ 

pany which takes over the shares of the old company, and 

in return for these shares of the old company, issues 

shares in the new company as partly paid shares,, or with 

a view to arrive at a compromise with creditors by giv-. 
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ing them shares or debentures in the new company in 

settlement of their claims. The words “reconstruction” 

and “amalgamation” are purely commercial terms, and 

have no exact meaning. In Campany Law itself the old 

company is liquidated as per the regulation laid down by 

the Company Act and an entirely new company formed. 

The liquidation in consideration of the Liquidator receiv¬ 

ing shares, etc., in consideration for the sale of the proper¬ 

ty of the company, is effected under section 213 of the 

Indian Companies Act, 1913, which runs as follows:— 

(1) Where a company is proposed to be, or is in 

course, of being, wound up altogether voluntarily, and 

the whole or part of its business or property is proposed 

to be transferred or sold to another company (in this 

section called the transferee company) the liquidator of 

the first mentioned company (in this section called the 

transferor company) may, with the sanction of a special 

resolution of that company conferring either a general 

authority on the liquidator or an authority in respect of 

any particular arrangement receive, in compensation or 

part compensation for the transfer or sale, shares, poli- 

• cies, or other like interests in the transferee company, 

for distribution among the members of the transferor 

company or may, enter into any other arrangement 

whereby the members of the transferor company may, in 

lieu of receiving cash, sg r policies, or other like 

interests or in addition thereto, participate in the profits 

of, or receive any other benefit from, the transferee 

oompany. 

(2) Any gale or agreement in pursuance of this 

section shall be binding on the members of the transferor 

company* 

33 
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(3) If any member of the transferor company who 

did not vote in favour of the special resolution at either 

of the meetings held for passing and confirming the same 

expresses his dissent therefrom in writing addressed to the 

liquidator, and left at the registered office of the company 

within seven days after the confirmation of the special 

resolution, he may require the liquidator either to abstain 

from carrying the resolution into effect, or to purohase 

his interest at a price to be determined by agreement or 

by arbitration in manner hereinafter provided. 

(4) If the liquidator elects to purchase the member’s 

interest, the purchase money must be paid before the com¬ 

pany is dissolved, and be raised by the liquidator in such 

manner as may be determined by special resolution. 

(5) A special resolution shall not be invalid for the 

purposes of this section by reason that it is passed before 

or concurrently with a resolution for winding up the com¬ 

pany, or for appointing liquidators ; but if an order is 

made within a year for winding up the company by or 

subject to the supervision of the Court, the special resolu¬ 

tion shall not be valid unless sanctioned by the Court. 

Where a company is amalgamated with another com¬ 

pany with a view to absorb the selling company, the vend¬ 

ing company would have to close its books and would thus 

be wound up. The purchasing company takes over the 

assets and liabilities of the selling company at a valuation 

agreed upon or in some cases it may take over only the 

assets of the selling company and leave the selling company 

to pay up its own liabilities# The profits if any standing 

to the account of the vendor company are usually retained 

by such company and the liquidator of vendor comp*, y 

generally distributes same among its shareholders. * 
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Closing of the books of the vendor company:—A 

vendor company when closing its books would proceed on the 

same basis as a firm would do in case of dissolution, A 

Realisation Account would be opened and debited with all 

the assets and the individual assets account would be 

credited, thereby dosing the accounts of all assets. In 

case of liabilities the accounts of the liabilities would be 

debited and the realisation account credited. The Re¬ 

alisation Account would then be credited with the total 

purchase price and the account of the purchasing company 

would be debited for that amount. The purchase account 

would then be credited for the actual amount paid by way 

of cash and shares. The realisation account would 

also be debited with expenses if any paid by the vendor 

company on realisation. The realisation account after this 

would show -/balance either of profit or of loss on realisa¬ 

tion which ' as to be transferred to the account of the share¬ 

holders of the company, to which is also transferred the 

balance of the capital account of the vendor company. The 

shareholders account would then be debited with the assets 

which are given in consideration of the purchase money by 

way of cash share, etc., and cash account or shares account 

respectively would be credited, thus closing the books of the 

vendor company. 

Opening entries in the Purchasing Company’s books:— 

With regard to purchasing company the accounts of the 

^ajwns .assets taken over, together with the good-will if any 

agreed to be paid, would have to be debited and the account 

of the vendor company credited for the amount. With re¬ 

gard to the liabilities taken over, if any, the liabilities 

ac junt would be credited and the vendor company ac- 

oount debited. If the figure of good-will is not actually 
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stated it can be ascertained by arriving at the difference 

between the purchase consideration and the difference of 

assets and liabilities taken over. In other words the 

excess of purchase consideration over the difference of 

assets and liabilities would represent the good-will. 

When cash or shares arc paid by the purchasing company 

to the vendor company, the vendor company’s account 

would be debited and the share capital account, or cash 

account, or debenture account would then be credited as 

the case may be. 

Illustration :— 

The Hiramaneck Manufacturing Company, Limited, is 

bought and absorbed by the Vurjeevandas Manufacturing 

Company, Limited, for the purchase consideration of 

Rs. 10,00,000 which is to be paid as follows :— 

One debenture of Rs. 50 as fully paid^^s one fully 

paid share of Us. 100 plus Rs. 50 in cash to eaoh share¬ 

holder for every share held in old company of Rs. 200. 

The following is the Balance Sheet of the Hiramaneck 

Company, Limited, at the date of amalgamation and you 

are required to pass the journal entries in the books of 

the Vurjeevandas Manufacturing Company, Limited, to 

carry out the absorption. 

Balance Sheet <>f the Hiramaneck Manufacturing Com- 

2>u/i*f9 Limited•— 

Liabilities. 

To Share Capital 

„ 5,000 shares of Rs. 200 

each fully paid up . 10,00,000 

,, Sundry creditors . 55,000 
,, Provident Fund . 22,000 

Rs. 10,77,000 

Assets* 
By Land and Buildings „ 2,50,000 

,, Plant and Machinery • 3,46,000 

,, Stock • • • >. 3,55,000 

„ Sundry Debtors . 56,000 

,, Cash at Bank • • 69,900 

,, Cash in hand . • 100 

Rs. 10,77,000 
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The Vurjeevandas Manufacturing Co., Ltd. 

Journal. 

Sundries* Dr. 1 Cr. 

To Sundries :— 1 Rs. Rs. 

Land and Buildings.j 2,50,000 

Plant and Machinery • • . • 1 3,46,000 

Stock.. • 3,55,000 

Sundry Debtors. 56,000 

Ca9h at Bank. 69,900 

Cash in hand. 100 

The Hiram&neck Mfg. Co., Ltd. 10,00,000 

Sundry Creditors .... 55,000 

Provident Fund. 22,000 

Being assets and liabilities taken 
over under the absorption Scheme. 

Hiramaneck Mfg. Co. 10,00,000 

To Debenture Capital . . 2,50,000 

,, Ordinary Share Capital 5,00,000 

,, Cash 2,50,000 

Being discharge of the considera¬ 
tion of absorption* 

Illustration:— 

The Mathuradas Manufacturing Company, Limited, 

and the Gokaldas Manufacturing Company, Limited, 

decide to amalgamate their business into a new company 

to be known as the Mathuradas and Gokaldas Manu¬ 

facturing Company, Limited. It is agreed that the assets 
of both the companies should be taken over by the new 

ooocpany as per Balance Sheets given below and that the 
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shareholders of the old company should be given fnlly 

paid shares of Rs. 100 each in the new company in consi¬ 

deration of each of the shares of Rs. 100 each held by 

them in either of the old companies. Give the journal 

entries for closing the books of the old companies and 

opening those of the new and prepare a Balance Sheet of 

the new company on carrying out the amalgamation :—• 

Balance Sheet of the Mathuradas Manufacturing 

Company, Limited, as on June 30th, 1915 :— 

Liabilities. Assets* 

To Share Capital: — By Land and Buildings # 50,000 

yf 2,000 Shares of Rs. 100 
each fully paid up . 2,00,000 

r, Plant & Machinery . 82,000 

,, Stock • . 40,000 
„ Sundry Creditors • 6,000 

„ Debtors . 21,000 

it Cash • « • . 10,000 

Rs. 2,06.000 Ra. 2,06,000 

Balance Sheet of the Gokaldas Manufacturing Com¬ 

pany, Limited, as on June 30th, 1916:— 

Liabilities* Assets. 

To Share Capital : — By Plant and Machinery* 66,003 

„ 1,500 Shares or Rs. 100 ,, Stock « • . 50,000 

each fully paid up . 1,50,000 ,, Debtors • 18,000 

Sundry Creditors * « 4,000 „ Cash . 20,000 

Rs. 1,54,000 Rs. 1,54,000 

Mathuradas Manufacturing Co., Ltd. closing journal 

entries s— Rs. Rs. 

Realisation Account... Dr. 2,06,000 

To Sundry Assets ... 2,06,000 
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(Being assets transferred to Rs. 

Mathuradas and Gokaldas Manu¬ 

facturing Co., Ltd.) 

Snndry creditors • ••• Dr. 6,000 

To Realisation Account ... 

(Being liabilities assumed by 

Mathuradaa and Gokaldas Manu¬ 

facturing Co., Ltd.) 

Share Capital Account ...Dr. 2,00,000 

To Sundry Shareholders Ac¬ 

count ... ... ... ... 

(Being transfer of Capital) 

Mathuradas and Gokaldas Man¬ 

ufacturing Co., Ltd.)... ...Dr. 2,00,000 

To Realisation Account • •• 

(Being purchase considera¬ 

tion as per agreement dated.....). 

Shares in Mathuradas and 

Gokaldas Manufacturing Co., Ltd. Dr. 2,00,000 

To Mathuradas and Gokal¬ 

das Manufacturing Co., Ltd. 

(Being shares issued in dis¬ 

charge of the purchase con¬ 

sideration.) 

Sundry Shareholders Acoount. Dr. 2,00,000 

To Shares in Mathuradas and 

Gokaldas Manufacturing Co.,Ltd. 

(Being distribution of the 

purchase consideration amongst 

the shareholders.) 

Rs. 

6,000 

2,00,000 

2,00,000 

2,00,000 

2,00,000 
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Gokaldas Manufacturing Co., Ltd. closing 

entries:— 

Rs. 

Realisation Account... ...Dr. 1,54,000 

To Sundry Assets ... 

(Being assets transferred to 

Mathuradas and Gokaldas Manu¬ 

facturing Co., Ltd.) 

Sundry Creditors ... ... Dr. 4,000 

To Realisation Account ... 

(Being liabilities assumed by 

Mathuradas and Gokaldas Manu¬ 

facturing Co., Ltd.) 

Share Capital Account Dr. 1,50,000 

To Sundry Shareholders Ac¬ 

count ... ... ... ... 

(Being transfer of Capital.) 

Mathuradas and Gokaldas Mfg. 

Co., Ltd.)... ••• ... ...Dr. 1,50,000 

To Realisation Account ... 

(Being purchase considera¬ 

tion as per agreement dated.) 

Shares in Mathnradas and 

Gokaldas Manufacturing Co., 

Ltd. ... ... ... ...Dr. 1,50,000. 

To Mathuradas and Gokal¬ 

das Manufacturing Co., Ld. ... 

Being Shares issued in dis¬ 

charge of purchase considera¬ 

tion. 

journal 

Rs. 

1,54,000 

4,000 

1,50,000 

1,50,000 

1,50,000 
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Rs. R 
Sundry Shareholders Account 

Dr. ••• ••• «•# ••• 1,50,000 

To Shares in Mathuradas 

and Ookaldas Manufacturing 

Co., Ltd* ••* ... 1,50,000 

(Being distribution o£ pur¬ 

chase consideration amongst the 

shareholders.) 

Mathuradas and Gokaldas Manufacturing Co., Ltd* 

Opening Journal Entries :— 

Sundries Dr. 

To Sundries. 

Land and Buildings..* ... 50,000 

Plant and Machinery ... 1,48,000 

Stock ... ... ... ... 90,000 

Debtors ... ... ... 42,000 

Cash ... ... ... ... 30,000 

To Creditors ... ... 10,000 

Mathuradas Manufacturing 

Co., Ld. ... ... ... ... 2,00,000 

Gokaldas Manufacturing Co., 

Ld. *•• M. ... 1,50,000 

Being Assets and Liabilities 

taken over nnder the amalga¬ 

mation soheme. 

Sundries Dr. 

To Share Capital Aooonnt ... 3,50,000 

Mathuradas Mfg. Co., Ld. ... 2,00,000 

Gokaldas Mfg. Co., Ld. ... ... 1,50,000 

Being issue of shares in discharge of purohase considera¬ 

tion. 

84 
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The Matharadas and Gokaldas Manufacturing Co.f Ltd* 
Balance Sheet. 

Liabilities. Assets. 

To Share Capital:— By Land and Buildings • 50,000 

,, 3,500 shares of Rs. 100 ,, Plant aod Machinery • 1,48,000 

each fully paid up • 3,50,000 

,, Sundry creditors • 10,000 
,, Stock . 90,000 

„ Debtors . . . 42,000 

,, Cash , • • . 30,000 

Rs. 3,60,000 Rs. 8,60,0J0 

Reconstruction of Companies Often companies are 

reconstructed, i.eliquidated with a view to sell the old 

concern to a new company specially formed for that pur¬ 

pose which buys up the whole business of the old company 

with a view to enable the company to effect alteration 

either in the objects clause of the Company’s Memorandum 

or with a view to raise more capital by issuing (1) partly 

paid shares of the new company to the shareholders of the 

old company or (2) by giving fully paid shares to share¬ 

holders of the old company and issuing new shares for 

the purpose of raising further capital. Reconstruction is 

also effected with a view to facilitate a compromise with 

creditors by issuing them new shares or debentures in 

payment of their claims. 

With regard to the issue of partly paid share to the 

old shareholders it may be mentioned here that the origi¬ 

nal shareholders cannot be compelled to take up these 

new shares and therefore those shareholders who do not 

agree to such a reconstruction have to be paid out. This 

point has now been finally decided in the case of Bisgt 

v. Henderson9s Transvaal Estates, Limited, (1908, 1 
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€54) where the old idea that the shareholders who 

refused to take up new shares with increased liabilities in 

payment of the old shares in case of companies where the 

objects clause of the Memorandum authorised such a sale, 

would lose the status of the shareholders for such dissent¬ 

ing, is declared to be erroneous, the principle is now 

finally laid down that a company oannot sell its assets for 

partly paid shares in another company and force its share¬ 

holders to accept such shares. 

Illustration. 

Below is the Balance Sheet of the Blank Company, 

Limited, on 31st December 1902 :— 

Liabilities. Assets. 

Nominal Capital : — Patents at Cost 114,663 

100,000 Preference 
Shares of 
£ 1 each . 100,003 

Leasehold Works . 

Machinery and Plant 

3,8& 

4,120 

100,000 Ordinary 
Shares of 
£ l each . 100,000 

Sundry Debtors • 

Stock on haad 

1,241 

4,921 

200,000 
Advertising Suspense Ac¬ 

count . • » 2,000 

Issued Capital Preliminary Expenses 496 

74,720 Preference 
Shares of 
£1 each 
tully paid . 74,7:20 

Profit and Loss Account* 

Cash in band • 

1,482 

28 

42,633 Ordinary 
Shares of 
£1 each 
fully paid . 42,633 

117,353 

Sundry Creditors • . 14,000 

Bank overdraft • . 1,328 

£132,681 £132,681 
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The Company proved unsuccessful, and resolutions 

were passed to carry out the following scheme of recon¬ 

struction :—(1) That the fully paid preference shares be 

reduced to an equal number of fully paid shares of 10/- 

each. (2) That the fully paid ordinary shares be reduced 

to equal number of fully paid shares of 6/8 each. (3) That 

the amount thus rendered available for the reduction of 

the assets be apportioned as follows : Preliminary Expen¬ 

ses, Profit and Loss Account and Advertising Suspense 

Account to be written off entirely, £1,200 of the Lease¬ 

hold Works ; £ 1,400 of the stock ; 20% of the Machinery 

and Plant, and the balance available to be written off 

patents. Prepare balance sheet giving effect to above.— 

(Z. C. Com. 1913.) 

The Blank Company, Limited and REDUCED. 

Liabilities. j 
1 

Nominal Capital 

100,000 Preference 
Shares of ; 
10-a. each • 50,000 0 0 

100,000 Ordinary 
Shares of 
a. 6-8 each . 33,333 0 8 

issued Capital 

74,720 Preference 
Shares fully 
paid. • . 37,360 

42,633 Ordinary 
Shares fully 
paid • • 14,21! 

51,571 

Sundry Creditors . . 14,000 

Bank overdraft 9 • • 1,328 

£66,899 

Assets. 

Patents . . 56,193 

Leasehold Works . 2,620 

Machinery and Plant . 3,296 

Stock cn hand . . 3,521 

Sundry Debtors . 1,241 

Cash in band . 28 

£66,899 
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Exercises on Chapter YII. 

I. Balance Sheet of the Bharat Trading Company 

Limited on 31st December stood as follows :— 

Balance Sheet as at 31st December. 

Capital and Liabilities. 

Rs. 

Property and Assets• 

Rs. 
Nominal Capital— Goodwill . « » 58,000 

500 Ordinary Shares Buildings . 25,000 
of Rs. 400 each, fully Machinery . . 55,000 

paid . . . . 2,00,000 Furniture 5,000 

Issued and subscribed Capital— Stock 10,000 

500 Ordinary Shares Book debts • . 30,000 

of Rs. 400 each fully Preliminary Expenses 7,000 

paid . . . . 2,00,000 Cash ia hand • '1*400 

Sundry creditors . . 4&0&OQ j Prjdt and Loss • 35,000 

Rs. 2,40,000 | Rs. 2,40,000 

Owing to heavy losses made by the company in the 

past the shareholders decided to reduce the 500 shares of 

Its. 400 each to the same number of shares of Rs. 200 

each fully paid and to write off the various assets aganist 

the balance thus made available as under:— 

(1) To eliminate the debit balance of Profit and Loss 

Account and Preliminary Expenses. 

(2) ,, depreciate the Building at 20% 

(3) ,, ,, Plant and Machinery at 10% 

(4) ,, ,, Furniture at 20% 

(5) ,, reduce the Stock by Rs. 5,000 

(6) ,, make a reserve for bad and doubtful debts at 

5% and the balance may be utilised in writing 

down the figure of goodwill. 

Pass the necessary journal entries and prepare the 

Balance Sheet as it would appear after giving effect to 

the above resolution. 
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II. The following are the Balance Sheets of two 

limited companies on 31st December. 

Balance Sheet of the Swadeshi Cloth Manufacturing 

Company, Limited. 

Capital and Liabilities. 

Nominal Capital 175 shares Ra. 
of Rs. 1,000 each - .1,75,000 

Issued and nominal Capital 
175 shares of Rs. 1,000 
each, fully paid . . .1,75,000 

4% Debentures .... 25,000 

Sundry creditors . . . . 12,000 

Profit and Loss .... 7,000 

Rs. 2.19,000 

Property and Assets. 
Rs. 

Freehold premises • . . 60,000 

Plant and Machinery . . 55,000 

Stock of raw materials and 
finished goods .... 45,000 

Debtor^. 56,000 

Cash at Bank. 13,000 

Rs. 2,19,000 

Balance Sheet, of the Khaki Cloth Manufacturing 

Company, Limited. 

Capital and Liabilities. Property and Assets. 

Nominal Capital, 400 shares R**. 
of Ra. 100 each . . . 40,000 

Rs. 

Issued and subscribed 
Leasehold Premises • 20,000 

Capital 400 shares of 
Rs. 100 each, Rs. 80 paid 32,000 

Machinery . . . • • 15,000 

Reserve fund ..... 8,000 
Stock . • • 12,000 

Debentures ..... 10,000 
Debtors .... • • 10,000 

Creditors.7,000 

Profit and Loss .... 3,000 

Cash in band . . 30,000 

Ra. 60,000 Rs. 00,000 

The Swadeshi Cloth Manufacturing Company, Ltd., 

decides to take the assets and liabilities for the following, 

consideration:— 
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(1) To discharge the liabilities on debentures at a 

premium of 10% which debenture-holders agree 

to accept. 

(2) To issue 55 shares of Rs. 1,000 each. 

(3) To pay the cost of liquidation which amounts 

to Rs. 1,000. 

Draft the necessary journal entries in order to close 

the books of the absorbed company and also in the books 

of absorbing company and the Balance Sheet as it would 

appear after absorption. 

III. The Bombay Saw Mill Company, Limited agreed 

to purchase as a going concern the Bombay Timber Trad* 

ing Company, Limited. 

Balance Sheet of the Bombay Trading Company, 
liimited, stood as follows on 31st December. 

Capital and Liabilities. \ Property and Assets. 

Rs. Rs. 

Nominal Capital— Land and Buildings (sub¬ 

1,625 shares of Rs. 10 ject to mortgage) . 15,000 

each , • . 16,250 Fixed Plant and Machi¬ 

nery .... 5,000 

Issued and subscribed Loose tools 1,500 

Capital— Stock-in-trade . 6,000 
1,625 shares of Rs. 10 Book debts . . . 5,250 

each, fully paid . . 16,250 Cash in hand 250 

Loan on mortgage of 

Building a9 contra . 5,000 

Creditors 4.000 

Bills payable • • 250 

Bank overdraft 7,500 

33.000 33.000 

The purchase consideration was fixed at Rs. 27,500; 

and, in addition, the Bombay Saw Mill Company Limited, 
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took over the mortgage, and agreed to discharge the liabi¬ 

lities to sundry creditors and upon Bills payable. The 

purchase price was discharged by issue of 175 ordinary 

shares of Rs. 10 each and the balance to be paid in cash. 

The purchase was completed by payment of cash and 

allotment of shares. 

Draft the necessary journal entries in the books of 

the Bombay Saw Mill Company, Ltd. and also in the books 

of the Bombay Timber Trading Company, Ltd., in order 

to close the books of account of the purchased company. 

Balance Sheet of the A Company, Ltd. 

follows on 31st December. 

was as 

Rs. Rs. 
Capital and Liabilties. Property and Assets. 

Nominal Capital — Land and Building . . 45,000 

1,000 Ordinary shares of Plant and Machinery. . 20,000 

lia. 100 each. . . . 1,00,000 Furniture .... . 5,000 
Stock . . 25,000 

Issued & subscribed Capi- Book debts .... . 15,000 

tal— Cash ...... . 1,000 

1,000 Ordinary shares of 

Rs. 100 each, fully paid. 1,03,000 

Debentures ..... 20,000 

Sundry Creditors . . 3,000 

Profit and Loss . . 

i 

. 12,000 

Rs. 1,23,000 Ra i. 1,23,000 

It was decided to re-construct the company and for 

this purpose a new company called A Company (1926), 

Ltd., was formed with a nominal capital of Rs. 100,000 

divided into 500 .5% Preference shares of Rs. 100 each 

and 500 Ordinary shares of Rs. 100 each to take over the 

assets and liabilities of the A Company, Ltd., on the 

following basis:— 
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(1) That debenture-holders in the A Co., Ltd. are to 

accept 200 5% Preference shares of Rs. 100 each and the 

balance of Preference shares were issued to other share¬ 

holders which were fully subscribed. 

(2) That the ordinary shareholders are to receive 

one share of Rs. 100 each in the new company for every 

two shares held by them in the old company. 

(3) The cost of liquidation which amounts to 

Us. 1,500 is paid by the A Company, Ltd. 

Pass the necessary journal entries in the books of the 

A Company, Ltd., as well as in the books of tbe new com¬ 

pany and also show the opening Balance Sheet. 

V. Balance Sheets of two limited companies carry¬ 

ing on similar business stood as follows vho decided to 

amalgamate in order to avoid competii on among them¬ 

selves. 

Balance Sheet of the A Company, Ltd. 

Rs. 

Capital and Liabilities. 

Nominal Capital— 

750 Ordinary shares of 

Rs. 100 each. 75,000 

Issued and subscribed 

Capital— 

750 Ordinary shares of 

Rs. 100 each, fully 

paid . 75,000 

Creditors.. 25,000 

Profit and Loss. 5,000 

1,05,000 

Rs. 

Property and Assets. 

Goodwill ... 35,000 

Plant and Machinery ... 25,000 

Furniture ... 5,000 

Stock . ... 20,000 

Debtors . ... 17,000 

Cash at Bank ... 3,000 

1,05,000 

35 
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Balance Sheet of the B Company, Ltd. 

Capital and Liabilities. Rs. 
Nominal Capital— 

500 Shares of Rs. 100 
each .... 50,000 

Issued and subscribed Capital- 
500 Shares of Rs. 100 

each fully paid . . 50,000 
Creditors 7,000 
Profit and Los3 2,500 

Rs. 59,500 

Property and Assets. Rs. 
Goodwill . . . 10,000 
Machinery . 15,000 
Stook • . . . 18,000 
Debtors . . . 15,000 
Cash 1,500 

Rs. 59,500 

For this purpose a new company called the C Com¬ 

pany, Ltd. wn ^rmed to take over the assets and liabilities 

of both the 'ompanieb. 

The aim of Rs. 1,50,000 to be paid in shares of 

Rs. 100 each. 

The pro?t on conversion is to be divided between the 

shareholders cf the A and B Company, Ltd. in the propor¬ 

tion in which their share capital stands. 

Pass the ntpessary journal entries in the books of A 

and B Companit • in order to close their book and also 

opening journal ent/*es in the books of C Company, Ltd. 

and show the opening Balance Sheet. 

VI. Two Companies carrying on similar business 

decide to amalgamate as on 1st January. 

The Bombay Manufacturing Company, Ltd. 
Balance Sheet as at 31st December:— 

Capital and Liabilities. 
Nominal Capital— Rs. 

7,500 Shares of Rs. 100 
each .... 7,50,000 

Issued and subscribed Capital 
75,000 Shares of Re. 100 

each .... 7,50,000 
Reserve Fund . . 50,000 
Sundry creditors . • 40,000 
Profit and Loss . . 20,000 

Property and Assets. 
Rs. 

Goodwill .... 2,00,000 

Freehold Land • . . 2,20,000 

Plaot and Machinery . 1,50,000 

Stock ... . .1,95,000 
Book debts • . . 80,000 

Cash at Bank . • .1,50,000 

Rs. 8,60,000 Rs. 8,60,000 
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The Bharat Manufacturing Company, Ltd- 

Balance Sheet as at 31st December 

Capital and Liabilities. 

Rs. 

Nominal Capital :— 

5,000 Shares of Rs. 100 

each .... 5,00,000 

Issued and subscribed Capital: — 

5,000 Shares of Re. 100 

each, fully paid . 5,00,000 

Depreciation fund . 25,0J0 

Sundry creditors . . 35,000 

ProBt and Loss . • 25,000 

Property and Assets. 

Rs. 

Goodwill . . 1,00,000 

Plant and Machinery . 2,50,000 

Stock ... . 1,50,000 

Debtors . 80,000 

Cash at Bank . . 5,000 

Rs. 5,85,000 Rs. 5,85,000 

It is agreed that the combined company shall take 

over the assets (including goodwill) and discharge the 

liabilities of each company on the basis of the figures in 

their respective Balance Sheets. 

The capital of the combined company wag 

Rs. 20,00,000, divided into 2,000 shares of Rs. 1,000 

each. 

The combined company issued 150 shares at par for 

cash, and agreed to allot to each shareholder in the 

Bombay Manufacturing Company, Limited, and the Bharat 

Manufacturing Company, Limited one share of Rs. 100 

each fully paid in exchange for every 10 shares held by 

them, and to pay any balance in cash. 

Pass the necessary journal entries in the books of 

both the companies and draw the Balance Sheet of the 

eombined company. 
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CHAPTER VIII. 

Sectional System of Self-Balancing Ledgers* 

In a large business the transactions are beyond the 

scope of a single ledger which would become an unman¬ 

ageable and unwieldy volume, far beyond the scope of a 

single ledger clerk. It has, therefore, to be divided into 

various sections. The accounts of persons or personal 

accounts are kept in separate Ledgers usually sub-divided 

into two books viz. “ Sundry Debtors’ Ledger ” otherwise 

called 4i Sold Ledger,” and “ Sundry Creditors’ Ledger ” 

also called “ Bought Ledger.” There are also sub-divisions 

made of these Ledgers as Sundry Debtors’ Town Ledger, 

Sundry Debtors’ Country Ledger, Sundry Creditors’ Town 

Ledger and Sundry Creditors Country Ledger, etc. Each 

of these two main divisions the Ledgers viz., Sundry 

Debtors’ and Creditors’ Ledgers are frequently divided 

alphabetically such as Sundry Debtors’ Ledgers A, do. B, 

etc. The impersonal accounts are entered in a separate 

ledger known as the General Ledger. 

The student would perhaps think that at the closing 

time a combined Trial Balance would be made out from 

these ledgers. This, however, is not the course adopted 

because in case such a Trial Balance does not agree it 

would be difficult, if not impossible, to locate the error, 

and the re-checking of all the ledgers would mean an 

enormous waste of time. The course adopted in practice 

is to balance each of these ledgers separately and inde¬ 

pendently of the other ledgers. This is effected by open¬ 

ing what are called Adjustment Accounts at the end of 

each of these ledgers, and extra entries are posted in 

totals to these Adjustment Accounts in order to make the 
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double entry complete as far as each Ledger taken sepa¬ 

rately is concerned* This we shall now proceed to illus¬ 

trate and explain in detail. 

In the Sundry Debtors’ Ledger, also called the Sold 

Ledger, all persons to whom goods are sold are debited 

for goods sold to them from time to time as per the 

(Sales) Day Book and the Sales Account is credited in the 

General Ledger. Here it would be observed that in the 

Debtors’ Ledger, there is no corresponding credit so as to 

make it balance* We, therefore, open an Adujustment 

Account called General Ledger Adjastment Account in 

the Sold Ledger and credit it with the total of the Sales 

Day book. In the same way the General Ledger, which 

has only one entry for goods sold, would be made to 

balance by opening an Adjustment Account called Sales 

Ledger Adjustment Account, and debiting it with the 

total of the Sales Day Book. 

With regard to cash sales, the entry is quite easy and 

as usual i. e. the Cash Book receives the debit while the 

corresponding credit goes to the Sales Account in the 

General Ledger. 

The receipts from Sundry Debtors, however, would 

have to be considered specially. The Cash Book here 

would have to be ruled with separate columns for Sundry 

Debtors’ Ledger (Sold Ledger), Sundry Creditors Ledger 

(Bought Ledger) and General Ledger, besides the usual 

columns for Cash, Bank and Discount. It would be ruled 

in the following form;— 
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All cash received from sundry debtors would be 

entered with all particulars in the Cash Book on the debit 

side, date in the “ date ” column, the name of the person 

in the “ particulars 99 column, and the amount received 

besides being entered in the Cash or Bank column would 

also be entered in the “Sundry Debtors* Ledger (Sold 

Ledger)99 column. From here the ledger clerk would 

post the amount to the credit side of the personal account 

in the Sundry Debtors9 Ledger, since the Cash Book is 

really an account of the General Ledger. Now in the 

Sundry Debtors’ Ledger the General Ledger Adjustment 

Account would receive its corresponding debit when the 

total of the “Sundry Debtors9 Ledger99 column in the 

Cash Book (debit side) is posted to the debit of this 

Adjustment Account. 

In the same manner when goods are bought on credit, 

the person from whom they are purchased is credited in 

the Sundry Creditors’ Ledger, and the Purchase Account 

in the General Ledger is debited with the total of the 

Purchase Journal. In Sundry Creditors’ Ledger an 

Adjustment Account is opened under the heading of 

“General Ledger-Adjustment Account" and debited with 

the monthly totals of the Purchase Journal, thus giving 

the corresponding debit. On the other hand, an adjust¬ 

ment account called 44 Sundry Creditors’ Ledger Adjust¬ 

ment Account" in the General Ledger receives a corre¬ 

sponding credit for the same totals. 

With regard to cash purchases the ordinary posting 

from the Credit Side of the Cash Book is made to the debit 

of the Purchase Account. 

The payments to sundry creditors are, however, en¬ 

tered first in the Cash Book credit side, the date in the 
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“Date” column, the name o£ the creditor and particulars 

in the “Particulars” column aud the amount is placed in 

the special column for Sundry Creditors Ledger (Bought 

Ledger) as well as in the Cash or Bank column according 

aa the payment is made in cash or by cheque. From here 

the account of the creditor is debited in the Sundry Cre¬ 

ditors’ Ledger, here also remembering that the Cash 

Book is really an account of the General Ledger. The 

corresponding credit in Sundry Creditor Ledger is eflfect- 

ed by posting the total of “Sundry Creditors’ Ledger 

(Bought Ledger)” column to the credit side of the General 

Ledger Adjustment Account in this ledger. Whereas 

in the General Ledger the “Sundry Creditors’ Ledger 

Adjustment Account ” is debited with the same total. 

Besides Bought, Sold and Cash Books there are other 

books to be considered, viz*, the Returns Inward, Returns 

Outward, Bills Receivable and Bills Payable Books. 

In case of the Returns Inward Book the personal 

accounts of the Debtors in the Sundry Debtors’ Ledger are 

credited for value of the goods received back, the Returns 

Inwards Account in the General Ledger being debited. 

The corresponding debit to the “General Ledger Adjust¬ 

ment Account” in the Sundry Debtors’ Ledger is the total 

of this Returns Inward Book, and in the Sundry Debtors’ 

Ledger Adjustment Account in the General Ledger the 

corresponding credit is the total of the same Returns 

Inward Book. 

In case of the Returns Outward Book the personal 

accounts of the creditors are debited with the value of 

goods returned to them in the Sundry Creditors’ Ledger, 

and Returns Outward Acoount in the General Ledger is 

credited. The adjusting entries are made by a oredit to 
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the “General Ledger Adjustment Account” in the Sundry 

Creditors* Ledger with the total of the Returns Outward 

Book, and by a debit to the “Sundry Creditors’ Ledger 

Adjustment Account” in the General Ledger for the same 

total. 

In case of the Bills Receivable Book the persons or 

debtors are credited for the amount of the Bills received 

in the Sundry Debtors’ Ledger, and Bills Receivable 

Account in the General Ledger debited for the same 

amount. The adjusting entries are a debit to the “Gen¬ 

eral Ledger Adjustment Account” in the Sundry Debtors’ 

Ledger for the total of the Bills Receivable Book and a 

credit to the “Debtors’ Ledger Adjustment Account” in 

the General Ledger for the same total. 

In case of the Bills Payable Book the accounts of the 

persons (creditors) are debited in the Sundry Creditors' 

Ledger and Bills Payable Account credited in the General 

Ledger. The adjusting entries would be a credit to the 

“General Ledger Adjustment Account” in the Creditors’ 

Ledger for the total of the Bills Payable Book and a debit 

to the “Sundry Creditors’ Ledger Adjustment Account” 

in the General Ledger for the same total. 

The Students are recommended to study carefully the 

illustrations worked out on this system on the following 

pages. 

Illustration No, 1. 

Sectional System of Self-Balancing Ledgers. 

A firm has in its use Purchases, Sales, and a General 

Ledger. The following is a summary of a year’s 

transactions. 
36 



282 HIGHER ACCOUNTING, 

Rs. 

Purchased goods on credit . • 2,000 

Sold goods on Credit ...... 2,750 

Received Cash from Sundry Debtors . . . 1,875 

Allowed them discount . 25 

Paid to Sundry Creditors on account . . . 1,500 

Discount allowed to us . . . . • 30 

Gave our acceptances . . . • 375 

Received acceptances ..... 250 

Returns Outwards . . . . . . 75 

„ Inwards ...... 55 

Give journal entries necessary to record the various 

adjustment accounts for the purpose of Self-Balancing, and 

the adjustment accounts as they would stand after the 

entries are posted. 

JOURNAL ENTRIES FOR BOUGHT LEDGER. 

Rs. Rs. 

General Ledger Adjustment Account (Bought Ledger) Dr. 2,000 ; 

To Bought Ledger Adjustment Account (General Ledger) • 
(Being* the Credit Purchases). 2,000 

Bought Ledger Adjustment Account (General Ledger) Dr. 1,530 

To General Ledger Adjustment Account (Bought Ledger) 
(Being Cash paid to, and discount allowed by the Cre- 

ditors) . .. 1,530 

Bought Ledger Adjustment Account (General Ledger) Dr. 375 

To General Ledger Adjustment Account (Bought Ledger) 
(Being the Amount of Bills Payable) . 375 

Bought Ledger Adjustment Account (General Ledger) Dr. 75 
l 

To General Ledger Adjustment Account (Bought Ledger) • 
(Being Keturns Outwards) ...... 75 

For 5old Lodger : 
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1 
Rs. Rs. 

Sold Ledger Adjustment Account {General Ledger) . Dr. a.is* 

To General Ledger Adjustment Account {Sold Ledger) 
(Being the Credit Sales). Vis* 

General Ledger Adjustment Account {Sold Ledger) • Dr* 1.900 | 

To Sold Ledger Adjustment Account (General Ledger) 
(Being Cash received from, and discount allowedjjay 

the Debtors) 1.900 

General Ledger Adjustment Account {Sold Ledger) • Dr. 250 

To Sold Ledger Adjustment Account (General Ledger) 
(Being the Amount of Bills Received) • - * . 250 

General Ledger Adjustment Account (Sold Ledger) • Dr. 55 

To Sold Ledger Adjustment Account (General Ledger) 
(Being Returns Inwards) • «•••. 55 

GENERAL LEDGER. 
Bought Ledger Adjustment Account. 

Rs. 
! 
a. 0. Rs. a. p. 

To Cash and Discount. 1.550 1 0 0 By Credit Purchases . 2,COO 0 0 
M Bills Payable . 375 ! 0 0 
ti Returns Outwards. 75 0 0 
,, Balance c/d. 20 0 0 

Rs. E E Rs. 0 0 

By Bal \nce b/d. * 20 i | oi 0 

Sold Ledger Adjustment Account. 

Rs. BB Rs. a. jp* 
To Credit Sates . 2,750 0 0 By Cosh and Discount. 1,900 0 0 

1 ,, Bills Receivable . ‘25 ) 0 0 
1 ,, Returns Inwards . 55 0 0 

t 
,i Balance c/d. 545 0 0 

Rn. 2,750 0 0 Rs. ■2,750 0 0 

To Balance b/<K . 54o 1 0i ol 
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BOUGHT LEDGER. 

General Ledger Adjustment Aooount. 

Rs. a. P- Rs. a. p. 

To Credit Purchases . 2,000 0 0 By Canh and Discount. 1,530 0 0 
„ Bills Payable 375 0 0 
,, Returns Outwards. 75 0 0 
,, Balance c/d. • 20 0 0 

Rs. 2,000 0 0 Rs. 
t 
2,000 0 0 

To Balance b/d. • J 20 | 1 o! ol 

SOLD LEDGER. 

General Ledger Adjustment Aooount. 

Rs. a. p- Rs. a. p- 

To Cash and Discount. 1,900 0 0 By Credit Sales . 2,750 0 0 
,, Bills Receivable . 250 0 0 
,, Returns Inwards . 55 0 0 
,, Balance c/d • 545 0 0 

Rs. 2,750 0 0 Rs. 2,750 0 0 

To Balance b/d . 545 0 0 

Illustration iVo. 2. 

On the 1st March 1926 the Books of Robert Brothers 

showed the position of their affairs to be as follows :— 

BALANCE SHEET. 

Liabilities. £ s. d. Assets. £ s. d. 

Sundry Creditors :— 1 Cash in Hand 68 10 6 
C. Lion & Soos 12 0 „ ,, Bank • • 581 7 6 
G. Rood & Co. . 179) 10 Bills Receivable • 185 12 6 
W. Moris & Sons . 4)0 i 5 til Sundry Debtors 
Bills Payable • 565 m 0 1 T. Wills . 72 10 6 

Capital :— Jones & Co. . 142 7 0 
R. Brothers 1,162 b 0 Joseph Brothers . 59 2 6 

Brown Brothers • Z3 6 0 
Stock • • 1,320 10 0 
Furniture & fixtures 165 0 0 

£ 2,668 5 
i 

1 
£ 2,668 5 6 
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In the coarse o£ the month their transactions were as 

follows :— 
£ s. < 1. 

March 2. Bought goods of C. Lion & Sons . 50 10 0 

99 3. Sold to T. Wills, goods . • 45 5 0 

99 4. Received from T. Wills, Bills Re- 

ceivable (term 6 days) *0 0 0 

and Cash .... 20 0 0 

Discount allowed by ns . o : L0 6 

t9 5. Sold Johnson & Co., goods 40 0 0 

1 1 6. Paid wages by Cash 15 0 0 

1 9 7. Paid Salaries by cheque . 20 0 0 

9 1 8. Sold Joseph -Brothers, goods . 10 0 0 

9 9 9. G. Wood & Co. sold ns goods . 75 0 0 

99 10. We accepted their draft on ns for 

the amount . 

99 11. Jones & Co. paid us a composition 

of 10s. in full settlement of their 

debt ..... • 

99 12. Sold Brown Brothers, goods . . 35 15 0 

99 13. Received Cash for Bill Receivable. 40 0 0 

99 14. Cash Sales .... . 100 0 0 

99 15. Paid into Bank . 120 0 0 

99 16. Bonght of W. Moris & Sons’ goods. 400 0 0 

99 17. Paid them by cheque . . • 50 0 0 

99 18. Accepted Moris & Sons’ draft. 300 0 0 

99 19. Drew from Bank for Office use . 100 0 0 

l» 20. Purchased Stationery for Cash • 25 0 0 

It 21. Bought furniture and fixtures and 

gave a cheque . . -4 , 50 0 0 
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% 
£ s. d. 

Mar. 22. Bank met our Bill Payable 300 0 0 

ft 23. Sold to J. Child, goods . 75 0 0 

>t 24. Sold to W. Bell, goods 65 0 0 

ft 25. J. Child accepted our draft. . 60 0 0 

»» 26. Purchased from G. Heart, goods . 150 0 0 

ft 27. Sold goods to King & Co. 26 0 0 

ft 28. Paid Travelling Expenses by cheque 20 0 0 

ft 29. Paid General Expenses by Cash 10 0 0 

ft 30. Drew for office use from Bank 200 0 0 

ft ft Cash Purchases .... 150 0 0 

The firm has in use a Bought Ledger, a Sold Ledger, 

and a General Ledger. Pass the entries through original 

reeord. Post them to respective Ledgers and shew how the 

Adjustment accounts will appear in each Ledger assuming 

that the books are kept under the Self-Balanoing system. 

INVOICES BOOK. 

Date. i Particulars* i Sums 
Total. 

1926 £ s. d. £ 8. d. 

March 2 C. Lion Sc Sod • • •Cr. 

9 
By goods . 

O. Wood Sc Co* •*Cr. 
1 50 10 a 

16 
By goods . 

W« Moris Sc Sons • ♦Cr. 
2 75 0 0 

26 
By goods . 

O. Heart • . .Cr. 
1 400 0 a 

i By goods . • 2 ISO 0 0 

, £ 675 10 0 
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DAY BOOK. 

Date Re¬ 
ceived. 

No. 

i 

From 
Whom 

received. I Amount '# 
Date 

of the 
Bill. 

Term. 
When 
due 

Re¬ 
marks. 

1926 £ ft. d. 

March 1 Balance . 1 185 12 6 
I 

4 T. Wills it 40 0 0 Mar. 6 days Mar. Cashed 

J. Child J 4 13 13th 
25 2 60 0 0 / March. 

Total • J 285 12 6 

Less Cashed. 40 E E 
Balance # 24£ 12 

1 
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Bills Payable Book. 

Date Re- 
ceived. 

No. 
To Whom 
granted. 

Cx! 

J 
Amount 

Date 
of the 
Bill. 

Term. 
When 
due. 

Re¬ 
marks. 

1926 £ 
1 

s' d. 

March 1 Balance 565 lo 0 

»» 10 1 G. Wood & 
Co. 1 75 0 0 

»» 18 2 W. Moris & if 
i 

Sons 300 0 0 Met by 
— —1 our ban¬ 

Total . 940 10 0 kers on 
22nd in¬ 

Less bills j stant. 
met • 300 0 0 

Balance 640 10 0 

SOLD LEDGER. 

T. Wills. 

1926 £ s. d. 1926 £ (8. d. 

Mar. 1 To Balance 1 72 10 6 Mar. 4 By Cash . 1 20 0 0 

3 ,, Goods 45 5 0 M Discount . 0 10 6 

ii •» Bill Receiv¬ 
! able . . 40 0 0 

„ 30 ,, Balance c/d 57 6 0 

£ 117 16 6 £ 117 15 6 

To Balance b/d. 57| 1 5 0 

Joseph Brothers. 

1926 £ 8. jd. 1926 £ s. 
Mar. 1 To Balance • 1 59 2 6 By Balance c/d. 69 2 

8 „ Goods • EE 0 m 
— — — — 

1 69 2 6 £ 69 2 

« 30 To Balance a1 1 1 69| 2l 6j ; i n 

O
*
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Jones Jfc Co. 

£ s. d. £ s. d. 
1026 1926 

Mar. 1 To Balance . 1 142 7 C Mar. 11 By Cash • 1 71 3 6 
M Bad debts . 71 3 6 

£ 142 7 E £ 142 7 i 
Brown Brothers. 

1926 
i 

£ s. d. 1926 | £ 8 d. 

Mar. 1 To Balance «j > 73 5 0 Mar. 30 By Balance c/d. 109 0 0 

.. 12 ,, Goods .1 
- i 

35 15 0 

i £ 109 0 0 £ 109 i o 0 

April 1 

. 

i 
To Balance b/d 109 

l l ° 0 

r 

Johnson & Co. 
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V. Bell. 

1926 

Mar* 24 To Goods 1 

£ 

65 E 
d. 

0 

1926 

Mar* 80 By Balance c/d. 1 

£ 

65 

s, 

0 

d. 

0 

£ 65 | E £ 65 0 E 
April 1 To Balance b/d. 65 o1 N ! 

King & Go. 

1926 

Mar. 27 
E ! i By Balance c/o. 1 

£ 

26 

8a 

0 

a. 

0 

£ 26 0 £ 26 ! 0 r° 
April 1 To Balance 26 lo 1 r i 

General Ledger Adjustment Account. 

£ 8. d. £ 8. d. 

To Cash • 0 • 91 3 6 By Balance • # 347 5 
, 

0 

„ Discount • • 0 10 6 99 Goods • • • 297 0 0 

f9 BUI Receivable . 100 E 0 

99 Bad Debts • . 71 3 6 

99 Balance c/d* • • 381 7 6 

£ 644 5 0 644 5 0 

By Balance b/d. 1 381 ! 7 r. 
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BOUGHT LEDGER. 

O. Lion & Sons, 
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O. Heat. 

1926 £ s. J. 1926 £ 8. d. 

Mar. 30 To Balance c/d. 150 0 0 Mar. 26 By Goods. 1 150 0 0 
£ 15C C c £ 150 0 0 

April 1 By balance b/d. 150 0 r° 
General Ledger Adjustment Aeoount. 

£ s. d. 
1 £ 

S. d. 

To Balance . 940 
1 

7 6 By CaBh . 50 0 0 
», Bill Payable ! 375 o 0 

tt Goods • • 675 10 0 11 Balance c/d. 1190 17 6 

£ 1615 17 
| 

6 £ 1615 
i 

6 

To balance b/d. 1190 17 8 

GENERAL LEDGER; 

Bills Receivable Aeoount. 

1*6 £ 8. d. 1926 £ 8. d. 

Mar. 30 To Sundries 1 245 12 6 Mar. 30 By Balance c/d. 245 12 6 

£ 2451 12 6 £ 245 12 6 

April 1 To Balance b/d. 245 12 

Bills Payable Account. 

1926 £ B. d. 1926 £ a. d. 

Mar. 30 To Balance c/d 640 10' 0 By Sundries • 1 640 1 0 

£ 640 1 1 
i 

£ 1 0 

1 11 April 1 By Balance e/d 0 
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Goods Acoount. 

1926 £ s. d. 1926 £ b. d. 
Mar* 1 To Balance 1 IS20 10 0 Mar. 30 ByCreditSales 1 297 0 0 

„ 30 ff Credit Pur- »» i> u Cash do* 100 0 0 
chases t t 675 10 c *» oBalance c/d. 1749 0 0 

.. so „ Cash „ 9 » 150 0 0 

£ 2l4fi 0 1) £ 2i4b 1 Ofo 

April 1 ,, Balance b/d I749i ol 0 
. 

i 1 

Furniture and Fixture Account. 

Wages Acoount. 

1926 £' s. 
i 

d. 1926 £'s. d. 

Mar, 6 ToCash • • 1 15 1 I Mar. 30 
1 

By Profit and 

; Loss A/c, 15 0 0 

£ 15^ 
.. . 1 

0 
1 J 

1 0 £ Jsj °i 0 
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Salary Account. 

Travelling Expenses Account. 
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Bought Ledger Adjustment Account. 

£ 8. d. 
To Cash . 50 0 0 

,t Bills Pay¬ 
able A/c 375 0 0 

,, Balance 1190 17 b 

£ 1615 17 b 

By Balance • 

; 
£ 

940 
S. 

7 
d. 

6 

,, Goods A/c . 675 10 0 

£ 1615 17 6 

By Balance 1190 u U 
Sold Ledger Adjustment Account. 

To Balance 
£ 

347 
s. 
5 

d. 
0 ny Cash • 

£ 
91 

»•;«*. 
3 ] 6 

„ Goods A/c . 297 0 0 ,, Discount A/c. 0 loj 6 

tl Bills Receiv¬ 
able A/c. 100 

i 

oj 0 

„ Bad debts . 71 3,6 

M Balance 381 7 6 

£ 044 5 0 £ 344 Sj 0 

To Balance 381 7! 6 "i 
" |"3 

Sold Ledger Trial Balance. 

£ s. d. £ 

T. Will*. 57 5 0 

Joseph Brothers .«,•••• 69 2 6 

Brown .. 109 0 C 

Johnson •••••••• 40 0 0 

J. Child . . . . 15 0 0 

W. Bell. 65 
1 

0 0 

King & Co. ••••#••• 26 0 1 e 
General Ledger Adjustment Account * • 381 

£ 381 7 A 381 
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Bought Ledger Trial Balance. 

£ 8. d. £. s. d. 

C. Lion & Sods • • • • • • • 401 2 6 

G. Rood & Co. • • • • 179 10 0 

W. Moris • • • • a • • • 460 5 0 

G. Heart • m » • • 150 0 0 

General Ledger Adjustment Account • • 1,100 17 6 

£ 1,190'17 6 1,190 17 6 

General Ledger Trial Balance. 

£ . d. £ s. d* 

Bills Receivable • • • 245 12 6 

Goods . . • • 1,749 0 0 

Furniture and Fixtures • 216 °l 
0 

Bills Payable • 1 

Capital Account . • 1,162 8 

Wages . « • 15 0 0 

Salary • • • • 20 l 0 

Stationery . • 25 0 0 

Travelling Expenses • • 20 0 ( 

General Expenses * 10 0 0 

Oi8COUnt • e e • 0 1(1 
( 

Bad debts • . . 71 3 e 

Cash ... • 279 14 ( 

Bank • • • • 38 12 6 

Bought Ledger Adjustment Account . 17 6 

Sold >» n • m • 381 7 f 

£ 8 ( 8 i 
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Illustration No, 3. 

A large Concern employs the following ledgers viz:— 

Town and Country Bought Ledgers, Colonial and Conti¬ 

nental Sold Ledgers and a General Ledger. Assuming 

that the Ledgers are kept on a Self-Balancing System 

what are the accounts that will have to be opened especi¬ 

ally for the purpose in the General Ledger ? Prepare an 

imaginary Trial Balance of the General Ledger. 

The following Accounts would have to be opened in 

the General Ledger:— 

1. Country Bought Ledger Adjustment Account. 

2. Town Bought Ledger Adjustment Account. 

3. Colonial Sold Ledger Adjustment Account. 

4. Continental Sold Ledger Adjustment Account. 

Rs. a. p- Rs. a. p* 
Plant and Machinery 2,500 0 0 
Free-hoid Premises . 1,000 0 0 
Cash at Bank .... 1,500 0 0 
Wages. 1,000 0 0 
Salary. 250 0 0 
Factory Rent .... 50 0 0 
Rates, Insurance and Taxes . 20 0 0 
Coal and Gas .... 50 0 0 
General Trade Expenses . 300 0 0 
Freight. 30 0 0 
Carriage ..... 100 0 . 0 
Fuel. 70 0 0 
Interest . • ! 40 0 0 
Purchases ..... 
Sales. 

.! 
i ! 5,460 0 0 

4,900 0 0 
Stock ..... 500 0 1 0 
Repairs. 50 0 0 
Discount. 40 0 0 
Advertisements 
Bought Led. Adj. Account Town 

• . 10 0 
! 0 
1 j 610 O ' 0 

it ,i „ Country 
Sold Led. Adj. Account Colonial. 

I 
I 3,300 0 ! 0 

1,550 0 i 0 
t» ,, Continental 350 0 0 

Capital Account . . . • 6,060 0 0 

Rs. 14,870 0 0 ! 14,870 0 0 

Illustration No- 4. 

Give rulings of the Day, Invoice and Cash Books suit¬ 

able to the purpose above-mentioned. 
38 
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INVOICE BOOK. 

Date* Particulars. L.F. Town. Country. Total. 

1 

* 

! 
i 

1 

! i 
i i 
! : 

! ; 
| | 
; | 

i '' 

; I 

i | 

i 1 

i 1 

i | 
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Date. 

DAY BOOK. 

Particulars L.F»| . Colonial. [Continental.I Total. 
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Total Accounts. 

We h ave thus seen the various adjustment accounts 

opened in the sectional ledgers concerned. We have, e.g.f 

‘Sundry Debtors’ and Sundry Creditors Ledger Adjust¬ 

ment Accounts in the general ledger. These two ac¬ 

counts represent practically speaking the totals < £ sundry 

debtors and creditors as per the Sales and Purchases 

ledgers. These are commonly known as total debtors’ 

account and total creditors’ account. 

Controlling Accounts : By means o£ these adjustment 

accounts or total accounts the Chief Accountant is able 

to control in total the details contained in the respective 

ledgers. When mainly used for this purpose, total 

accounts are termed controlling accounts. 

Agreement Account : Where though the ledgers are 

divided but are not maintained on the self-balancing prin¬ 

ciple in order to locate an error total accounts are raised 

at the balancing period in connection with each of these 

ledgers to see whetber they agree. The total accounts 

in such cases are called agreement accounts. 

In raising agreement accounts the following form is 

followed : 

Sold Ledger. 

In this case the debit side of the account will contain, 

(1) The opening balance, if any. 

(2) Transfers. 

(3) Sales. 

(4) Dishonoured bills and cheques, if any. 

(5) Discounts which might have been originally 

allowed and afterwards disallowed. 

(6) Refunds. 
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And the credit side 

(1) Opening credit balance, if any. 

(2) Cash received from the debtors. 

(3) Discounts allowed to them. 

(4) Bills received from them. 

(5) Transfers. 

(6) Amounts written off as bad debts. 

(7) Returns inwards. 

Unlike the others (adjustment, total or controlling 

accounts) the agreement account is only a memorandum 

statement and does not come within the system of Books 

maintained on the Doable Entry Principle. 

Exercises on Chapter VIII. 

I. From the particulars given below write up A. 

Hortnasji’s Sale Ledger for the month of January 1926. 

Make it self-balancing and verify the accuracy of your 

postings by drawing a Trial Balance as at the end of the 

month. 

Debtors’ Balances on 1st January 1926 were : 

Sita Ram, Rs. 500; Hari Ram, Rs. 350; Shankarlal, 

Rs. 750; Damodur Ram, Rs. 1,000 ; Cawasji, Rs. 250 ; 

Dinshaw, Rs. 400 ; Ali Akbar Khan, Rs. 1,300 ; A. Syed, 

Rs. 300. 

His transactions for the month were as follows: — 

Jau. 4 (Sold goods to Cawasji ... 

Rs. 

400 

„ 4 Received from Dinshaw (dis¬ 

count Rs. 15) 385 

„ 5 Sold goods to Hari Ram 700 

„ 7 Damodar returned goods 100 

9 Shankarlal accepted our draft ... 750 
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Rs. 

Jan. 10 Received cash from Hari Ram 

and allowed him discount 25 600 

,, 12 Sold goods to Sita Ram ... ... 450 

,, 13 Received cash from Sita Ram 

(discount Rs. 25). ... ... 475 

,, 14 Received cash from Cawasji ... 240 

,, 15 Allowed discount to Cawasji ... 10 

,, 17 Ali Akbar Khan paid in full 

settlement ... ... ... 1,250 

,, 19 Sold goods to Ali Akbar Khan ... 750 

,, 21 Sold goods to A. Syed ... ... 200 

,, 24 Received cost from A. Syed (dis¬ 

count Rs. 15). ... . . 285 

,, 26 Sold goods to Damodar Ram ... 150 

„ 28 „ Shankar Lai ... 300 

i. 30 ), Dinshaw ... ... 200 

II. A Trader keeps his Sales Ledger upon self¬ 

balancing principle. 

Prepare the necessary “ Adjustment Account '* from 

the undermentioned particulars: — 

Jan. 1 Total debtors debit balances at this 

date were ... ... ... ••• 65,785 

,, 31 Total sales as per Day Book ... 89,325 

,, ,, Total cash received from customers 75,000 

,, ,, Total acceptances received from 

customers ... ... ... ... 22,300 

,, ,, Goods returned by customers during 

the month ... ... ... ... 2,765 

,, ,, Total discount allowed to customers 5,750 

,, ,, Total acceptances dishonoured by 

customers during the month 3,000 
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III. You are required to prepare the relative “Sale 

Ledger” and General Ledger Adjustment Account on 

31st December from the following particulars extracted 

from the books of A. Kikabhoy who keeps only one Sales 

Ledger. 

Jan. 1 Debtors’ Balances ... ... 23,678 

Transactions during the year to date :— 

Total sales as per Day Book ... ... 66,735 

„ goods returned by customers ... 2,365 

„ cash received from customers ... 43,679 

„ acceptances received from cus¬ 

tomers ... ... ... 26,783 

„ disoount allowed to customers ... 3,679 

„ Bills dishonoured by customers ... 1,250 

,, sundry charges debited to debtors.. 85 

„ Bad debts written off ... ... 2,085 

IY. Pass the necessary journal entries for the follow¬ 

ing transactions to maintain the Ledger under self-balanc¬ 

ing prinoiple. 

(1) Transfer Rs. 250 from Customers’ Ledger into 

Creditors’ Ledger as per instructions received 

from A. Byramji. 

(2) Transfer Rs. 350 from Cawasji’s Account (in 

Creditors’ Ledger) to Dinshaw’s Account in 

Customers’ Ledger) as per instructions from 

Cawasji. 

(3) A debit balance of Rs. 500 is to be transferred 

from Patel Brothers’ Account (in Customers’ 

Ledger) to their account in Creditors’ Ledger 

who supplied goods last month. 

V. Pass the necessary journal entries to prepare 

adjustment aooounts in the books of Munoherjee and Sons 

39 
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who- maintain a Debtors’ Ledger, Creditors’ Ledger and a 
General Ledger. 

Jane 1 Opening balances as per Sales 
Ledger... ... ... ... 63,339 

Opening balances as per Purchase 
Ledger... ... ... ... 17,373 

December 31 Total sales as per Day book 99,379 

,, ,, Purchases as per In¬ 
voice book ... ... 37,857 

,, Cash received from cus¬ 
tomers ... ... ... 76,323 

,, Bills receivable from cus¬ 
tomers ... ... ... 36,371 

,, Cash paid to creditors ... 42,894 

,, Acceptances given to credi¬ 
tors ... ... ... 11,833 

,, Discount allowed to cus¬ 
tomers ... ... ... 6,235 

,, Bad debts written o£E • •• 3,785 

f, Sundry charges debited to 
customers • •• • •• 105 

,, Bills receivable dishonour- 
ed «t» ••• • • • • •• 3,800 

,, Discount from creditors • • • 2,050 

VI. On January 1, 1926, A, Hiralal found his state 

of affairs as follows :— 

Assets. Rs. 

Cash at Bank • • • • •• 12,500 

Petty cash in hand ••• • •• 60 

Due from Jamshedji • •• • • • 1,640 

Due from H. Narooji • •• • • • 500 

Bills Receivable... • • • • • • 4,000 

Stock ... ... ... • •• 24,000 

42,700 
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Liabilities Rg. 
Dae to Jivajee • •• • •• ••• • •• 4,500 

,, Cawasji ... ... ... ... 4,000 
Bills Payable • •• ••• ••• • 4,200 
Capital • •• • •• ••• • •• ••• 30,000 

42,700 

Transactions Rs. 
2 Sold goods to Hormasji ... ... 5,500 
3 Bought goods of Chaturbhooj ... 8,000 
4 Discounted the bill of Rs. 4,000 

with the Bank of India, received 

cash ... ... ... ... 3,970 
,, Discount charged by bankers ... 30 
6 Cash paid to Chatnrbhooj ... ... 7,800 
„ Discount allowed to Chaturbhooj ... 200 
8 Received cash from Jamshedji on 

account ... ... ... ... 1,000 

9 Sold goods to Jamshedji ... ... 1,400 

11 Received acceptance of Hormasji at 

two months for ... ... ... 5,500 

11 Accepted Jeejeebhoy’s draft at 4 

months ... ... ... ... 4,500 

12 Cash paid, our acceptance, due to-day 4,200 

„ „ „ to Cawasji on account ... 3,000 

15 Paid wages ... ... ... ... 200 

„ ,, out of Petty cash sundry Ezps. 15 

„ „ „ „ for private Ezps. 30 

17 ,, Advanced to Petty oash ... 200 

18 „ Drew for personal ezpenses ... 500 

19 Sold to Ramohandra goods worth ... 7,500 

20 Bills receivable due this day, return¬ 
ed dishonoured by Sarabhai ... 4,000 

21 Noting Ezpenses thereon ••• • •• 10 
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Rs. 
22 Received cash from Sarabhai on ao- 

oonnt of his dishonoured bill with 

noting charges ... 2,510 

25 Parohased of Haridas & Go. ... 7,000 

27 Sold to Kikabhoy MS 4,500 

29 Cash received of Kikabhoy ... ... 3,000 
31 Paid to Lalji Narayanji as rent for 

the month ... ... ... ... 450 

n Paid Salaries... ... ... 1,500 
,, ,, for Stationery ... ... 150 

,, Ready oash sales for the month ... 3,500 

,, Cash purchases ... 750 

VI. Yon are required to record the above transac* 

tions in the proper subsidiary books, post to separate 

Ledgers and make them self-balancing, and to verify the 

acouracy of your postings by preparing Trial Balances as 
at the end of the month. 

VII. Raise a Total Debtors’ Account from the fol- 

lowing particulars obtained from the books of F. Kabraji 
on 31st December :— 

Opening Balances as per Customers’ 
Ledger ... ... ... 29,895 

Total sales as per Day book 69,879 
Cash received from debtors 43,874 
Bills receivable from debtors ... 22,675 

Allowances made to customers... 1,561 
Bad debts written off ... 1,784 
Bills dishonoured 1,890 
Sundry charges debited... ... 275 
Transfers from Parchase Ledger 2,392 

»* »* it 1,876 
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CHAPTER IX. 

Departmental Accounts and Branch Accounts. 

For the purposes of the organization a business, a 

large firm divides itself into separate departments mak¬ 

ing, to a certain extent, each department display sepa¬ 

rately its result as to stock, purchases, sales and gross 

profits. The Branch Accounts are, more or less, based 

on a similar principle. The branches of a large business 

are like so many departments carrying on business on 

behalf of the head office. This idea ig easy for a student 

to follow, if he brings to his imagination a large business 

house with its Head Office in Fort and branches in Kal- 

badevi, Parel and Bandra. If the branches instead of 

being situated in Bombay are working outside the City at 

places like Karaohi, Calcutta and Madras, they are none 

the less to be treated, for the purposes of aooount keeping, 

as so many departments. We have also seen that under 

the system of self-balancing ledgers, the Sold Ledger, the 

Bought Ledger and the General Ledger are the subdivi¬ 

sions of one Ledger, each of which is made self-balanoing 

by opening adjustment accounts. The same prinoiple may 

be employed in oase where the business is divided into 

departments, by sub-dividing the Ledger on the self¬ 

balancing principle into Head Office Ledger, Department 

A Ledger, Department B Ledger, Branoh Office Ledger, 

eto., and making each of these Ledgers self-balanoing by 

means of adjustment accounts. 

With regard to a business divided into departments, 

the most convenient method of work is to keep the Sales 

Journal and the Purchase Journal on the columnar prin¬ 

oiple, keeping separate oolumns for each of the Depart¬ 

ments, such as, Crockery Department, Cutlery Depart- 
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ment, Fanoies Department, Boots Department, and so on. 

The statement of Profit and Loss aooonnts of this type of 

business may be prepared so as to show the gross profits 

made on each of the Departments separately, in separate 

columns kept for each of the Departments concerned, on 

the debit and credit sides respectively, besides the total 

oolnmns which would show the total trading results. 

Allocation of expenses for the purpose of preparing 

Departmental Trading and Profit and Loss Account• 

For the purpose of proper working of Departmental 

Aocounts to ascertain the gross and net profits respective* 

ly made by each department separately, the expenditure 

has to be properly divided and allocated to eaoh depart¬ 

ment. This is done in various ways. It may be by (I) 

what is called 'direct analysis,’ (2) on the footing of floor 

space ocoupied by each department, (3) on that of turn¬ 

over of each department, or (4) on the basis of actnal 

number of artioles sold. Whatever method is followed 

the allocation would be mostly an approximation as it is 

impossible in oases like this to come to an accurate divi* 

sion of Rupees, annas and pies. 

Rents, Rates and Taxes may be apportioned on the 

footing of floor space, whereas salaries, wages, postage, 

repairs, office expenses, etc., can be apportioned on an 

analysis being made of their application to eaoh depart¬ 

ment. Discounts including reserve for such discounts are 

to be apportioned on the footing of total departmental 

sales of each department. The same rule may be followed 

in oase of depreciation ; an analysis may also be made 

and a proportion applicable to the department concerned 

may be directly charged. The other items such as interest 

on capital, etc., which cannot be separately apportioned, 
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the same may be taken to the departmental profit and loss 

account. Where it is possible to approximately state 

what proportion of capital is employed in each depart* 

ment an appropriate division of interest on capital may 

be safely made and debited to the departmental account 

concerned* 

Illustration. 

The following is the Trial Balance of Messrs. Swami 

Madhav & Co., on 31st December li)26. 

The business is divided into three Departments :— 

viz., Department A, Department B, Department C, and 

you are requested to prepare a Trading and Profit and 

Loss Account on departmental basis, and also to show the 
Balance Sheet of the firm on that date. 

Capital •.• ... ... 
Rs. Rs. 

76,500 

Stock at commencement— 

Dept. A 6,000 

„ B ... ... ... ••• 5,000 

„ C ... ••• ... ... .... • • • 3,000 

Purchases— 

Dept. A ... ... ... ... 20.000 

B .... ... ... ... 30,000 

** c ... ... ... ... ... 25,000 

Sales— 

Dept. A • < * ••• ... ... • •• 40,000 

„ B ••• ... — 35,000 

» c *•« ... ... ... 25,000 
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Carriage and Freight— 
Rs, Rs. 

Dept. A ... ... 500 

„ B ... ... — ... 800 

„ o ... ... ... ... 700 
2,000 

General Expenses— 

Dept. A 

M B 
if c ... 

• • • Ml 

•it ••• 

... 
3,500 

900 
600 

5,000 
Salaries— 

Dept. A 
,i B 
„ C ••• 

— 

... 

... 
7,000 
2,000 
1,000 

10,000 

1,000 
Wages— 

Dept. A ... ... ... .... ... 

.. B ... Ml ... ... ... 500 

,1 c ... ... its ... ... 800 

Insurance— 
Dept. A 

B 
»» C 

... Ml Mi ... 100 
60 

1 i 

... l*l 

Ml 

••• ... 40 
200 

Sundry Debtors • •• •ft ... .... 8,000 

Bills Receivable • •• •a .... 4,000 

Bills Payable ... ... ... ... ... • St 2,000 

Business Premises • ti • Si • ii 50,000 

Balance at Bank ... ... ... ... ... • •• 10,000 

„ in Office ... • •• ... ... • •• ... 1,000 

Sundry Creditors m • •• ... • • • .... 4,000 

1,81,500 1,81,500 

Stock on hand— 
Dept. A 

ii B ... 
»» c ••• 

• •• 
in 

in 

mi 
• •• 

• it 

• •• tit 

• •• 

2,000 
4,000 
1,500 

Provide (or Bad Debts Rs. 800 against A Department. 
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Inter-Departmental Transactions 

Frequently one department has to transfer some part 

of its goods to another department. In other words one 

department is buying from the other. In such a case, the 

question arises as to how these inter-departmental trans¬ 

fers are to be dealt with in accounts. The answer is that 

in case these transfers are done at cost price they are to 

be treated not as sales or purchases but a separate account 

has to be opened called “ goods transferred to other de¬ 

partments a/o” and the department issuing it is to be 

credited whereas the department receiving it has to be 

debited. Where however a fixed percentage of profit is add¬ 

ed to the cost so as to enable the departmental manager to 

get his commission on the sale that may have been arrang¬ 

ed to be paid to him, the transaction has to be treated 

on the footing of purchase and sale as far as the depart¬ 

ments are concerned but at the time of stock taking great 

care has to be taken to see whether these goods purchased 

by the department has been sold out to outsiders. If the 

whole or part of them remain unsold care has to be taken 

to see at the time of preparing final accounts that the stock 

on hand is reduced to its original cost and that item of 

departmental profit so far as the unsold goods are con¬ 

cerned are eliminated or reserved for. 

Branch Accounts. 

With regard to branches the system of account 

keeping varies according to the circumstances of each 

case. In some cases business is carried on both by the 

Head Office as well as by the branch, on the wholesale 

basis. Whereas there are other instances where though 

the Head Office deals on wholesale lines, the branches 

are particularly opened with a view to sell retail* In 



DEPARTMENTAL ACCOUNTS AND BRANCH ACCOUNTS. 317 

each of these eases the aceonnt keeping would naturally 

differ. We shall now proceed to deal with each 

separately. 

Wholesale Branches. 

Where the branches are selling whole-sale, the most 

convenient arrangement is to keep all books and records 

at the Head Office. What the Branches do is to sell whole* 

sale and the customers are instructed to pay money 

directly to the Head Office. The Branch Office manager 

prepares the invoices in triplicate, one of which is handed 

to the purchaser or customer, the second is sent to the 

Head Office and the third is kept at the Branch Office for 

reference. For the expenses of the Branch Office the 

Head Office allows an imprest amount to the manager and 

at the end of every month or week, as the case may be, 

the Branch Manager concerned prepares his expenses 

schedule and sends same with supporting vouchers to the 

head office for reimbursement for which he ispaid a cheque 

from the head office. 

Sometimes, where owing to the distance at which 

the branches are situated from the Head Office it is not 

possible to keep the books at the Head Office, it then 

makes it necessary for the branches to maintain all books 

at their own offices. In this case the branches keep their 

own ledgers, oollect money on sales and remit them to the 

Head Office weekly. They render monthly accounts of 

their deals and show expenses and sales at the Branches. 

The Head Office sends them a cheque on account of the 

expenditure incurred at the Branch for which the 

Branches account periodically. All goods are sold to the 

Branches from the Head Office and are charged for in the 

Head Office Ledger at cost. 
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The Head Office opens separate accounts in the Head 

Office Ledger for each of the branches viz.. A, B and C. 

The A, B and C Branch accounts are debited for all goods 

supplied to them by the Head Office and an account called 

“Goods sent out to Branches ” is opened and credited 

either at cost or at an addition of a fixed percentage on 

cost or at selling price according to the system followed. 

All expenses paid by the Head office, or remittances to 

the branches for these expenses are also debited. For 

all the remittances received the A, B and C Branch 

accounts are credited. At the closing time the Branch 

Office sends a statement of its assets and liabilities. 

The assets, less liablities, are placed on the credit side 

of these Branch Office accounts concerned, as goods 

on hand are in case of goods accounts, and the difference 

shows the profits made at each of the branches to be 

checked with the Branch account as per the respective 

Ledgers of the Branches. 

Illustration. 

Messrs. Merchant * and Company of London have 

three branches one each in Manchester, Liverpool and 

Glasgow. They purchase goods on their own account 

as well as are supplied with them from the Head Office, 

They pay their creditors from the receipts and remit the 

balance of cash weekly to London. Prepare the Branch 

accounts as they would appear in the London Office 

Ledger as well as the combined Trading and Profit and 

Loss account of the three Branches. 
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— Man¬ 
chester. 

Liver¬ 
pool. Glasgow. 

£ £ £ 

Stock at Commencement . 1,000 2,000 500 

Goods 9ent from the Head Office 5,000 4,000 2,000 

Goods returned to Head Office 20 ... 5 

Sundry Debtors at the Branches ... ... j 500 400 200 

Sales during the year ... ... . 9,000 8,000 4,000 

Ready Money Sales less paid to Crs. ... j 2,700 1,400 600 

Cash received from Sundry Drs. 4,000 5,400 2,200 

Sundry Drs. at the end... ... .... .... j 

j 
2,430 985 930 

Stock at th? ‘ r.d ... 500 | 400 600 

Bad Debts 50 
1 

60 

Rent, Taxes and Expenses 100 90 80 

Discount to Debtors 20 15 10 

Creditor at the Commencement 200 ICO 250 

Purchase?.., 500 700 450 

Creditors at the end 400 200 300 

Head Office Ledger. 

Manchester Branch Account, 

£ j 
To Stock at Com. ... J,0J0 

,, Sundry Drs. ... 500 j 

1,500! 
Less Creditors ... 200 

£ £ £ 
By Cash on Led. 

Accounts ... 4,000 
,, Ca^h Sales ... 2,700 

,, Returns ... 
6,700 

20 
! 1,300 ,, Stock c/d. 

Goods from H. O. 5,0 JO Goods ... 500 
*, Rents, Taxes, Exp. etc. i 100 Drs. ... 2,430 
>, Profit .i 2,850 - 2,930 

1 Less Crs. ... 400 2,530 

Total ... i 
1= 

9,250 Total ... 9,250 
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To Stock b/d— 

Goods . 400 

Drs. ... ... 915 

1,385 

200 Less Crs, 
1,185 
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Glasgow Branch Account. 

£ 

To Stock at Com. ... 500 

M Sundry Drs. ... 200 

700 

» Less Crs. 250 

450 

£ 

By Cash on Led. a/cs. 2*200 

„ „ Sales ••• 600 

,, Returns .. •*. 

t* Stock c/d.— 

2,800 

5 

„ Goods from H. O. 2,000 Goods ... 600 ! 

„ Rents, Taxes and Exp. . 

Profit ••• ... ••• 

80 

1*505 

Sundry Drs. 930 
lt530 

Less Crs. 300 
1*280 

£ 4,035 £ 4,035 

To Stock b/d.— 
£ 

Goods ... ~ 600 

Drs. 930 

1,530 

Less Crs. 300 

41 
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In some oases another method is followed by whioh 

the Head Offioe opens a separate account for sundry 

debtors and stock of eaoh branob separately. Here when 

the Head Offioe sends goods to the branohes, it debits 

the Branoh Office stock account concerned and oredits 

“ goods sent oat to branohes aooount,” in its own ledger. 

When the branoh sells on credit and periodically sap* 

plies the list of sandry oredit sales daring the period, 

the Head Office debits the branoh sandry debtors’ 

acooant and oredits branob stock aoooant. When the 

branoh remits money which they have collected from 

these debtors the Head Offioe debits its own oash and 

credits the branoh debtors’ acooant. When the branches 

report periodically total sales to the Head Offioe, the 

Head Office debits “the goods sent oat to branches 

acooant” and credits its own Parohases or Stock 

acooant. At the balancing period the Branch Offioe 

sends to the Head Offioe the stock list at the rate at 

whioh the goods were sent oat by the Head Offioe to it. 

This stock on hand should be placed on the oredit side of 

the branch stook acooant oonoerned and the balanoe struck 

which balauoe will show the gross profit or loss made at 

the particular branch. 

The following illustration will explain these points. 

Illustration. 
A firm of motor dealers in Bombay has got a branoh 

in Ahmedabad. From the following particulars prepare 

branoh aooonnts as they would appear in Heed Qffioo 

^99^. 
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Good* reoeived from Head Office. 

Rs. 

25,000 

a. 

0 
p- 
0 

Cash Sales ... • • • 16,000 0 0 
Credit Sales • •• 29,000 0 0 
Stook in the beginning • •• 75,00 0 0 
Returns to Head Office • •• 400 0 0 
Allowances to Customers • a* 800 0 0 
Discount • • • 600 0 0 
Bad debts ... • • • 200 0 0 
Returns from Customers • M 250 0 0 
Salaries and Wages • •• 5,000 0 0 
Rent, Rates and Taxes • • • 1,750 0 0 
Debtors in the beginning • • • 13,000 0 0 
Stock at end ft* 5,000 0 0 
Cash Received from Debtors 20,500 0 0 
Acceptances from Customers • • • 5,000 0 0 
Sundry Expenses • a* 1,000 0 0 
Debtors at the Close • • a 14,650 0 0 

In Head Offlee Book. 

Branch Debtors' Account. 

Rs. Rs. 

To Balance .. 13.000 By Cash ... — ... 20,500 

fa Sales ••• •a' ••• 2$*©0 si ByR ,,, ... ... 5,000 

„ Returns 250 

9, Allowances .... 800 

•t Discounts ... 600 

,, Bad debts _ 200 

tf Balance c/d . 14,650 

Total ... 42,000 Total ... 43,000 

To Balance bfd ,N 14,650 
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Branch Goods Account. 

Rs. R» 

To Balance . 7,500 By Credit sales ... 29,000 

„ Goods from Head 
Office . 25,000 ,, Cash Sales . 16,000 

ff Returns from custo¬ 
mers . 250 

,, Returns to Head 
Office.•• ... Ml 400 

„ Allowances . 800 ,, Stock _ . 5,000 

„ Balance being Gross 
Profit . 16,850 

Total ... 50,400 Total ... 50.4Q0 

To Balance b/d. 5,000 

Goods sent to Branch Accounts. 

Rs. Rs. 

To Purchases (transfer) ... 

„ Balance b/d . 

20,000 

5,000 
i 

By Goods sent 
Account ... 

to Branch 
• •• »••• 25,000 

Total ... 25,000 Total ... 25^000 

By Balance ... ... ••• 5,000 

Branch Profit and Loss Account. 

R8. Rs. 

To Salaries and Wages ... 6,000 By Gross Profit . 16,850 

,, Rent, Rates and Taxes . 1,750 

,, Sundry Expenses 1,000 

l9 Discounts 600 

«f Bad debta . 200 

„ Balance (net profit) _ 

Transferred to Head Office. 8,300 

Total ... 16,850 Total ... 16*850 
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Retail Branches. 

In case of retail branches, where goods are supplied 

by the Head Office, the system followed in many oases is 

either (1) to oharge the branches for these goods at selling 

prioe ; (this is generally done with a view to keep an effi* 

oient oheok on the stook), or (2) to supply the goods 

to the branches at oost price or (3) to supply goods at cost 

pins a fixed percentage of profit. We shall deal with 

each of these cases separately. 

(1) Goods at Selling Price. 

In oase of retail branohes which are supplied with 

all goods from the Head Office, the branch is in faot 

nothing more than one of the sales departments of the 

head offioe. The principle business of such a Branoh is to 

sell goods that the Head Office supplies it with and there* 

fore separate profit or loss accounts of branches under 

these oiroumstances are not of greater importance than a 

proper and efficient check on the stock and cash. They 

therefore oharge the branch office, for all goods supplied, 

at selling price. Separate accounts are opened at the 

Head Offioe in the Branch ledger for stock, expenses and 

branoh debtors. The branch stock account is debited at 

sellingprice for all goods supplied to that particular branoh 

ahd shows all the sales, either cash or credit, on the oredit 

side. Thns the balanoe of the stock aooount at any period 

would show the value of the stook on hand at that partiou-; 

lar branch at selling price. The stook balance, shown 

by the* stook aooount, is at the dosing period oheoked 

with the actual stock with the branoh as per the inventory 

taken out by the manager, or other responsible offioer, 

audit there is any difference, that indicates wastage by 

way o£ thefts, etc. The balanoe of the stook aooount would 
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be carried over to the next period in the usual manner 

after reduoing it to cost from Selling Prioes or after 

making proper adjustments. 

These branches generally remit to the H. 0. all cash 

received by them, or pay same in the H. 0. Bank aocount 

as per instructions of the Head Office. For expenses the 

Branoh Manager is allowed a certain amount, for which 

he accounts 'periodically, taking a fresh cheque for the 

aotual amount expended. 

The credit sales in case of retail branches do not 

generally amount to large figures. The branoh would 

send periodical statements showing the oredit sales effect* 

ed and the actual cash received on aocount of same. The 

Head Office would, from these statements, write up the 

branoh debtors’ account. The statements would also show 

bad debts incurred, if any, which would also be dealt with 

in the branoh ledger. The cash received by Head Office 

on account of these credit sales would also be credited 

to the Debtors’ accounts in the Branoh Ledger. At the 

closing time, while ascertaining the Profit and Loss made 

by each of these branches, the stock on hand would have 

to be taken at cost. 

Illustration. 

The following are the transaction, of Byoulla Branch 

for the six months ending 31st December 1926. Show 

how the accounts should appear in the Head Office Books. 

The Goods are invoiced out to the branch at Selling 

Prioes. 
Rs. a. p. 

Goods sent from Head Office ... 10,000 0 0 
Gash Sales ... • •• ... 6,000 0 0 
Oredit Sales ... ... ... 2,000 0 0 
Gash reoeived from Debtors ... 1,500 0 0 
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Goods sent to Branch Account. 

To Trad log account 
Rs. 

8,000 By Byculla Branch 
Ra. 

10,000 
„ Balance o/d . 2,000 

Total ... 10,000 Total ... io»ooo 

By Balance b/d at S, P. 2,000 

Byculla Branch Stock Account. 

To Goods Sent toBranch ... 
Rs. 

10,000 By Sales Cash •« 
Ra. 

6,000 

,, Credit ... 2,000 

,, Balance . 2,000 

Total ... 10,coo Total ... 10,000 

To Balance at S. P. 8,000 

Byculla Branch Debtors’ Account. 

Rs. Ra. 

To Sundries. 2,000 By Cash . 1,500 

,, Balance,. 500 

Total ... 2,000^ Total ... 2,000 

To Balance.- 500 

Note.—The Balance of Siook ai S. P. Rs. 2,000 should 

be rednoed to cost or Market Price whichever is the lower 

after the list is received from the Branch and should be 

ineluded in the Trading Account at this lower valuation* 

(2) Goods at Cost Price. 

Where goods sent to the branohes are oharged at the 

cost price, the Head Offioe may keep in the Branch Ledger, 
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a Branch Goods account, and work same on the usual basis 

by debiting the Branch Goods account with the stock on 

hand at commencement as well as the goods supplied from 

time to time. The Goods account would then be credited 

for all sales, credit and cash, as per the Branch returns 

and on ascertaining the stock on hand at the Branch at 

cost and placing same on the credit side, the goods account 

would show the gross profit ready to be transferred to the 

Trading account of the Head Office. 

Illustration. 

Parel Branch is supplied with goods at Cost Price. 

The following particulars appear on the summary sent in 

by the Branch Manager; from these construct the usual ac¬ 

counts to be found at the Head Office. 

Rg. a. p- 

Opening stock Ml ... 5,000 0 0 

Goods from Head Office ... 15,000 0 0 

Cash Sales ... 9,000 0 0 

Credit Sales ... ... 5,000 0 0 

Ending Stock ... . •• ... 8,000 0 0 

Goods sent to Branch Account. 

Ha. 
! 

Rs. 

To Trading account cash ... 9000 By Balance . 5,000 

t» ,» »* Credit ... 5000 I, Parel Branch . 15,000 

•» Balance. 8,000 „ Trading a/c . 2.000 

Total ! 22,000 . Total ... 22,000 

L. | f By Balance.* 4a,°o° 

42 
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Parel Branch Stock. 

Ra. Rs. 

To Balance. 5,000 By Sales Caab . 0.000 

,, Goods sent to branch . 15,000 Credit .. 5,000 

,, Gross Profit . 2,000 By Stock . 8,000 

Total .. 22,000 Total ... 22,000 

3 Goods at cost plus a percentage. 

In this case, generally speaking, the fixed percentage 

added to the cost represents the selling price at which 

the branch itself is expected to sell. The resnlt is that 

the branch stock account or branch goods account is 

worked in the Head Office ledger by taking into it all sales 

for cash and credit as per the method described above in 

No. 1 and placing the stock on hand on the credit side 

will show neither profit nor loss bat adjust itself. If it 

does not so adjust it means that there is some mistake or 

leakage somewhere either in connection with stock or the 

prioe at which they have been sold which must be 

immediately investigated. The only point to be noted 

is that when Branch Office returns the stook the Head 

Office should deduct from this figure the percentage added 

in order to reduce it to cost prioe before treating it in 

the profit and loss adjustment in connection with the 

Head Office accounts. 

Branch Office trading in the name of the 

Head Offioe. 

There ore cases where the Branch Offioe trades more 
or less independently of the Head Office and for that 
pnrppbe is supplied with a capital. This capital is 
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utilised by the Branch Manager (or the purpose of working 

the branch business and the Branch Office also receives a 

supply of goods from the Head Office. In such cases the 

Branoh Offioe would keep two distinot departments 

for the purpose of differentiating goods received from 

Head Offioe and the goods purchased by Branoh Offioe 

itself. The Invoice Book or the Parchase Journal, 

in suoh a case, is divided in two separate columns, 

one for the Head Office goods and the other for the 

goods purchased on account of the branoh. In 

the Branoh Office books a Head Office account is 

opened whioh practioally stands on the footing of a capital 

account of the Branch itself. Periodically the Branoh 

would be remitting money to the Head Office which may 

be in excess of its requirements, which should be dealt with 

as the excess capital transferred from the Branch Office to 

the Head Office. On the other hand, the Head Office 

would supply cash to the Branch whenever the Branoh 

requires same and for which the Branch would credit the 

Head Office account in its books. The Branch makes 

out periodical accounts and closes them with its indepen* 

dent Trial Balance, Profit and Loss account and Balance 

Sheet, copies of whioh are forwarded to the Head Office 

to enable them to incorporate same in its own books. 

The balance of Profit or Loss made by the Branch Office 

is finally transferred to the Head Office account by the 

Branch in its Ledger. In the Head Office they would 

maintain separate accounts for each of the Branch Offices, 

whioh would be debited for all the goods and money sup¬ 

plied by the Head Office. A separate book would also be 

maintained by the Head Offioe, to record in separate 

columns the details as to the goods supplied to the various 
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branches* At fixed periods when the Head Office 

receives the trial balance, it would incorporate the 

various items and glances into the Head Office books. 

The Head Office would then make out the Trading and 

Profit and Loss account a9 per the illustration given on 

previous pages, with separate columns for each of its 

branches on debit and credit sides, together with a 

column for its own Profit and Loss, and Trading account 

items. In case where the arrangement with the Branch 

Office is that the accounts of fixed capital assets supplied 

by the Head Office are bought out of the capital of the 

Head Office and recorded in the Head Office accounts, 

the depreciation on such assets has to be calculated and 

adjustment entries made as follows:— 

In the Head Office books the asset account concerned 

will be credited and the particular branch account will 

be dehited. In the Branch Books Profit and Loss 

account will bo debited and the Head Office account will 

be credited. 

Inter Branch Transactions. 

Where it is desirable for branches not to maintain 

current accounts with other branches, all inter-branoh 

transactions have to be passed through the Head Ofiice 

account. Each Branch gives credit to Head Office for 

goods, etc., received from other branches and these 

branches in their turn debit the Head Office for goods, 

etc., supplied to other branches. 

The question of exchange fluctuation in oase 
of Foreign Branches. 

Where there are branches in the colonies, or in other 

parts of the countryf with the same currency in use as in 
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oase of Head Office, no difficulty as to fluctuation in 

exchange arises. When the branch accounts are kept in 

local ourrenoy, which is different from Head Office 

currency, it brings into account the fluctuations in the rate 

of exchange. The method of treatment in accounts in 

practice according to circumstances are (1) Fixed Exchange 

Rate Basis and (2) Fluctuating Exchange Rate Basis. We 

shall now proceed to deal with them in detail. 

(1) Fixed Exchange Rate Basis. 

If the branches are situated in a country whose 

currency does not fluctuate widely in exchange value, 

the books may be kept and the figures converted into 

the Head Office currency at a fixed ratio. The Branch 

office and the Head office books would maintain two 

separate columns, one each for the Head office and the 

Branch office currency. All the statements of accounts 

received from the Branch by the Head office would be 

incorporated in the Head office books at a fixed rate of 

exchange. Only in case of the actual remittance by 

the Branch to the Head Office would the difference 

of exohange between the fixed and the current rate be 

taken into account. This difference may be either a gain,or 

a loss, and would be accordingly debited or credited to a 

special acoount known as the exchange account, e.g., 

Exohange acoount credited for gain and debited for loss 

on Exchange. The corresponding entry being credit or 

debit to the branch acoount in the head office books. 

(2) Fluctuating Exohange Rate Basis. 

Where, however, the rate of exchange between the two 

countries is constantly fluctuating to a large degree, the 

above rule of working on the basis of a fixed rate of ex* 
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ohange oannot be followed. In that oase, while converting 

the items of the Branoh Trial Balance in the Head Office 

ourrenoy for incorporating same in the Head Offioe book, 

the following rnles should be observed. 

1. Fixed assets and liabilities should be converted 

at the rate in force on the day on which they were 

acquired or incurred. 

2. Floating assets and liabilities on the other band 

should be converted at the ruling rate of exchange on the 

date of the Balance Sheet. 

3. Revenue balances should be converted at an 

average rate of exchange taking the whole period of 

account in consideration. 

4. All remittances should be taken into aucount at 

the rate at which they were aotually sent. 

5. All additions to assets which are of a fixed character 

should be dealt with at the rate of exchange rniing on the 

date on whioh they were acquired and if remittance had 

to be sent from the Head Offioe to the Branch, the aotual 

rate at whioh the amount was so remitted should be taken 

into aocount. 

The Branch Office Trial Balance when converted into 

the Head Office currency should be composed of Eve 

columns, one indicating the rate of exchange at whioo the 

figures were converted, the next two indicating the debit 

and oredit balances in the Branch Office currenoy and the 

last two showing the conversion of these debit and oredit 

balances in Head Offioe currency. On conversion of the 

Branoh trial balance in the Head Offioe currency, the new 

trial balanoe in the converted ourrenoy would naturally 
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show a difference, which may be either a debit or a oredit 

balance and which is treated as a difference in exchange 

and plaoed on the proper side with a view to bring about 

the agreement of the Trial Balance. This difference in 

exchange would then be transferred to the Profit and Loss 

acoount. 

Illustration. 

The following Trial Balance in sterling of the London 

Branch office of Messrs. Cama & Co. was sent on to the 

head office in Bombay. Yon are required to convert this 

into the Indian currency. The fixed rate at par between 

the two countries is Is. 4d. a pound, whereas, the rate on 

the date of their Balance-Sheet was Is. 5d. a pound. 

Average rate for the period is Is. 4£d. 

Trial Balance 31st December 1915. 

Cash at Bank 

Cash at Office • •• 

Furniture ... ... 

Premises 

Goods on hand ... 

Debtors ... ... 

Remittances to Bombay... 

Creditors ••• • •• 

Profit & Loss Acoouat for 

profit ... 

Bombay H. 0. ••• ••• 

£ 

1,500 

50 

500 

2,000 

4,000 

5,000 

5,000 

£ 

8,000 

2,050 

8,000 

£ 18,050 £ 18,050 
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The aotual amount in the H. 0. books to the debit oE 
the Branch office a/c was Rs. 1,20,500, which amount 
should be taken in account while converting the H. O* 
balanoe in the Branch office Trial Balance, 

The actual amount of remittances while converted 
into rupees at the various rates of exchange existing on 
the date of remittances a3 per head office books amounts 
to rupees 75,200. 

— 

R
at

e 
of

 
E

x
ch

an
g

e.
 

Dr. Cr. Dr. Cr. 

£ £ Rs. a. P. Rs. a. P. 

Cash at Bank 1/5 1,500 21,176 7 6 

Cash at Office 1/5 50 705 14 1 

Furniture . 600 7,500 0 0 

Premises 114 2,600 37,500 0 0 

Goods on Hand ... 1/5 -1,500 56,470 9 5 

Debtors . 1/5 5,000 1 70,588 3 9 

Remittances to Bom¬ 
bay . 5,000 75,' 00 0 0 

Creditors . 1/5; 8,000 1,12,941 2 10 

Profit and Loss Ac¬ ! 
count . 1/4* 2,050 29 818 2 11 

Bombay Head Office. | 8,000 
f 

1,20,500 0 0 

Difference in Ex¬ 
change 

... . 

5,881 13 0 

... ... Rs. 2,69,141 
1 

2 9 2,69,141 2 9 



DEPARTMENTAL ACCOUNTS AND BBANOH ACCOUNTS. 33? 

I. From the particulars given below, prepare depart¬ 

mental Trading and Profit and Loss acconnt of A. Cooper, 

whose business is divided into two departments, viz., “ A 

and B ”, for the year ending 30th June 1926. 

Undivided Expenses are to be apportioned on the 

basis of turnover of each department. 

Rs. 

Stock on 1st July 1925, A Dept. ... 17,800 

99 99 ^ )) ... 8,500 

Salaries to Staff ... 7,650 

Sales, A Dept. ... • 1 • ... 49,700 

99 D ,, ... ... • • • ... 37,000 

Returns outward, A Dept. • M ... 2,300 

99 99 D ,, • • • ... 1,800 

Purchases, A Dept. • • • ... 25,750 

,, B ,, ... • M ... 19,690 

Returns Inwards, A Deptf. • • • ... 1,500 

99 99 D ,, • •t ... 950 

Productive Wages, A Dept. tit ... 5,760 

9 9 9 9 B ,, • • • ... 4,875 

Rates, Taxes and Insurance Mt ... 3,700 

General Expenses • • » ... 2,360 

Discounts allowed, A Dept. • t • ... 900 

99 99 B ,, • • • ... 600 

Bad debts ... 3,800 

Printing and Stationery • • • ... 1,500 

Value of stock on hand as on 30th June 

1926, A Dept. ... 8,900 

99 99 99 2 99 ... 6,790 

II. From the following particulars prepare Trading 

and Profit and Loss Accounts for the year ending 31st March 

43 
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1926 showing the gross and net profits respectively made 

by the Plate and Ontlery departments of a business 

April 1st 1925, Stock Plate, Rs. 10,000; Cutlery, 

Bs. 17,000; Sales: Plate, Rs. 55,000; Cutlery, Rs. 62,000; 

Purchases: Plate, Rs. 35,000; Cutlery, Rs. 40,000; 

Returns Inwards: Plate, 5,000; Cutlery, 2,000 ; Stock 

31st March 1926, Plate, Rs. 11,000, Cutlery, Rs. 12,000, 

Salaries, Rs. 9,420; Rent, Rates and Taxes, Rs. 4,120 ; 

General Expenses, 1,480, Travellers' Commission and Ex¬ 

penses, Rs. 6,980. 

Expenses are divided between two departments in the 

ratio of net turnovers of each department. 

III. Rustomji and Bomanji start a weekly Paper called 

*' National News”, and publish various books. From the 

details given below prepare accounts of the publication of 

the National News and the Books departments for the year 

ending 30th September 1926, showing the net profit on 

each. Paper used s the National News, Re. 5,000, Books 

department, Rs. 1,500; Wages and Salaries: National 

News, Rs. 12,500 ; Books department, Rs. 7,590 ; Reoeipts 

from advertisers: National News, Rs. 28,500, Books de¬ 

partment 700 ; Sales : National News, Rs. 16,850, Books 

department, Rs. 20,976; Editorial Salaries: National 

News, Rs. 4,500; Payments to Authors, ^0k department, 

Bs, 4,800; Contributors’ fees, National^fews, Rs. 4,800; 

Office Printing and Stationery, Rs. 1,500; Rent, Rates 

and Taxes, Rs. 2,400; General Expenses, Rs. 1,950 ; 

Printing and Blocks: National News, 6,800, Books depart¬ 

ment, Rs. 3,965, cost of binding; Books department, 

Bs* 1,200; Value of stook of copies on hand, 30th Septem- 
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ber, National News, Bs. 1,150; Books department, Rs. 

2,500, Manager’s salary and commission, Bs. 3,000. 

Note,—Expenses of indireot nature are to be divided 

in the proportion of the totals of sales and 

advertisements received for each department. 

IV. From the following Trial Balance of Hari and 

Sham, prepare Departmental Trading Account, showing 

gross profit made by each department, and the percentage 

of gross profit on turnover, and also a profit and Loss Ac¬ 

count and Balance as at 30th September 1926:— 

Trial Balance, 30th September 1926. 

Dr. Cr. 

Rs. 

Capital Accounts— 

Ban ... ... 

Sham • •• M« 

Drawing Acconnte— 

Ban ... ... 

Sham ... «.c 

Stock October, 1— 

Department A ... 

M 

If 

B 

C 

Purchases— 

Department A 

If 

9» 

B' 

C 

Sales— 

Department A 

If 

>» 

B 

C 

6,000 

4.500 

12,000 

10,000 

9.500 

29.600 

25.600 

29,750 

a. p. 

0 0 

0 0 

0 0 
0 0 
0 0 

0 0 
0 0 
0 0 

Rs. a. p. 

25,000 0 0 
15,000 0 9 

75,000 0 0 

69,870 0 0 

57,750 0 Q 
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Transfer of stock, between departments—■ 

Dr. Or, 

Rs. a. ] ?• 

from B department... 

To A 1,200 0 0 

99 C 9, ••• 600 0 0 

Returns Inwards— 

Department A 3,970 0 0 

9» B ••• 3,850 0 0 

„ c 2,500 0 0 

W ages— 

Department A 9,500 0 0 

,9 B Ml 6,000 0 0 

,, G Ml 5,980 0 0 

Advertising Expenses ... 4,500 0 0 

Sundry debtors 8,760 0 0 

Printing and Stationery. 2,500 0 0 

Carriage 3,700 0 0 

Commission 5,700 0 0 

Interest 2,000 0 0 

Pogtage9 Telegrams 2,900 0 0 

Travellers1 salaries 7,950 0 0 

Sundry creditors 

Reserve for bad debts... 

Furniture and fixtures... 4,000 0 0 

Insurance ... 1,900 0 0 

General Expenses 3,980 0 0 

Discount and Allowances. 2,775 0 0 

Rad debts ••• 4,500 0 0 

Rs. 

1,800 

13,780 

950 

a. p. 

0 0 

0 0 
0 0 
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Bent, Rates and Taxes ... 

Buildings . 

Cash at Bank ... 

Petty Cash ... ... 

Mortgage on Buildings. 

Dr. 

Bs. a. p. 

5,750 0 0 

60,000 0 0 

8,600 0 0 

85 0 0 

Total ... 2,90,150 0 0 

Cr. 

Its. a. p. 

31,000 0 0 

2,90,150 0 0 

Before preparing final accounts, the following adjust¬ 

ments are necessary :— 

(1) Credit partners with interest on Capitals at 

6% per annum ignoring interest on drawings. 

(2) Increase the reserve for bad and doubtful debts 

to Rs. 2,000. 

(3) Depreciate the Buildings by 2% 

(4) Depreciate Furniture and fittings by 5%. 

(5) Insurance and Rates are paid in advance to the 

extent of Rs. 500 and 700 respectively. 

(6) Value of Stock on hand on 30th September 

1926. 

R8. 

A Department.. ... 7,800 

B ,, ... ... ... ... 6,300 

C ,, .... ... ... ... 3,900 

V. Himarao and Company oarry on business as 

Chemical and Patent Medicine manufacturers. Froth the 

following particulars, prepare departmental Trading and 

Profit and Loss Accounts for the year ending 31st 

December 1926 :— 
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Stock January, I— 

Ohemioal Department ... • •• • •• 

Rs. 

12,500 
Patent Medicines „ • •• • •• 7,500 
Purchases of Raw Materials 
Ohemioal Department ... • •• 25,600 
Patent Medicines ,, ... • • • • •• 18,900 
Wages— 
Ohemioal Department ... • • • ... 15,600 
Patent Medicines ,, ... • •• • •• 10,400 

Sales— 

Chemical Department ... • •• ... 51,024 

Patent Medicines WW# ... 36,000 
Manufactured Chemicals supplied by 

Chemical Department to Patent 
Medioines Department 8,976 

Bottles, Cases and Labels— 
Chemical Department ... • •• ... 3,890 
Patent Medicines ... ... 2,500 
Light and Power ... • • • •• 1,000 
Stook 31st December, 1926- 
Ohemioal Department • •• . . • 9,875 
Patent Medicines ... • •• 6,980 
Office Salaries • • • • • • 3,765 
Rent, Rates and Taxes • •• ... 4,500 
Travellers’ Commission • •• ... 2,700 
Printing and Stationary ... ... 1,200 
Advertising . ... ... 750 
Qtofaeral Expenses • •• • •• 250 
^ul debts ... ... • •• • •• 600 

04ftom duty . • •• 1,800 
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Note.—Bent, Bates and Tares, Light and Power, are 

to be apportioned in the ratio of wages paid. All other 

expenses are to be divided in proportions of sales of each 

department. 

VI. A Bombay oity merchant owns three branches at 

Qirgaon, Fort, and Dadar, which are supplied with goods 

from Head Office at Colaba. Each Branch keeps its own 

sales Ledger and pays daily collections in a banking ac- 

oonnt opened in the name of the Head Office at the National 

Bank of India Ltd. All the goods supplied to branches 

are marked 25% above cost. All the expenses are paid 

by the Head Office. 

From the following particulars of the branoh transac¬ 

tions prepare Ledger acoonnts in the Head Offioe books 

and prepare an account showing the gross Profit. 

Girgaon. Forts Dadar. 

Rs. Rs. RSa 

Goods received from Head office • a t 45,000 35,000 85,000 

Total Sales. • • • •ft 57,000 49,000 87,000 

Cash Sales ... see ♦ a • 23,000 22,000 16,000 

Cesh received from Debtors • »< 30,000 28,000 19,000 

Debtors at commencement • as ... 17,000 15,000 12,000 

is ii close ••• ••• • •• 21,000 14,000 ' 14,000 

Stock at Commencement ... .... ... 25,000 18,000 23,000 

„ „ close . • •• ••• 13,000 11,000 9,500 

VII. From the following Trial Balance extracted from 

the books of Hoormasji, Sarabji & Company, prepare Trad¬ 

ing, and Profit and Loss for the year ending 31st Decem¬ 

ber, 1926, and Balanoe Sheet as at that date. 
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Trial Balance 3jst December 1926. 

Head Office. 

j 

Ahmedabad 
Branch. 

Surat Branch. 

Rs. Rs. Rs, Rs. Rs. Rs. 
Hoormasji'sCapita) 25,000 
Sorabjis Capital ... 25,000 
Freehold Building 50,003 
Stock on 1-1 -26 ... 28,000 15,000 6,000 
Purchases 6S,000 12,000 15,000 
Goods supplied 

from Head Office 13,000 12,000 
Sales . 78,000 47,000 35,COO 
Goods to Branches i 25,000 
Salaries and Wa- I 

ge* . 10,780 ! 7,950 3,290 
Reserve for bad 

debts . 3,800 2,500 1,600 
Rent, Rates and 

Taxes . 5,500 1,600 1,800 
Bad debts. 750 100 200 
General Expenses 1,200 500 300 
Advertising 500 75 90 1 
Travellers* Salaries 1,8 M> 
Gas and Elcctricit) 600 200 100 
Postage and St a 
tionery. 500 «0 DO 

Head Office ...j 5,970 6,870 
Cash at Bank 3,960 1,890 1,530 
Ahmedabad 5,970 
Surat . 1,530 
Creditors. 18,900 8,875 10,670 
Rent from sublet' 

*Dg . 3,000 
> 

Total ... 1,78,790 1,78,790 58,375 58,375 47 ,270 47,270 

Stock Slst Dec. ... 25,690 12,670 14,680’ 

VIII. A Limited Company in Bombay had a Nomina) 
Capita! o£ Rs. 1,50,000, divided into 1,500 Shares of Its. 100 
each; and a subscribed capital of 800 shares fully paid. 
It manufactures goods for sale at its two branches, Calcutta 
and Madras, which sell no goods other than those manu¬ 
factured by the Company. From the following Trial 
Balance, extracted from the books of Head office and 
Branches as on 31st December, 1926. Prepare Trading 
and Profit and Loss Account for the Head office and for 
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each of the branches for the year ending 31st December, 

and a Balance Sheet of the Company as a whole as at that 

date. 
Trial Balance on 31st December. 

Particulars. Head Office. C 
l)r. Cf. 

Calcutta 
Dr. 

Branch. 
Cr. 

Madras Branch. 
Dr. Cr. 

Rs. Rs. R8. Rs. Rs. Rs. 
Freehold Premise* 

(Head office) Ql| 
,, (Calcutta). 10,000 
,, (Madras). 10,000 

Goodwill ... 30,000 
Plant and Machi- 

nery (Head office/ 
Furniture and fix- 

tures (Head officej 500 
,, (Calcutta). 700 
,, (Madras). 800 

Cash at Bank 6,790 
,, in Hand 14 41 

Stock 1st January . 11,245 2,812 1,994 
Purchases... 
Wages 39,651 2,419 2,622 
Salaries 247 276 
Carriage to Bran- 

ches . 1,516 
Rates and '1 axes ... 323 422 328 
General Expenses. 517 2,016 1,796 
Goods from Head 

office 94,167 44,267 
Bad debts ... 1,552 1 746 
Book debts 9,620 ■ 5,370 
Income Tax 447 ! 
Director*’ Fees ... i 
Audit Fees 
Branch Current o/c 

(Calcutta), 301 
,, (Madras). 3,353 

Share Capital 
Sundry Creditors. 11,247 541 547 
Goods to Branch 

(Calcutta) 94,167 
,, (Madras.] 44,267 

Sales 1,12,517 53,540 
Profit and Los9 a/c 2,171 
Head office curreot 301 3,353 

account. 
2,31,862 2,31,852 1,13,359 1,13,359 57,440 57,440 

Note.—Stocks on hand valued on 3lst December v»ere Head office 

Rs. 10,527, Calcutta Branch Rs. 3,024, Madras Branch Rs. 1927. 

44 
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Write off the following depreciations:— 

Head office, Plant and Machinery at 10%, Furniture and 

fixtures, Head office and at Branches at 5%. Create a 

reserve for bad debts at 2$% on Book debts. Carry 

Rs. 10,000 to Reserve Fund. 

IX. A Limited Company in Bombay has a branch at 

Nagpur. Goods sold at Nagpur are supplied by Head 

office but no charge is made in the books as between the 

Branch and Head office. On December 31st, Branch 

Balance Sheet after closing the books was as follows:— 

Balance Sheet as at 31st December. 

Rs. Rs. 

Creditors ... 3,290 Book Debts . 46,100 

Head Office _ <4,720 Premises extension ac¬ 
count closed to Head 
Office .. 

Cash in Hand . SO 

Cash at Bank 1,260 

Rs. .. 48,010 Rs. ... 48,010 

TZSSmmm^ 

In six months to 30th Jane next, the following 

transactions took place at the Branch, Sales Ra. 54,180, 

Purchases Rs. 4,200 ; Wages Rs. 5,700 ; Salaries Rs. 560; 

Directors* fees Rs. 200. Fire insurance premium for one 

year Rs. 480; cash from debtors, Rs. 42,000; discount 

allowed to debtors, Rs. 2,500 ; cash paid to creditors. 

Rs. 3,800 ; cash sent to Bombay, 29,560; Premises exten¬ 

sion, further payments to contractors, Rs. 1,500 ; cash in 

hand, on 30th June Rs. 60, and a bank balance, Rs. 1,450. 

Set out the Head office account in Nagpur Books on 30th 

June, to show the entries after the books are closed and 

also the Branch Balance Sheet as at that date, assuming it 

to be made up on same lines as on 31st December. 
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X* A Limited Company in Bombay has a retail branch 

at Poona, which is supplied with all goods from Bombay. 

The Branch Shop keeps its own Sales Ledger, receives 

cash against Ledger accounts, and remits the whole of the 

cash received daily to the Head office. All wages and 

Branch expenses are drawn for by cheque weekly from the 

Head office upon the imprest system. 

From the undermentioned particulars, supplied by 

the Branch Manager, show how the Branch accounts would 

appear in the Head office books, and prepare a Profit and 

Loss Account for the Branch shop for the six months to 

December 31st. 

Six months credit sales, Rs. 23,870 ; Returns In¬ 

wards Rs. 200; cash received on Ledger Accounts, 

Rs. 23,840; cash sales, Rs. 12,140; stock July 1st, 

Rs. 7,200; stock, December 31st, 11,210; rent, rates, etc., 

paid Rs. 3,750 ; wages and sundry expenses paid Rs. 3,960. 

Debtors, July 1st, Rs. 12,270; goods received from Head 

office, Rs. 21,780. 

XI. Hormasji and Cavasji, trading as Tobacconists 

and General Merchants, having their office at Colaba, have 

a branch at Girgaon. Goods are invoiced to the branch 

at selling price, being cost plus 20%. 

The Branch keeps its own sales Ledger, and pays all 

its cash receipts into the Imperial Bank of India, Girgaon 

Branch, weekly for transmission to the credit of the Head 

office current account with the Central Bank of India, 

Limited. All expenses are paid by the Head office. 

From the following details of the Branch accounts 

prepare a Profit and Loss Account of the Girgaon Branch 

for the year ending 31st December, 1926: Stock, 1st 
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January 1926, (at invoice price from Head office being 

cost to Head office plus 20%), Rs. 12,000 ; Stock 31st 

December, 1926 (at invoice price from Head office, being 

cost to Head office plus 20%), Rs. 16,800; Sundry 

Debtors, January 1st, 1926, Rs. 12,000; Sundry Debtors 

31st December, 192 6, Rs. 15,000. Cush sales for the 

year, Rs. 50,200; Credit sales for the year, Rs. 65,000; 

Cash received from debtors, Rs. 61,500 ; Goods invoiced 

from Head office, (at cost plus 20%) Rs. 1,20,000 ; Rent, 

Rates, Taxes paid from Head office, Rs. 3,000. 

Salaries and Wages paid from Head office, Rs. 8,500 *, 

Sundry expenses paid from Head office, Rs. 1,300 ; Dis¬ 

count allowed to debtors on payment of accounts, Its. 500. 

Debit interest at 5% per annum against the branch 

on the average amount of capital employed by the latter 

during the year ; this may be taken at Rs. 33,500. 

XII. A retail trading company opens a branch 

which is supplied with its stock by its Head office. The 

branch keeps its own customers’ Ledger, and pays its daily 

cash receipts into a local bank for transmission to its 

Head office. The Head office invoices all goods to its 

branch at selling price and pays all branch expenses 

itself. 

From the following particulars show the relative 

entries in the Branch and Head office Books, and prepare 

an account showing the net profit made at the branch. 

The branch was opened on 1st June 1926. 

Goods supplied by Head office to branch, 1st July 

1926 to December 1926, (invoiced at selling price), 

Rs. 30,500; (cost of these goods being Rs. 24,000) Branch 

cash sales, Rs. 10,8;40 ; Branch credit sales, Rs. 16,010, 

Cash received from debtors, Rs. 14,920; Debtors at 31st 
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December 1926, Rs. 1,090; Stock on hand, December 3lgt 

selling price, Rs. 3,600 (cost price being Rs. 2850); 

Branch expenses paid by Head office, Rs. 3,270. 

XIII. From the following Trial Balances extracted 

at Jane 30fch, 1926 from the Head office and the Branch 

Books of the City Sapplying Co., Ltd., prepare a Combined 

Balance Sheet as at 30th June 1926 :— 

, . . Bombay Head 
office. 

Poona Branch, Surat Branch. 

Dr. Cr. Dr. Cr. | Dr. Cr. 

Rs. | Rs. Rs. R*. Rs. Rs* 

Share Capital # • • 1,00.000 ... M# 

Sundry Debtors ... 51,160 31.120 ... 21,140 
Sundry Creditors. ... 51,140 . . . 3-4,120 . . . 6,070 
Stock 30-G-1926 ... 62,110 . # ^ 41,160 ... 31,070 . . . 
Premises ... • • « 1 6.750 ... 10.240 
Cash at Bank 16,420 • • • 1 M3 ... 1,500 ... 
Surat Branch ... 43,320 ... 490 ... ... 
Poona Branch 56,360 0 e e . .. ... 3,240 
Bombay Office ... 
Net Profits for the 

... ... ... •41,303 ... 51,860 

year 
Profit and 1 .os 8 

Account Balance 

... 9,110 ... 5,110 ... 4,860 

j 

1 st J uly 1925 ... ... 1,110 ... • ♦. . . . ... 
Bills payable ... 8,830 ... ... . . . 1 

Bills receivable ... 5,200 • • • ... 2,000 ... 
Insurance prepa'd. 120 70 ... 80 I 
Reserve Fund 
4% Debenture 

... 5,000 ... ... ... 
i - 

Stock ... 60,000 ... ... ... j ... 

2,35,190 2,35,190 {*0,730 j 80,730 66,030 66,030 
i 

Notes.—On June 30th, a customer owing Rs. 2,750 to the Poona Branch 

paid this amouut to Surat Branch for transfer to Poona 

Branch. Surat Branch Credited Poona Branch with this 

amount, bat its advice was not sent to Poona until July 5th. 

Surat Branch remitted Rs, 5,000 to Bombay on June 30, but 

this amount was not received by Bombay office uotil July 1st. 

Bombay forwarded to Poooa on June 30ih goods invoiced S 

Rs. 1,820 debiting Poona Branch therewith. The goods did 

not reach Poooa Branch i until July 2nd. 
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XIV. The Chemical Supply Company, Limited, 

London, has branches at Calcutta and Bombay. The 

nominal capital of the company is £20,000, divided into 

10,000 Ordinary and 10,000 Preference Shares of £l 

each. The accounts of the Indian branches are audited 

by a firm of Incorporated Accountants, who supplied the 

following Balance Sheets on 30th June. 

Liabilities. Assets. 

CB >* « >* 

3 3 
a 
j- 

O E 
o 

jj e 
o 

U 1 00 U CO 

Rs. Rb. Rs. Rs. 

London office ... 1,36,305 i 67,110 Stock . 1,01,580 63,255 

Creditors 700 1,780 Debtors... 40,830 4,300 

Bad debts reser¬ 2.550 1,400 Furniture ... 6,850 950 
ve. 

Bombay Branch. 1,950 ... Calcutta Branch. • •• 1,950 

Profit for the 12,280 8,275 Formation Ex¬ • M 1,250 
year. penses. 

Casa at Bank ... 2,025 6,860 

1 53.785 78,565 1,53,785 78.R65 

For the purpose of conversion, the rupee maybe taken 

at Is* 4d. 

The Head office Trial Balance on 30th June, was as 

follows:— 

Credit Balances : Sales, £7,775 ; Bad debts Reserve, 

£97; Preference Share Capital, £5,000; Sundry Cre¬ 

ditors, £6,635 ; Commission earned, £30 ; Ordinary Share 

Capital, £5,500 ; Bills Payable, £1980. 

Debit Balances : Purchases, £6,150 ; Freight duty 

and Export charges £ 155; wages and salaries, £ 255 ; 
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Trade Expenses, £60; Formation Expenses, £940 ; 

Postage, Telegrams, etc., £56; Calcutta Branch, £3387 ; 

Directors’ fees, £250 ; cash in Hand and at Bank, £650 ; 

Profit and Loss Account Balance 30th June, £2850; stock 

30th June, £40; Rent and rates, £30; stationery and 

Advertising, £75; Bank Interest and charges, £22, 

Furniture and Fittings, £ 31; Bills Receivable, £45; 

Bombay Branch, £4,474; Commission paid, £127; sundry 

Debtors, £1020. 

On June 30th the London stock was £150, and stock 

of stationery £45, 

Cash in Transit from Calcutta, £300. 

Reserve £170 for commission earned and £120 for bad 

debts. The Calcutta manager is entitled to a commission 

on surplus profits of the company in each year, after pay¬ 

ing the Preference share dividends, of £10 in respect of 

each 1% earned on the Ordinary share capital. 

Prepare Trading and Profit and Loss account of the 

company for the year ending 30th June—and the Balance 

sheet as at that date. 

XV. From the following Trial Balance prepare the 

Balance Sheet of London Trading Syndicate, Limited, as 

at 30th June, 1926. 

Bombay Branch Trial Balance on 30th June 1926. 

Dr. Cr. 

Rs. Rs. 

Cash at Bank of Baroda, Ltd. ... 7,500 

Stock 30th Jane 1926 ... 75,500 

Book Debts ... 68,500 

Bills Payable .»• 17,000 
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Bombay Branch Trial Balance on 80th Jane 1926—contd. 

Dr. Cr. 

Rs. Rs. 

Furniture and fittings. Balance 

at 31st December 1025 ... 2,000 

Additions daring half year ... 1,500 

Profit and Loss Account, Balance 

being net profit for half year, 

30th June ... ... ... 14,000 

London Office Account (£7,767)... 124,000 

Rs. ... 1,55,000 1,55,000 

London Tnal Balance> 30th June 1926. 

Dr. Cr. 

Share Capital issued, 10,000 £ V 

Shares of £1 each, 15s. paid ... 7,500 

Cash at Bank ... ... 85 

Bombay Office Account, (Rs. 

1,24,000) at actual remittance 

rate ... ... ... 7,7 67 

Profit and Loss Account Balance 

brought forward ... 352 
■- — 

Rs. ... 7,852 7,852 

Current rate of exchange, December, 31st 15d. per 

rupee, current rate of exchange, June 30th 16£d. per 

rupee ; Average rate for the first half year 16d. per 

rupee. 

Furniture and Fixtures on hand at 31st December, 

1925 were bought at 15d. per rupee, the additions during 

the first half year, were bought at 16d. per rupee. 
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CHAPTER X. 

Insolvency and Liquidation Accounts. 

Insolvency.—When the affairs of a Trader or Part¬ 

nership get finacially involved, and business is impossible 

on acoonnt of heavy liabilities, Bankruptcy process is 

generally resorted to. This is done in India under the 

Presidency Towns Insolvency Act 1909 in the Presidency 

Towns. In England a person seeking protection under 

the Insolvency Act is called a Bankrupt, whereas, in the 

Indian Acts the word Insolvent is used all thronghont. 
I i 

If a person, through a series of misfortunes brought about 

by circumstances over which he had no control, gets hope¬ 

lessly in debts, and reaches a stage where his liabilities 

exceed his assets, it is open to him to petition to the Court 
for Protection under the Insolvency Act, by which he can, 

on his giving up all his assets for the benefit of his 

creditors and satisfying the Court that his Insolvency, or 

Bankruptcy, was brought about not through extravagance 

or speculation, get a discharge in respect of the unsatisfied 

portion of his liabilities and can begin life once again 

with a clean slate. 

If, however, as is’frequently the case, a person in an 

insolvent condition does not petition for protection under 

the Act, but continues to trade in*the hope that by some 

rare chance he would retrieve his fortune, his creditors 

may petition to the Court to have him declared an Insol¬ 

vent. The petition may be presented by a creditor or 

creditors under tfie Insolvency Act if the debt amounts to 

Rs. 500, or over, and if the act of insolvency on which 

the petition has been based was committed within three 

months of the presentation of the petition* 

45 
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The Acts of Insolvency. 

The debtor is said to have committed an act of Bank- 

ruptcy when as per Section 9 of the Insolvency Act, 

(1) If, in British India or elsewhere, he makes a 

transfer of all or substantially all his pro¬ 

perty to a third person Tor the benefit of his 

creditors generally. 

(2) If, in British India or elsewhere, he makes a 

transfer of bis property or of any part thereof 

with intent to defeat or delay his creditors ; 

(3) ' If, in British India or elsewhere, he makes a 

transfer of his property or of any part there¬ 

of which would, under this or any other 

enactment for the time being in force, bo 

void as a fraudulent preference if he were 

adjudged an insolvent ; 

(4) If, with intent to defeat or delay his credi¬ 

tors,— 

(i) he departs or remains out of British India, 

(ii) he departs from his dwelling-house or usual 

place of business or otherwise absents 

himself, 

(iii) he secludes himself so as to deprive his 

creditort of the means of communicating 

with him; 

(5) If any of his property has been sold or attached 

for a period of not less th#n twenty-one days 

in execution of the decree of any Court #for 

the payment of money ; 

(6) If he petitions to be adjudged an insolvent; 
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(7) 

(8) 

IE he gives notice to any oE hrs creators that 

he has suspended, or that he is Vibout to 

suspend«payment of his debts ; \ 

If he is imprisoned in execution of the decref^ 

of any Court for the non-payment of money. 

Adjudication. 

The Courts on presentation of the petition, may if 

satisfied, make an Order of Adjudication and on making 

of such an order, the property of the insolvent wherever 

situated shall vest in the Official Assignee and shall then 

be divisible among his creditors, and thereafter, except 

as directed, no creditor to whom the insolvent is indebted 

in respect of any debt proveable in insolvency shall, dur¬ 

ing the pendency of insolvency proceedings, have any 

remedy against the property of the insolvent in respect of 

the debt, or shall commence any suit or other legal pro¬ 

ceedings except with the leave of the Court. 

The Debtor’^ 

With regard to a petition by the debtor himself the 

Indian Insolvency Act, Section 14, lays down that the 

debtor shall not be entitled to present an insolvency 

petition unless :— 

(<t) bis debts amount to five hundred rupees, or 

(b) he has been arrested and imprisoned in exe¬ 

cution of the decree of any Court for the 

non-payment of money, or 

(c) an order of attachment in. execution of such a 

decree has been made and is subsisting 

against his propci ty. 
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» 

The debtor has io submit his statement oE affairs on 
the form /prescribed under the rales oE the Insolvency Act 
within 1$0 days from the date of the. Adjudication order 
if r^iade on his own petition, or within 30 days o£ the 
Service of the order if made on the creditors’ petition. 

Under the Insolvency Act Seo. 28, an Insolvent may 
at any time after the making of an Order of Adjudication, 
submit a proposal for a composition in satisfaction of his 
debts or a proposal for a scheme of arrangement of his 
affairs io the prescribed form, and such proposal shall be 
submitted by the official assignee to a meeting of creditors. 

2. The official assignee shall send to each creditor 
who is mentioned in the schedule, or who has tendered a 
proof before the meeting, acopy of the insolvent’s proposal 
with a report thereon, and if on the consideration of such 
proposal the majority in number and three-fourths in 
value of all the creditors whose debts are proved resolve to 
accept the proposal, the same shall be deemed to be duly 
ac9epted by the oreditors. 

3. The insolvent mtfy at the meeting amend the terms 
of his proposal, if the amendment is, in the opinion of the 
official assignee, calculated to benefit the general body of 

creditors. 

4. Any creditor who has proved his debt may assent 
to or dissent from the proposal by a letter in the prescrib¬ 
ed form addressed to the offioial assignee, so as to be re¬ 
ceived by him not later than the day preceding the meeting 
and any such assent or dissent shall have effect as if the 
sreditors have been present and had voted at the meeting. 

Before the coart approves of the scheme of composi¬ 
tion it would hear the report of the Official Assignee as to 
the terms of the composition, any objection on behalf of 
the oreditors, and whether the terms of tho proposal arc 
reasonable and beneficial to the general body of the oredi- 
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tors. If the Court is of opinion that the terms of the 
proposal are not reasonable, or are not calculated to bene* 
fit the general body of creditors, the Court may refuse, to 

approve the composition scheme. If any facts are proved 

on proof of which the law requires the Count to refuse, 
suspend or attach conditions to the Debtors discharge, the 
Court would make orders accordingly. If on the other 
hand the Court approves the proposal, the terms of the 
proposal shall be embodied in the order of the Court and 
the Court shall make an order annulling adjudication. 

Default made in payment of Instalments. 

With regard to composition scheme it may be added 

that the Indian Insolvency Act section 31 clearly lays 

down, that, if default is made in payment of any instal* 

raent due in pursuance of any composition, or scheme, ar 

proved by the Court, the Court would- re-adjudge 

debtor insolvent and annul the composition schenn 

that the property of the debtor shall re-vest in the*0 

assignee. „ 

An insolvent uay at any time after the order 

judication a .ply to the Court for an order of dif 

whereupon, vMo Court shall appoint a day for b 

the application which shall be after the public 

tion of the debtor has taken place. In grant* 

the Couru shall take into consideration t* 

Official Assignee as to the insolventor 

and may, 

1 Grant or refuse an absolute 
or 

2 Suspend the operation of 
time, 

or 
3 Grant an order of disoht 

ditions with respect to any earningw 
afterwards become due to the insolve 
bis outside properties. 
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In case the insolvent has committed any offence under 
section 421-424 of the Indian Penal Code, the Court shall 
either 

1 refuse the discharge, or, 

2 suspend the discharge for a specified time, or, 

3 suspend the discharge until a dividend of not 
less than 4 annas in the rupee has been paid 
to the creditors. 

The order of discharge shall not release the insolvent 
from, 

1 any debt due to the Crown; 
2 any debt or liability rncurred by means of any 

fraud or fraudulent breach of trust to which 
he was a party ; or 

3 any debt or liability in respect of which he has 
obtained forbearance by any fraud to which 
he was a party ; or 

4 any liability under an order for maintenance 
made under section 488 .of the Code of 
Criminal Procedure, 1898. 

# Account-keeping. 

hedule of Affairs. The debtor has tc make out 
menis, one called the Schedule of Affairs and the 

deficiency Account. The former sho* g all the 
ds at the book value, with the araoun^they a 

■‘alise, together with his liabilities, distin- 
^red, fully secured, partly secured, and 

tors, liabilities on bills discounter other 
stances, contingent liabilities &c., 

aces out losses which are accountable 
^hese statements in all important 

the assistance of Accountants. 

i as per Schedule given under 
of the lligh Courts in India 

ave given below Bombay, Cal- 
j Burma follows Calcutta closely. 

lplest. The Calcutta and Burma 
7 account forms also. 
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FORM UNDER BOMBAY RULES. 
SCHEDULE. 

( Title. ) * 

To the Insolvent—You are required to fill up, carefully and accu¬ 
rately, this sheet and the several sheets A, B, C, D, E, F, Q and H, 
showing the state of your affairs on the day on which the order of ad¬ 
judication was made against you, viz., the day of 19 

Such sheets, when filled up, will constitute your schedule and must 
be verified by oath or declaration. 

T" 
f i ros* 

Liabili¬ 
ties 

| (a.s stated and (Miniated by 
j Debtor). t 

Its. a. p. 
, L'nsecured creditor?, 

(A) .. 

('red it or.- tally , 
cured, as p* r 
li.-t (U).. 

'K-iimatid value 
of-c-curitic* .. 

Surplus .. 
. A* (« - Am o u n t 

thereof earn-' 
ed to Sheet: 

(O • 
llalaue: thereof to| 

centra .. ..i 

< 'reditors 
secur* <1. 

'«'reditor- for relit,1 
lutes, taxes, w .1- 

iVe., paniMe1 
m full u> pur 

b-t(D).. ... 

1 l tie ted c<>.,tra. . 

j Property as? per Iif*t (B\ vit 
i (a) Cash at bankers .. *.. 
| (b) ('ash in hand 
j (<D Cash deposited with solidi- 
! tor for eostg of petition .. 
! (7) Stock-in-trade (cost Its. ) 
1 (< ) Machinery. 
, (/) Trade. fixtures, fittings, 

utemdls, etc. 
j (y) Furniture . 
I (b) Life policies .. 

(t ) Other property, viz 

Total as.per list (EJ .. 

Book debts, as per list (F), tu;- 
GockI . 

j-1_! ; 1 
Ra. a. 

purthl ; | . i Doubtful 
us peti } i 1 • , ’ liad . . 

>tim<itcd! i , j t J Rs. .. 
" “ 

of 6-ccu-l i b j 
..1 1 > • I 1 

_ 

Its. a p.. ! I Estimated to produce 
Bills of exchange or other similar 

Sivuiities on hand, as per list 

j («). 
I Estimate*! to produce * 
Surplus- from securities in the 

hands of creditors fully secured 
per contra .. .. .. 

Rs. 
i flofurf--Creditors for preferential 

rent, rates, tiuxes, wages, etc. 
(per cmitra) 

Ra. 
I Deficiency explained in statement 

<U). 

Ks. I 

a.m, 

L of * of , make oath a,3d say that the above 
statement and the several lists hereunto annexed nsarked A, B, C, D# 
E, F, G and Hf arc, to the best of my knowledge and belief, a full, true 
and complete statement of my affairs on the date of the above mention, 
ed order of adjudication made against me. 

Sworn ‘ . • , . i 
at this day of Affirmed 

19 , before me 
( Signature. > 
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A 
Unsecured Creditors. 

No. Name. 
Address and 
Occupation* 

Amount of 
Debt. 

Date when contracted* 
Considera¬ 

tion* 
Month. Year.. 

; 

J 

! 
R*. a. P- 

i 

* 

i 

(Signature.) 

Dated 19 . 

Notks#— 1. When there is a contra account against the creditor, 

less than the amount of bis claim against the estate, the smouot of the 

creditor's claim and the amount of the contra account should be shown 

In the third column, and the balance only to be inserted under the 

heading '* Amount of debt ” thus : — 

Rs. n. p. 

Total amount of claim . 

Less—Contra account . 
• * 

No such set-off should be included in sheet “E”* 

2. The particulars of any bills of exchange and promissory notes 

held by a creditor should be inserted immediately below the name and 

address of such creditor. 

B 
Creditors fully Secured. 

No* 

N
a
m

e
 

o
f 

C
re

d
it

o
r.

 

A
d
d
re

ss
 
a
n
d

 
O

c
c
u
p
a
ti

o
n
. 

o 

fi 

< 

Date * hen 
Contracted. 

i 
s u 
it * 

1 s 
Q - 

1 O 
1 U 

* 6 ro .- 
—• u 
3 - 
o O 
~ * 
« w 

Q« o 

a 
it 

*5 c £ V 

« * 
a 

*o . 

oj •*- 
£33 

£>a) E
st

im
a
te

d
 

S
u

rp
lu

s 
fr

o
m

 
S

e
c
u
ri

ty
*

 

-c 
c 
o 
2 | 

u 
at 
a 
> 

< 

1 

(Signature*) 

Dated 19 
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c 
Creditors partly Secured# 

Preferential Creditors for Rent, Rates, Taxes and Wages. 

Dated 19 . (Signature.) 

E 
Property. 

Pull particulars of every description of property in possession and 
in reversion, not in any other list, are to be set forth in this Ifst:— 

Dated 

46 

19 (Signature.) 
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P 

Debts due to the Estate. 

P 

T3 
a ~ 
* § 
8 '5 
C Q 
* a 
^ « 3 « 
w O 
3j 

Amount o( Debt, 

•o 
o 
o 
C 

X) 
3 •a 

as 
C9 

5* 2 

^ O rd O 

O “ „ 

tiir 
x © S. 

Contracted 

a 
O 
s 

T3 © 
w o 

g-5 
.§ 2 
M “■ 
w 

o w 
* © 
© ■*" 

*.3 
© t 
«S 

Rs. a.ip. Rs. 
t : 

! i 

p.i Rs. a.ip. 
I 

Rs 

Dated 19 (Signature.) 

Note.—If any debtor to the estate is also a creditor, but for a 
less amount than his indebtedness, the gross amount due to the estate 
and the amount of the contra account should be shown in the third 
column, and the balance only be inserted under the heading “Amount 
of Debt ” thus :— 

Rs. a. p. 
Due to estate . 
Less corftra account . 

No such claim should be included in sheet «« A 

c 
Bills of Exchange, Promissory Notes, Sc., available as Assets. 

No. 

Name of 
| Acceptor of 

Dill or 
Note. 

Address 
&c. 

* 

Amouot 
of Bill 

or 
| Note. 

Date 
when 
due. 

Estimated 
to 

produce. 

Particulars of any 
Property held as 

Security for 
tPayment of Bill 

or Note. 

! 

i 
i 

_1 —! 

Dated 19 • (Signature.) 

H 
# , Deficiency Statement. 

(The Insolvent should here explain the cause for the deficiency.) 

Dated IB . (Signature.) 
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A 
Unsecured Creditors. 

The names to be arranged in order of the date of the debts and 

numbered consecutively. 

No. Name. 

i 
1 , 1 

Address and 
Occupation. 

Amount of 
Debts. 

Date when 
contracted. 

! 

Considera¬ 
tion* 

Admitted 
or 

disputed. 

• 
i 

■ ! 
! 

i 
j 
! 

1 

Rs. a. P- / 

Dated lj) „ (Signature.) 

Noras1. When there is a contra account against the creditor, 

less than the amount of his claim against the estate, the amount of the 

creditor's claim and the amount of the contra account should be shown 

in the third column, and the balance only to be inserted under the 

heading •• Amount of debt*' thus : — 

Rs. a. p. 

Total amount of claim . 

Less—Contra account . 

No such set-off should be included in sheet “ I ’• 

2. The particulars of any bills of exchange and promissory notes 

held by a creditor should be inserted immediately below the name and 

acMress of such creditor# 

B 

Creditors fully .Secured. 

No, 

| 
N

a
m

e
 
o
f 

C
re

d
it

o
r.

 

A
d

d
re

ss
 
a
n
d

 
O

c
c
u
p
a
ti

o
n
. 

A
m

o
u
n
t 

o
f 

D
e
b

ts
. 

Date 
Contr 

JC 
«*-* 
a, 
o 
S 

when 
a'cted. 

u 
a, 
V 

> 

i | 
a 
tm 
V • 
■o a 
5.2 
c ~ 
o 
O P

a
rt

ic
u
la

rs
 

o
f 

S
e
c
u

ri
ty

. a 
w 
•5 e £ <u 

a * 
Q E

st
im

a
te

d
 

v
a
lu

e
 

o
f 

S
e
c
u
ri

ty
. 

E
st

im
a
te

d
 

S
u

rp
lu

s 
fr

o
m

 
S

e
c
u
ri

ty
. 

' 

• 

Dated 19 (Signatute.) 
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Dated 19 . (Signature.) 

D 
Liabilities of Insolvent on Bills discounted other than his own 

Acceptances for value. 

o 
S T3 • 
« C O 

z «.2 

si i 4> CX 
O 4. 3 

O CO 

< 

Amount. 

3 o «-• 
£ U g 
u > O 
ai »T 

•o 
o_ ' 
Sac— o . 

' 5 -S I s- 
a 3 g. o v 

s-5 a- 
S o < N-/ ^ c 

E I 

Dated 19 . (Signature.) 
E 

Contingent or other Liabilities. 
Full particulars of all liabilities not otherwise scheduled to be 

given here. 

Name of Address Amount ^atcincur 
creditor and of liability incurrea. 

or Occupa- or 
claimant. tion. claim. Month. 

Nature of 
Liability. 

Dated 19 (Signature.) 
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F 
Creditors for Rent, etc. 

Dated 19 . Signature. 

H 
Property. 

Full particulars of every description of properly in possession and 
in reversion, not in any other list, arc to be set forth in this list 

Full statement and nature of property. 
t 

Estimated 
produce 

to 

(a) Caah at Bankers... 
(bj Cash in hand . 
(c) Gash deposited with solicitor for costs of petition .. 
(d) Stock in trade at (Cost Rs. ) . 
(e) Machinery at ... . 
(f) Trade fixtures, fittings, utensil*, etc., at . 
(g) Household furniture and effects at . 
(h) Life policies 
(i) tOtber property (state particulars;, viz. . 

Rs. «• P- 

Dated 19 (Signature.) 
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I 
Debts due to the Estate• 

Note:—If any debtor to the estate is also a creditor, but for a less 
amount than his indebtedness, the gross amount due to the estate and the 
amount of the centra account should be shown in the third column and the 
balance only be inserted under the heading **Amount of debt’’ thus : — 

Rs. as. p. 

Due to estate .• 

Less—Contra account . 

No such claim should be included in sheet “A" 

J 
Bills of exchange. Promissory Notes, cL., available as Assets, 

No. 

Name of 
Acceptor 
of Bill or 

Note. 

| 

Address j 
&c. ! 

1 
[ 

Amount 
of Bill or 

Note. 

i 

Date j 
when j 
due. | 

Estimated 
to 

produce. 

-1- 

Particulars of 
any Property 

held as Security 
for Payment 

of Bill or Note 

• 

Dated *9 Signature. 
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(b) This schedule must show when debts were contracted. 

(c) Add “Wife and children ” (if any) stating number. 

(d) Here add particulars of other losses or expenses (if any), includ¬ 

ing depreciation in the value of stock and effects or other 

property as estimated for realization, and liabilities (if any) 

for which no consideration received. 

(e) These figures should agree. 

MADRAS RULES. 

SCHEDULE OF DEBTOR’S AFFAIRS. 

( Cause-title, ) 

I, A. B. of solemnly and sincerely declare (or make oath 

and say) that the following statement and the several lists hereto annexed 

and marked A, B, C and D are to the best of my knowledge and belief, a 

full, true and complete statement of my aflairs on the date of the order of 

adjudication made against me on the day of 19 

1 

Liabilities. { Assets. 
Estimated 

to 
produce. 

Rs. a. p ! 
Unsecured creditors as per i'roperty a s per list C ... 

list A ... ... .; 
1 Book debts as per list D— 

Secured creditors as per! 1 Good 
list 13 . 

; Rs. a. p. 
* : Doubtful 

Bad 

Rs a. p. 

Secured debts 
Deficiency ... 

SolemnU affirmed this day of 10 

(the same having been previously read over to 

deponent in ). 

before me. 
A.B. 

Note.—If the debtor has no liabilities or is not possessed of any assets 

mentioned in one of the lists A, B, C 01 D, he must enter “ none " 

in the above statement, and it shall not be necessary to fill such 

list. 
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A 
Unsecured Creditors 

The names to be arranged in order of the dates of the debts, and num¬ 
bered consecutively. 

Number. Name. 
Address and 
occupation. 

1 

i 
Amount of , 

debt. | 

i 

Date when 
contracted. 

Considera¬ 
tion. 

i ! ; 
K’s. a. | p. 

! 

, 

Date 19 • (Signature.) 

B 
Secured Creditors. 

No | 
O o 
o - 

ta u, 
£ u 

'O 
G rf 

'a 

to 

Date 19 (Signature.) 

c 
Property. 

Full particulars of every description of property in possession and in 
reversion, as defined by Section 32 of the presidency Town Insolvency Act, 
i<)n) are to be set forth in this list. 

Number. 

i 

.5 

i) 
9 

Full statement and nature of property. Estimated to 
produce. 

Cash in hand 
Cash at 1 tankers ... 
Stock in trade at (costs k's. ) 
Household furniture and eflccts at 
Life polices 
Other property. (State parliculars and if landed 

property, the boundaries, extent, survey number 
and certificate number must be gi\en) 

Property exempted by Section 5- fl) - 

Patq 19 (Signature.) 



372 HIGHER ACCOUNTING, 

D 
Debts due to the estates. 

N
u

m
b

e
r.

 

•+4 
O *• 
<U O 

e jo 
R

e
si

d
e
n
c
e

 
a
n

d
 

O
c
c
u
p
a
ti

o
n
. 

A
m

o
u
n
t 

o
f 

D
e
b
t.

 

G
o
o
d
, 

d
o
u
b
t¬

 
fu

l 
o
r 

b
a
d
. 

W
h
e
n
 c

on
¬

 
tr

a
c
te

d
. 

E
st

im
a
te

d
 

to
 

p
ro

d
u

c
e
. 

P
a
rt

ic
u
la

rs
 

o
f 

a
n

y
 

se
c
u

ri
ty

. 

Rs a. P- 

Date 19 . (Signature.) 

Unsecured debts are to be entered first in order of date, and then 

secured debts in the same order. 

Schedule of Affairs—All assets of the insolvent in¬ 

cluding his business and private property, with the excep¬ 

tion of proporty held by him in trust for others, the tools 

of his trade and the necessary wearing apparel and bedding 

of himself, his wife and children, the latter in all not ex¬ 

ceeding Rs. 300, would have to be shown on the right hand 

side of this statement. These assets are shown in the inner 

column at the value at which they stand in the books of 

the debtor and the value that is expected to be realised is 

shown in the outer column. 

The 1 iabities are shown on the left hand side, distin¬ 

guishing the various groups of creditors, vh.9 Unsecured 

creditors, Fully Secured creditors, Partly Secured credi¬ 

tors, and Preferential creditors. 

Unsecured creditors List (A) are those who hold 

no securities against their claims . These are shown in 

full on the left hand side in the outer column* 

The Fully Secured creditors List (B) are those 

who hold securities to the full value of their claims or in 
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excess of their claims. In the latter case their claims 

are shown deducted from the value of the securities held 

by them, the excess of securities held by them being 

carried to the right hand side of the Statement and shown 

there among the assets. 

In case of partly secured creditors List (0) the 

value of the securities held by them is shown deducted 

from their claims and the balance carried to the outer 

column. 

The Preferential creditors List (D) are those 

who are entitled to be paid in fall before the other 

creditors can be paid. 

These are:— 

(1) Debts due to the Crown or to any local 

authority. 

(2) All salary or wages of any clerk, servant or 

labourer in respect of services rendered to 

the insolvent during four months before the 

date of the presentation of the petition, not 

exceeding three hundred rupees for each such 

clerk, and one hundred rupees for each such 

servant labourer. 

(3) Rent due to a Landlord from the insolvent 

provided the amount payable shall not 

exceed one month’s rent. 

These preferential creditors are shown on the left 

hand side of the Statements, the amount being shown only 

in the inner column. This amount is then shown deducted 

from the total of the estimated values of the assets on the 

right hand side. 
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Contingent or other liability* 

This item does not appear on the Bombay schedule 

but the Calcutta and Buraia forms include this item. The 

Calcutta rules in this connection lay down that the special 

form must contain the acceptor’s name, address and occupa¬ 

tion, the amount, distinguishing the accommodation and 

other bills, holder’s name and address and amount 

expected to rank against the estate for dividend. It may 

be noted, however, that bills receivable of the debtor 

which he had discounted with his banker or other party 

will be included here because the insolvent has endorsed 

them but in case the acceptor is there who would honour 

them nothing may be stated in the expected to rank column. 

In case of accommodation bills all should be stated irres¬ 

pective of the fact whether the debtor is drawer, acceptor, 

or endorser. If the debtor is the acceptor who is thus 

primarily liable the amount must be immediately extended 

to expected to rank column whereas in the other two capa¬ 

cities of drawer and endorser much will depend upon the 

acceptor’s financial position. 

Schedule of Creditors. 

Besides the above statement a separate schedule has 

to be prepared giving details in the prescribed form as to 

unsecured, fully secured, and partly secured creditors to¬ 

gether with their names, addresses and occupations, the 

amount of debt, when contracted and the codsideration 

given. In case of partly or fully secured creditors the 

particulars of the security ought also to be stated and the 

date on which such security was given together with the 

value of the security ought also to be mentioned. 

With regard to liabilities on bills discounted other 

than Debtor’s own acceptances, the separate schedule must 
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show how the debtor’s liability arises, i. e.% whether he is 

liable as an acceptor, drawer or endorser, with the name, 

address and occupation of the holder of the bill. It ought 

also to be shown what is the exact liability likely to 

accrue against the debtor in case of each of these bills. 

Rent due by the Insolvent. 

With regard to the rent due by the insolvent the 

same may be divided into two classes, viz :— 

(1) rent due from the insolvent the amount of 

which is recoverable by distress, 

(2) rent due from the insolvent the amount of 

which is not recoverable by distress. 

The former would appear in the Schedule of Affairs 

among Preferential creditors, whereas the latter would 

be stated under the Unsecured creditors. 

Deficiency Account. 

Besides this Schedule of affairs an account has to be 

made out under the above heading starting, wherever 

possible, at the period when the debtor was solvent in 

order to show how his insolvency was brought about and 

the deficiency arrived at. The date from which the Defi¬ 

ciency Account should start would be in most oases the 

date fixed by the Official Assignee generally one year 

prior to the date of the Adjudication order. 

This account has to be prepared as per the Prescribed 

forms under the High Court Rules concerned. The Cal¬ 

cutta and Burma High Court Rules provide a form as 

given already, while Bombay and Madras do not. 

The Deficiency Account would show on its debit side 

the capital at the beginning of the period at which the 
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Deficiency Account is made out, the profits and income, 

if any, made during the period covered by the Deficiency 

Account, and the Deficiency as per the Schedule of Affairs. 

On the credit side the Deficiency Account would show the 

deficiency at the commencement of the period and all 

losses incurred including bad debts, expenses and other 

losses on revaluation of assets and drawings of the partners. 

It will be noticed from what has been described above 

that a Schedule of Affairs in Insolvency differs consider¬ 

ably from a Balance sheet. 

1. Though the assets are shown on the right hand 

side as in a Balance Sheet yet all the assets do not appear, 

those that are charged either fully or partially are 

deducted from the respective liabilities on the left hand 

side and only the free surplus from such assets, if any, 

is brought into account here. 

2. The assets are taken at realisable values while 

on a Balance Sheet they are shown at book figures irres¬ 

pective of the present market prices. 

3. All the belongings of the Debtors, both personal 

and business, are brought into account here while the 

Balance Sheet merely summarises the outstanding balance 

on a set of Books maintained on the Double Entry 

Principle. 

4. Certain of the creditors who are Preferential are 

deducted from the assets available instead of being shown 

in the total liabilities expected to rank. 

The whole form is set out from the point of view of 

the unsecured creditors while a Balance Sheet attempts to 

show the financial position of the business as agoing 

concern. 
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Illustration. 

Shapoorji Bomanji filed his petition in bankruptcy 

on 31st December 1926 :— 

His books showed that he owed Es. 50,000 to Trade 

creditors, Rs. 30,000 to creditors holding lien on Stock- 

in Trade for Rs. 8,000, Rs. 10,000 Mortgage on Works, and 

Rs. 1,000 to his accountant being his salary for 5 months, 

Rs. 300, due to labourers being their wages for 3 months, 

and Rs. 1,500, to Hansraj & Co., as rent for 3 months. Bills 

of Exchange for Rs. 10,000 had been discounted with his 

bankers, and it was estimated that there was a liability 

in respect of them of Rs. 3,000. His assets were con¬ 

signments Rs. 20,000 estimated to realise Rs. 2,000 ; 

Good Book Debts Rs. 18,000 ; Doubtful Debts Rs, 6,000, 

estimated to realise Rs. 3,000 ; Bad debts, Rs. 15.6^° * 

Works cost Rs. 1,00,000 (depreciated out of f 

Loss Account to Rs. 75,000), estimated to realise B 

Furniture and Fittings, Rs. 2,000, estimated i 

Rs. 1,000 ; Stock-in-trade Rs. 25,000, estimated 

Rs. 8,000; Cash in hand Rs. 1,350; Cash 

Rs. 1,800. 

He commenced business ou 1st January 1 

a capital of Rs. 90,000. After charging annually 

for depreciation of works, and Rs. 5,500 for i 

capital, the trading showed profits of Rs. 6,500 

and Rs. 5,000 1923, and losses of Rs. 6,00( 

Rs. 7,00p d R3. 9,500 in 192? 

Rs. 4,0i 

P 

to be si 
48 

a * 
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Partnership Insolvency, 

In case of the insolvency of a firm oompo3ed of more 

than one person where all the partners are insolvent, the 

assets of the firm and the private assets of each of the 

partners have to be dealt with separately. This is so be¬ 

cause the creditors of a partnership are entitled to be satis¬ 

fied in full out of the partnership property, before the 

private creditors of the individual partners get anything 

out of the partnership estate. If after paying all 

the partnership creditors in full, there is any surplus, 

that goes towards the settlement of the claims of ths sepa¬ 

rate creditors. On the same principle the separate credi¬ 

tors of individual partners are entitled to be satisfied in 

full out of the separate estates of individual partners 

concerned, before their private estates could be utilised 
for the payment of the firm’s debts. 

Thus a Schedule of Affairs of the firm showing the 

Joint Partnership accounts and liabilities would have to 

be made out and separate schedules of Affairs of each part • 

ner showing their individual assets and liabilities would 

also be made out. The surplus assets, if any, shown by 

these separate statements would be transferred to the Joint 

schedule for the benefit of the Joint creditors and vice 
versa. 

Offioial Assignee’s Accounts. 

The Official Assignee has to keep accounts of all re¬ 

ceipts and payments as per the Bombay and Calcutta High 

Court Rules who shall open an account with the Imperial 

Bank of India entitled “the accounts of Official Assignee’* 

either at Bombay or Calcutta as the case may be and 

monies received by him in the realisation of insolvent’s 

estates, shall after deducting such sum as may be required 

for immediate payments such as costs, charges, etc., with* 



INSOLVENCY AND LIQUIDATION ACCOUNT, 381 

ia seven days after the receipt thereof, be paid into the 

credit of the said account. He h also required to invest 

all sums to the credit of the insolvent’s estate as he does not 

require for ths payment of cists, expenses and dividends 

into purchase of per cent Promissory Notes of the 

Government of India and to deposit sueh notes with the 

Imperial Bank of India to the credit of such estate res¬ 

pectively at the expiration of each half year ending on 

31st January and 31st July respectively. 

Every creditor of the insolvent shall be at liberty to 

investigate the ac3ount3 in connection with the estate in 

which he is interested at all reisinable times. At the 

expiration of each half-year as referred to above, the 

Official Assignee shall also prepare a statement of account 

off each estate not then wound up or fully distributed. In 

this acconnt he must show the whole receipts and the whole 

disbursements distinguishing dividends from other pay¬ 

ments and the balance remaining on his hand. In connec¬ 

tion with this balance he must also show how it is invested. 

The Chief Justice shall from time to time appoint an audi¬ 

tor who has to check these accounts and report thereon to 

the Chief Justice. Any difference between the auditor 

aud the official assignee in respect of any payment, receipt, 

voucher or otherwise or any other question of difference 

shall be referred to the Chief Jastice or to any judge that 

may be appointed for that purpose by the Chief Justice. 

Out of the receipts the official assignee has a right to re¬ 

tain his remuneration for duties performed or to be per¬ 

formed by him such amount as may be due to him or he 

may be entitled under the Act aud the High Court Rules. 

The aoooaats of the official assignee are published after the 

auditor has signed them in the local official gazetteer. 
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With respeot to unclaimed dividends, the offioial assignee 

is required to open an aooonnt “Unolaimed Dividends Ac¬ 
count” to whioh all nnelaimed dividends within the year 
from the date of declaration are to be transferred. Also 

any balanee remaining to the credit of the insolvent’s 
estate in whioh no further recovery is anticipated and cn 
which no dividend can be declared has to be transferred to 
the same account in the Imperial Bank. 

Liquidators’ Aooounts. 

In case of liquidation of a company under the wind¬ 
ing up order a statement of affairs of the company in the 
prescribed form has to be made out by the director or se* 
cretary of the company and submitted. The statement is 
in a form similar to the one made out in Insolvency. The 

only difference being that the same is divided into two 
sections, one treating with creditors and the other with 
contributories. 

The liquidator himself should keep a cash book in the 
prescribed form which is herewith appended. 
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EXERCISES ON CHAPTER X. 

I. Prepare a Statement of Affairs of Manikchand 

and Company from the following:— 

Cash in hand, Rs. 100; Debtors: Good, Rs. 5,000; 

Bad, Rs. 500 ; Doubtful, Rs. 10,000, estimated to realise, 

Rs. 7,500 ; Creditors unsecured, Rs. 26,000 ; Creditors 

partly secured, Us. 12,000, estimated value of security, 

Rs. 8,000; Creditors fully secured, Rs. 19,000 estimated 

value of Security, Rs. 24,000; Landlord for rent, Rs. 2,700, 

the yearly rent being Rs. 2,400; Manager for Salary, 

Rs. 1,500, his annual Salary being, Rs. 3,600; Liabilities 

on Bills discounted, Rs. 6,500; Rs. 5.000 of which are 

expected to be met on maturity; Stock-in-trade, Rs. 8,500, 

estimated to realise Rs. 1,800; there is a liability in 

respect of a contract which the debtors cannot complete, 

owing to the failure, amount unknown, but estimated at 

Its. 3,000; Bills Receivable on hand, Rs. 750, estimated to 

produce Rs. 200, 

II. From the following particulars, prepare sche¬ 

dules of Affairs and Deficiency Account of A. Dane, who 

became bankrupt on 30th June 1926. Unsecured credi¬ 

tors, Trade Debts,Rs. 85,000; Household Debts, Rs. 1600; 

Fully secured creditors (holding secarity estimated to 

produce Rs. 1,00,000), Rs. 47,180; Partly secured credi¬ 

tors, Rs. 15,000 (estimated value of securities held by 

them, Rs. 11,000); Liability on bills discounted (of which 

Rs. 1,000 is expected to rank), Rs. 10,600; creditors for 

rent, Rs. 1500, creditors for Rates, Rs. 300, Salary of the 

Accountant for 4 months at the rate of Rs. 150 per month 

and the wages of a workman for 3 months amounting to Rs. 

120 is outstanding on the date of Bankruptcy order; Book 
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Debts Good, Rs. 11,000, Doubtful, Rs. 10,000, expected 

to produce Rs. 6,000; Bad Rs. 1,800; Bills Receivable, 

Good, Rs. 6,500; cash at Bank and in hand, Rs. 150, 

Stook Rs. 21,000, estimated to realise, Rs. 17,500; 

Household furniture (estimated to produce Rs. 5,500,) 

Rs. 7,000; Offioe furniture, Rs. 1,680, estimated to produce 

Rs. 1,000. 

He oommenoed business with a Capital of Rs. 74,830, 

and made a profit of Rs. 20,000 in the year, Rs. 3,000 in 

the second, and loss of Rs. 10,000; Rs. 6,000, and Rs. 23,000 

in the subsequent three years, whereas his annual drawings 

amounted to Rs. 8,000. 

III. The Assets of a merchant on 30th September, 

1924, as shown by his books were Rs. 46,000 and his 

liabilities Rs. 31,000. He filed his petition in Bankruptcy 

and estimated his deficiency to be Rs. 24,000. After 

making the above estimate he found that the following 

items were not passed through his account books. 

Interest at 5% on his Capital from 1st January 

1924. 

A contingent liability for Rs. 2,400 on bills dis* 

counted by him Rs. 10,000. 

Amounts due as wages Rs. 250, as salaries Rs. 750, 

as rent Rs. 340, and as rates and taxes Rs. 260. 

Prepare his statement of Affairs and his Deficiency 

Aooeunt. 

49 
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CHAPTER XI. 

Aooounts of Insuranoe Companies. 

The Contract of Insurance is a Contract between the 
Assured or the Insured, on the one side and the Under* 
writer or the Insurance Company on the other by which 
the latter, in consideration of a payment oalled the pre¬ 
mium paid by the former, undertakes to indemnify the 
insured against any loss arising from a contingency upto 

the sum agreed upon. 

The insurance contracts are effected to provide against 
a number of contingencies ; but three of the most impor¬ 
tant types of insurance contracts one comes across in 
business, are, (1) Life Assurance, (2) Fire Insurance, and 
f3) Marine Insurance. 

The essence of the contract of Insurance is that it is 
a contract of indemnity i. e., it ought not to be entered 
into for a mere wager, or speculation, but only with a 
view to provide against the actual monetary loss which 
the insured is likely to suffer through the happening of 
the contingency. It’ for example a person insures his 
building against loss by fire for an amount higher than 
the actual value of the building, he cannot in case of 
distruction of the building by fire recover more than the 
actual value of the building. On the same principle a 
person insuring property which does not belong to him, 
or in which he has no pecuniary interest either as a cre¬ 
ditor, or in some other capacity, the insurance contraot 
oannot be enforced for the want of insurable interest. 
This rule is clear with regard to Fire and Marine Insur¬ 
ance though in case of Life Assurance it cannot be said 
to be literally acourate. The other peculiarity of the 
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contraci of insurance is that they are said to be contracts 

uberrima) fidei, i. e.9 the duty is thrown by Law upon 

the insured, to make a full and fair disclosure of every 

material fact that is likely to affect the judgment of the 

underwriter or Insurance Company in deciding what pre¬ 

mium to charge or whether to enter into the contract at 

all. Thus any nondisclosure, or any statement made 

fraudulently, negligently, or even innocently through 

want of knowledge may vitiate the contract. 

Life Assurance* 

Life Assurance is defined in Smith’s Mercantile Law 

as 41 a contract by which the insurer, in consideration of a 

certain premium, either in a gross sum, or by annual 

payments, undertakes to pay to the person for whose bene¬ 

fit the insurance is made, a sum of money, or annuity, 

on the death of the person whose life is insured.” 

Insurable Interest. 

With regard to Life Assurance it must also be noted 

that a person may insure his own life up to any extent, as 

he is supposed to have an unlimited interest in his own life, 

or he may insure the lives of those dependent upon him, or 

through whose death he is likely to suffer a pecuniary loss. 

In case where Life Assurance is effected for the benefit of 

a person other than the one whose life is assured, the 

person for whose benefit the policy is taken out should be 

mentioned in such a policy and that the amount of assur¬ 

ance should not exceed the pecuniary interests of such a 

person in the life of the assured at the time of effecting 

the policy. In the case of Life Assurance the insurable 

interest should only exist at the time of effecting the policy. 

Therefore if during the continuance of that life which is 

assured the interest of the party for whose benefit the po- 
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lioj was effeoted lapses, he can siill recover on the polioy. 

In oase o£ Fire Insnranoe the insurable interest mast exist 

both at the time the policy is effected and at the time the 

property is destroyed or damaged by fire. In oase of 

Marine Insnranoe on the other hand there need not exist 

any insurable interest at the time when the polioy was 

effected bat if the holder of the polioy at the time of loss 

happens to have acquired an Insarable interest he can 

recover on the policy. 

Policies affected for the benefit of persons who have 

no insarable interest are known as “Wager Policies” or 

“Gambling Policies,’’ and are therefore void even where 

the underwriter has used words as “Without farther proof 

of interest than the policy” or “Polioy proof of interest” 

or “Interest or no Interest.” It may be added that in oase 

of wager polioies in Marine Insurance the aot of 1909 

known as Marine Insurance (Gambling Polioies). Aot makes 

effecting of, or under-writing of such policies a criminal 

offence. 

It has been farther held that a wife has an insarable 

interest in her husband’s life, and vice versa; but a parent 

has no insurable interest injthe lifeof his child quaohild;nor 

a child has an insarable interest in the life of his parents 

qua parent. A oreditor has an insurable interest in the 

life of a debtor to the extent of his claim and on the same 

principle a surety can claim to have an insurable interest 

in the life of his principal debtor &o. It is the praotice 

of Life Assurance Companies to get a declaration signed 

by persons who wish to insure their lives. A form known 

as the Proposal Form is given to the applicant contain¬ 

ing a number of questions which he has to answer accu¬ 

rately. The Life policies also contain a clause expressly 
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stipulating that any misstatement in the declaration, whe¬ 

ther intentional or innocent would vitiate the policy. In 

ease of saoh declarations it has now been held that if an 

innocent statement is made at the time of assurance say 

with regard to a person’s health after consultation with a 

particular medioal adviser and if the applicant thereafter, 

during the continuance of the policy oonsults another 

medioal adviser and gets to know facts to the contrary, on 

which he immediately reports the fact to the company, 

that act would not vitiate the policy. If on the other hand 

he conceals the information which is subsequently obtained 

it may have the effect of avoiding the insurance. 

Aasignablity. 

The policy of Life Assurance is assignable as a claim 

under chose in action and it can be assigned in any form 

as long as it is clear. It is however necessary to give a 

written notice to the Assurance Company of such an assign¬ 

ment, to make the Assignee’s title effective against the 

company, otherwise if the company makes any payment to 

the assignor after the assignment, without knowledge of 

the asignee, the company would be protected. The assign¬ 

ment of the policy carries with it all bonuses and profits. 

Proof of Death. 

In case of policies payable at death, the death of the 

insured has to be proved. The death is proved where it is 

shown that a person who had gone abroad or disappeared 

is not heard of for seven years. In oase where a person 

was on board a steamer which is proved to have met with 

a storm and waB heared of no more, that fact may be con¬ 

strued to have brought about the death of the person on 

board. 
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Premiums. 

The premiums, as we have noticed above, are payments 

made by the assured in consideration of the riskoovered by 

the policy. These payments may be payable either quarter¬ 

ly or half-yearly according to arrangement. They are pay* 

able within the days of grace, generally allowed by every 

Life Assurance Policy or the assured may be required to 

undergo a second medical examination. On the payment 

of the first of these premiums the risk on the policy begins 

and it is covered generally by what is known as the 

“Covering note” which is a sort of a provisional agree¬ 

ment to run during the period which has necessarily to 

elapse before a regular policy oan be drawn out. The 

rates of premium payable on lives under various deno¬ 

minations are generally laid down in the Company’s 

Prospectus. In case of what are known as “ hazardous 

occupations” sujh as the Army and the Navy, Mining 

&c., extra premium is payable. Extra premium may also 

be charged on the ground of what is known as “Climate 

risk” ».r., where a person who lives in a climate which is 

considered more healthy, changes his residence for what is 

considered a less healthy climate, extra premium has to be 

paid. 

Reinsurance. 

If a policy is taken out by one individual on one risk 

for a large amount, it is usual for the company to re-insure 

a portion of that risk with some other insurance company 

in league with it on a similar arrangement. Thus Insur¬ 

ance Companies generally divide their risks. 

Polioies. 

Policies of Assurance as we have seen above are agree¬ 

ments entered into between the underwriter and the assur- 
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©d. The policy may be a whole life polioy under which 

the polioy matures at the end of that life when it is paid 

for. It may be what is known as an "Endowment Policy” 

under which the agreement is that in consideration of a 

certain premium paid for a fixed term at fixed intervals, 

the Company undertakes to pay the amount covered by 

the policy at the end of a specified period in case the per¬ 

son survives that period. If on the other hand the person 

before the expiration of the period dies, the policy becomes 

immediately payable. 

With regard to policies it may be further added that 

the premiums on the policies may be spread over the 

whole life of the assured, in case of the whole life policies, 

or it may be payable for a fixed term after which the pre¬ 

miums stop but the policy runs on till death when it is 

payable. This is known as ''Limited payments polioy.” 

There are also “Ascending Scale policies” under 

which premiums of smaller amounts are payable in the 

beginning and they get larger at the expiration of fixed 

terms. In cases where the policies are effected by a credi¬ 

tor for a shortterm of years in order to cover some advance 

made they are known as “Short Term Polioies.” Thus 

a creditor who effects a short term policy on the life of the 

debtor has not only to pay a premium for a short time but 

the premium itself is proportionately lower than that 

usually charged on a whole life polioy and he oan dispense 

with the polioy at the end of the term stipulated. 

We have seen in the Chapter on Partnership that 

Partners take out “Joint Life Polioies” in order to 

cover against the inconvenience caused by the sudden with¬ 

drawal of capital by the death of one of the partners. 
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We have also dealt with the “Sinking Fund Policies’* 

in the Chapter on Company Aocoanta where polioies are 

effected by payment of premiums in order to secure a fund , 

at the end of a certain term for the repayment of deben¬ 

tures Ac. 

Surrender Yalue. 

This is the value which an Insurance Company as¬ 

sesses and which it is prepared to pay in case the Assured 

is willing to surrender his policy and extinguish his claim 

upon same. Assurance Companies generally pay surren¬ 

der values only on those Policies on which at least three 

full premiums have been paid. It may however be added 

that generally speaking the market surrender values of 

life policies are generally higher by 15 to 20 per cent 

than those offered by the Company. The surrender values 

are based upon the actual premiums paid from the reserve 

set aside with respect to each policy under Acturial calcu¬ 

lations. As the duration of the policy increases the Assu¬ 

rance Company allows a larger surrender value than in 

eases where a policy is surrendered within a shorter time. 

Formerly it was the tendency among Life Assurance 

Companies to pay very meagre sums by way of surrender 

values on the ground that the majority of people who sur¬ 

rendered their polioes were of a healthy olass and those 

people who had broken down in health during the currency 

of a Polioy seldom came into surrender same. Nowa¬ 

days however owing to competition the tendency is to 

allow larger values on surrender polioies. 

Loans on polioies. 

Assurance Companies offer facilities by way of advan¬ 

ces on polioies. This is generally done after a certain 
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number of premiums have been paid and within the limit 

of the surrender value. The loan may be repaid either 

as agreed upon or at the convenience of the borrower and 

in case it is not repaid it is kept on and interest is charg¬ 

ed against the security of the policy to be deducted when 

the policy is finally surrendered or falls due. 

Indian Life Assurance Companies. 

Life Assurance Companies in India are governed by 

Life Assurance Companies Act of 1912 which extends to 

the whole of British India inclusive of British Baluchistan, 

the Santbal Parganas and the Pargana of Spiti. The Po¬ 

licy of Assurance on human life is defined by the Act as 

any instrument by which the payment of money is assured 

on death (except death by accident only), or the happen¬ 

ing of any contingency dependent on human life, or any 

instrument evidencing a contract which is subject to pay¬ 

ment of premiums for a term dependent on human life. 

The Act also applies to Companies incorporated under the 

Indian Companies Act of 1882 and carrying on life assu¬ 

rance business in any part of the world. The only excep¬ 

tion is made in case of Societies formed nnder the Provi¬ 

dent Insurance Societies Act, 1912. 

It is compulsory for every Life Assurance Company 

established in India to deposit with the Comptroller Gene¬ 

ral, Government Securities of the face value of Rs. 25,00J 

before it commences business. In case of Life Assurance 

Companies formed before the Act they have to deposit a 

like sum within a year of the commencement of the Act or 

to deposit Government Securities of a face value equal to 

one-third of the income derived from life assurance busi¬ 

ness as per the last Revenue account of such a Company, 

whichever be the larger. These companies have further 

so 
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to keep on depositing annually, one-third of their income 

arising from the Life Assurance business as per Revenue 

account until the face value of such deposits exceeds Rs. 

100,000. Thereafter their annual deposits are to amount 

to one-third of the increase to the Life Assurance Fund, 

as per their Revenue account of every financial year, till 

the total deposit with the Comptroller amounts to the face 

value of Rs. 200,000. These deposits are to be taken in 

account as a part of the assets of the company. 

In case the Company carries on life Assurance busi¬ 

ness and combines same with some other business. Section 

5 of the Act lays down that separate accounts shall be kept 

of all receipts in respect of the Life Assurance Business 

which shall form a separate Fund to be called Life Assur¬ 

ance Fund and a separate balance Sheet should be made 

out for such a business. 

It is further provided that the Life Assurance Fund 

shall absolutely belong to the policy holders and shall not 

be applied for any other purpose than that of Life Assur¬ 

ance Business. 

Requirements of the Act. 

Every Life Assurance Company is required to prepare 

(1) a Revenue account in the form set forth (see form 

pages (2) a Profit and Loss account in the form set 

forth (see pages (3) a Balance Sheet or Sheets in the 

form set forth (see pages and (4) a Statement con¬ 

taining the name of every person who during the year was 

a member of the board of directors or other governing 

body or was a manager or a secretary or held any similar 

office. 
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Aoturial Report and Abstract* 

The Act further lays down that at least every five 

years an investigation by a duly qualified actuary should 

be made into the financial condition of the Company which 

should include a valuation of its liabilities* It also re¬ 

quires that an abstract in the prescribed form should be 

prepared by the Actuary, and printed copies of these state¬ 

ments and abstracts of Revenue account, Profit and Loss 

account, and the Balance Sheet should be sent to the share¬ 

holders and policy holders who apply for same. These 

abstracts of Revenue Account, Profit and Loss Account 

and Balance Sheets are to be signed by the chairman, at 

least two directors and the principal officers of the com¬ 

pany, and have to be deposited with the Governor-General 

in Council within six months. These have also to be audit¬ 

ed annually by duly qualified auditors. 

Companies Constituted Outside British India* 

If a Company constituted outside British India opens 

an office in British India with a view to do Life Assurance 

Basiness, the Indian Agent of such a company has to file 

within three months with the 'Registrar, a certified copy 

of the charter, statute, or memorandum and articles of the 

company, (2) list of directors, (3) names and addresses of 

some one or more persons resident in British India autho¬ 

rised to accept service or other notices on behalf of the 

Company. 

With regard to a Company formed in the United 

Kingdom in accordance with the English Assurance Com¬ 

panies Act of 1909 and desiring to do business in India 

such a Company has to get itself declared a company 

“Carrying on basiness in the United Kingdom0 by the 

'Governor-Q-eneral in Council, and after such declaration* 



896 HIGHER ACCOUNTING. 

the provisions with regard to depositing separate accounts 

of Life Assurance Companies’ Balance Sheets, Aoturiai 

Report, and Abstract, do not apply. Those companies are 

however required to deposit with the Governor-General in 

Council copies of their Balance Sheet and Abstracts as 

per the English Assurance Companies Act. 

The Law provides heavy penalties for avoiding the 

requirements as to these statements. It also provides for 

heavy punishments for the falsification of statements. 

Inspectors. 

A new departure in the Act is the appointment of 

Inspectors by the Government, who are to enquire into 

the affairs of any Life Assurance Company and report 

thereon as directed, on application oE either the Share¬ 

holders or the Policy holders. In the former case there 

should be applying at least one-fifth of the whole number 

of the shareholders and in the latter at least twenty or 

more Policy holders holding policies amounting the actual 

value of Its. 20,000. The Inspectors may also be ordered 

by the Government to inspect the accounts of the compa¬ 

nies in case the company has failed to furnish a further 

statement when asked to do so, or when the further state¬ 

ment is insufficient or unsatisfactory. 

Books of Account of a Life Assurance Company. 

A Life Assurance Company has to keep a large num¬ 

ber of subsidiary books peculiar to itself, and the subsi¬ 

diary books differ a great deal as per the requirements of 

every particular business. Wo shall take up some of the 

most important of these b^oks and deal with them sepa* 

rately. 
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Proposals Register. 

The life assurance business begins with a proposal 

whioh is made out on a special form provided by the 

Company known as the “ Proposal form.” The proposal 

form is more or less an offer on part of the person wishing 

to assure his own life which has to be accepted by the 

Company to constitute an agreement. Particulars given 

in the Proposal Register are :— 

(1) the number of the proposal, 

(2) name of the proposer, 

(3) the agency through which the proposal is 

received, 

(4) the nature of the risk or insurance. 

Policy Register:—This is a book containing detailed 

information as to each policy, which is entered in the 

order in which the policies are effected, with all particu¬ 

lars necessary for the purpose. 

The Premium Registers. 

The Premium Registers are generally divided into 

two classes, viz., the New Premium Register, and the 

Renewal Premium Register. 

This is done with a view to ascertain what is the 

amount of new business effected as distinguished from the 

old business, the policies for which are periodically re¬ 

newed. These registers record the various amounts of 

premiums received from time to time, both for the new 

business as well as for renewal premiums, and the premium 

entries are posted directly from the premium columns 

of a general cash book to the premium accounts. Generally 

two premium accounts are maintained, viz., (1) New Pre¬ 

mium Account, and (2) Renewal Premium Account. 
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The object of recording separately the new and re¬ 

newal premiums is for facility of Actuarial calculation 

and because the Agents' commissions on eaob are calcula¬ 

ted on'different basis. 

Agents' Ledgers. 

These Ledgers deal with the accounts of different 

agents and distinguish between new business and the re¬ 

newals introduced through them. The Ledgers are ruled on 

columner system showing the date, policy number, name of 

insurer and distinguishing between premiums received on 

new business and renewals. There is also a column showing 

the commission due to the agent. The agents are debited 

for all premiums collected by them for new and old busi¬ 

ness and credited for their commission. They are also 

oredited for the commissions due to them on business secur¬ 

ed by them. With regard to this commission it may be 

mentioned that various rates are paid to different agents 

aecording to circumstances by special agreement. The 

rate of commission generally paid on new business is much 

higher than on renewals. The commission on the premiums 

may be either paid as a percentage on the premium in 

whioh case the percentage varies, as we have seen before,, 

in case of the old and new business, or a percentage may 

be paid on the sum assured and nothing, or very little, by 

way of commission in such cases has to be paid on rene¬ 

wals. There is also commission paid known as Under¬ 

writing Commission to Branch Managers and agents in the 

districts who introduce sub*agents and this commission is 

paid to them on the business secured by these sub-agents- 
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Companies often keep separate ledgers for commission 

known as Commission Ledgers showing details as to the 

dates, name of agent, name of the town, number of policy, 

name of the assured, and premium and a separate column 

showing the total commission paid to eaoh of the agents 

separately on each of the policies. 

General Cash Book. 

The General Cash Book of an Assurance Company is 

ruled in columns with the headings on the receipts and 

payments side peculiar to the business of a Life Assurance 

Company. The principal receipts of a Life Assurance 

Company would be by way of premiums and interest on 

their investments. The expenditure would be by way of 

the payment of claims and the general expenses of work 

and distribution. 

It may be added here that columns would vary con¬ 

siderably according to the requirements of business in each 

particular office. The above form is given to give the 

student a general idea as to the usual columns to be found 

in general practice. 

Register of claims. 

As soon as a claim falls due a notice is generally re¬ 

ceived by the company as per the requirements to be found 

in all policies of Assurance. The notice is forwarded with¬ 

in a certain number of days which the company usually 

requires before deciding whether the claim has actually 

fallen due and whether a company is prepared to admit 

same. From the claims the Claims Register is written up 

and the various particulars supplied are entered in columns 

and finally when the claim is paid the date of payment is 

eptered there. If the claim is not paid a remark suoh as 
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^claim unadmitted,” or “claim withdrawn” is to be found 

in the Register in the “Remarks” Column. In laTge com¬ 

panies a separate book is kept known as the Claims Cash 

Book giving full details as to these claims as they are paid 

and the total of the claims cash book is finally transferred 

to the general Cash Book. 

General Ledger. 

The General Ledger contains all revenue and balance 

sheet items under separate heads of accounts. The ac¬ 

counts of various branches and agencies would also be 

noted in the General Ledger and posted there through the 

journal except the items in the subsidiary books after they 

are properly summarised. From the general ledger the 

Revenue Accounts and the Balance sheet would be made 

out for the purpose of preparing the periodical accounts 

to be published as per the requirements of law. 

The Actuarial Calculation. 

The nature of the Life Assurance business is such that 

the premiums received on the policies, as well as consi¬ 

derations for annuities, are not gross revenue of the com¬ 

pany but are items of receipts which have to be collected 

and accumulated because all policies would in the usual 

course mature, either at death or on the expiry of the 

period for which it is taken out and the company would 

have to pay the claims on these policies. It would thus 

be seen that minute calculations would have to be gone 

into to ascertain, from year to year, how much should be 

set aside on each policy towards the fund, considering the 

income received from investments as well as premiums 

and also taking into calculation the various claims that 

have fallen due and have been paid out. These calcula- 

51 
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♦ions are made by specially qualified men known as Actur- 

aries who hare to ascertain as to whether any profit is 

made after all these items are provided for and the 

accountant has to deal with his certificates and report. 

Oar Life Assurance Companies Act, as we have seen 

before, provides for the valuation of the liabilities and the 

assets of the company by an Actuary at least once in every 

five years, and even at shorter intervals, if the company's 

regulations so provide and an abstract of the Actuary's 

report has also to be published with the accounts. There¬ 

fore only in cases where the actuary certifies a surplus 

after his calculations of assets and liabilities of the com¬ 

pany that anything by way of dividend or bonus becomes 

payable to the share-holders or policyholders. 

Balance Sheet. 

The Balance Sheet of a Life Assurance Company 

would show on its liabilities side the Life Assurance Fund. 

It would then show claims admitted but not paid, reserve 

fund, if any, advances received on account of premium, 

sundry creditors and other liabilities, also the capital of 

the shareholders and other funds. On the assets side would 

be shown all investments either by way of loans on the 

Company’s policies or on securities. The balances due 

from agents, the premium due but not paid, outstanding 

interest on investments etc., and other assets including 

cash in hand and in bank. 

The following are the forms of (1) Revenue aooonnt, 

(2) Profit and Loss account, and (3) Balance sheet re- 

quired by the Life Assurance Companies Act of 1912. 
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The First Schedule. 
Revenue Accounts of the_ 

year ending__ 

(A) Life Assurance Account. 

_for the 

Amount of Life Assurance fund 
at the beginning of the year. 

Premiums 

Consideration for annuities gran¬ 
ted* (see note 1). 

Interests, dividends and 
rents. I Ks. 

Less income-tax thereon. 

Other receipts (accounts to be 
specified ). 

Rs. 

Ks. Rs. 

Dividends payable on 19 
for the year ending 
19 . (This is only to be 
stated here by companies 
not supplying a Profit and 
Loss Account). 

Claims under policies paid and 
outstanding :— 

By death 
By maturity 
Surrenders, including surren¬ 

ders of bonus additions. 
Annuities 
Bonuses in cash 
Bonuses in reduction of pre¬ 

miums 
Expenses of management :— 
Commission. 

- Agents' and Canvassers’ al¬ 
lowances 

Salaries, etc. (other than to 
Agents and Canvassers ). | 

Travelling expenses. 
Directors' fees. ’ 
Auditors’ fees. 
Medical fees. 
Rents for offices belonging to 

and occupied by the com¬ 
pany. 

Rents of other offices occupied 
by the company. 

Law charges. 
Advertising. 
Printing and Stationery. 
Other expenses of management 

(accounts to be specified). 
Other payments (accounts to be 

specified ). 
Amount of Life Assurance Fund 

at the end of the year, as 
- per Third Schedule. - 

Rs. 

Noie 1.—Companies having a separate annuity fund with investments 

separate from those of the life assurance fund to return the 

particulars of their annuity business in a separate statement, in- 
Form B of the Schedule.. 
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Note 2.—Items in this account to be net amounts after deduction of the 
amounts paid and received in respect of reassurances of the 
company's risks. 

Note 3.—If any sum has been deducted from the expenses of management 

account, and taken credit for in the balance-sheet as an asset, 

the sum so deducted to be separately shown in the above 

account. 

Observations on Revenue Account of Life 
Assurance. 

(First Schedule). 

It will be observed that this account is made out in 

the form which is quite the reverse to that ordinarily 

found in case of trading companies though in the Ledger 

of the company concerned this account will appear in the 

usnal form viz., receipts and income on the credit side and 

payments and expenditure on the debit. In other words 

though published in form of a cash account it includes 

only income and expenditure and not the capital items. 

To take the debit or left hand side first the explana¬ 

tion of various headings is as follows:— 

Amount of Life Assurance Fund, (beginning of 
the year). 

This is the first item on the receipts side and is 

brought from the Revenue Account of the previous year 

being the last item of that account on the payments side. 

This item shows the Fund which is available for meeting 

liability under the policies. 

Premiums. 

This includes all premiums received and due during 

the year on the policies but must not include pre¬ 

miums received during the current year but which fell 

due in the previous year, because they have been 

already dealt with in that year. On the same principles 

premiums received in advance for the next year should 
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not be included here bat should appear on the 

balance sheet as a liability. Here it must be noted 

that when premiums are due this account is credited and 

the policy holder debited therefore where the policy 

holder fails to pay this premium due and allows his policy 

to lapse during the same year all such unpaid premium 

must be deducted from the total premiums shown under 

this heading. On the same principle if the premium was 

due during previous year and naturally included in the 

figure of premiums of that year and if during tbe current 

year the policies lapsed for non-payment the premium un¬ 

paid should also he deducted from the premium figure of 

this year. It will be further noticed from note No. 2 above 

(given under the form) that the premiums figure should 

be clear of premiums paid to other companies for re-in¬ 

surance. When premiums are received through agents 

who generally deduct their commission an adjustment 

adding the commission figure to the amount so received 

and restoring the premiums figure to the original gross 

figu re should be made. 

Consideration for Annuities. 

Note 1 in this case lays down that in case com¬ 

panies have a separate annuity fund with separate invest¬ 

ments they should prepare a separate statement as per 

Form B given below. Annuities are generally purchased 

for a lump sum consideration which will appear under 

this heading otherwise where the consideration is payable 

in instalments the same are usually treated as premiums. 

Interest and Dividends and Rents. 

Here Interest dividends and rents both received and 

accrued due on companies investments must be included 

taking care not to include interest received during the 

current year for which credit was already taken daring 

past year. These will also include interest on loans 
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granted to policy holders. Here the schedule provides 

for income tax being deducted from all these so that only 

net income may appear. In case of rents it should be 

noted that a proper deduction for rates, taxes, rapairs, 

etc. should have been made. 

Other Receipts. (account to bt specified.) 

These include items such as additional capital paid 

xip, during the year, sundry profits such as fines for the 

revival of lapsed policies, fees received for transfer of 

shares, registration of assignments and other documents, 

etc. 

Having thus exhausted dealing with the debit or the 

left hand side of the Revenue Account we shall now take 

up the items on the credit or the right hand side. 

Dividends payable for the Year ending etc. 

The first item of expenditure shown in the prescribed 

form of Revenue Account, refers to dividends payable to 

shareholders of the Company and will not appear in the 

Revenue Account of a Company which has no share 

capital. 

Claims under Policies paid and outstanding. 

This represents an important item of expenditure of 

an Insurance Company. Claims by death and by maturity 

are required to be shown separately, and the amount to 

include those claims which are paid, outstanding, admit¬ 

ted or intimated. Claims admitted or intimated during the 

year form an expenditure of that year, and the unpaid 

portion of same should be shown as a liability. The claims 

should also include the amount of the Bonuses payable on 

policies becoming claims in the course of the year. In 

short, this heading must be held to include every kind of 

payment under a policy in accordance with its provisions, 

except surrenders, loans, bonuses in cash, reduction of 

premium etc. 
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Surrenders) including surrenders of bonus 
additions. 

The amount shown under this head should include, 

not only the amount paid in cash for the surrender of po¬ 

licies but also all amounts owing to the company in respect 

of policies which have lapsed within the period under re¬ 

view, such as, loans on the security of policies, unpaid 

interest on same etc., as well as bonus additions where the 

same were payable along with the policy amount when it 

became a claim. 

Annuities. 

The amount shown under this head should include all 

the annuities that, fall due within the period under view 

the un-paid portion being shown as a liability. 

Bonuses in cash. 

A bonus or share of profit declared in respect of a 

policy becomes a claim. When such bonuses are declared 

payable in cash the present worth of such bonuses are cal¬ 

culated and paid. 

Bonuses in reduction of premiums. 

Under this head should be shown such of the declared 

bonuses as are applied towards the reduction of premiums. 

Expenses of Management. 

Under this head every expense incidental to the busi¬ 

ness is included...The various items detailed under this 

head in the specimen Revenue Account are self-explana¬ 

tory. Commission and allowances to agents and canvas¬ 

sers and salaries to staff form the bulk of the expenditure 

of an Insurance Company. 

Other Payments. 

Amounts expended under each separate heading 
should be specified, e. g., Interest, Income Tax, Policy 
Stamps, Losses on realization, Revaluation, or failure of 
securities, etc. 
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* 

The First Schedule. 

(B) Revenue Account applicable to annuity bussiness of those companies 
having a separate annuity fund, the investments of which are kept 
separate from those of the life assurance fund. 

Rs. Rs. 

Amount of annuitv fund at the Annuities. 
beginning of the year. 

Surrenders. 
Consideration for annuities 

granted. 
Rs. 

Kxpenscs of management : — 

Interests, dividends and Commission, 
rents. 

Other payments (accounts to 
Less income-tax thereon. be specified!. 

1 Amount of annuity fund at the 
end of the year as per 

Other receipts. balance-sheet. 

Ks. 
i 
! Ks 

Note. -Items in this account to be net amounts after deduction of the 
amounts pud and receiwd in respect of reassurances of the com¬ 
pany’s risks. 

The First Schedule. 

(C) General Rev ante Account applicable to all clas-.es of business other 

than the life assurance and annuity transactions. 

! Rs. j jks. 
i 

Amount of funds at the begin-! Claims less reassurances (ac* 
ning of the year counts to be specified) 

Premiums (accounts to be speci- Expenses of management : 
fied.) 

Ks. 
Commission . 

Interests, dividi nds and 
rents . 

Other expenses Uo be speci¬ 
fied) . 

Less income-tax thereon 
1 
1 

1 Losses (accounts to be specified) 

i 
i 

Profits (acecounts to be specified) 
i 

Other payments (accounts to be 
specified ). 

Other receipts (to be specified). Amount of funds at the end of 
the year as per Balance Sheet 

Rs. Rs. 
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Note 1.—All the items in the above account to be exclusive of life assu¬ 

rance and annuity transactions. 

Note 2.—Items in this account to be net amounts after deduction of the 

paid and received in respect of reassurances of the company’s 

risks. 

The Second Sohedule. 

(D) Statement to be submitted along with the Revenue Account by all life 

assurance companies. 

Class of Policy. 

Total New Life 
Assurances completed in 

India during the year 19 . 
Portion thereof reassured. 

Sum 
Assured 

1 
Annual 

Pre¬ 
mium. 

Single 
Pre¬ 

mium. 

Sum 
Assured 

Anuual 
Pre¬ 

mium. 

Single 
Pre¬ 

mium. 

Whole life 
Whole life by limit¬ 

ed payments 
Endowment assur¬ 

ances . . .1 
Pure endowments . 
Term assurances . 
Other classes . 

Rs. Rs. Rs. ; Rs. Rs. Rs. 

Total 

State also 

New annuities (state number and annual amount). 

Total sums assured and bonuses (less reassurances) remaining in force at 

end of year 19 on lives of residents in India. 

Number and amount of annuities (less reassurances) remaining in force 

at end of year 19 on lives of residents in India. 

Largest sum for which the company has granted an assurance on 

any one life during the year, after deduction of any portion 

reassured. 

Statement of the total investments in India of the life assurance and 

annuities funds. 
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The Second Schedule. 
( See Section 7.) 

Profit and Loss Account of the-for the year ending- 

Balance of last year’s account 

Interest and dividends 
not carried to other Ks. 
accounts. 

Less income-tax thereon.- 

Profit realized ( accounts to be 
specified ). 

Other receipts ( accounts to be 
specified). 

Dividends and bonuses to 
share-holders payable on 
19 , for the year ending 
19 . 

Expenses not charged to other 
accounts. 

Loss realised ( accounts to be 
specified). 

i 

Other payments (accounts to 
be specified). 

Balancp as per Third Schedule. 

The Third Schedule. 
( See Section 7. ) 

(A) Balance-sheet-of the-on the-—19 

Liabilities 

Life assurance fund— 

Outstanding liabilities ot 
life assurance 
fund. 

Annuity fund (if any ) as per 
separate balance-sheet. 

Outstanding liabilities of 
annuity, fund. 

Share-holders* capital paid up 
(if any}.. 

Assets. 
Assets of life assurance fund 

as per separate balance 
sheet (if any). 

Assets of annuity fund as pef 
separate balance-sheet (if 
any). 

Assets of funds other than 
those shown in the above- 
mentioned balance sheets. 

Mortgages on property within 
India. 

Mortgages on property out of 
India. 

Loans on public rates. 
Loans on life interests and 

reversions. 
Loans on stocks and shares. 
Loans on company’s policies 
within their surrender values. 

Loans on personal security. 
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Liabilities. Assets. 
Life interests and reversions in 

India 
Other investments in India (to 

be specified). . 
Other investments out of India 

(to be specified). 
Agents' balances. 
Outstanding premiums* 

Do. interests, dividends 
and rents* .... 
Interest accrued but not pay. 

able* .... 
Hills receivable . 
Cash— 

On deposit . 
In hand and on curren 

account 
Other assets (to be specified) 

•These items are or have been included in the corresponding items in the 
First Schedule. 

Note 1.—When part of the assets of the company are specifically deposited 
under local laws, in various places out of India, as security to 
holders of life assurance policies there issued, each such place 
and the amount compulsorily lodged there, must be specified. 

Note 2.—The balance-sheet, must state how the values of the Stock Ex¬ 
change securities are arrived at, and on the occasions when 
a statement respecting valuation under the Fourth Schedule 
is made, a certificate must be appended, signed by the same 
persons as signed the balance-sheet, to the effect that in their 
belief the assets set forth in the balance-sheet are in the 
aggregate fully of the value stated therein, less any invest¬ 
ment reserve fund taken into account. 

Note 3.—Companies having investments with any uncalled liability shall 
state separately the full amount thereof. 

Note 4.—Particulars must be given of all loans, including temporary ad¬ 
vances, except loans on policies within their surrender values, 
made at any time during the year to any director or officer of 
a company, or to any other company in which any of the 
said directors or officers may hold the position either of 
director or pf ofljcej*f 
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The Third Schedule—contd. 

(B) Balance-sheet of the Life Assurance Fund-on the 

___19 , to be completed by companies doing 

business other than Life Assurance for which they have separate 

funds. 

Liabilities. Ks. Assets. Us. 

Life assurance fund . 

Claims admitted or intimated* 
but not paid . 

Other sums owing by the com¬ 
pany* (under this class of 
business) . 

! 
i 

Mortgages on property within 
India. | 

Do. do. out of India. | 
Loans on public rates . .; 

Do. life interests and rever- j 
sions . . . j 

Do. stocks and shares . j 
Do. Company's policies; 

within their surrender j 
values 

Do. personal security . i 
Investments :— j 

Deposit with the Comptroller : 
General (securities to be J 
specified) . . . .! 

Indian Government securities. 
British and Colonial Govern- 

ment securities . . . j 
Foreign Government securi- ■ 
ties. 

Indian Municipal and Provin¬ 
cial securities. \ 

British'and Colonial do. i 
Foreign do. do. | 
Bonds, debentures, stocks 

and other securities where 
on interest is guaranteed 
by the Indian Government. 

Bonds, debentures, stocks 
and other securities where 
on interest is guaranteed by 
the British or any Colonial 
Government 

Bonds, debentures, stocks 
and other securities where- j 
on interest is guaranteed by j 
any Foreign Government . j 

Ordinary stocks and shares1 
of any Indian Presidency 
Bank .... 

Debentures of any Railway 
in India 

• These items are or have been included in the corresponding items in 

th<? Fjr$t Schedule, 
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The Third Schedule—contd. 

(B) Balance-sheet of the Life Assurance Fund—(contd.) 

Liabilities- Rs. Assets. Rs. 

Debentures of any Railway 
out of India .... 

Preference or guaranteed 
shares of any Railway in 
India . 

Preference or guaranteed 
shares of any Railway out 
of India. . . . . 

Ordinary stocks and shares of 
any Railway in India 

Do. do. out of India. 
House property in India . 

Do. out of do. 
Freehold and leasehold ground 

rents and rent-charges in 
India . 

rate interests and reversions in 
India. 

Do. do. out 
of do. 

Other investments in India 
(to be specified). 

Do. do. out of do. 
(to be specified). 

Agents' balances 
Outstanding premiums* . 

Do. interests, dividends 
and rents * . 

Interest accrued but not pay¬ 
able* . 

Bills receivable. 
Cash 

On deposit . 
In hand and on current a/c. 

Other assets (to be specified) 

Rs. Rs. 

These items are or have been included in the corresponding items in 

the First Schedule. 

Xotc 1,—When part of the assets of the company are specifically deposited 

under local laws in various places out of India, as security to 

holders of life assurance policies there issued, each such place 

and the amount compulsorily lodged therein must be specified* 
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2.—A balance-sheet in the above form must be rendered in respect of 

the annuity fund if the investments of that fund are distinct 

from those of the life Assurance fund. 

Note 3.—The balance-sheet must state how the values of the stock exchange 

securities are arrived at, and on the occasions when a state¬ 

ment respecting valuation under the Fourth Schedule is made, 

a certificate must be appended, signed by the same persons as 

signed the balance-sheet, to the effect that in their belief the 

assets set forth in the balance-sheet are in the aggregate fully 

of the value stated therein, less any investment reserve fund 

taken into account. 

Note 4.—A certificate must be appended hereto, signed by the same persons 

as signed the balance-sheet (Form A), and by the auditor, to 

the effect that no part of any such fund has been applied, 

directly or indirectly, for any purpose other than the class of 

business to which it is applicable. 

Note 5.—Companies having investments with any uncalled liability shall 

state separately the full amount thereof. 

Note 6.—Particulars must be given of all loans, including temporary ad¬ 

vances, except loans on policies within their surrender values, 

made at any time during the year to any director or officer of 

a company, or to any other company in which any of the 

said directors or officers may hold the position either of direc¬ 

tor or of officer. 

Valuation Balance Sheet. 

Life Assurance Companies in order to arrive at their 

periodical profit or loss made in course of their business, 

have to take the help of actuaries, who value or assess the 

actual risk or liability of the company, on its “ Current ” 

polieies, as at a particular date. This risk or liability 

of the company is compared with the Life Fund built up 

to-date, the difference representing excess of Life Fund or 

vice versa, is the profit or loss made by such a company, 

and out of suoh an ascertained excess, the company appro* 

priates amounts towards dividends to shareholders, or 
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bonuses to policy-holders. These valuations are held 

periodically, say every five or seven years, known as 

quenquennial or septennial valuations. 

Valuation Balance Sheet of_as 

at_19 

Dr. £ 0.1 £ 

To net liability under By Life Assurance and An-1 
Life Assurance and nuity Funds (as per B/Sj 
Annuity Transactions tinder schedule 3). 
[as per summary i 

statement provided Ly Deficiency, if any ...| 
in Fourth Schedule : i 
(A)]. j 

To Surplus, if any ... : 
! 

Total ... 
1 

Total ...J 
I 

lllustratio?i—From the following particulars, prepare 

the Revenue Account for the year ended 30th June 1927 

and Balance Sheet as at that date of 

The Peoples Life Assurance Co., Ltd. 

Trial Balance as on 30th June 1927. 

Share Capital 
Life Assurance Fund (in the beginning) 
Contingency Reserve Fund 
Investment Reserve Fund 
Building Fund 
Premiums 
Reassurance Premiums 
Consideration for annuities granted 
Interest on investments 
Income tax on above ... 
Transfer and other fees 
Dividends paid 
Claims by death 

9, 99 maturity ... 
Surrenders ... 
Annuities paid 
Bonuses in cash to policy holders 

M in reduction of Premium 

Rs. a. p. Rs. a. p- 
1,50,000 0 0 
2,26,000 0 0 

25,000 0 0 
40,000 0 0 
15,000 0 0 

3,75,000 0 0 
30,000 0 0 

12,000 0 0 
16,000 0 0 

1,500 0 , 0 
j 250 0 0 

12,000 0 0 
90,000 0 i 0 

1,00,000 0 1 0 
i 

7,500 0 0 
15,000 0 ! 0 
2,000 0 : o 

500 0 
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Trial Balance as on 30th June 1927—contd. 

and Government paper from Agents and Canvassors, Rs. 15,000 

53 
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EXERCISES ON CHAPTER XI. 

I. An Insurance Company holds on account of its 

Insurance Fund securities of a high class such as Consols, 

New Three per cents, Metropolitan Board of Works Stock, 

etc., which are subject to variation in market value mainly 

in consequence of the fluctuations in the demand for such 

securities on the part of the public, but are also liable to 

sudden depreciation in times of panic. How should these 

be dealt with in the books and in the Balance Sheets of a 

Company which has a share capital entitled to receive, in 

the form of dividends, any surplus over the Insurance 

Fund : firstly, in a time of general prosperity, when the 

public appreciation of the various stocks has raised them 

to an inflated price, being considerably in excess of the 

cost to the company ; and secondly, at a time of excep¬ 

tional depression, when panic on the Stock Exchanges has 

unduly reduced the quotations? Give your reasons fully. 

( Chartered Accountants.) 

II. Prepare the Revenue Account of the Steadfast 

Assurance Company, Ltd., in the proper statutory form, 

from the following:—Claims: By Death £94,362; By 

Maturity, £56,450 ; Surrenders, £9,876; Commission, 

£5,624 ; Expenses of Management, £8,762 ; Premiums, 

£121,846 ; Amount of Life Assurance Fund at the begin¬ 

ning in the year, £2,176,846 ; Income Tax, £4,982; 

Annuities paid, £26,842 ; Consideration for Annuities 

granted, £86,422; Interest, Dividends and Rents, £79,146; 

Bonuses in Reduction of Premiums, £682. (Chartered 

Accountants.) 

III. Prepare, in the proper statutory form, the 

Revenue Acoount of the Minster Assurance Company, 

Ltd., for the year ended December 31st, from the follow- 
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ing figures:—Claims: By Death, £76,140 ; By Maturity, 

£30,110; Premiums, £705,690; Transfer Fees, £129; 

Consideration for Annuities granted, £82,127 ; Annuities 

paid, £53,461; Bonuses paid in Cash, £2,416; Expenses 

of Management, £31,920; Commission, £9,574; Interest, 

Dividends, and Rents, £97,840; Income Tax thereon, 

£5,710; Surrenders, £13,140; Bonuses in Reduction of 

Premiums, £980 ; Dividends paid to Shareholders, £5,500 ; 

Amount of Life Assurance Fund at the beginning of the 

year, £1,521,000. (London Chamber of Commerce.) 

IV. From the following figures make out the 

Revenue Account and Balance Sheet of the Commonweal 

Life Assurance Company for the year ended December 

31st: Funds at the beginning of the year, £5,744,148 

(the above amount includes Shareholders’ Paid-up 

Capital, £87,500, and Investment Reserve Fund, 

£40,000); Premiums (less Re-assurances), £355,674; Con¬ 

sideration for Annuities granted £11,338; Claims 

announced but not paid, £76,135; Annuities due but 

not applied for £427 ; Bank Loan, £50,000 ; Premiums 

paid in advance, £575; Claims by death, £337,y55; 

Claims by survivance, £32,226 ; Surrenders, £37,303; 

Annuities, £38,688; Commission, £11,417; Expenses 

of Management, £43,770; Interest and Dividends to 

Share-holders £9,878; Bonuses in Reduction of Premiums, 

£11,156; Income Tax, £8,594; Mortgages in the United 

Kingdom, £902,956; Mortgages out of the United Kingdom, 

£394,360; Loans on Company’s Policies, £415,269 ; 

Colonial Government Securities, £569,517 ; Foreign 

Government Securities, £172,760 ; Colonial Municipal 

Securities, £850,320; Railway Shares and Debentures, 

£2,042,477; Loans on security of Pabl.iQ Rates, £425,360; 
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Outstanding Premiums, £77,651; Interest accrued but 

not yet payable, £69,613; Cash in hand and on Current 

Aooount, £10,920. (National Union of Teachers.') 

V. Prepare accounts in statutory form at December 

31,1919, of the Infallible Assurance Company from the 

following particulars: Shareholders’ Capital, 10,000 

Shares at £100 each, £10 paid up; Deposit with the 

High Court, £20,000; Premiums, £500,000; Agents’ 

Balances, £7,500; Claims admitted but not paid, £50,000; 

Surrenders, £9,000; Annuities due and unpaid, £2,000; 

Investments in British Government Securities, £1,600,000; 

Claims under Policies paid and outstanding ; Death, 

£260,000 ; Maturity, £175,000 ; Mortgages on Property 

within the United Kingdom, £900,000; Mortgages on 

Property out of the United Kingdom, £100,000; Outstand¬ 

ing Premiums, £4,100; Freehold Ground Rents, £50,000; 

Commission, £60,000; Annuities, £7,000; Interest, Divi¬ 

dends and Rents, less Income Tax, £300,000; Loans on life 

Interests, £12,000; Consideration for Annuities granted, 

£156,000; Loans on Personal Security, £20,000; Invest¬ 

ments in Indian and Colonial Government Securities, 

£600,000; Lopnson Companies’Policies, £30,000; Amount 

of Assurance Fund, January 1, 1914, £4,100,000; Invest¬ 

ments in Foreign Government Securities, £900,000; 

Expenses of Management, £50,000; Railway and other 

Debentures and Debenture Stock, £400,000; Investments 

Reserve Fund, £89,700; (Central Association Accountants.) 

CHAPTER XII. 

Double Aooount System. 

This system originally came into use in oases of com* 

panics incorporated by Speoial Acts of Parliament suoh as 
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the Railway, Gas and Water Companies. Subsequently 

the decisions of Courts in cases of certain other Companies 

such as Mining Companies, Tramway Companies, etc., by 

which they were allowed to ignore the duty of providing 

for proper depreciation, led to their use of this system of 

keeping aocounts. It has also been used in connection 

with old Single Ship Companies. In some cases this 

system works well and may be used with advantage; in 

other cases it is not considered quite perfect from the 

accountant’s point of view though there may not exist any 

legal objection to its application. In the latter cases it 

should in justice be made clear to the shareholder that the 

dividend paid to him includes a portion of his capital 

returned to him. The force of these last remarks would 

be better understood by the student when he carefully 

follows the working of this system as illustrated in the 

following pages. 

Under the Double Account system the Balance Sheet 

is divided into two parts. The first part is worked up in 

the form of a Capital account and is called by that name. 

In case of Railway Companies it is called 44 Receipts and 

Expenditure on Capital Account.” 

The Receipts and Expenditure on Capital Account 

shows on its credit side all the receipts on account of 

capital, mz., receipts from shares and debentures together 

with the premium if any, on such shares and debentures. 

On the debit side are entered all the items of capital ex¬ 

penditure, viz.* the purchase of assets such as land, build¬ 

ings, machinery, rolling stock, railway lines laid, etc. The 

Preliminary Expenditure is also shown here as a Capital 

Expenditure. The balance of this account is then taken 

to the liabilities side of the Balance Sheet, where the 
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receipts are in excess of the expenditure as is usually the 

ease, otherwise, it goes on the assets side of the Balance 

Sheet. 

The other items on the Balance Sheet are made up of 

floating assets snob as Cash, Balance at Bank, Bills 

Receivable, Stores, Snndry Debtors, ete., and the Com¬ 

pany’s liabilities. 

The working of the accounts under this system differs 

from that in application in an ordinary Joint Stook Com¬ 

pany on the following among other points 

(a) Treatment of Depreciation, 

(b) Treatment of Renewals, 

(o) Treatment of Preliminary Expenses, 

(d) Treatment of Premium on Shares and Debentures. 

Depredation and Renevals. 

(a) & (b) The assets are allowed to stand at their ori¬ 

ginal value and the charge to Revenue for the wear and 

tear as in other concerns are unknown. Expenditure by 

way of Additions and Extensions is added to the value 

of these assets but repairs and renewals are charged 

to revenue. This is said to obviate the necessity of 

providing for depreciation. Experience has shown that 

during the first few years of the working of suoh conoerns 

charges by way of repairs and renewals are very scarce, 

the plant being entirely new, whereas in the latter years 

they keep on increasing. To meet this an average pro¬ 

portion is oharged to revenue and oredited to “Repairs 

and Renewal Fnnd aooount. ” This aooount appears as a 

reserve on the General Balance sheet. The idea in snob 
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companies being that after meeting all the regnlar charges 

of the oonoern and paying for repairs and renewals from 

the revenue, the balance may be taken as net gain to be 

distributed among shareholders. In Single Ship Com¬ 

panies, i. e.. Companies or Associations owning one ship 

only, this method is applied, as also in some other con¬ 

cerns that have not registered themselves under the 

Companies Acts. Here the ship is supposed to be divided 

into 64 equal parts. The cost of the ship is charged to 

the Capital Account and the revenue receipts, after 

deduction of expenses, repairs and renewals, are divided 

among the members of such Associations. Here the ship 

in course of time may become useless and may be sold as 

old iron to the breakers, the owners receiving very little 

towards the return of capital. To put it shortly, in these 

caseB the dividends include a proportional and gradual 

return of capital. 

The Double Aocounts system is in many cases applied 

to mining companies without legal objection. The receipts 

from sale of the produce of the mine, after deduction of 

working expenses, are distributed among the shareholders 

without providing for depreciation of plants. The mine 

may in course of time get exhausted and shareholders get 

nothing, or very little, by way of return of Capital. 

In Tramway and Railway companies too the Double 

Account system is applied with satisfactory results. 

It may, however, be noted that in cases where such 

companies hold expensive leaseholds, for which they have 

paid a fixed amount towards its purchase, a provision is 

made from Revenue by debiting it and crediting a Reserve 

aooount. 
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Rebuilding and Replacements. 

Frequently a portion of the works is either rebuilt or 

replaced and the question arises as to how the items should 

be treated in Aooounts, i. e., what portion should be 

oharged to Capital representing additional capital value 

and what portion should be taken to Revenue. The 

method usually adopted is to estimate the present cost of 

the replacement of the asset and charge the same to 

Revenue irrespective of whether that figure is more or 

less compared to the original cost of the asset. The 

balance of the expenditure can then be charged to Capital 

representing the cost or value of Extension. Receipts if 

any by way of break-up value of asset should be credited 

to Revenue against the charge to Revenue not separately 

as an income but by way of deduction. Supposing that 

the original costs of the asset in the books is shown at 

Rs. 100,000, and the cost of rebuilding (extension) or 

replacements come to Rs. 150,000 you will have to esti¬ 

mate the present value of replacing such an asset, say the 

estimated cost comes to Rs. 120,000, then this estimated 

cost will be charged to Revenue and the balance of 

Rs. 30,000 would be debited to Capital. There is another 

method under which the original book value of the asset is 

written off by Revenue and the present cost of re-building 

and replacements is then capitalised. The respective allo¬ 

cations under the two methods are as follows:— 

Capital Revenue 

First method ... ... Rs.^30,000 Rs. 120,000 

Second method ... ... ,, 150,000 ,. 100,000 

Preliminary Expenses. 

(o) In case of Preliminary expenses they are here 

s||owed to stand as an item of Capital Expenditure aqd 
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are not written off oat of profits, or redaoed through the 

assistance of premiams on shares, or debentures, as in the 

case of other Joint Stook Companies. It may be mention* 

ed that in oase of certain oompanies incorporated by 

Speoial Acts of Parliament suoh a course has been allowed. 

Premium on Shares and Debentures. 

(d) Premiums on shares and debentures, in oase of 

this class of companies, are considered capital reoeipts 

and as suoh are not considered available for revenue 

purposes. They can neither be distributed as profits, or 

used towards the reduction of Preliminary Expenses as 

the student has learnt to do in oase of Joint Stook Com¬ 

panies incorporated under the Companies Acts. As per 

seotion 52 of Indian Railways Act, the accounts are to be 

made on Forms prescribed by the Governor General-in- 

Council. The Governor*General-in-Council has adopted 

the forms prescribed by the English Railway Companies 

Aot. The form as per the English Aot of 1911 which is 

the latest, are given below 
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The Following form of the Oapital Account and the 

Balance sheet of a Tramway company in the solved 

exercise would serve as an illustration:— 

Exercises. 

Q. The figures in the books of the Southend Tram., 

way Co., Ltd., stood on the 31st December 1908 as 

follows:— 

Expenditure:—Permanent way including overhead 

equipments upto 1907 £30,000, during the year £10,000; 

Central power Station (1907) £10,000, no expenditure 

on it during 1908; Depots for cars (1907) £5,000, (1908) 

£1,000; Rolling Stock (1907) £10,000 ; (1908) £2,000; 

Office and other Buildings (1907) £9,000. 

Receipts on Capital:—Preference Shares (1907) 

£40,000; (1908) £10,000; Ordinary shares 1907 £20,000; 

Preference Cumulative Shares (1907) £10,000; (1908) 

£5,000; Debentures (1908) £10,000. 

Floating Assets:—Stores and stock in hand 

£21,000; Cash in Bank £8,500; Securities against Reserve 

Fund £10,000: Cash in hand £500. 

LiabilitiesSundry ! Creditors £3,000; Reserve 

Fund £10,000; Dividends due to Shareholders £2,000; 

Interest due to Debenture holders £1,000; Revenue or 

Profit and Loss Account Balance £6,000. 

Prepare Final Accounts on the Double Account 

system. 
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Southend Tramway Co. Ltd. 

General Balance Sheet as on 31 st December 1908• 

£. £ 
Capital Account Balance... | 8,000 Stores, stock, etc. in hand. 21,000 
Sundry Creditors. 1 3,000 Cash in hand . 500 
Reserve Fund . 10,000 Cash in Bank . 8,500 
Dividends due to share- Securities against Reserve 

holders ... . 2,000 Fund . 10,000 
Interest due to Debenture 

holders . 1,000 
Revenue or Profits & Loss 

Account balance. 6,000 

£ 40,000 £ 40,000 

EXERCISES ON CHAPTER XII. 

I. The following is the T. B. of the Durham Railway 

Co., after the completion of the Revenue Account for the 

half-year ended 31st Dec., 1908. During the said half- 

year there was an issue of £10,000 preference stock 

which was fully subscribed and paid up at a premium of 

5%. The expenditure on lines opened for traffic was 

£25,000; on lines in course of construction :Cl,000and on 

working stock 15,000. Make out Capital Account and 

Balance Sheet. 

Dr. Balances. Dr. Balances.—(continued.) 
£ £ 

Lines opened for Traffic ... 851,950 Sundry Outstanding Ac- 
Lines in course of construe- counts . ... 4,000 

tion . 5,000 Cr. Balances. 
Lines not commenced ... 50 3£% Preference Stock ... 300,000 
Working Stock (Engines) Ordinary Stock . 500,000 

Carriages etc. 130,000 4% Debenture Stock ... 200,000 
Contributions to Joint Lines. 50,000 Premiums on Stocks issued. 25,000 
Purchase of Guard Canal... 5,000 Debts due to other Corn- 
Cash at Hank . 5,000 panies . 2,000 
General Stores—Slocks on Sundry Tradesmen, etc. ... 20,000 

hand . 10,000 Fire Insurance Fund. ... 5,000 
Traffic Accounts due to Cos. 10,000 Cr. Balance of Net Reve- 
Due from other Companies. 1,000 nue Account .. 20,000 

Answer :—Balanoe Capital Account £17,000, Balance 
Sheet Total £47,000. 
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II. What is the Double Account System? Draft 

with imaginary items Capital Acoount and Balance Sheet 

applicable thereto. (Incorporated Accountants* Inter¬ 

mediate, June 1921.) 

III. From the following figures of the Townway 

Railway Co., prepare the Capital Account for the year 

ended 31st March, 1923, and the General Balance Sheet 

as at 31st March, 1923. 

Expenditure and Receipts 31st March, 1922. 
£ 

Permanent Way and over-head equipment ... 451,500 

Buildings ... 3,000 

Power Station ... ... ... 210,000 

Rolling Stock ... ... 60,000 

6°/0 Debentures ... ... 150,000 

8°/a Preference Shares ... ... ... 300,000 

Ordinary Shares ... ... ... 300,000 

Expenditure and Receipts of the year:- - 

Permanent W’ay, etc. ... 60,000 

Power Station ... 15,000 

Rolling Stock 1,800 

Ordinary Share Capital ... • • • ... ... 150,000 

Reserve Fund ... 150,000 

Creditors ... 38,000 

Depreciation Fund... ... 75,000 

Investments ... 180,000 

Stocks and Stores ... ... 28,000 

Cash in hand and at Bank ... 154,220 

(Incorporated Accountants, Final, June 1923.) 

IY. Under the Railway Accounts and Returns Act 

of 1911, the General Balance Sheet of a Railway Company 

is to be set ont in prescribed form in Aooount No. 18. 
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The following balances are extracted from the books of a 

Railway Company. 

Draw ont Trial Balance, and prepare Balance Sheet 

setting ont the headings thereon in the order that seems 

to yon applicable. 

£ 

Balance to debit of Capital account ... ... 4,292,000 

Amounts due to other Railway Companies and 

Committees ... ... ... ... ... 258,550 

Amounts due to Railway Clearing House ... 24,850 

,, ,, by ,, ,, ,, ... 43,231 

,, ,, by Postmaster-GeDeral ... ... 134,833 

Investments in Government Securities ... 8,120,000 

Amount to credit of Saving Bank Committee ... 2,270,154 

,, „ ,, Superannuation and Other 

Provident Funds ... ... ... ... 2,142,908 

Acoount payable by Company ••• ••• • •• 1,119,584 

Fire Insurance Fund ... ... ... ... 507,377 

Railway Depreciation Fund, including arrears 

of deferred Maintenance ... ... ... 9,839,456 

Steamboat Depreciation Fund ... ... ... 1,503,013 

Depreciation Fands Subsidiary Business ... 514,760 

Investments in Stocks and Shares of other 

Companies ... ... ... ... ... 1,343,62b 

Stock of Stores and Material • «t ••• its If 898,231 

Amounts due by other Railway Companies and 

Committees ... ... ... ... ... 534,584 

Dividends and Interest nnolaimed ... ... 81,907 

Investments on acoount of Superannuation 

and other Fands • •• MS ••• SIS 1,25,000 

General Reserves ••• ••• s»s ••• 750,000 

Reserves for Contingencies •ss ••• ••• 1,250,000 

a 
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£ 
Interest and Dividends payable by Company 

and aooruing or provided for • «» 609,660 

Interim Dividends paid... ... • «e ... 1,855,770 

Traffic Aooounts Receivable ... 501,515 

Cash on Deposit at Interest ... 4,920,000 

Balance at Bank ... ... ... • • a ... 1,820,000 

Cash in hand • •• ... 114,525 

Liabilities accruing • t • ... 620,797 

Balance of Account No. 9 available for 

Dividends, and Reserves • •• ... 5,011,808 

Amounts Receivable • • • ... 801,509 

(Incorporated Accountants, Intermediate, December 

1924). 

CHAPTER XIII. 

Bank Accounts. 

Like many of the world’s great institutions Banking 

in England bad a very humble origin. We have to this 

day in India shroffs and the village sowcars lending 

money on interest and carrying on business on large 

or small scale according to their surroundings and 

circumstances. In England which is undoubtedly to-day 

the greatest banking country of the world,—in fact London 

is the acknowledged Banking centre of the world—the 

early bankers were, for many years, goldsmiths by trade,who 

were obliged by the nature of their business to keep strong 

rooms and boxes in which to store up their jewellery and 

valuables. People used to deposit their valuables and 

money with these goldsmiths for safekeeping, for whioh 

they used to get a' receipt by which the goldsmiths aoknow~ 

ledged thfrdeposit and promised to return same on demand* 
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These receipts began to be known as “Goldsmiths* Notes" 

and gradually oironlated in place of coin as they 

oonld be oashed on demand* Thus these “ Gold¬ 

smiths’ Notes" were in reality the parent of the 

present day English bank notes. In early days 

prior to the ‘ introduction of Banking in England, 

Italians took the lead in Banking in Europe, and the Bank 

of Venioe is said to have been established in 1157. This 

was followed by the Bank of Medici in Florence in the 

fourteenth centnry. Following this the Lombard bankers 

settled in London and gave the name of the famous street 

known as the Lombard Street. The Banking centre then 

shifted to Holland and the Bank of Amsterdam was founded 

in the year 1609 which thrived for one centnry and a half. 

Gradually with the decline of commerce in Holland and 

the increase of commerce and prosperity of England, the 

Banking centre of Enrope shifted to England. Mer¬ 

chants in England also began to carry on business of 

bankers, side by side with their legitimate business as 

merchants,—a system which is still fonnd to be common 

among onr Indian merchants where people deposit their 

money on a sort of fixed deposit system with important 

pedhis at a varying rate of interest. Gradually these mer¬ 

chants began to devote their attention exclusively to 

banking business. Thus sp. j g up in every town and 

oountryside in England a group of private bankers who 

were some years ago so familiar in England. 

The Bank of England was established in the year 

1694 as a Corporation enjoying exceptional privileges 

and though it was originally established as an expedient 

for getting a loan for William III, it soon became a 

powerful central bank. The whole of its original capital 
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of £ 1,200,000 was lent io the state at 8 per oent 

interest per annum. In return the bank was to get £4,000 

a year for management expenses and was empowered to 

issne its own notes to the extent of this oapital lent to the 

state. 

For a long time the Bank of England enjoyed the 

monopoly of being the only English Joint Stock Bank, 

thongh private bankers grew np and flourished in large 

numbers. The Act of 1826 allowed the establishment of 

other Joint Stock Banks with the privilege of note issue, 

exoept in London and a certain radios outside London. 

In 1833 Joint Stock Banks were allowed to be established 

in London itself, though without the privilege of note 

issue, with the result that large banks like the London 

and the Westminster Bank, the London Joint Stock Bank, 

the Union Bank of London, etc., were established. In 

1857 a severe monetary crisis occurred in England which 

ruined shareholders of many Joint Stock Banks, as the 

privilege of limited liability was not extended to Joint 

Stock Banks in those days till 1858. The result of this 

extension was that Joint Stock Banking developed in 

England on enormous lines. These Joint Stook Banks 

largely absorbed the private bankers whose number is 

now rapidly diminishing. 

In India, besides our private banks known as shroffs, 

large Joint Stook Banks on the modern pattern have been 

established. They are mostly joint stock companies under 

the Indian Companies Act 1913. There are also British 

Colonial Banks doing large business here with head offices 

in England. Our principal bank, however, is the Imperial 

Bank of India with whose oonstitution and working every 

Indian student of oommeroe should make himself familiar. 
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Imperial Bank of India. 

The Imperial Bank is a bank incorporated by a special 

Aot of the Indian Legislative Council in the year 1920, 

which was amended a little later in the year 1924. This 

Bank was established with a view to take over the assets 

and liabilities of the Presidency Banks as they existed 

before this Act came into force. The bank is antborised 

to oarry on business in certain specified types of transac¬ 

tions and is naturally restricted from doing free and 

unfettered banking business as the other banks do. This is 

necessary because the Bank acts as the Government Bank, 

i.e., the Government of India is its oustomer and as such 

keeps its deposits and moneys with the bank and gets 

various aooounts paid by and through the bank. The 

business permitted to be done by this bank may be sum. 

marised as follows :— 

1. Advancing money on the security of stocks, funds, 

securities (other than immovable property) in 

whioh a trustee is authorised to invest under the 

Trustees Act. 

2. Advance money on the securities issued by State- 

aided Railways. 

3. On debentures or other securities for money issued 

under the authority of any act of an Indian 

Legislature or on behalf of a District Board. 

4. On goods or doouments of title whioh are deposited 

with or assigned to the Bank. 

5. On aooepted Bills of Exchange, promissory notes 
endorsed by the payees whether by single 
individuals or by firms or partnerships. 

6. On fully paid shares and debentures of limited 
companies. 
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The Bank ia allowed to lend on seoarity of immova- 

ble property or documents of title relating to anoh 

property only when the same are given aa collateral 

seoarity and the original seoarity falls nnder any one of 

the first five types of securities dealt with above. 

It is also permitted to do business in selling or bay 

ing gold and silver, making, issuing and circulating Bank 

Post Bills and Letters of Crodit made payable in India or 

in Ceylon ; receiving deposits and keeping cash accounts 

on sneh terms as may be agreed on ; accept oharge of 

plates, jewels, title-deeds and other valuable goods in safe 

onstody ; transacting pecuniary agency business on com¬ 

mission; acting as the executor, administrator or trnstee 

for winding-up of estates ; acting as agents on commis¬ 

sion in connection with buying, selling, transferring and 

taking oharge of securities and all shares in any public 

company ; borrowing money in India for the purpose of 

banking business and also borrowing money in England 

for the same purpose on the security of its assets. 

The Bank is not authorised to carry on the following 

business :— 

(1) To advance a loan for longer than a period of 

six months. 

(2) To advance loan on securities of stock or shares 

of the Bank itself. 

(3) Except as stated above to advance money upon 

any mortgage or otherwise npon the seoarity 

of immovable property or documents of 

title relating thereto. 

(4) The Bank is also not allowed to advanoe money 

on Bills of Exohange above a figure whioh 

is prescribed from time to time. 
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Management and Organization 

The Imperial Bank has three loeal head offices, 

namely. In Calcutta, Madras and Bombay, and is authorised 

to open others in British India on sanction of the Gover¬ 

nor-General in Council. The affairs of the Bank are 

managed by a Central Board of Governors, whereas there 

are local boards established at Caloutta, Madras and 

Bombay. 

The Central Board is authorised with the approval 

of the Governor-General in Counoil, to make various 

regulations and bye-laws as to the maximum amount to be 

advanced or lent on bills and other securities, as to the 

particulars contained in the half-yearly balance sheet; 

as to the keeping of register of shareholders and the 

branch registers; as to the distribution of business among 

governors and the members of the local boards, their 

remuneration, etc. 

The Bank is empowered to enter into contracts on 

the same footing as between private persons and the same 

law will apply. 

The accounts of the Bank have to be audited by three 

auditors selected by the shareholders. No governor or 

member of looal board or other officer of the Bank is 

eligible as auditor. Over and above that the governors 

may appoint such auditors as they think fit to examine 

and report on the accounts of the Bank. 

Government Business. 

The Bank is allowed under agreement with the Secre¬ 

tary of State for India in Council to aot as banker for the 

Government and to undertake and transact any other 

business whioh the Government may, from time to time, 

entrust to it. 
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A Modern Banker’s Business. 

A modern banker’s business consists of the following 

transactions :— 

1. Granting of loans and overdrafts. 

2. Receipts of deposits on onrrent aooonnt or for 

fixed periods. 

3. Discounting of Bills of Exchange and Promissory- 

notes. 

4. Aoting as agents on behalf of their customers, 

for buying or selling stooks, shares, eto., col¬ 

lecting interest and dividends, either local or 

foreign ; receiving in safe custody customers*' 

valuables, securities, jewelleries, eto.; granting 

facilities in foreign lands to its customers, in 

shape of letters of oredit, circular notes, or 

remittances. 

5. Receipt of articles for safe oustody with or with¬ 

out a special charge. 

These transactions make up the main sources of 

inoome of a banker. It must not be forgotten that (case 2) 

a banker always oharges a muoh higher rate of interest to 

its borrowers than what it allows to its customers. An¬ 

other source of inoome being, from its own investments. 

We may summarise a banker’s daily transaction into 

cash receipts and payments on aocount of Current and 

Fixed Deposits, Loans, Overdrafts, Remittances, eto., 

interest receivable and payable, disoounts and oommis" 

slons earned, management expenses, etc. Naturally the 

above require an elaborate and detailed system of book¬ 

keeping ; the books should be written up to enable a 

banker to know his position at any moment. We shall novr 
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discuss a few of the most important books maintained 

by a banker to record his daily transactions. 

Oaih Department# 

In the cash department are kept special day books. 

The Receiving Cashiers’ Day Book records the actual 
cash receipts distinguishing receipts in coins, notes, ehe« 

qnes, etc. A separate book for the actual payments, t\ 

cash paid out is also kept known as the M Paying 
Cashier’s Day Book.” This Paying Cashier’s Day Book 

records all cash paid out, distinguishing between actual 

cash and notes- At the end of the day the cashier checks 

the cash balance from these books. 

Cheques:—The cheques received from customers to 

be cleared are entered in a special book known as the 

u Clearing Cheques Book ” and from there they are 

dealt with after they are cleared by the current accounts 

ledger clerks. The practice with London Bankers is to 

credit a customer immediately on receipt of cheques for 

collection and then to send them out to be cleared. The 

practice in India, however, is to credit the current account 

only after the cheque is oleared. 

Bills:—Bills of Exchange received from customers 

for collection, are recorded in a special register kept for 

the purpose known as the “ Deposit Bills Register ”f 

which is ruled with columns stating the date of their 

receipt, name of the sender, together with the name 

of the drawer and the drawee, the date on which they are 

drawn, the due date, and the amount. When these bills' 

are collected on the due date the customers’ current ac¬ 

counts are credited. Bills are also received from acustomer 

for being discounted. In faot this forms a very important 

branoh of a bankers’ business. For these a special book 

5S 
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is kept known as the "Discounted Bills Register " 

which has oolnmns showing the date on which the bills 

were discounted, the name of the disoonnter or seller, the 

acceptor, the drawer, the date of the bill, when due, the 

amount, rate of disoonnt charged and its final disposal. 

The customer is then oredited for the amount in his 

-current account and debited for the discount charged by 

the bank. 

Loans. 

The bankers also advanoe loans to Bill and Stock 

Brokers and Merchants at oall and short notioc, for which 

separate Loan Registers are maintained to record the 

date on which the loan was given, the name of the party 

to whom it was given, the amount, the rate of interest 

oharged, and the date on which it mast be paid. If 

the person to whom the loan is advanced is a 

customer of the bank, the enrrent account of the 

customer is credited and the amount of the loan is debited 

to a separate loan account. If on the other hand cash is 

paid, cash would be credited and loan aocount debited. In 

oase of securities that are deposited against loans, a sepa¬ 

rate register of securities is maintained, with the date of 

deposit, the particulars of the security, the face value, 

and the date on which they were returned. 

Cash credits are also granted to customers, under the 

'terms that the customers are entitled to withdraw amounts 

as and when required upto a maximum limit which could 

not be exoeeded without the deposit of further seourity. 

In case of advances made by the banker on consign¬ 

ments a separate Register for Loans on oonslgnments 
it maintained, giving particulars as to the consignment, 

4Ae;name of the consignor and the consignee, amount of the 
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till drawn* the amount of advance, the rate of interest 

and the date on whioh the advanoe was re-paid. 

Deposits. 

The banker receives money on deposit for various 

periods and for which he incurs liability of repayment 

with interest. Fixed deposits are entered in a special 

register known “Deposit Register” giving particulars of 

the date of reoeipt of the deposit, the name of the deposi¬ 

tor, the rate of interest, amount deposited, the due date 

and the date of repayment. Besides this the depositor’s 

aooount is opened in the Depositors’ Ledger in which 

he is credited for the amount. 

Journal or the Daily Summary Book. 

It would thus be seen that in case of a bank, owing 

io the magnitude and volume of its operations, a large 

number of record books have to be maintained in which 

the various items of the daily transactions are entered 

and the head accountant has to collect all these items from 

various books, which he does through the medium of debit 

and credit slips sent up by the various departments and 

ohecked and initialled by the responsible officer concerned. 

These debits and credits are regularly entered in the 

Journal, the agreement of the totals of which proves the 

accuracy of the work. The daily work of each of the 

departments is thus condensed and summarised and then 

recorded in the General Ledger of the bank, through the 

medium of the Daily Summary Book or Journal. 

General and Subsidiary Ledgers. 

The student must have noted that owing to the magni- 

iude of business done in a modern bank a large number 

«f subsidiary books in form of registers ere maintained suck 
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as Deposit Register, Register for Loans, Bills Reoeive<t 

for Disoonnt, Bills Received for Oolleotion; for Re-dis* 

coant and bills sold. Securities.Register, Bills Aooepted 

Register, Seoarities Parohased for Oastomers Register* 

etc. For the same reason a large nnmber of subsidiary, 

ledgers embracing detailed reoord are maintained side by 

side with the General Ledger in whioh totals are posted 

from these subsidiary Ledgers. To take an illustration the 

Current Account Ledger is maintained as a subsidiary 

ledger whioh contains separate current acoounts with all 

minute details as to debits and credits of all the bank’s 

customers, whereas the General Ledger only holds one 

aocount called the “ Current Accounts a/c,” into whioh 

the totals are posted after collecting all the acoounts 

of ourrent account customers in one lump sum, vis., for 

debits and credits respectively. These Subsidiary Led¬ 

gers are mostly posted through the medium of what is 

known as " slip posting.” 

The slips handed in with cash or cheques paid in by 

the customer being the page of the paying in slip is used 

for posting the item direotly to the credit of the customers 

current account by the ourrent aooount ledger-keeper. 

Whereas the cashier’s entry in his Receiving Cashier's 

Cash Analysis book is totalled and dealt with later in the 

General Ledger Adjustment in form of total oash eto., 

received. In case where the customer draws out money 

by a cheque the paying cashier enters same in his Paying 

Cashier's Cash Analysis and hands same over to the Cur* 

rent Accounts Ledger keeper for being entered on the 

debit side of the customer’s aooount, the oheque making 
the use of a separate slip unnecessary. There are other 
transactions in the day's work suoh as bills discounted* 
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cost of oheque books supplied, dividend warrants collected, 
loans advanoed, interest charged, tranfers from deposit to 
onrrent acoonnts, etc., for which slips are prepared by 
the bank staff (one being the debit and other the credit 
slip) which are in due coarse passed along and dealt with 
in dne coarse. 

The Qencral Ledger itself is a simple record of 

accounts in abstracts. It naturally contains a large 

number of adjustment accounts recording the bank’s assets, 

liabilities and profit and loss accounts and is maintained 

on the sectional system of ledger balancing. In case of 

banks of smaller dimensions when subsidiary ledgers do 

not ran into large numbers the General Ledger itself 

maintains those items in detail which would otherwise 

have been kept in the relevant subsidiary ledger. 

BANK BALANCE SHEET. 

Assets. 

Bank Balance Sheets are prepared in case of Joint 

Stock Banks on what is known among accountants and book¬ 

keepers as the cash or readability order as far as the 

assets are concerned. 

Cash. 

The first item generally on the Assets side is “Cash.” 
This shows cash in hand with the bank, with other bankers 
in current account, at oall and short notice and also 
bullion in hand. The oash at call and short notice is 
generally given as a day to day loan to stook-brokers and 
others against which there is always a deposit of gilt 
edged securities and treated as eash. Some banks head 
this item as " Cash and short loan investments.” 
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Investments. 

Here our Act wants investments to be stated witb 

their mode of valuation, e. g., oost or murket value* These 

consist mostly in Government of India loans, war bonds, 

shares, debentures of pablie companies, etc. It is the 

practice of all good Banking Institutions to show these 

investments at or under market valne. 

Loans and other Advances. 

These are loans to customers either in form of a fixed loan 

or as an overdraft. They are of course advanced on 

proper security, in form of Government loans, shares, bills 
of lading, bills of exchange, life policies, mortgages, eto. 

When a fixed loan is given, a special loan account is 

opened in the customer’s name, which is debited for the 
full amount of the loan and customer’s current account 

is oredited for that amount. In case of overdrafts 

allowed up to a certain amount only, a note is placed on 

the customer’s current account as to that effect. Interest 

as it falls due on this loan is debited to the customer’s 

current account and “interest on Loan Account” 

credited. 

These Loans appear under the heading of Book Debts 

in the Balance Sheet and according to the amended Form 

applicable to Banking Companies have to be shown as 

Book Debts (other than bad and doubtful debts of a 

banker for which provision has been made to the satisfac- 

tion of the auditors) distinguishing between those consi¬ 

dered good and in respect of whioh the bank is fully 

secured, and those considered good for which the bank 

holds no seourity other than the debtor’s personal secu¬ 

rity, and distinguishing in all other oases between debt* 

considered good and debts considered doubtful or bad. 



BAWK AOOOfrBr*. 

The debts doe by directors or other officers have also 

to be shown separately. 

Land and Building. 

This item generally consists of Bank Premises. The 

Form requires that original oost, less total depreciation 

written off, should be shown. In case of many first class 

banks the premises are depreciated much below their 

intrinsic value and thus a secret reserve is created. 

Aooeptanoes on behalf of Customers. 

This item appears both on the “Assets” as well as on 

the “ Liabilities ” side. Banks undertake by granting 

letters of credit etc., to accept bills drawn upon them by 

foreign and other shippers against shipments made for 

their customers. The customers secure the banks with 

shipping documents and other securities, and by the time 

the bills fall due, furnish the bank with funds to meet their 

drafts. To take an illustration supposing that a merchant 

arranges shipments in England from say 01 e of the colo¬ 

nies, the colonial merchant is given a letter by the English 

Banker at the instance of the English importer, by which 

the colonial merchant is authorised to draw bills upto a 

certain limit, within a certain period, which the English 

Banker undertakes to accept and pay. This arrangement 

enables the Colonial merchant to draw the bill and disoount 

same in his own colony, thus securing cash against his ship¬ 

ments. Here the bank inours a liability for which the 

customer is the debtor guarantor, hence this item appears 

both among the liabilities as well as the assets. 

Bills Discounted. 

This forms a very lucrative branoh of local banking. 

As the bills cover the signature of more than one firm they 
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form a very safe type of security to deal in, provided 

the banker keeps himself in dose touch with the 

fluctuating financial position of various businessmen within 

his sphere of operations. 

Other Assets. 

Under thisheading items such as furniture, stationery, 

etc., are displayed. 

LIABILITIES. 
Capital, 

This item has to be shown on lines similar to those 

of other Joint Stock Companies. It may not be out of 

place here to state that under Sec. 136 of the Indian Com¬ 

panies Act, 1913, (corresponding Sec. 108 of the English 

Act) a statement in accordance with Form G- has to be prepar¬ 

ed and hung up in a conspicuous place in the registered 

office of the company, every first Monday in February and 

first Monday iu August, showing the nominal capital, its 

division in sh ires, shares issued, calls made, cash received 

as against them, besides debts owing to the bank and the 

assets of the bank. 

Reserve Fund. 

This is a fund created in the usual manner out of 

undistributed profits. In oase of Banks the same is 

invested in first class securities. 

Pepoaits. 

These will be either ourrent account deposits, or fixed 

deposits, and will be shown separately. The total of these 

two classes of deposits will give the total liability of the 

bank to its customers which usually runs into figures many 

times the amount represented by the oapital of the bank. 
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Provident Funds, Pension Funds, etc.. Cor employees 

follow here, as also the item of unclaimed Dividends. The 

next item is the “ Acceptances for Customers ” which has 

been already dealt with. 

Rebate on Bills Discounted. 

This item represents that proportion of discount which 

has been deducted from bills which the bank discounted 

but which has not been earned during the period repre¬ 

sented by the Balance Sheet because the bills are to run 

over a period to be covered by the next accounting period. 

In other words this item represents the proportion of 

discount carried over on ‘‘bills not due.” 

Profit and Loss Account. 

This represents the balance of profit available for 

dividend less actual dividends paid during the accounting 

period. There are oases where this figure is shown with 

all details as to deductions by way of reserve fund trans¬ 

fer, etc., on the Balance Sheet. 

Contingent Liabilities. 

This item is shown on the balance sheets of banking 

companies in order to comply with the requirement of 

Form F. They may include unpaid balance on shares 

bought as investments, claims against the bank not 

acknowledged, arrears of cumulative preference dividends, 

etc., the items being shown in body of the balance sheet 
and not oarried over to the amount columns. 

The following Balance Sheet of a Bank has been 
taken from aotual Praotice. 

59 
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THE BULLION BANK 

Balance Sheet as 

LIABILITIES. 

Capital : — 
Authorized 

7,00,000 Shares of Rs. 50 each. 

Rs. a. p. 

3,50,00,000 

Issued and Subscribed— 
6,72,528 Shares of Rs. 50 each .. 3,36,26,400 0 0 

Paid up— 
6,72,528 Shares of Rs. 25 each- 

Note .-—The above numl>er included 1,744 
Shares of the Bullion Bauk of li dm. Limited 
which remain to be given against 8.4^ 
Coup ns issued b> The Bullion Butk of India 
Limited for a like number of Shares of The 
Commercial Bank, Ld , which have not 
yet been submitted for conversion. 
Amount Received on 31 Shares 

Forfeited ... • •4 ••• I 
Reserv Pond 

Sinking Fund in respect of Lease 
hold properties . 

Current and Savings Bank Deposits, 
Bills Payable, and other Sums 
due by the Bank. 

Fixed Deposits, including Savings 
Fixed Deposits ... . 

Debts due to Banks, Agents and 
Correspondents secured by Bills 
and Investments per Contra •• 

Provident Fund 
Unclaimed Dividends . 
Rebate on Bills Discounted 
Branch Adjustments . 

Acceptances Lr Cujtomtrs :— 
As per Contra .. 

Bill* tor -o.l ctlon 
Bills Receivable as per Contra »• 

Pr f t and Los - cenu t: 
Balance as per Balance Sheet as at 

31st December 1926 
Less— Final Dividend (*i 10% per 

annum paid for the hilf-year 
ended 31st December 1926 

Rs. 8,40,660 0 0 
Amount set aside for 

Income-Tax and 
Super-Tax Rs. 1,50,000 0 0 

1.68,13,200 0 0 

530 0 0 
1,00,00,000 0 0 

35.761 15 0 

8,00.45,200 15 9 

9,05.27,831 2 3 

2*66,50,672 8 11 
10,63.400 10 
1,07,830 11 

92,953 7 
2,57,151 8 

1,04,64,174 4 9 

39,40,236 9 8 

14,22.313 13 10 

9,90,660 

4,31,653 13 10 
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OF IN9IA, LIMITED. 

at 30th June 1927. 

ASSETS. 

Ca»h and 'nveitment* :— 

Cash in hand . 
Cash at Bankers . 

Moneys at Call and at Short Notice. 
Bullion on hand . 

Investment* :— 
Government Loans, War Bonds 

and other Gilt Kdged Securities 
at or under marke. rate ... 

Cumulative Preference Shares and 
Debentures of Joint Stock Com¬ 
panies at or under market rate.. 

Shares in Public Companies and 
o.her Joint Stock Banks, etc., at 
or under market rate . 

Loans and othe^ A fvances ?— 
Cash Credits, Demand Advances 

and Loans. 
Bills Discounted and Purchased ... 

Particulars Required by Act VII 
of 1913 : — 

(1) Debts considered good and in res¬ 
pect of which the Bank is fully 
secured 

(2) Debts considered good secured by 
the personal liability of one or more 
parties as under : — 

(<i) Debts due on Bills Discounted. 
Rs. a. p. 

1,40,47.478 11 4 
(/>) Debts due on joint 

and several Pro. 
Notes .1,03,58,022 14 3 

(c) Debts due on 
Temporary Over¬ 
drafts, Demand 
Cash Credits and 
personal security, 
etc. . 24,21.735 8 5 

(3) Debts due by 
Directors^or other 
Officers of the Bank. Rs. Nil. 

Rs. a. p 
84,07,662 2 11 

1,93,63,905 4 7 

59,90,208 5 5 

26,50,012 8 4 

7,52.48,167 0 1 
1,40,47,478 11 4 

6,24,68,408 9 5 

2,68,27,237 2 0 

8,92,95,645 11 5 

Rs. a. p. 

2,77.71,567 7 6 
13,48,000 0 Q 

7,276 0 9 

8,95,88.589 3 3 

86,40,220 13 9 

8.92.95,645 11 5 
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liabilities. 

R«. a. p. 

Profit for the half-year ended 30th 
June 1927 . 9,54,959 5 8 

Contingent Liabilities 

Rs. 4,34,210-0-0 of which Rs. 2,70,920 
is on Investments in Shares of Joint 
Stock Companies and Banks 

Rs. a. p. 

13,86,613 3 6 

Rupees 24,13,85.507 0 7 

We have examined the above Balance Sheet and Profit and Loss 

the cash and securities, and beg to report that we have obtained all the 

Balance Sheet is properly drawn up so as to exhibit a true and correct 

explanations given us, and a9 shown by the Books of the Company, and 

Patcd% 
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ASSETS—contd. 

Rs. a. p. Rs. a. p. 
(4) Debts due by Di¬ 

rectors of the Bank 
jointly with other 
persons or on secu¬ 
rities and consider' 
ed good including 
debts due by Joint 
Stock Companies 
guaranteed by their 
Agents, a Director 
of the Bank being a 
member of the firm 
of Agents. 82,51,416 0 2 

(5) Debts Considered 
Doubtful or Bad... Nil. 

Land and Buildings (Including 
Old Bullion Bank Premises and 
Standard Buildings) at Cost 4S.04.652 2 8 
AffM—Amount provided for in 

previous years . 11,11,720 14 8 
- 36,92,931 4 0 

Bank Premises at Bombay, Cal- , 
cutta, Karachi, Lahore and j 
Asansol at Cost . 67,42,227 7 S| 
Less - Amount already written off... 11,66,224 1 0 

-1 ♦ 55.76,003 6 8 
Customers for Acceptances per j 

Contra .!   j 1,04,64,174 4 9 
Bills receivable... .i   | 39,40,236 9 5 

I 
Other Assets i 

Office Furniture and Fittings •••! 12,51,319 6 9\ 
IsCS* -Amount written off for depre¬ 

ciation ... ... .i 4,66,500 3 4! 
j-j 7,84,819 3 5 

Stamps, Stationery and Stock of! ; 
Home Savings Safes .j . j 2,76,042 15 8 

j Rupees. ! 24.13,85.507 0 7 

Account with the Books and certified Branch Returns. We have verified 

information and explanations which we required, and in our opinion the 

view of the Bank's affairs according to the best of our information and the 

is drawn up in conformity with the Law. 
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EXERCISES ON CHAPTER XIII. 

I. From the following particulars of the Merchants’ 

Popular Bank Ltd. prepare the Bank’s Balance Sheet of the 

half year ending 30th Jane 1919. 
Rs. a. p. 

Subscribed and paid op Capital 

20,000 shares of Rs. 1,000 each 

Rs. 500 per share paid np ... 1,00,00,000 0 0 

Reserve Fond... ... ... ... 79,00,000 0 0 

Contingency Reserve Fund... ... 1,00,000 0 0 

Branch adjustments (debit balance). 13,51,710 11 5 

Provident Fund ... ... ... 6,94,311 13 0 

Office furniture and Fittings includ¬ 

ing additions ... ... ... 90,000 0 0 

Stamps and Stationery Stock in Hand 13,143 13 6 

Cash Credits and Demand Advances 3,18,17,485 l 4 

Loans ... ... ... ... ... 4,06,19,485 7 2 

Bills Discounted . 43,17,195 3 9 

Balance of Profit and Loss A/C as per * 

Balance Sheet as at 31st December 

1918. 2,45,526 3 10 

Profit for the half year ended 

30th June 1919, after providing 

for Inoome Tax and Super Tax 

Rs. 1,00,000   9,07,725 1 6 

Fixed and Savings Bank Deposits ... 6,33,48,786 0 6 

Current Deposits ... ... ... 3,53,29,184 10 5 

Cash in hand ... ... ... ... 43,93,045 12 5 

Cash at Bankers in current account . 95,36,873 3 9 

Investments at or under market value 2,46,72,081 3 2 

Bank Premises and other landed pro¬ 

perties at oost ... . 11,95,490 13 9 
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Rb. a. p. 

Dnolaimed Dividends ... ... 62,782 0 0 

Rebate on Bills Discounted not due.. 17,695 9 0 

Doubtful debts provided for Rs. 65,000. Debts consi¬ 

dered good and in respeot of which the Bank is 

fully secured Rs. 5,46,19,762-8-10, which amount includes 

Rs. 10,05,389-6-3 due by Messrs. Pinto & Co. in 

which Mr. A. G- Fernandez, Diroctor of the Bank, is a 

partner. 

Debts considered good secured by the personal liabi¬ 

lity of one or more parties Rs. 1,98,23,174-12-9 includ¬ 

ing debts (guaranteed) due by Joint Stock Companies 

Rs. 13,21,918-12-3 and debts dne by individuals on Joint 

and Several Pro. Notes Rs. 4,07,826-0-0. Debts due on 

Temporary Overdrafts, Demand Cash Credits and Personal 

Security, etc., Rs. 22,46,228-6-8. Debts considered good, 

unsecured Rs. 22,46,228-6-8. 

II. The Gujarat Bank, Ltd., is registered with a 

Capital of Rs. 30,000 shares of Rs. 100 each on 1st Septem¬ 

ber 1923. From the following particulars prepare the 

Bank’s Trial Balance, Profit and Loss Account and Balance 

Sheet as at 31st December 1925. Contingent Liabilities on 

Acceptances on behalf of customers amount to Rs. 20,000. 

Subscribed and paid up Capital, 24,000 shares of Rs. 100 

each, Rs. 50 per share paid up 12,00,000. 

Reserve Fund (Invested in Consols) ... 6,00,000 

Amount added to staff retirement Fund ... 3,000 

Freehold and Leasehold Property ... ... 1,80,000 

Money on Demand and Short notice ... ... 2,74,250 

Cash Credits ... ... ... . 6,65,000 

Loans ... ... ... ... ... ... 40,00,000 
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Bills Discounted MS ••• ••• Mt 3,79,500 

Interest, Bent, eto • Ml ••• ••• ••• 35,500 
Balance of Profit and Loss Account as per 

Balanoe Sheet as at 1st January 1925 ... 65,300 

Gross profit for the year Ml ••• ••• 2,44,500 

Current Expenses • •• ••• ••• ••• 22,500 

Other Expenses, Salaries, Rent, Stationery, eto. t 71,250 

Gash in hand • •• • •• ••• ••• ••• 84,750 
Oash at Imperial Bank of India and other 

Bankers ... ... ... ... ... 15,00,000 

Investments in Government Loans . 6,00,000 

Investments in War Bonds ... ... ... 8,25,000 

Debentures of other Joint Stook Companies at 

or under market values . 6,37,500 

Other Securities • •• • •• ••• 2,35,500 
Bank Premises at cost... ... ... ... 3,37, 
Current and Deposit Accounts... ... ... ,l.A^ 

Debts due by Mr. Ambalal and Mr. Sakarlp* / ) 

Directors, and Mr. Parekh, Manager of ye 

Bank, fully secured ... .. 

Jts uue by Joint S^‘'*v~Oom panies^. aeli»0,^0^ 

Debts due on Joint a^id Several Pro. Notes ... 5u,Ouo 

III. The BanW of Nobles is registered with a Capi¬ 

tal of Rs. 10,000 shafres of Rs. 500 each on 1st January 

1921. From the following particulars prepare the Bank’s 

Trial Balance, Profits and Loss Aooount and Balanoe sheet 

as at 31st March 192 7 as required under the Indian Acts. 

The item of Investments etc. inoludes securities worth 

Rs. 15,00,000 whioh are lodged against Loans from other 

Bankers. Contingent Liabilities on shares of Joint Stook 

Companies amount to Rs. 2,39,100. Bills Receivable for 

colleotion, Rs. 1250. The net profit is to be appropriated 
60 
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4# pijr a dividend of R». 25 per share (free of InddH# 

Tai), io place to Reserve Fond Rv. 50,000, to write dvtftt 

the premises aeoohnt by Rs. 25,000 and to set aside f4t 

Inoome Tax and Super Tax for the year Rs. 20,000 And to 

4farry forward the balance. 
Rs. a. p. 

Subscribe^ and paid np Capital 

7,980 shares of Rs. 500 eaoh ... 39,90,000 0 0 

Amonnt received on 20 shares forfeited 5,000 0 0 

Reserve Fond. ... 5,00,000 0 0 

Contingency Reserve Fund ... ... 1,20,000 0 0 

Salaries and Agent’s Commission ... 80,253 9 1 

Directors’ and Auditors' Fees ... 6,625 0 0 

Rent, Taxes, Insurances, Depreciation, 

etc. 18,563 13 0 

Qffioe furniture and Fittings includ¬ 

ing additions • •• ••• Ml 60,965 15 0 

depreciation Fund ... 35,965 15 0 

^Stationery Stock in 

|is|. / ... ... ... ... 222 10 0 

^ih f re J* and Deffadu’JJt*ances . 6.14.943 2 8 

“I’ *'. 26,86,348 14 10 

Bills Discounted ... ... ...'■ 14,99,200 0 0 

Interest, Rent, etc., ... ... 3,85,405 11 11 

Discount (after allowing for rebate)./ 38,887 13 9 

Balanoe of Profit and Loss AoconnV 
as per Balanoe Sheet as at 31siji 
March 1926 .if 3,42,713 11 5 

Dividend Paid at Rs. 25 per share foi 
the yearended 31st March 1926 ..4 1,99,500 0 0 

Amount set aside for Inoome Tax and 
Snper Tax for the year 1926 .J 8,000 0 0 

Stationery, Printing and Advertising 8,022 10 6 

Telegrams, Postage and other oharges 10,804 15 0 
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Ei. . a. p. 

Cash in hand. ... ... 2.29,579 8 1 

Cash ai Bankers ... ... ... 3,48,672 7 10 

Investments in Govt. Loans, War 
Bonds, etc., and in Shares and 
Debentures of other Joint Stock 
Companies at or under market 
Value • •• in *«• ••• 49,15,172 5 9 

Bank Premises at cost ... ... 17,35,227 0 6 

Building Depreciation Fund ... 12,50,227 0 6 

Bills rediscounted ... ... ... 10,00,000 0 0 

Liabilities for Fixed, Savings, Cur¬ 
rent Deposits and other accounts... 32,12,598 5 11 

Unclaimed Dividends ... ... 32,276 0 0 

Rebate on bills Discounted ... ... 8,527 5 9 

Loans from other banks ... ... 15,00,000 0 0 

Debts due by Directors or other Officers of the bank 

nil. Debts due by Directors of the Bank jointly with other 

persons or on securities and considered good including 

debts due by Joint Stook Companies guaranteed by their 

Agents, a Director of the Bank being a member of the Firm 

of Agents, Rs. 1,03,035-8-0. Bad anA doubtful debts, nil. 

Debts considered good and in respect of which the 

Bank is fully secured Rs. 25,40,127 6 as. 4 p. Debts con¬ 

sidered good secured by the personal liability of one or 

more parties as per next four items 

Rs. a. p. 

Debts due on Bills Discounted ... 14,99,200 0 0 

Debts due by Joint Stook Companies 
and other Companies ••• 1,54,574 14 1 

Debts due by individuals on Joint 
and Several Pro. Notes ••• 6,01,123 0 7 

Debts due on Temporary Overdrafts, 
Demand Cash Credits, Personal 
Security, etc* ... .. 5,466 12 $ 
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IV. The General Ledger of the Maharashtra Bank 

Ltd., contained the undermentioned balances as on 

Deoember 31st. Explain briefly what the figures re¬ 

present, and where they would appear in the Balanoe 

Sheet of Bank. (1) Current Aooounts Aooount, Rupees 

16,674,491; (8) Investments Aooount, Rs. 78,32,928 ; 

(3)Rebate on Bills not due, Rs. 12,466 ; (4) Short Loans 

Aooount, Rs. 54,38,768. 

V. Prepare the Profit and Lobs Aooount of the 

Northern Bank, Ltd., for 1918, from 

oulars:— 

the following parti- 

Rs. 

Interest on Loans ... ... • *s 2,59,000 

Interest on Fixed Deposits ... • •• • • • 2,75,000 

Rebate on bills discounted • •• • •• 49,000 

Commission oharged to customers »»• • • • 8,200 

Establishment ... • •a see 54,000 

Disoount on Bills discounted ... MS 1,95,000 

Interest on oash credit aooounts eee sse 2,23,000 

Interest on our rent accounts ... ««• • s s 42,000 

Rent and Taxes ... ... ... • •a sse 18,000 

Interest on Overdrafts. MS ess 54,000 

Directors’ and Auditors’ Fees... • •• • s e 4,200 

Interest on Ravings bank deposits »*s • s s 68,000 

Postage and Telegrams. see • s s 1,400 

Printing and Advertisements ... • • • sse 2,900 

Sundry charges... • •• 1,700 

(Q. D. A.) 

Yl. The following is the trial balanoe of the People’s 

Own Bank Ltd., on 31st Deoember 1917. The authorised 

Oapital of the Bank is Rs. Twenty lakhs divided into 

30,000 shares of Rs. 100 each. The whole oapital is 
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subscribed and 50 per cent is ealled up. Draw np the 

Balanoe Sheet as on 31st December 1917 in accordance 

with the Companies’ Aot of 1913, and prepare 

and Loss Aooount of 1917 :— 

the Profit 

Rs. 

Advertising ... aaa aaa 1,650 

Balanoe of P. & L. A/o on 1st January 1917... 40,333 

Buildings (oost price Rs. 2,80,000) • •• • a • 2,05,000 

Capital paid up ... aaa • •a 10,00,000 

Current accounts • •• aaa 34,12,829 

Cash with Banks on Current aooount aaa • aa 16,05,125 

Cash at Read Office and Branches • aa 4,16,324 

Directors’ and Auditors’ Fees ... aaa aaa 5,980 

Furniture (cost price Rs. 50,480) • •• aaa 37,280 

Fixed Deposits ... aaa aaa 58,98,554 

Interest, Exchange, Commission, etc. aaa 3,12,223 

Investments at cost ... ... • •a aaa 2,78,125 

Investment Reserve Fund • •a aaa 35,000 

Loans, Cash Credits and Overdrafts aaa aaa 84,00,520 

Liabilities for Expenses ... • •• aaa 46,894 

Postages and Telegrams ... aaa aaa 1,156 

Printing and Stationery • at aaa 3,390 

Rent, Taxes and Insurance ... ••a aaa 8,507 

Reserve Fund aaa aaa 2,65,000 

Reserve for Bad and Doubtful Debts • • • aaa 40,000 

Salaries ... ... ... ... aaa aaa 52,150 

Stamps on hand ... ... ... aaa aaa 189 

Unexpired Insurance ... ... aaa aaa 437 

Provide Rs. 8,000 for depreciation on buildings. 

Rs. 3,500 for depreoiaiion on furniture, Rs. 25,000 for 

Investments Reserve Fund, and Rs.20,000 for Reserve for 

Bad and Doubtful debts* An ad interim dividend at the 
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r»te of 7 per cent per annum was paid for the half year 

ended 30th June 1917. Profit as per previous Balance 

Sheet wee Ba. 1,90,333. 

N.B.—As the neoessary oiassification of loans, cash 

credits and overdrafts is not given, yon are to mention 

<lho several anb-headings without .mentioning the amounts 

under each pub-bead, the total only being given in tho 

outer column. (6. D. A.) 

VII. The following particulars are taken ont from 

the different statements of balances dne to a Bank on the 

date of the balance Sheet :— 

j Balance on < 
31 at December 

; i9i7. 
Securities. J 

Market Value 
of the securi¬ 

ties. 
Remarks. 

Loan Rs. a. p. Rs. a. p. 
No. 1. 40,318 6 8 Joint Promissor y 

note St Stock Ex¬ 
change securities. 

30,203 13 6 - 

It T» 2. 1,30,609 13 4 Shares of Various 
Companies. 

1,60,000 0 0 

i» i, 3. 

H II t. 

n ii 5. 
Over¬ 
draft 

20,600 10 0 

50,890 4 6 

10,670 2 6 

Second Mortgage 
on Property. 

Joint and Several 
promissory notes. 

Single Promissory 
note. 

60,000 0 0 First mort¬ 
gage for 

Rs. 35,000. 
One of the 
signatories 
is a director* 

Ho. 9. 

n 10 

567 4 8 

200 0 0 

Credit balance of 
Savings Bank 
account. 

1,400 7 0 

• •• Temporary, 

ir 11 6,780 10 6 Bank's own shares 7,300 0 0 

„ 12 30,586 8 9 Shares St Railway 
Debentures. 

20,830 0 0 Insolvent* 

Prepare a statement classifying these book debts in 

aoeordance with the requirements of the Indian Com* 

panics Aot of 1913, giving reasons for yonr classification ; 

also write ont the form in wfaioh these book debts onghi to 

be shown In the Bank's Balanoe Sheet. (0. D. A.) 
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CHAPTER XJV. 

(teat iaowDti, 

Costing is a science or method of analysing or track¬ 

ing intelligently the various prime oanses which go to 

build np the cost of a Significant Unit of production. 

Job or Sbbviob, such as Raw Materials, Labour and 

Direot and/or Indirect expenses. 

Cost aocounts are a set of accounts particularly main¬ 

tained with a view to keep the proprietors in dose touoh 

with fluctuations in the cost price of the various artioles 

they manufacture, consequent to the fluctuations in the 

market price of raw material, labour and other items that 

go to make up the cost. This class of accounts have come 

into great prominence of late owing to the fluctuations of 

labour, the increase in the prioe of raw material and 

increasing competition in connection with many of the 

important artioles of consumption. The student would 

realise, that in these days of oompetition, prioes have to 

be out down to a figure, where, the low margin of profits 

should permit of a quotation favourable enongh to secure 

business and in the absence of a proper set of accounts to 

indicate the exact cost of artioles manufactured, the manu¬ 

facturer may quote a prioe too high to secure orders, or 

may quote so low that instead of making a profit he may 

be selling under his cost prioe and at a loss. The cost 

aocounts relate to the aotual working and administration 

of the faotory and are therefore a set of accounts quite in¬ 

dependent of the financial aocounts of the business, though 

of course, they may have some indirect bearing on same. 

The other advantage afforded by oost aooounts is, that a 

data is established by them, indicating from time to time 

the flaotuations in the exaot oost of the artioles manufao- 
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iared, whioh might suggest measures with a view to lower 

the oost. They also afford a means of oheoking wastage 

by a oareleBS employee in the factory or workshop and 

enooarage healthy competition among the heads of various 

departments to work their respective departments at the 

lowest oost as compared to the prodnoe. There are differ- 

ent classes of establishments where the oost aooonnts are 

applied with advantage, and though the principle is the 

same, the method of organization and work must neoes- 

sarily differ. 

A suitable system of costing should be devised accord¬ 

ing to the requirements and conditions of the partionlar 

business, so as to enable business activities to be conduct¬ 

ed profitably consequent to greatest economy conpled with 

effioieney, whioh is possible under the system. 

Advantages of Costing may be summarised as fol¬ 

lows :— 

1. It helps to quote competitive prices. 

2. It helps to improve judgment. 

3. Effective selling prices may be fixed. 

4. Production statistics and records are available 
for comparison. 

5. Labour is effectively remunerated without waste. 

6. Proper reoord of material and stock prevents 

thefts, leakages, etc. 

7. Where Stores Ledgers are kept, periodical Inven¬ 

tories oould be prepared, and profit and loss 

made can be assertained with reasonable 

accuracy* 

8. By oharging-out material at market price, the 

effeot of bad purohase is nullified to a certain 

extent. 
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Costing differs from Aooounting in as mnob as, the 

former is a system of record based on “ Averages,” “ Esti" 

mates ” and “ Percentages ” (though not entirely or 

always) where Onoost is concerned, and generally keeps a 

record of Prime, Factory or Work) Cost (sometimes Cost 

of Sales may also be recorded) of a Unit of Prodnotion, 

Job or Service, whereas Aooounting is based on facts and 

figures recording financial aspect of every transaction, i.e. 

absolute money-totals. The latter is not concerned with 

Cost per Unit of production. 

Students ought to make themselves familiar with the 

following terms and phrases. 

Production Order : It is an authoritative ord*>-'to a 

particular oentre or department to proceed with the work 

specified therein, i. e., to execute a Contract or to manu¬ 

facture artioles for the maintenance of Stocks. 

Works Orders : Are instructions to Works-depart¬ 

ments to keep-up or maintain the efficiency of the various 

departments, e. g., orders for repairs, renewals or better¬ 

ment of the internal auxiliary services, such as motor 

vans, lifts, oranes, or sweeping or cleaning, etc. It faci¬ 

litates capitalising improvements. 

Bill of Material: Is an advice to the Storekeeper as 

to the immediate requirements of material. It is issued 

after eaoh Production Order is made, so as to enable the 

storekeeper to meet the requirements by replenishing his 

stooks wherever necessary. 

Purchase Requisitions : Are requests by the Store¬ 

keeper to the Counting-House (Purohase Department) for 

further purohase of stores as enumerated in the requisi¬ 

tion, to maintain his Stock Quota. 

61 
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Talley Cards : Are tickets or tabs, plaoed or attach¬ 

ed on the shelves, bins, damps, eta., and on which the 

movement of goods is reoorded for ready referenoe, being 

a quantity reoord of receipts and issues. 

Dewey Decimal System : (Invented by an American) 

is the method of ooding in order to facilitate referenoe J 

figures are used on left and right of a deoimal point, 

representing main classes and their subdivisions respeet- 

ively, e. g., N 8.17, N for novels, 8 for shelf number, IT 

for author. 

Requisition Order : Is an order on the Storekeeper to 

issue particular materials for a specific Job (department 

or sorviae) made by the Works or Departmental Manager. 

(After entering same in his books on issue of the mate* 

rials the storekeeper passes it on to the cost office, to be 

analysed and charged to specific Job or Orders). 

Stores Account Inventories : Are lists of Stores Ledger 

Balances. 

Perpetual Inventory t Is a continuous reoord of Store# 

or Stocks, received and issued, balanoe as far as possible 

represents stores or stock on hand at a particular dote* 

Same may be kept in quantities and/or values, being iu 

form of Stores or Stook Ledgers. It facilitates oqptinu* 

OPS stock-taking. 

Deficiency Account : Or Inventory Adjustment An* 

•ount is an aooount which helps to reconcile difference# 

between the book (quantity or value) and the physioai 

inventories of Stock or Stores, the difference being writ* 

ten off after due investigation. 

General Expenses t Are suoh expenses as are inourred 

for the general benefit (works as a whole) and which 
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eould not be alieoated to any particular Job or Unit of 

Production. 

Noth on Dbvioibnoy Account. 

The differences generally arise, because the book- 

values are arrived at from the actual record of purchases 

from the “ Purchase Invoices,” whereas, the physioal 

value is the value of the stock aotually remaining on 

hand, and the difference may be due to pilferage, damage, 

accidents, deterioration, etc., or may be due to mistakes 

in valuations, oastings or adjustments for scraps, resi¬ 

duals, obsolescence, eto., made in one and not accounted 

for in the other. 

These differences may be to a greater extent redueed 

by introducing efficient system :— 

1. To make careful purchases, store them properly, 

amply protected by insurance against risks, where needed. 

2. The Scales and “ Measures ” used should be 

periodically tested to see that they are in order and upto 

the mark, in efficiency. , 

3. Institute a proper Gate-House supervision to 

prevent leakages and thefts, and 

4. Maintaining a Perpetual Inventory of Stores for 

its oontrol and cheok. 

A trader simply buys goods and sells them at a price 

higher than his purohase prioe, the excess over his pur¬ 

chase price being his gross profit, from whiob when all 

his expenses are deducted he arrives at his net profit. A 

manufacturer on the other hand has to buy raw material 

whioh has to pass through the various processes of manu¬ 

facture, whioh involves speoial expenditure known as 

” manufacturing direot expenses.” These when added to 
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the oost o! the Direot or Content raw materials and Di- 

reot or ProdnotiTe labour give the prime oost or flat cost, 

to which when the peroentage of indireot faotory expenses, 

such as, expenses inonrred at the works known as “ De¬ 

partmental Onoost ” or “ General Works Onoost ” is 

Added, we get what is known as the “ Faotory or Works 

Oost.” To this oost when indireot general expenses are 

added, like administrative or offioe expenses, we arrive at 

the “ Cost of Prodnotion *' also known as Total or Gross 

Cost ; again when a peroentage of selling or distributive 

expenses is added, “ Cost of Sales ” is arrived at. 

The oost acoonnts may be divided in the following 

classes:— 

(1) Terminal cost account or contract cott account is 

maintained in business of contractors, builders, etc*, who 

undertake speoified oontraots for speoified work suoh as 

building of a bridge or a ship and wish to ascertain the 

exaot oost incurred on each of the oontraots together with 

a profit or loss made on same. 

Out-put or Single Cost System is maintained, where 

the nature of the business is suoh that the oost of the total 

out-put for a period is required as in case of businesses of 

the nature of Mines, Collieries, Breweries, or standardised 

article of “food ” manufacture, where there is standard* 

ised unit of production, e. g., a ton of coal raised, barret 

of beer, eta. 

3* Multiple Coit records are kept where the oost of 

each unit produced is required to be known, and where 

oaob unit has no apparent relationship, e.g., Toys, Boots 

and Shoes, Cyole accessories, etc., 
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4. Operating or Working Cost. Where the exact coat of 

“working’* or Servioe rendered i> to be ascertained, e.g.. 

Train or Gar Mile, Gas, Electricity, or Water Concerns, etc. 

5. Process Cost. Where in process of production, 

conversion of material takes plaoe and besides obtaining 

the principal article required, valuable byproducts also 

result. Here the cost at every stage or process through 

whioh the goods manufactured pass is required to be 

known, e.g., Food-stuff, Tanneries, Chemicals* etc. 

Terminal or Contraot Cost Accounts. 

Under the above system a separate oontract ledger 

would be maintained, in which separate accounts of each 

of the contracts would be opened and the oontract would be 

nambered. The actual cost of every contraot would be 

debited to the particular contraot concerned in the Contract 

Ledger as per the form given below. The cost would 

consist of materials, labour, carriage and establishment 

charges. The materials would be made- up of those 

purohased specially for those particular contracts and 

those supplied from the general stock. 

The actual depreciation on the plant and tools in 

use on the contraot is also ascertained and debited to 

the contraot. The wages spent on the particular contraot 

are ascertained from the wages sheets received from the 

person in oharge of that particular department and debited 

to the contraot. The contract account is oredited from 

time to time with the actual amount of work completed 

as per the terms of contraot or according to the Surveyor’s 

certificate obtained from time to time and for whioh the 

money is now due from the party who has granted the 

oontraot. 
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Oat .put O* Single Coftt lootanti. 

The objeot of this output or Single oost account is, as 
ire have seen above, to ascertain the exact cost on the output 
taking same at a round figure such as 20,000 tons of coal. 
A special cost sheet is made out in which the actual cost 
incurred on the output during the period, say the month 
of August, may be taken. Taking as an illustration the case 
of ft colliery, working in the month of August 1927, during 
which it produced say 20,000 tons of coal, the cost of these 
40,000 tons could be arrived at by ascertaining first of all 
the actual wages paid to the workmen and adding to this 
the cost of working, such as, rates, insurance, rent, depre¬ 
ciation, salaries, cartage, &c., to which would be added a 
fixed proportion of the office expenses paid daring the 
month, and thus, the total cost of 20,000 tons of coal would 
he arrived at which when divided by 20,000 would give 
the cost per ton of coal. 

OUT-PUT COST SHEET OF AN IRON MINING Co. 
Total out-put Raised : 20,000 Tons. 

For the Month ending 31st August 1921. 

I. Wages 

Under ground 
Surface . 

II. Working Expenses:— 
Stores ••• ... 
Repairs and Renewals 
Timber and Wood ... 
Rates and Taxes 
Repairs . 
Insurance . 
Surface Rents 
Royalties ... ... 
Cartage . 
Wear and tear 

lit Administration Expenses:* 
General Expenses at office 

Total cost 
of 20,000 tons. 

Cost per ton 
raised. 
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Multiple Goat Aooounts. 

This system is applioable to undertaking manufactur¬ 

ing a number of artioles at one time bearing no apparent 

relation to eaoh other in oost or selling price, though 

standardisation in parts is carried to the highest degree 

of specialisation in manufacturing. To take some 

examples, Agricultural implements. Engineering tools 

and specialities, Motor oar or Cyole aooessories. Hosiery, 

Boots,) Furniture, etc., are the lines where the multiple 

cost system would be applioable with great advantage. 

The manufacture of a number of articles naturally 

involves oonstant and regular processes at various stages 

of their manufacture and also necessitates repetition in 

every such department. It is not possible therefore to 

ascertain the actual oost of all different component parts 

of a single article in order to ascertain the total oost of 

suoh article without involving laborious methods and 

prohibitive costs. What the multiple oost system aims 

at is to ascertain oost of a given number of artioles, at 

each and every stage of their manufacturing process so 

as to arrive at the total oost at whatever stage, the given 

number of articles may have been lying completed, at 

balancing time. 

To take an example of pocket knife, it would not be 

practicable to cost out every component part separately 

and thus arrive at the total oost of the knife, but where 

the manufacture oE 10,000 knives is taken in hand, we 

may know the exaot oost not only in aggregate but even 

at their different stages of manufacture, vis., outting, 

maohining, fitting, finishing, warehousing, eto. There' 

will be Departmental oost aooounts prepared at every 

process. In short the principle on whioh this system is- 
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based Is the realisation of some oommon standard of 

measurement in order to admit of the comparison of menu* 

factoring efficiency from time to time and of allocation of 

costs and expenses. 

Operating or Working Cost Aooonnts. 

This method is applicable to Railway or Tramway 

companies, Electric Lighting, Gas and Water undertakings 

etc., praotioally where the oost per unit is to be ascertain* 

ed from the data of the total oost. All the materials for 

costing per unit are available from the financial books of 

aooounts. Under this system, the operating oost of a 

Railway Train per mile or per hour where the total oost 

and mileage are known is an illustrating example. Similar* 

ly the oost of eleotrioity consumed per unit, or the output 

of refrigerating plant per hour, where total oost of the 

complete operation or working is known from aooount 

books, are examples of the most common type. 

Process Cost Aooonnts. 

This method is moat useful in Otyemioal Industries, 

foodstuffs etc., in which conversion of material takes 

plaoe and besides the principal products, there are also 

obtained a number of by-products. This subjeot is of 

a highly technical nature but we shall deal with the 

general principles to explain how this system is employed. 

Here when the raw materials are purchased it is 

very important to know what various component parts, 

amount of moisture etc,, is contained in suoh materials, 

and this may be ascertained whenever there are facilities, 

by ohemioal examination or analysis. Then the material 

is put through the manufacturing prooess, resulting in 

(1) solids, (3) liquids, and (3) gases, and all these three 

63 
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resulting products^ are, as far as possible, oolleoied and 

Cully taken adrantage of in obtaining various byproducts, 

side by side with the prinoipal produot which is made. 

Ignoring the teohnioal side of the question whioh 

requires very oareful handling by experts, we shall oon- 

oentrate our attention only to cost aooounting. Break 

is made in cost recording, at every stage of individual 

process, say firstly, oonoentration of materials, then 

orystallisation, purification, eto., and a separate account 

of each process is opened out and debited with its 

proper share of labour, material, ooal, power, deprecia¬ 

tion eto., thereby obtaining the total cost under each 

process. 

The previous process cost is transferred as the com¬ 

mencing material to eaoh subsequent process account. 

By-products, however, are of material value and have 

therefore a considerable influence on the cost of the 

prinoipal article manufactured. Where suoh by-produots 

do exist, their value is ascertained and credited to the 

process acoount it whioh they arise, thus reduoing the 

oost of manufactured product of that particular process. 

The last prooess acoount, it is needles to say, will give 

the total cost of production of the prinoipal article 

after all charges, direct and indirect and those of general 

nature are charged up, the by-produots showing their 

own cost, under their different headings. 

General Considerations in Cost Aooounting. 
(Manufacturing or Factory Cotts.) 

In oase of manufacturers manufacturing articles 

either on their own account and offering them for sale, 

either direct or through agents, or manufacturing them 

on departmental requisitions, the cost account indicates 
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the cost of artioles manufactured from time to time. The 

items of expenditure that hare to be carefully taken into 

aooonnt in arriving at the cost arc, Materials need, Wages, 

nse of Motive power, Repairs and Depreciation to Machi* 

nery and other expenses direct or indircot. We shall now 

deal with the most important of them. 

Materials used. 

In all these cases the first item of great importance 

is the “stores.” There are three books kept to record 

them. The store after they are purchased go to the godown 

from whenoe they are issued from time to time to the 

various departments of the factory as requisitioned. Thus 

the first book in which they are recorded is the Stores 

Inward Book or Journal, with details as to the nature of 

the material, quantity, price and the party from whom it 

is received- When the stores are issued they are entered 

in the “ Stores issued book ” with particulars as to the 

department to which it is issued, the number of the 

request, its value, quantity, eto. 

Besides these two books of general record of Stores 

going in and out of the warehouse, a special book oalled 

the Stores Ledger is kept in which separate headings are 

maintained on the same principle as the Ledger acoonnts. 

These headings refer to the various materials classified and 

arranged under separate “ heads.” Here the items from 

the stores Inward and Issue books are entered, the former 

on the left hand side and the latter on the right hand side, 

the difference showing the actual atook in hand of the 

partlonlar material. The details reoorded on the left hand 

side are, the date of receipt of the stook, invoice number, 

quality of stores, invoice book folio, prioe and valne. The 
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right hand side details are, the date of issue, the depart* 

ment to whioh it is issued, quantity, folio of the Stores 

Issued Book, the prioe and the amount. 

When any material is issued per 44 requisition ”, the 

Store-keeper after entering same in his Stores Issned 

Book passes on such 4'requisitions ” to the Cost Office, who 

in their turn sort ont and arrange these requisitions for 

giving debits to the appropriate Job Oost Aooonnts. 

Similar effeot being given for stores returned. 

Wages. 

The next item of importance is 44 the wages.” These 

ran up to a large figure and influence the cost to a great 

extent, whioh makes a proper reoord with oheoks and 

oonnter-oheoks, absolutely necessary. 

There are various types of 44 Wage Records,” and aB 

44 Wages” form an important item in 44 Costing” a proper 

System with oheoks and oounter-cheoks suitable for a 

partioular business should be introduced to bring about 

economy coupled with efficiency. The point to be remem¬ 

bered is that the wages paid are in return for the aotual 

44 value reoeived ” in services, i.e., Produotion. 

Wages may be paid per "Time Rate” or "Pieoe 

Work Rate”. Sometimes to give an incentive to the 

workmen, to co*operate and work efficiently, 44 effioienoy 

premiums ” may be paid, over and above the wages. 

Tims Workert i—A proper date-office reoord of time, 

.for the preparation of Wages Sheets should be inaugurat¬ 

ed. The up-to-date method for recording time is a 

44Clock” device. Workmen are supplied with oards 

bearing their names, number, the department in whioh 

they work, etc. When entering the works in the morning. 
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they insert these oards into the “ Olook Machine” which 

is placed in a convenient place near the entrance, and by 

pressing the lever or button the exact time of their 

entering the works is printed on the oard with the date, 

whioh they then plaoe in a box provided for oolleotion. 

Oare being taken to see that an absentee's or a late* 

comer's oard is not olooked-on by someone. Similar 

method is to be followed for olocking*ont the workmen 

when they leave the works or factory. From these cards 

a detailed record is maintained for the preparation of 

Wages Sheets or "Pay Rolls.” 

Departmental time reoord is also kept by each de- 

partmental foreman, and absentees or late-arrivals are 

reported to the Wage Office daily. It is the duty of the 

foreman to see that all the workmen are at their places 

during the work-honrs. As a check, the wages-clerks tour 

the departments and try to reconcile the “ departmental 

time reoord ” with the Gate*office record, and differences 

if any shonld be accounted for, e. g., time spent or wasted 

in between jobs etc., within tolerable (limits. 

Wage Office prepares weekly summaries of wages to 

be paid, and prioes out the hours put in at the appro¬ 

priate rates, taking into consideration, fines, defective 

work, overtime, advances or loans, deductions for Na» 

tional Health Insurances, etc., for eaoh of the workman. 

Another method of keeping a ** time reoord ” being 

that eaoh workman is provided with a disc bearing his 

registered number, whioh, on entering the Works premises 

he has to remove from one board where all the discs are 

hung-up serially and has to hang up same on another 

board over his own number painted on that board, whioh 

Is prominently placed specially for that purpose. These 
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boards are removed, after a fixed limit of time allowed to 

workmen for entering the works premises, by the time¬ 

keeper to prepare his time reoords ; late comers haring to 

get their presenoe marked personally. At the close of the 

day, a similar method is followed to reoord time of the 

workmen leaving the premises. 

The workmen may be paid on the basis of piecework 

j. e.t for the aotnal workdone. In case they are to be paid 

aooording to the work done, there ought to be some 

arrangement by which the quantity of work done gets 
automatically recorded on the machine on which they 

work, if not, the foreman or piece-work inspector has to 

record same. The foreman takes down this reoord either 

from the machines, or from his notes, and makes ont a 

wages sheet showing the actual work done by each of the 

men, which is checked by a olerk from the counting house 

with the total work done. This reoord would be entered in 

the wages book, together with the name, or the number, of 

each of the workmen, also indicating the amount due 

to eaoh. 

The Pay Roll is prepared on a departmental basis, 

for Time and Piece work. 

When the job time Cards or Tiokets showing the 

amount of time put in by the various workmen on various 

jobs or contracts are agreed with the gate offioe records 

and evaluated, these cards will then form the basis of debits 

to the various Cost Aooounts in the Cost Ledger re: 

Direot or Productive Labour employed in respect of same. 

Oncost;—In simple language Oncost means, indireot 

expenses or charges, sometimes also known aB “ Overhead 

Charges’' “ Burden" or ** Loading”. Indireot expenses 

incurred at the Faotory or Works, known as "Shop” or 
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“General Works” Oncost, is usually made up of items 

like, wages of general labourers, factory rent, rates, and 

taxes, etc., salaries of supervisors, managers, technical 

Directors, expenses for store-keeping, purchase, inspection 

eto., crane-drivers, yardmen, depreciation of drawing, pat¬ 

terns, plant and tools eto., lighting, power, heating and 

snob other miscellaneous works expenses, which oould not 

be directly charged to any job or contract in hand. 

Whereas indireot expenses incurred by the office, known as 

Office (or Administration) Oncost, is usually made up of 

items like, offioe salaries, rent, rates and taxeB, lighting, 

heating, printing and stationery, directors’ fees, telephone, 

postages, legal and other professional charges, eto. 

These indireot expenses have got to be allocated to 

the various jobs or contracts which received the benefit 

therefrom. The basis of allocation may be a (°/0) per¬ 

centage on the wages spent on these jobs or contracts as 

oompared to the total wages paid, where wages form an 

important item of the total oost of the job; or at varying 

rates for the different items of expenses, as per the benefit 

that each of the job or contraot had derived from same 

,e.g.:—rent, rates, lighting, heating eto., according to the 

floor space occupied; supervision, time-keeping, etc. 

according to the number of workmen employed on that job 

or contract; power, per metered or estimated units, etc. 

Fixed percentage basis, based on past experience and 

record, though simple, is inacourate. Under this method 

an arbitrary percentage is charged to cover Oncost- 

Other methods are Labour Hour Rate or Machine Hour 

Rate, where labour or maohine forms a dominant factor. 
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Cost Sheets. 

These are made out weekly in oases of manufacturers 

manufacturing articles on their own account. Tbeie sheets 

are composed of an analysis of therarious expenditures, and 
the cost of the stores consumed as recorded in stores wages 

and other books. Besides these expenditnres a charge for 

the wear and tear of machinery would be added. These 

sheets show the quantity of work turned out in the last 

week, the expenditures in detail, and the total which shows 

the cost. It also shows the result of the same week last 

month and the corresponding week of the prbvious year 

for comparison. The cost sheet in the case of kyarn spin- 

ning mill would be in the following form. 

63 
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If on the other hand the factory is manufacturing an 

article on a special contract a special cost sheet is made 

ont for the contract or in case where the articles are of a 

nature that require more labour and material and run up 

to a large amount a cost sheet for every article manufao* 

tured to order is made out. Supposing that a Poundry of 

Iron Founders and Engineers make a lathe on order for a 

firm they would make out a cost sheet by taking the figures 

of cost from the various books of cost accounts set. It 

would be made out in something like the following form:— 

Cost sheet for a Lathe made for A. B. as per their 

order No.contract No. 

Rs. a. p.j Rs. ajp' 

Wrought Iron—lbs. used at 

Steel — ,, ,, ,, 

Casting — ,, ,, ,, 

Brass — ,, ,, „ 
i 

Steel Iron — ,, l( ,, 

Other Stores — „ „ 

Wages. 

Turning. 

Fitting. . 

Straping. 

Other Sundries.. 

Prime Cost* 

Add Percentage fixed for Indirect Expenditure •• 
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EXERCISES ON CHAPTER XIV. 

I. What is “ Costing” ? In what way does it differ 
(Tom general Aeoonntanoy ? 

II. State the advantages of a Cost System. What 
are the varions types of Costing and in whioh of the 
businesses they are utilised ? 

III. Explain the following terms:—Tally Card; 
Dewey Decimal System; Purchase Requisition; Works 
Order; Production Order; Inventory Adjustment Ao- 

oount; Components; Pay Roll; Unproductive Labour. 

IV. Give suitable ruling for:—Wages Sheets; 
Stores Received and Issued Book; Stores Ledger. 

V. What are Cost Sheets and when are they pre¬ 
pared? Give a suitable ruling of one with which you are 

familiar. 

YI. In the Nominal Ledger of a firm of contractors 

you find the following acoount:— 
Cost Book Accounts. 

Dr. Cr. 

i 
i 

£. £. 

Jan. 1. 
i 

To Balance B d 3,000 Dec. 31. By, Contracts & 
! Charges 45,000 

Dec. 31. M Goods and 
Materials! M Materials 
from Stock. 23,000 returned to 

Stock 2,500 
„ Wages ...; 

i 
16.000 

,, Balance c/d 3,200 
,, Sundry Cash 

payments ... j 
i 

200 

Transfer to P & L j 
A/c 8,500 

1* 

i 
50,700 50,700 

Jan. 1. To, Balance B/d £ 3,200 

Explain fully the meaning and use of this aooonnt. 

(Chartered Accountants.) 
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VII. What are the division! of Cost? Show how 

they are arrived at. 

VIII. State the theory of Overhead Charges or 

Onoost, saying how they are determined, and how applied. 

(Chartered Accountants.) 

IX. Give a specimen ruling of a Cost Ledger. 

What are “Efficiency Premiums”? 

X. Give a brief description of charging-out Oncost 

under the following methods:— 

1. Percentage on Wag eg and/or Materials. 

2. Direct Labour Hour Rate. 

3. Machine Hour Rate. 

4. Varying Rates. 

Which in your opinion would give more accurate 

results ? 

XI. Classify the various distinct methods of Costing. 

Explain the peculiar characteristics of each, and state to 

what partioular class of undertakings each is applicable. 

(Chartered, Accountants ) 

XII. From the point of view of Cost Accounts, dis- 

ouss and oompare the praotice of paying wages : (a) On 

the piece-work system : (b) On the day-work basis : (o) On 

the bonus or premium system. (Chartered Accountants.) 

XIII. State the unit or units of out-put or earning 

generally in nse in preparation of Cost Aooounts of the 

following; (1) Breweries; (2) Brickworks: (3) Col¬ 

lieries; (4) Eleotrio light works; (5) Gas Works; 

(6) Iron aqd Steel Manufacturers; (7) Tramways; 

(8) Waterworks* (Chartered Accountants.) 
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. XIV. The Northern Foundry Company, Ltd;, are 

manufacturers of steel oastings. 

The Company has instituted a system of costing, and 

you are requested to advise as to the basis on whioh stand* 

ing oharges and establishment expenses should be charged. 

The manufactures of the oompany vary greatly, some 

of the oastings being of considerable size and weight, and 

others very small bat requiring intricate workmanship. 

The points yon have to deal with are : (1) Foremen’s 

wages, and wages of labourers and others not direotly 

charged; (2) Rent and rates; (3) Travellers’ Salaries 

and expenses, and expenses of the forwarding department; 

(4) General offioe expenses ; (5) Salaries of manager and 

managing director. 

What would you advise ? (Chartered Accountants.') 

XV. A firm of Constructional Engineers carry on 

business whioh is almost entirely done under contracts. 

Most of the material required is purchased specially for 

these contracts, but quantities of general materials are 

also purchased for stook. They desire to be kept advised of 

the progress of the cost and the ultimate profit or loss on 

caoh contract as completed. State the general outlines 

of a system of Cost Accounts you would recommend 

lor this purpose 1 (Chartered Accountants.) 

CHAPTER XV. 

INCOMB-TAX ACCOUNTS. 

In India the present Act in force is the Indian Income 

Tax Act 1922. This extends to the whole of British India' 

iholuding British Baluohistan and the Sonthal Paraganas 

and applies also, within the dominions'of Pfind^S aWd 
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-Chiefs in India, in allianoe with His Majesty, to British 

subjects in those dominions, who are in the service of the 

ilovernment of India or of a Local Authority established 

in the exercise of the powers of the Governor-General-in- 

Council in that behalf, and to all other servants of His 

Majesty in those dominions. The Act oame into force on 

.and from 1st day of April 1922 and is the result of vari* 

-ous modifications made since 1886. 

Inoome Tax is a levy made by a Government on the 

income or profits of individuals, Firms and Companies in 

consideration of the protection by the Government of the 

Assets, wbioh earn such profits, of snch persons and of 

trade and commerce in general. The Preamble to this 

Act is quite dear and very often a tussle takes place be¬ 

tween the Authorities and the Assessee to prove an item 

as of a Revenue character or of a Capital nature. 

The Principles of Taxation at the Source. 

The guiding principle as far as thef collection of tax 

goes is that the same is to be collected at the source, 1. e., 

the party paying the income to the atsessee has to deduot 

the tax and pay same over to the Government. Thus in 

case of salaries, Interest on Securities and dividends on 

ehares of joint-stook companies the person responsible for 

paying any of these must deduct the inoome tax on the 

amount paid. In oase of salaries it is to be deduoted at 

the rate applicable to the estimated income of the assessee, 

whereas in oase of interest on securities and dividends the 

tame has to be deduoted at the maximum rate of one anna 

and six pies and the person so deducting the tax furnish 

the person from ivhose inoome this tax is dednoted a certi¬ 

ficate to the efEeot that he has deduoted the tax. The 

Assessee oan then-put in his olaimfor refund when he 
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prepares his ownjreturn of inoome in oase hf» total inoome 

oalla for lower rate of assessment. This application for 

(refund has to be made within one year from the last dajr 

.of the year to whioh the olaim relates. 

The tax is supposed to be paid by every individual, 

•Company, Firm and Hindu Undivided Family resident in 

British India and the dominions mentioned above on in¬ 

oome from properties. Securities, Trade, Profession or 

Employment accruing, arising or reoeived in British India 

and the said Dominions. 

If an assesses receives an income in India from 

'.sources in England he haB to pay tax here and at England 

• but as to the question of refund the same is adjusted aa 

per arrangement existing between the two countries. 

The tax is payable for the year beginning with 1st 

April and is always calculated on the basis of the profits 

of the past year, whioh may be a Hindu Calendar or 

Government Year. 

Inoome Not Taxable. 

1. Income from Property held in trust for Charit¬ 

able, Educational or Religious purposes, 

2. Inoome of Religious or Charitable Institutions, 

3. Income of Local Authorities such as Municipali¬ 

ties, Port Trust, Improvement Trust, etc., 

4. Interest on any Securities represented by any 

Provident Fund to which the Provident Fund 

Act of 1897 applies or held by any Provident 

Insurance Sooiety, 

5. Capital Inoome reoeived in commutation of Pen¬ 

sion, Provident Fund or Polioy Money on com¬ 

pensation for death or injury. 
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, 6. Any special allowance or perqnliik» eta., tuoh m 

Travelling Allowance, eta*, 

7. Legacies and Devices, etc., 

8. Agricultural Income, 

9. Oasnal and non-recarring inoome snob as sale of 

oertain assets like furniture etc., (Sec. 4), 

10. A benefit which is not money nor convertible in 
money. 

An Aaseasee is also not Liable to Pay Tax on. 

1. Income received by him as a member of Hindu 

Undivided Family, 

2. Income received by bim by way of Dividend of a 

Company the profits of which have been assess¬ 

ed, 

3. Inoome from a firm as a partner the profits 

whereof have been assessed as an Unregistered 

Firm, 

4. Any sum paid by way of Insurance Premium on 

his life provided such premium tloes not exceed 

1/6 of total assessable income, (Sec. 14 & 15). 

Taxable Inoome 

The following are incomes liable to tax:— 

1. Salaries, Wages, Annuity, Pension, Gratuity 
and other receipts in lieu of and in addition to 

Salaries, 

2. Interest or Dividend on Securities, 

3. Interest on Securities of the Government of India 

which are not Free of Inoome Tax, 

4. Inoome from Property, 

5. Inoome from Business, Trade, Profession sod 

Vooation, 
M 
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v • 6. Income from other sources each as Interest on 

Mortgage,* Loans, Debentures, Fixed Deposit 

and Onrrent Account, or frOm Directors' Fees* 

or from Ground Rent or profits from transac¬ 

tions whether in partnership with others or not, 

which have not been accounted for elsewhere. 

Scale of Rates. 

When the total inoome is less than Rs. 2,000 ... Nil. 

When the total Rs. Bat is less Rs. 5 pies in the 

inoome is 2,000 than 5,000 rupee. 

Do. 5,000 IS 10,000 6 

Do. 10,000 II 20,000 9 „ 

Do. 20,000 II 30,000 1 anna ,, 

Do. 30,000 II 40,000 1 a. 3 ps. ,, 

Do. 40,000 or upward • • • 1 a. 6 ps. „ 

It may be added here that in case of Joint Stock 

Companies and every registered partnership firm the tax 

at the source will be oharged at the maximum rate of 1 

anna and 6 pies in the Rupee leaving the shareholders 

and partners in eaob individual case to claim a refund on 

ihe basis of their own returns for assessment. 

Income from Salaries, Wages, etc. 

The inoome taxable under this bead includes not only 

Fees, Salaries, Wages, Annuities or Pensions but it also 

inoludes any fees, Commissions, Perquisites or profits re¬ 

vived in lieu of or In -addition to Salaries* Wages and 

ere paid to a servant or employee by the employer. The 
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-right of a person to occupy free of rent as a place 

-of ^residence any premises provided by his employer is 

treated as a perquisite for the purposes of income-tax. 

Salaries paid from Indian Revenues to Government Em¬ 

ployees in any part of India as well as those paid by a 

Local Authority established in exercise of the powers of 

the Governor-Genera 1-in-Counoil are chargeable provided 

these public servants are employed in any part of India. 

Thus salary is taxed at the source, i. e., the employer is 

expected to deduct same as we have seen above when 

paying the salary. 

Formerly under the Old Act an option was given to 

the Employee as to the deduction of income-tax at the 

source, whereas under the present Act the tax must be 

deducted at the source if the employee’s income is fonnd 

assessable, i. e., Rs. 2,090 or upwards per annum. In 

default of this, if an employee fails to pay the tax or 

escapes the assessment the employer is responsible to pay 

the same to the Authorities. 

Such inoome under the above head amounting to 

Rs. 2,000 or upwards per annum is assessable. Of course, 

deduction is allowed for Life Assurance Premium to the 

extent of 1/6 of total income. The Head of a Government 

Offioe,orof a Looal Authority or of aCompany, Association, 

Firm, eto., is required to prepare a Return showing the 

name of every person whose annual inoome amounts to 

Rs. 3,000 br'upwards pdr annum, under the present Aot. 

"The Statutory Form is reproduced below. 
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The return to be delivered to the Income Ten Office* 

under Section SI of the Act shall be in the following, 
form :— 

I certify that the above statement contains a oom* 

plete list of the total amounts paid by.to 

all persons who were receiving income on the 31st day of 

Maroh 19 , at the rate of Es< 2,000 per annum, or 

have received daring the year ended on that day not less 

than Bs. 2,000, in respect of salary, wages, annuity, pen* 

■ion, gratuity, fees, commissions, perquisites, or profits in 
lien of or in addition to salary or wages, and that all the 

particulars stated are oorreot. 

. Signature of person by whom the retarn is delivered* 

Dale. 



irfOOMfc-TAX ACCOUNT8. 

Interest from Seonrlties. 

In oase of interest receivable by an assessee on any 

Seonrity of the Government of India or of a Local Gov. 

eminent or on Debentures or other Securities for money 

issued by or on behalf of a Local Authority or a Company 

is liable to income-tax. The only exception here is, the 

Securities of the Government of India which are deolared 

to be income-tax free. Even in case of Sterling Securities 

either of the Government of India which are floated on 

the English Market or Sterling Securities of English 

Companies carrying on business in British India, the 

income will be liable to tax in case the assessee in British 

India receives such interest in British India within three 

years of the end of the year in which they accrued or 
arose. If, however, he does not actually receive same in 
British India he may be made liable if it could be proved 
that the interest did accrue or arise in British India, 
The text applicable in this connection is the question 

whether the said income was actually received in British 

India or the assessee has a right to receive same in British 

India. The interest on Sterling Debentures which are 

issued by Companies in England are those on which the 

assessee has a right to receive interest in England if he 

so desires, are not chargeable with tax here. On the 
other hand interest on Promissory Notes of the Govern¬ 
ment of India which are enfaced for payment in England 
the same is assessable in India because, here the right to 
receive payment of interest is a right to receive same in 
India and the fact that the doonment is enfaced for pay¬ 
ment in England is only a concession* 

Income f . ecurities. 
Here generally speaking income-tax is deducted at 

aouroe, Iu oase of Government Securities the tax is 
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deducted at the maximum rate, via., one anna and ai^ 

pie* in the Rupee at the source. It may further be men¬ 

tioned here, that when a Looal Government issues Securb- 

ties free of income-tax, that Local Government pays tha 

tax thereon to the Central Government; for example, 

Bombay Development Department Loans. In case of Limited 

Companies dividendsare declared eitherfreeof income-tax 

or less income-tax. In case when dividend is declared lesa 

tax the income-tax is deducted at the maximum rate and 

only the net dividend is paid by the Company. In other 

words, such income-tax deducted by the Company is 

oredited to Income Tax Account in the books of the 

Company and this will relieve the burden of tax to the 

Company at the time of assessment of the Company’s 

income. 

If on the other hand dividend is declared free of 

income-tax the whole amount is paid to the shareholder ; 

in other words, the Company will bear the whole tax on 

its profits, at th j time of assessment. In all cases it will 

be noted that Income*tax, if deducted, is at the maximum 

rate, viz., l£ Anna in the Rupee. 

An assessee while preparing his statement of inoome 

from Securities will have to take Gross income for rate 

purposes. 

Illustration. 

A has received the following income from various 

sources:— 

1« 6% (Less Tax) on Rs. 3000 Preference Shares 

of X. Y.Z. Co., Ltd., 

2. &% (Free of Income Tax) on Rs. 50,000 Prefe¬ 

rence Shares of Bombay Petroleum Co., Ltd., 
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3. 10% (Less Tax) on Bs. 50,000 Ordinary Share* 
of the Gommercial Bank, Ltd., . 

4. 5% War. Loan of Bs. 30,000, 

5. 5^% War Bonds of Bs. 50,000 (Free of Income 
Tax), 

6. 6% on a Loan advanced to City Oil Mills Co., 
of Bs. 30,000, 

7. Income from Business of Export and Import of 

Bs. 3,000, 

8. Interest on Fixed Deposit of Bs. 20,000 at 6% 
with Commercial Union Bank, Ltd., 

9. Interest on Current Acoount with Simplex Bank* 
Ltd., amount of Interest Rs. 300. 

Income Already Taxed. 

Securities. Nett Income. Tax Paid. 

....... (_ 

Gross 
Income. 

1. 6% (Less Tax) on Rs. 30.000 
Preference Shares of X. 
Y. Z. Co., Ltd. . 

Ks. a. p. 

1,631 4 0 

Rs. a. p.i 

168 12 0 

Rs. a. p. 

1,800 0 0 

2* 6% (Free of Ta x) on Rs. 50,000 
Preference Shares of Bom' 
bay Petroleum Co., Ltd.... 3,000 0 0 310 5 6 3,310 5 6 

3, 10% (Less Tax) on Rs. 50,000 
Ordinary Shares of Com¬ 
mercial Bank, Ltd. 4,531 4 0 468 12 0 5,000 0 0 

4. 5% War Loan of Rs, 30,000, 1,359 6 0 140 10 0 
| 

> 1,500 0 0 

3, 5i% War Bonds (Free of 
Tax) of Rs. 50,000 2.750 0 0 Nil. 2,750 0 0 

13,271 14 C i 1,088 7 e > 14,360 5 6 
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* Inoome to be Taxed. 

6% on Loan of Rs. 30,000 ••• ... ••• ... ••• 1.800 0 0 

Business Income ... ••• ••• ... ... ••• 3,000 0 0 

Interest on Fixed Deposit of Rs* 20,000, at 6%. 1,200 0 0 

Interest on Current Account ... _ ... ... 300 0 0 

Total Assessable Income . . 20,660 3 6 

As the total income of A is over Rs. 20,000 he will 

have to pay Tax at 12 pies in the Rupee on Rs. 6,300. 

On the other hand he ean claim a refund of 6 pies in the 

Rnpee on Rs. 11,610, namely income from items Nos. 1, 

2, 3, and 4. In other words he can have a refund of one- 

third of Rs. 1,088-7-6. 

Although the assessee claims a refund he cannot 

claim a set-off against the tax to be paid. He must 

pay the tax due first and then send in his claim for re¬ 

fund. Claim for refund of tax deducted at the source 

should be made within one year of the last day of the 

year in which the tax was recovered. 

Income from Property. 

Here tax is payable in respect of bonafide annual value 

of property consisting of Buildings, or Land or Lands 

appertaining thereto, of which the assessee is the owner. 

The bonafide annual value of the building is the full 

market value at which the building can be let from year 

to year irrespective of charges by way of Municipal 

Rates or Taxes though Municipal Rates and Taxes may at 

the descretion of the Commissioner be taken as a guide in 

arriving at the actual figure of annual value for Income 

Tax purposes. Thus there is much difference between the 

annual value and the actual rent payable in cash on a 

long lease or a privilege rental. If, however, the owner 

himself is using the house for the purpose of his own rest- 
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denoe, the annual value will be restricted to a maximum 

of 10 per cent, of the total income of the owner. The 

annual value is no doubt more or less an approximate 

gum which is to be ascertained in each case according to 

the locality and other circumstances and for this purpose 

the existing lease may no doubt form a rough guide but 

it is not conclusive as far as the Income Tax Authori¬ 

ties are concerned. 

The*Income Tax Commissioners however all over 

India (though not strictly bound by Law) are generally 

prepared to accept the basis of assessment by Municipali¬ 

ties in the localities where proper Municipal bounds are 

established and a satisfactory valuation of property is 

made by the Municipal Assessors in their opinion. Where 

Municipal valuation is accepted the income-tax is taken 

upon the gross valuation income of the property arrived 

at on the basis of the Municipal Bill. The Municipal Bill 

is based upon the net rateable value of thqbuilding or land 

and in order to arrive at that, the amount of annual rent 

for which such land or building might reasonably be 

expected to be let from year to year is first ascertained as 

gross rateable value. From this gross amount a sum equal 

to 10 per cent, of the said annual rent is deducted by the 

Municipality in lieu of all allowances for repairs or on any 

other account whatever as provided for by the Municipal 

Aots. Thus the bill represents net valuation and therefore 

for the income-tax purposes a net rateable value is to 

be converted again into gross annual rental value. 

The rateable value as fixed by the Municipality is 

converted into gross by multiplying by 10 and dividing 

by 9. Care must be taken to see that the current 

year’s Municipal Bill is taken into acoount, that is if we 
65 
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are preparing the statement of assessable income for the 

year ending 31st Deoember 1926 or 31st March 1927 or 

also Vadi Amas of 1982 the Municipal Bill for April 

to September 1927 mast be taken into aoconnt for calcu¬ 

lating gross value. Against this the following dednotions 

may be claimed :— 

1. 1/6 of Gross Value for Municipal Tax, Repairs, 

etc., 

2. Nett Insurance Premium, . 

3. Mortgage Interest, if any, 

4. Ground Rent, if any, 

5. Collection charges, actual or of the gross 

value, whatever that is lower, 

6. Vacanoy allowance, if any, settled by the Offioer 

on the basis of the Municipal Refand. 

It may be added here that if vacancy allowance is 

not claimed from the Municipality we cannot claim the 

same from the Income Tax Offioe. We have aotually to 

show the Munioipal Bill with the remark of refand or 

rebate granted while olaiming vacanoy allowance from 

the Income Tax Offioe. 

Illustration: A has got two properties, one at Port 

and the other at Grant Road, the Munioipal Bills of 

whioh show nett assessable values of Rs. 3,600 and 

Rs. 4,500 respectively. Both the properties have been 

insured and the nett premium payable amounts to Rs. 360 

and Rs. 400 respectively per annum. The salary of a 
Bill Collector is Rs. 20 per month. Besides this the 

Ground Rent payable per annum on both the properties 

amounts to Rs. 600. The Port property has been mort¬ 

gaged and the interest paid to the mortgaged amounts in 
all to Rs. 700 per annum. Find the assessable ineome 
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of A And the amount of tax payable on the same : 

Fort property Gross Value ... ... ... Rg. 4,000 

Grant Road Property Gross Value ... ... ,, 5.000 

Deductions claimed as under:— 

Rs. 9,000 

1/6 for Municipal Tax, Repairs, etc. Rs. 1,500 

Insurance Premium, Nett. ... 

Oolleotion Charges (Actual) 

Ground Rent ... ... 

Mortgage Interest ... ... 

... „ 760 

... „ 240 

... „ 600 

... „ 700 

Rs. 3,800 3,800 

A will have to pay Tax on Rs. 5,200 

at 6 pies in the Rupee ». e. Rs. 540. 

Income from Business, Trade, etc. 

With reference to the income or profit of a Business 

or Profession, it may be mentioned here, that under the 

old deoisions income was defined in such a manner that 

in the New Act the word profit and gains had to be added. 

For the purpose of account keeping in this connection, it 

may be mentioned that the assesses may keep his accounts 

on either of the two main systems of keeping acoounts, 

viz., (1) the cash basis in which the capital income and 

ospital expenditure are dealt with on the footing of 

Revenue and Expenditure account, or under the other system 

where (2) the assesses may maintain his account keeping 

on what is known as the mercantile account system. Thus 

the Law leaves the option to the assessee but with this 

restriction that whatever method is adopted, the same 

must be one that dearly refleets the income of the assesses 

in respect of the fixed period of the previous year. The 
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Commissioner will, however, insist that the method of 

aoconnt keeping onoe adopted shall be continued and shall 

not be varied-from time to time as it suits the assessee. 

If the assessee wishes to change the system he has employ¬ 

ed in the past, he can only do so with the special permis¬ 

sion of the Income Tax Officer who will grant same after 

taking due care that no profit is allowed to escape taxation 

on account of change. 

Expenses and Depreciation. 

The Tax under this head is* levied on all income or 

profits bonafide made in a business, trade or commercial 

pursuit or adventure etc. While arriving at assessable 

income all bonafide expenses such as Interest on loans, 

cost of repairs to premises, Fire Insurance Premium for 

Building, Plant and Machinery, etc. Revenue expendi¬ 

ture incurred in the ordinary course of regular business 

such as Rent, Salaries, Wages, Telephone Subscription, 

Lighting Expenses, Postage and Telegrams, etc., Bad Debts 

(written off) and depreciation are allowed. In case of 

repairs the same shall be allowed in case of hired 

premises where the assessee has undertaken to bear 

the cost of such repairs. Of course, if a portion of the 

premises is occupied by the assessee himself a propor¬ 

tionate part of the repairs only will be allowed. In oase 

of Insurance against risk of damage or destruction of 

Building, Machinery, Plant, Furniture and Stock, used 

in the business, the premium actually paid on account of 

business iB allowed. But if a sum is laid aside by the 

Firm or the Company as a sort of Insurance Fund or 

Reserve the same will not be allowed. In case of pre¬ 

miums paid on account of Insurance against loss of profits 

the same will be allowed if the owner of the business 
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signifies bis intention in writing undertaking to pay tax 

on any amounts recovered from the Insurance Company. 

In case of depreciation the assessee is expected to make bis 

claim on a special form furnished by the Income Tax 

Officer and if allowed the following depreciations are 

usual :—Buildings, 1st class 2£ per cent.; Less substantial 

Buildings 5 per cent.; Temporary erections 10 per cent.; 

Machinery, Plant and Fixtures 5 per oent. This is the 

general rate whereas special rates are sanctioned as for 

example, for Flour Mills, Rice and Bone Mills, Sugar 

Works, Distilleries, Ice, Aerated, Gas and Matoh Factories 

6£ per cent; Paper Mills, Ship-building and Engineering 

works, Iron and Brass Foundaries, Electric Motor Cars, 

Patent Stone, Chemical, Soap, Candle, Lime Works, Saw 

Mill, Dyeing and Bleaching Works and on Furniture and 

Plant in Hotels and Boarding Houses etc., per cent.'. 

Shaving Machines for Canvass or leather, 10 per cent; 

Motor Cars used for business 15 per cent.., Taxies, Motor 

Lorries and Motor Basses 20 per cent etc.1 The percentage 

is allowed on the original cost of Machinery to assessee 

and if the assessee has bought same from a previous owner, 

the original cost of the assessee will be taken and not 

that of the previous owner. In case of Railways 

no depreciations are allowed on their rolling stock 

as renewal charges are generally allowed. In case 

of Securities held as investments, of coarse no deprecia* 

tion will be allowed and such capital securities when 

realised the profits or losses made on them being of a 

Capital nature shall not be taken into aooount. Of oourse 

if the Firm or Company deals in Securities it will have 

to be taken into acoount. An Obsolenoe allowance is 

allowed if any Machinery or Plant beoomes obsolete and 

is sold because of th^t reason but, however, the Income 
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Tax Commissioner is very particular on ibis point and no 

obsolenoe allowance is made if there is evidence to the 

affect that the machine is not obsolete. The amount 

allowed for obsolenoe is oaloalated upon the original cost 

of the owner redaoed by depreciation allowance made in 

the past years and the amonnt for which the machinery is 

aotnally sold or its scrap value. 

Provident Fund. 

With referenoe to Provident Fond the Inoome Tax 

Aot only takes into calculation Provident Funds oreated 

in oonneotion with Government or Pnblic servants. It, 

however, makes one exception in case of private business, 

via., that where the employers contribute out of their 

profits a certain amount towards the Provident Fund 

oreated by them for the benefit of their employee the same 

shall not be allowed as a business expenditure unless and 

until the said Fund is to be on the footing of an Irrevoc¬ 

able TruBt for thd benefit of the employees bo that under 

no oircumstances the employer who has once contributed 

towards it can get it back. As long as these Funds remain 

in the hands or under the control of the employer they 

shall not be allowed as a business expenditure. 

Life Insurance Premium. 

Deductions from total inoome can only be made for 

insurance premia in respect of insurance on the life of 

the sssessee or on the life of his wife or for a deferred 

annuity on his life or his wife’s. No other deduction is 

permissible in any other form of insurance except in oase 

of a Hindu Undivided Family where deductions are per¬ 

missible for insurance premium paid on the life of any 

qjsle member of the family or of his wife. Inooiqe T*x 
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deduction is not allowed while computing Super Tax 

assessment. 

Share of profits of an unregistered firm in the hands 

of individual partners are not ohargeable to super tax as 

the unregistered firm is assessable to super tax. In faot 

these profits are exoluded from the total inoome after the 

assessability to super tax is onoe ascertained. 

Pension. 

Where an employer grants a pension to an employee 

or to his widow or children, it is deductible as trade ex¬ 

pense, irrespective of the question whether it is paid 

monthly or a lump sum payment is made. The only ex¬ 

ception is that the recipient of suoh pension should not 

have had at any time any share in the profits or interest 

in the business. A pension to a retiring partner, or to 

his widow, therefore, is not allowable. 

Subscriptions. 

Subscriptions to charitable or religious institutions 

or any other subscriptions of a general nature are not 

allowed as Trade expenses. Where, however, a specifio 

subscription can be shown to have been given as a practi¬ 

cally necessary adjunct to a particular class of business or 

profession it is allowed to be deducted. Entrance fees, 

however, to a profession or oalling are not allowed as 

deductions from profits. Annual subscription which is 

required to be paid to enable to continue suoh profession 

or oalling as in oase of Stock Brokers, Jobbers, Lawyers 

and other professional men, is allowed as a trade expense. 

Books. 
Oost of Directories and similar books of reference 

used in business is deductible. - Similarly a lawyer may 
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deduct sums paid Cor current Law Reports etc. : oost of 

books purchased Cor purposes of study are not allowed. 

Important Points in Income Tax Rules. 

Interest Crom shareholders of a company on loans 

and orerdue subscriptions are not taxable. Interest accru¬ 

ed due and not received but only added to the principal 

in aooounts is not taxable-income. Rent or Royalty 

received periodically as per terms of the lease is income, 

but a lump sum received for granting mining lease for 

999 years is not income. Issue of bonus shares to the 

shareholders representing their share in the accumulated 

profits, where the shareholders have no option to require 

payment in cash, is not taxable. Salary earned by a 

British subject in a Native State as a servant of that 

Ruler is not taxable. Similarly servants of Native States 

deputed in British India and receiving salary from their 

Rulers are not taxable. Any allowance for depreciation 

in case of securities or War Bonds held by a trading con¬ 

cern by comparing the market value with the value of the 

books is not permitted. Sum embezzled by a clerk is a 

loss incidental to the oonduct of the business and is allow 

ed to be deduoted. Income Tax is not assessable from a 

resident of one Native State on profits made by him in 

another Native State unless it is proved that those profits 

were reoeived in British India. 

Agricultural Inoome* 

Agricultural inoome is exempt from taxation, i. e., it 

Is not brought in either for tax or rate purposes. This 

exemption applies even if the cultivator keeps a shop or 

a stall for sale of bis produce provided it is sold in its 

raw state, i. e., if no process has been performed in res- 
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peoi of the prodaoe other than the process of cultivating- 

or raising produce. 

Profits of a Mela or Fair held on agricultural grounds 

is liable to tax, so also is income from Mines. Inoome 

derived from sale of tea grown and manufactured by the 

seller is treated as partly produce and partly trade in¬ 

come and is treated as if growing, manufacture and sale of 

suoh tea were a business within the meaning of Income 

Tax Aot and 25 per cent, of such income shall be deemed 

to have been derived from business and shall be taxed. 

Foreign Branches and Agenoies. 

In oase of looal businesses keeping their accounts in 

sterling the Income Tax Officer need not look into sterling 

accounts and oan ask for a return of the transactions in 

Rupees. In oase, however, a Company operating through 

looal branohes where the profits of the Indian branch can 

not be ascertained separately but have to be deducted 

from the total sterling profit of the Company from all its 

operations, the net profits of the Company for the pur¬ 

poses of assessment of Income Tax should be converted 

into Rupees at the rate of exchange ruling on the last 

day of the year to whioh the acoount relates unless by an 

examination of the account the Officer is able to ascertain 

the average rate of exohange throughout the year. 

Capital Inoome and Expense*. 

The premiums received by a Company on its isiue of 

shares is a capital receipt and is not ohargeable with 

Inoome Tax and on the same footing the cost of issuing 

shares is a capital expenditure and is not deduoted from 

the profits. 

66 
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Specific and Customary Dharmada Deductions. 

It is the praotioe of merchants and businessmen to 

recover from their customers and clients by way of snkhdi 

or deductions for oharity (viz. “ Dharmada ” “ Pinjara- 

pole ” etc.) at so mnch per Bnpee or so mnoh per bag or 

prooeeds. This recovery is generally devoted ont and out 

towards religions, oharitable or educational purposes. 

The Income Tax Commissioners in the past did not allow 

this expenditure made out of this recovery to be treated 

as expenditure and deduct as such from the profits. It is 

now ordered by the latest communique dated 6th March 

1928 that both the receipts recovered as well as the 

expenditure therefrom shall not in future be taken into 

Income Tax Assessment Account at all and should be left 

out of account altogether. It is, however, subject to the 

qualification that the Income Tax Officer should be reason¬ 

ably satisfied that the sums in question are really 

applied for the above purposes. 

Items Disallowed. 

The Tax however will not be taken on Capital Profit 

Or Losses, such as profits on the sale of an asset, nor can 

the Tax be taken on casual or non-recurring receipts. 

The following expenses or losses are disallowed :— 

1. Loss on speculative transactions, 

2. Loss on a sale of an asset, 

3. Capital expenditure, suoh as addition to build¬ 

ings, or Plant and Machinery, 

4. Charities, Perquisites, Gifts, etc., 

5. Secret Commission, 

6. Goodwill, 
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7* Any expenditure not incurred in the regular 

oourse of business, 

8. Interest on Capital, 

9* Personal drawings, 

10, Income Tax and Super Tax, 

11. Bad or Doubtful Debts Reserve, 

12« Reserve Fund etc. 

Casual Receipt a. 

In oase of casual receipts in order to be exempt from 

taxation they must not be profits of a profession, vocation 

or employment or arising from business. In other words, 

they should not arise from any vocation or concern in the 

nature of trade, commerce or manufacture and they must 

not be annual, and a gratuity to an employee for services 

rendered will not come under this heading. An isolated 

transaction such as a purohase and sale of a horse at a 

profit is taxable but the purchase of an investment or a 

house for residence casually sold at a profit will not come 

under taxation as far as the profits so made are concerned. 

A lottery will be a casual receipt but a profit made on a 

practice of speculation will not be a casual receipt and 

will be taxable. If a man writes a book, the profits made 

on it will be taxable. Legacies are exempt from taxation 

because they are capital receipts and of a casual nature. 

In case casual income on the one hand is taken into 

account for assessment purposes, the losses, if any, should 

also be taken into consideration. The stock exohange 

broker who enters into personal speculative transactions 

is allowed to set off a loss against profits made out of such 

transactions. Bat an individual oannot be assessed on 



HIGHER ACCOUNTING. m 

■peculation gains nor oan the loss it any, be set off against 

his other sources of gains. If, however, it is found that 

snoh an individual continuously enters into speculation 

transactions he oan be treated as a Professional Specula¬ 

tor carrying on that trade and the inoome or loss would 

be treated on the footing of a business inoome or loss, 

Appropriations not Allowed, 

The following items of appropriation oannot be allow* 

ed in the calculation of assessable inoome :— 

(a) Interest on Partners’ Capitals, 

(b) Partners’ Management Salaries, 

(e) Personal drawings for household expenses or 

personal use, 

(d) Inoome Tax and Super Tax paid, 

(e) Reserves for Bad Debts or Discounts, 

(f) Amounts transferred to Reserve or any other 

funds. 

Inoome Tax is an appropriation of Profits and not an 

expenditure and therefore the same should be treated as de¬ 

bited to Profit and Loss Appropriation Account and not to 

Profit and Loss Account. According to a well-known 

deoision of the Bombay High Court (Re j Purushottamdas 

Harikishandas vs. The Central India Spinning, Weaving 

and Manufacturing Co., Ltd.) a managing agent’s com¬ 

mission should be treated through the profits before 

inoome tax is deduoted therefrom. 

. . The return of total inoome of companies required 

under section 22 (I) shall be in the following form and 
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shall be aeoompanied by a «opy oE the profit and loss 

account referred to therein :— 

Income, profits or gains from business, trade or com* 

merce. 

RSr as. 

Income, profiti or gains as per profit and loss account 
for the year ended.192 • 

Add any amount debited in the accounts in respect of ... 
1. Reserve for bad debts 
2. Sums carried to reserve for provident or other 

funds... 
3. Expenditure of the nature of charity or presents ... 

' 4. Expenditure of the nature of capital ... ... j 
5. Income Tax or Super Tax ... ••• 
6. Rental Value of property owned and occupied ... 
7. Cost of additions to, or alterations, extentions, im¬ 

provements of, any of the assets of the business... 
8. Interest on reserve or other funds ... 
9. Loss sustained in former years 

10. Losses recoverable undor an insurance or contract 
of indemnity 

11. Depreciation of any of the assets of the business ... 
12. Expenses not incurred solely for the purpose of 

earning the profits • •• 

Total ... 

Deduct:—Any profits included in the accounts already 
charged to Indian Income Tax and the interest 
on securities of the Government of India or of 
Local Govts, declared to be Income Tax free. 

Balance ... 

Note.—A similar form is to be filled in, in ease of 

private firms or partnerships. In these cases,however, 

the list of additions will include amounts for— 

(a) Drawings of Salary of proprietor or partners. 

(b) Interest on the proprietor’s or partners’ 

oapital. 

(o) Private or personal expenses. 
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Maobinery Depreciation, 

Illustration : Maobinery was bought (or Es. 12,000 in 

1924, Profits prior to charging depreciation at 5 per 

cent th.ereon were in 1924 Rs. 800 J 1925 Rs. 100 ; 1986 

Rs, 400 and 1927 Rs. 1,900. What wonld be the amount 

of Depredation to be charged against Profit of 1927 ? 

Date. 
Profits 

Rs. 

Depreciation 
taken 

Advantage of 

Amount Added 
to subsequent 
Depreciation. 

Assessable 
Profit. 

31-12-24 800 600 ... 200 

31-13-25 100 100 500 Nil 

31-12-26 400 400 700 Nil 

31-12-27 1,900 1,300 Nil 600 

The amount of depreciation to be charged against pro- 

fitsof 1927 iBRs. 1,300. It may be added here that provision 

for Depreciation Fond is not allowed while computing 

assessable income. 

In oase of loss owing to obsolescence of Plant and 

Machinery the following example will illustrate the treat¬ 

ment in acoount. 

Example'. A factory machine is bought at Rs. 12,000. 

After its use for 5 years during which total depreciation 

was claimed to the extent of Rs. 2,000 the same being 

obsolete is sold for Rs. 5,000. Show the amount to be 

claimed against profits. 

Maobinery Acoount. 

To Original Co8t ... Rs. 12,000 By Depreciation A/C 
( claimed during 

5 years) ... Rs. 2.000 
„ Cash .. 5,000 
„ P. & L. A/C ... „ 5,000 

12,000 
Being the loss claimable 

12,000 
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Louei in several heads of Income: Bet off. 

The Indian Law is wider than the English Law in 

this respeet. Under the latter only the trade losses can 

be set off. Under Indian Law Profits and Losses under 

several heads of income could be adjusted. 

Loss sustained by an assessee in one year in any 

business may be set off against the profits made by the 

same assessee in any other business in the same year. 

If the assessee is a registered firm, the whole loss 

cannot be set off ; but each individual partner oan set off 

his proportion of loss against his total income from all 

sources* 

Illustration: A firm of Maneklal and Ohotalal has 

got two branches ; Export Department making a loss of 

Rs. 20,000 in 1926 ; Import Department making a profit 

of Rs. 18,000 in 1926. Both the partners share equally. 

Maneklal has got a property, the annual assessable 

income of which comes to Rs. 8,000 in 1926. 

The firm as a whole will not be liable to any Tax 

inasmuch as the same makes a loss of Rs. 2,000. On the 

other hand Maneklal will be assessed on Rs. 7,000 after 

deducting his proportionate loss of Rs. 1,000 from his 

property income of Rs. 8,000. 

Registered and Unregistered Firms. 

A registered firm is defined by the Aot as 

a firm constituted under an instrument of partner¬ 

ship specifying the individual shares of the part¬ 

ners of whioh the prescribed particulars bare been 

registered with the Income Tax Offioer in the prescribed 

manner. If a firm wants to be registered an application must 

be made before the date on whioh the return of income is 

due. The inoome-tax in the oase of this registered firm is 

assessed upon profits at the maximum rate, whatever the 



HIGHHfc ACCOUNTING m 

amount of the profits may be and each member of the firm 

on satisfying the Income Tax Offioer that the maximum 

rate is higher than the one whioh his total inoome justi¬ 

fies is entitled to get a refund on bis share of profits. This 

maximum rate is levied on profits of a registered firm 

even where the total profits are less than 2,000 because 

an assessment has to be made later on on the footing of 

the total profits of eaoh individual member. A registered 

firm is not liable to Super Tax but the same is dealt with 

in the oase of each individual member’s inoome. An 

unregistered firm would be liable to Super Tax. Where, 

however, the members of a registered firm file their 

return of personal income simultaneously with the return 

of the firm itself, the Tax Collector will try to avoid the 

necessity of going through the formality of first charging 

the maximum rate and then allowing the refund, but in 

computing and assessing both together the direot rate 

appropriate to each of the partners’ inoome will be 

charged as such. 

Suppose a firm of A and B makes an income of 

Its. 3,900 in a particular year, both the partners sharing 

profits equally. If the firm is not registered inoome-tax 

will be levied at the rate of 5 pies in the Rupee on 

Rs. 3,900. If on the other hand the firm is registered 

A’a and B’s income will be computed at Rs. 1,950 eaoh, 

presuming there is no other source of inoome for both the 

partners ; and as the income of each partner falls under 

Rs. 2,000 both will be exempted from assessment. 

Again, on the other hand, relief is given in case of 

Rate of Tax also. For example, in a firm of X and Y 

which is registered and where both the partners share 

profits and losses equally, there is a profit of Rs. 12,000. 

If the firm is not registered, income*tax will be levied on 

Rs. 12,000 at the rate of 9 pies in the Rupee. If, on the 
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other hand, the firm is registered, income-tax will be 

charged at the rate of 6 pies in the Rupee on Rs. 6,00ft 

eaeh from eaoh partner, presuming that both the partners 

have no other source of income. Thus it will be seen 

that in the latter case the Tax is levied at 6 pies in the 

Rupee on Rs. 12,000 which amount will decidedly be less 

than the Tax at 9 pies in the Rupee, on Rs. 12,000. 

The procedure in case of registration is that 

the original of the Partnership deed, if any, should be 

shown to the Income Tax Officer and a copy thereof should 

be filed. The Income Tax Officer puts a remark on the 

Partnership Deed to the effect that the deed has been 

registered for the particular year. Every year the same 

deed must be sent to the Income Tax Officer before the 

assessment is made so long as the partnership continues ; 

and the Income Tax Officer after putting his remark will 

return the same to the party concerned. 

The party claiming partnership should prove from 

his books that there are regular Capital accounts of part¬ 

nership maintained in the books and that the Profit and 

Loss Accounts dosed by transfer to these capital accounts 

in the proportion in which the partners have agreed to 

share profits or losses. 

Joint Hindu Family. 

A Joint Hindu Family is a family which, under 

Hindu Law, has property belonging to all out of the in¬ 

come of which the male members are maintained with the 

members of their family and as to females, widows of the 

male members can claim maintenance out of the income, 

whereas the unmarried daughters have to be also main-* 

tained until they are married. There is also a charge on 

the family income for marriage expenses of these daugh¬ 

ters of a family. The law for the purpose of income-tax 

has treated the Hindu Undivided family as a separate 
67 
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entity whioh is taxed on the same footing as an individual 

at a graded aoale according to its total income irrespec¬ 

tive of how the said income is distributed amongst the 

individual members. 

For example, suppose a family has got three sons, 

two of whom are carrying on a business of goldsmiths 

getting an income of Rs. 3,000 a year. The third brother 

does a separate business in his own name as an engraver, 

and gets an annual income of Rs. 2,500. If the family is 

treated as a Joint Hindu Family for income tax purposes 

the total income of both the parties will be taken, viz., 

Rs. 5,500 for rate purposes. This will bring it under the 

rate of 6 pies in the Rupee, that is, the Income of Rs. 3,000 

of the goldsmiths will be taxed at 6 pies in the Rupee, 

and that of the engraver of Rs. 2,500 will also be taxed 

at 6 pies in the Rupee. 

If on the other hand, the firm is not treated as a Joint 

Hindu Family the income of Rs. 3,000 will be taxed at 5 

pies in the Rupee and that of the engraver, viz., Rs. 2,500 

will also be taxed at the same rate. 

For the purpose of proving that a family is not a 

Joint Hindu Family a Partition deed should be produoed 

showing that one member has got no share or right in the 

income of the other member. 

It an assessment is made on a Hindu Undivided 

Family it is treated as an artificial person and henoe, 

the share of the inoome going to each individual member 

of such a family will not be taken into account both for 

rate and tax purposes while assessing the inoome of such 

individual separately. There is also no provision for 

refund in case of income of an individual member of such 

a family even where his individual total income is 

lower than the assessable minimum or is assessable at 

a lower rate than that applied to the family. 
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The Procedure* 

At this stage it will not be ont o£ plaoe to acquaint 

the student with the internal procedure of assessment. 

Under the present Aot the Return, the ruling of 

whioh is as follows, is sent by the Income Tax Officer to 

every individual or Firm whose income in the eyes of the 

Officer is assessable. 

The return of total income for individuals, firms and 

Hindu undivided families required under seotion 82 (2) 

shall be in the following form:— 

Source of income. 

Amounts of 
Profits or 
gains or in* 
:ome during 
the previous 

year. 

rax already 
charged on 
the income. 

1 2 3 

1. Salaries (including wages, annuity, pen¬ 
sion, gratuity, fees, commission, allo¬ 
wance, perquisites, including rent free 
quarters or profits received in lieu of, or 
in addition to, salary or wages . 

2. Interest on securities (including debentures) 
already taxed . 

3. Interest on securities of the Govt, of India 
or of Local Govts, declared to be Income 
Tax free . 

4. Property as shown in detail in Schedule A. 
5. Business, trade, commerce, manufacture, 

or dealings in property, shares or secu¬ 
rities .. 

6. Profession 
7. Dividends from companies. 
8. Interest on mortgages, loans, fixed depo¬ 

sits, current accounts, etc. 
9. Ground rent. 

10. Any source other than those mentioned 
above ... . 

Total... 

Deductions claimed on account of contribu 
tions to provident fund, etc., or insurance 
premia... .., ... ... ... .. 

Rs. 

■ 

Rs. 
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This return is to be submitted by the assessee duly 

filled in within one month of the date of receipt. If the 

Inoome Tax Officer desires to have the verification of the 

statement of Inoome, he issues notice asking the assessee 

to produoe before him the books of acoounts for inspection. 

If the return is not submitted within the time or if com¬ 

pliance is not made of the notice, the Income Tax Officer 

shall make the assessment to the best of his judgment 

against which no appeal lies. 

If an assessee is dissatisfied with the assessment he 

can appeal to the Assistant Commissioner who will fix a 

date on which arguments from the assessee will be heard 

and the assessment may be reduced or confirmed. If the 

appellant is dissatisfied even with this order of the Assis¬ 

tant Commissioner, he can appeal to the Commissioner for 

a review of the assessment. 

If an assessee has in the opinion of the Income Tax 

Officer fully or partially escaped assessment, he may at 

any time, within one year of the end of that year, serve 

upon the assessee a notice and reopen the case. 

Joint Btook Companies. 

A Company is defined for the purposes of income-tax 

as one formed under the Indian Companies’ Act, or in 

pursuance of an Act of Parliament or Royal Charter or 

Letters Patent, or of an Act of the Legislature of a 

British possession and includes any foreign association 

carrying on business in British India whether incorporat¬ 

ed or not and whether its principal place of business is 

situate in British India or not, which the Central Board 

of Revenue may, by general or special order, declare to 

be a oompany for the purposes of this Act. The principal 
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officer of every company shall prepare and on or before 

the fifteenth day of June in each year, furnish to the In¬ 

come Tax Officer a return, in the prescribed form, of the 

total income of the company during the previous year. 

This is a statutory obligation upon the principal officer of 

the Company and it is not necessary that the Income Tax 

Officer should even send any preliminary notice or request 

to the company concerned. Failure to furnish this return 

is punishable under the Act, and over and above that the 

Income Tax Officer has a right to make such assessment in 

such a case as he thinks right on which assessment there 

shall be no appeal. From the return so made out by a 

Company and accepted by the Income Tax Officer, the 

company is charged income-tax at the maximum rate, 

whatever its total income may be, the income-tax on divi¬ 

dends as distributed of course forms part of the profits of 

the company and therefore this item cannot be deducted 

from the profits for the purposes of income-tax assessment. 

In fact, a company pays its income tax on the whole pro¬ 

fit debiting its income-tax account and thereafter deducts 

from dividends paid the tax on behalf of the Income Tax 

Collector on the footing of calculation or deduction at the 

source and if so deducted, it credits its income tax account. 

The net balance of income-tax account which represents 

tax on Company’s profit is either held over for adjust¬ 

ment during next year or is immediately adjusted if 

provided for through one of the reserves. The assessable 

income of a limited company is of course arrived at in 

the same manner as that of any trading company. A 

company mostly keeps aocounts on what are known as 

mercantile system of keeping accounts and therefore from 

the ordinary profit and loss account adjustments are 
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often made by adding to the net balanoe of profit, items 

whioh are disallowed by the Act which nnder the nsnal 

business account keeping are charged against profits. The 

following illustration will make the point clear :— 

Preparation of Accounts for Inoome-Tax Purposes. 

The student here has to acquaint himself with the 

method of preparation of Accounts for Income Tax pur* 

poses. It may be noted here that Income Tax year begins 

from 1st April and ends on 31st Maroh. Besides this. 

Tax is paid for the Government year in advance on the 

basis of the past year. Thus the Income-Tax Authorities 

collect tax for the Government year 1928-29 on the basis 

of aooounta closed on 31st December 1927 or 31st Maroh 

1928 or the Hindu Calendar year ending on Vadi Amaa 

Samvat Tear 1983. It will not be out of place to 

mention that once a date for the closing of books, be it 

December or March or Divali ending, )is selected the as- 

sessee must stick to the same and cannot change the same 

without the previous consent of the Income Tax Officer. 

There are two methods of arriving at the assessable 

inoome. One is to start with the net profits as per Profit 

and Loss Account rendered adding thereto the total of all 

Disallowables, and thus arriving at the assessable inoome. 

The second method is to prepare an independent Pro¬ 

fit and Loss Account for Income Tax purposes starting 

with the Groas profits on the credit side and showing those 

expenses only which are allowed for Income Tax purposes 

on the debit side, thus independently arriving at assess* 
able income. 

From the following Profit and Loss Account find out 

the assessable inoome of X, Y, Z and Co. :— 
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Profit and Loss Account. 

Dr. Cr. 

Rs. Rs. 
To General Expenses ... 

Partners’ Salaries 
300 By Gross Profit as per 

2,003 Trading A/C ... 8,000 
Rent . 1,000 ,, Discounts and Brokerage 1,000 

ii Presentation expenses 200 „ Interest on Bank A/c.... 3,000 
i. Salaries and Wages ... 3,000 „ Dividends . 2,000 
•» Charities 500 
I. Postage and Telegrams 600 
•• Advertisements 900 
M Printing and Stationery 600 
II 
• 1 

Bad Debts 
Loss on sale of Invest¬ 

900 

ments . 800 
M 
• I 

Income Tax ... 
Loss by Fire ( Irre¬ 

200 

coverable) . 800 
• 1 Rates and Taxes 50 
II Interest on Capital ... 600 
M Repairs to Building •.. 300 

• 1 Replacing machinery 
parts 800 

II Net Profits . 450 

14,000 14,000 

Profit and Lo?s Account Adjusted for Income Tax 

Purposes. 
Dr. Cr. 

Rs. 

General Expenses 300 
Rent 1,000 
Salaries and wages 3,000 
Postage and Telegrams (>00 
Advertisements... 900 
Printing and Stationery 600 
Bad Debts 900 
Rates and Taxes 50 
Repairs to Building ... 
Balance being assess¬ 

300 

able income 4,350 

12,000 

Rs. 
By Gross Profit as per 

Trading Account ... 8,000 
,, Discounts and brokerage 1,000 
,, Interest on Bank A/c. 3,000 

12,000 

Note : Partners’ salaries have been treated as draw* 

ings here. Second method of preparation of Accounts for 

Income Tax purposes •— 
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Profit and Loss Account Adjusted tor Inoome Tax 

Purposes, 
Dr. Cr. 

Rs. Rs. 
To Dividend being taxed By Net profit as per 

450 at source... 2,000 P. Sc L. Me... ... 
M Balance being assess- \ Add items disallowed 

able income 4,350 as follows: 
Partners’ salaries ... 2,000 
Presentation Expenses 200 
Charities 
Loss on sale of invest- 

500 

ments . 800 
Income-tax . 200 
Loss by fire. 800 
Interest on Capital ... 
Replacement of machi¬ 

600 

nery parts. 800 
5,000 

6,350 6,350 

The following is the Business Profit and Loss Account 

of A, B, C, Co., Ltd. The Company has deducted Income 

Tax before paying Interest to Debenture holders. 

Dr. Cr> 

El. Rs. 

To Salaries. 2,000 By Gross Profits as per 
Preliminary expenses Trading Account ... 40,000 

amount written off ... 3,000 ,, Forfeited shares ac- 
Interest on debentures.. 4,000 count-Profit on Re 
Trade charges. 500 issue. 300 
Insurance premium ... 200 ,, Premium on shares 
Discounts and allow- account • M 6,000 

ances ... 600 „ Transfer fees... ... 600 
Reserve for Bad Debts. 500 
Bad Debts written off... 281 
Depreciation on Plant 
and Machinery (@ 10%) 600 

Income Tax . 651 
Auditor*’ and Directors' 
fees. 351 

M Nett profit* . 34,217 

- 
46,900 

- 
46,900 
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Profit and Loss Account for Income Tax Purposes. 

Dr. Cr. 

To Profit on Re-issue of 
Rs. 

By Net profits as per Busi- Rs. 

shares ... 300 ness P. & L. A/C ... 34,217 
•i Premium in issue of Add items disallowed 

shares 6,000 as follows : 
11 Balance Being Asses- Preliminary expenses 3,000 

sable income ... 30,368 Interest on debentures 4,000 
Reserve for Bad 

Debts . 500 
Depreciation 5% ... 300 
Income Tax. 651 

— 8,451 

42,668 42,668 

Filling in the Return. 

The student will have to note how the Return is filled 

up in detail while submitting to the Income Tax Officer. 

Illustration : Pratapchand Dadaji residing at Nagdevi 

street, Bombay, carrying on business of Mill stores sup¬ 

pliers has got the following sources of income. Profits 

from business amounting to in all Rs. 6,000. He works as 

a part-time assistant in Greaves Cotton and Company 

drawing a salary of Rs. 300 per mensem. Besides this, 

he has collected interest on Rs. 10,000 6 per cent War 

Bonds and on Rs. 20,000 6 per cent Development Loan 

(free of income-tax). He has collected dividend at the rate 

of Rs. 6 per share (less tax) on 100 shares of Phoenix 

Mills; 5% free of income tax on shares of Rs. 600 of 

Malwa Mills. He has got a property at Causeway, Colaba, 

fetching him an income of Rs. 3,600 per annum after 

deducting all admissible allowances from gross annual 

letting value. He has got a plot at Mahirn on which he 

gets a ground rent of Rs. 150 per annum. He has advanc¬ 

ed Rs. 10|000 on mortgage of a property at the rate of 9 

per cent per annum. He is a Director in Bhagwandas 

68 
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Mills, Lid. six meetings of which he has attended in the 

year earning Rs. 50 per meeting. Show the return to be 

filled in by the assessee. 

Return Duly Filled in. 

Name:—Pratapchand Dadaji. 

Designation:—Merchant. 

Address:—Nagdevi Street, Bombay. 

r 
Amount of profit j Tax already 

Source of income. or gains or | charged on the 
Income. Income. 

1. Salaries from Greaves CottorJ 
& Co. 3,600 

1 
93-12-0 

5 pies) 
2. Interest on securities Rs. 10,000 0%] 

War Bonds.! 
I 

60C 56-4-0 
18 pies) 

3. Interest on Securities of Govt of 
India or Local Govt, declared to be 
Income-tax free Ks. 20,000 6% 
Development Loan. 1,200 Nil 

4. Property—Colaba Property 
5. Business Trade etc., Mills Stores 

3,(>00 Nil 

Business 6,000 Nil 
6. Profession 
7. Dividends from Joint Stock Com- 

Nil 1 Nil 

panics : 
(a) Free of income tax 5 % Malwa 

shares . 33-2 3-2 
(b) Less Income Tax Phoenix Mi 11s-.. 600 56-4-0 

(@ 18 pies) 
8. Interest on mortgage 000 Nil 
9. Ground Kent ... . . 

10. All other income: 
150 Nil 

(a) Director’s fees 300 Nil 

j 16,983-2 209-6-0 

Assessment in Case of a Discontinued Business. 

When any business or trade or vocation is disconti¬ 

nued in any year the assessment is made in that year on 

the basis of the profits of the period between the end of 

the previous year and the date of sach discontinuance, in 
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addition to the assessment, if any, made on the basis of 

the Inoome of the previous year. 

Change in Ownership of Business or in Partnership: 

When a ohange takes place in the constitution of a 

firm, the assessment will be made on that firm as such 

constituted at the time of the making of the assessment. 

Marginal Relief. 

Under Section 17 of the Indian Income Tax Aot 1922 

Marginal Belief can be claimed by an assessee. The Sec¬ 

tion reads as follows :— 

Where owing to the fact that the total income of any 

assessee has reached a certain limit he is liable 

to pay Income Tax or to pay Income Tax at a 

higher rate, the Income Tax payable by him 

shall, where necessary, be reduced so as not to 

exceed the aggregate of the following amounts, 

viz. :— 

(a) The amount which would have been payable if 

his total inoome had been a sum less by one 
Rupee than that limit, and 

(b) the amount by which his total income exceeds 
that sum. 

For example, suppose A’s income is Rs. 2,030 ; he is 

liable to Inoome Tax at the rate of 5 Pies in the Rupee, 

the total Tax coming to Rs. 52-14-0. If he wants to 

olaim Marginal Relief he can pay the excess of Rs. 1999, 

namely Rs. 31 to the Government out of his income and 

thus bring his income under Rs. 2,000 for exemption pur¬ 

poses. 

Equally well marginal relief can be claimed for the 
purposes of reduotion of Rate. For example, suppose A’s 
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inoome is Es. 10,050, he is liable to be taxed at 9 pies in 

the Enpee, the total Tax being Es. 471-2-0. In order to 

bring this inoome under Es. 10,000 for the sake of being 

taxed at 6 pies in the rupee he should pay the exoess of 

Es. 9,999 out of his inoome, namely Es. 51 on the one 

hand and let himself be taxed at 6 pies on Es. 9,999. Thus 

@ 6 pies A will have to pay Es. 312-8-0 (for Tax) plus 

Rs. 51 (out of income) the total sum being Es. 363-8-0 

which decidedly is less than Rs. 471-2-0. 

To what extent the Marginal Relief is benefioial to 

the assessee can be found out by actual working and cal¬ 

culating each case as it is. For instance, if an assessee’s 

income is Rs. 2090 he is liable to pay Tax amounting to 

Rs. 54-7-0. In such case it is not desirable to claim 

marginal relief, because the assessee will have to pay a 

sum of Rs. 91 in order to bring down the Income to 

Rs. 1999 for the purposes of claiming exemption, 

SUPER TAX. 

Super tax was first imposed by Act VIII of 1917. 

This Act was repealed in 1920 and the present Act conso¬ 

lidates and amends the latter relating to Super Tax. 

Super Tax is an additional duty of income tax im¬ 

posed on income exceeding a specified amount at rates 

which are given below and which are determined every 

year by the Annual Finance Acts. As a general rule the 

inoome of an assessee as ascertained for inoome tax pur¬ 

poses is a conclusive and final evidenoe for purposes of 

super tax. 

As will be noticed from the table of rates given below 

there is a statutory allowance of Es. 50,000 from the total 

iQoome ascertained for inoome tax purposes (except in 
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case of Hindu Undivided Family where the statutory 

allowance is Hs. 75,000) and on the excess income only 

super tax is assessable. Super tax on companies is levied 

at a flat rate of one anna in the rupee over all income 

over the statutory allowance of the first Rs. 50,000 and 

the graduated scale of rates applicable in other cases do 

not apply to companies. No refund, however, on account 

of super tax on companies is therefore allowed to share* 

holders. 

In case of registered firms no super tax is charged on 

the profits of a registered firm. Individual partners of 

such registered firms however are assessable to super tax 

if their individual incomes exceed this statutory allow* 

auce. 

Individuals and unregistered firms or other associa¬ 

tions as well as Hindu Undivided Families are assessable 

to super tax on a scale of graduated rates. Whereas in 

case of income tax the different rates are applied to the 

whole of an assessee’s income, the different rates of 

super tax are levied on each successive “ slice ” of 

income, i. e., on each portion of an assessee’s income in 

excess of certain income or on portions lying between 

certain limits. 

Where an unregistered firm has been assessed to 

super tax the partners of unregistered firms when prepar¬ 

ing statements of their individual total inoome are not 

liable to super tax on their share of the inoome of the 

unregistered firm. The share however is to be taken into 

account for determining the rate of super tax, i. e., it 

comes into * total income ’ but is exoluded when computing 

the amount of super tax to be paid. Where, however, an 

unregistered firm itself is not assessed to super tax, the 
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inoome of its individual member is included in his total 

income for super tax assessment and super tax is payable 

on same. 

Unlike inoome tax snper tax is not deduoted at 

source, i. e., super tax due is payable by the assessee 

direct. The following points should be carefully studied 

in relation to super tax :-~The total income determined for 

income tax is to be taken as the total income for super 

tax, but the actual sum taxable will sometimes differ in 

light of the following provisions :— 

(1) Interest from Government Securities issued free 

of income tax is liable to super tax ; 

(2) Inoome derived from dividends of a company 

are assessable to super tax irrespective of 

whether the company is liable to super tax ; 

(3) Partners of unregistered firms are not liable to 

super tax on their share of incomo of the 

firm if the firm is taxed to super tax ; 

(4) A registered firm is not liable to super tax ; 

(3) Life insurance premia, contribution to provi¬ 

dent funds, etc., exempted from income tax 

are not exempted from super tax ; 

(6) Marginal relief is not applicable to super tax ; 

(7) Super tax on dividends, salaries and interest on 

Govt. Securities is payable direct and not 

by deduction at source ; 

(8) As super tax is assessed directly, rules for re¬ 

fund of tax, as in income tax, do not apply 
here. 

It will be thus seen that the total income for super 

tax purposes inclndes not only the income whioh is direot- 

ly assessed but also the income, the income tax on whioh is 
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deducted at the souroe and also any other incomes specifi¬ 

ed above. 

Super Tax is charged when an assessee’s income ex¬ 
ceeds Rs. 50,000 per annum. 

The following is the statement of statutory allowance 
and Rates of Super Tax. The tax is payable only in 
respect of income in excess over fifty thousand rupees of 
total income:— 

Rate 

(1) In the case of every company .One anna In the 
Rupee, 

(2) (a) In the case of every Hindu undivided 
family 

(U in respect of the first twenty-five thousand Nil. 
rupees of the excess. 

(ii) for every rupee of the next twenty-five One anna In the 
thousand rupees of such excess. rupee* 

(b) In the case of every Individual, every One anna In the 
unregistered firm, for every rupee of rupee* 
the first fifty thousand rupees of such 
excess* 

(c) In the case of every Individual, every 
unregistered firm and every Hindu 
undivided family 

(i) for every rupee of the second fifty thousand One and a half anna 
rupees of such excess. in the rupee. 

(ii) for every rupee of the next fifty thousand Two annas in the 
rupees of such excess. rupee. 

(lii) for every rupee of the next fifty thousand Two and a half annas 
rupees of such excess. in the Re. 

(iv) for every rupee of the next fifty thousand Three annas in the 
rupees of such excess. rupee. 

(v) for every rupee of the next fifty thousand Three and a half 
rupees of such excess. annas in the I\e. 

(vi) for every rupee of the next fifty thousand Four an nas in the 
rupees of such excess. rupee. 

(vii) for every rupee of the next fifty thousand Four and a half 
rupees of such excess. annas in the Rc. 

(viii) for every rupee of the next fifty thousand Five annas in the 
rupees of such exceess. rupee. 

(ix) for every rupee of the next fifty thousand Five and a half annas 
rupses of such excess. in the rupee. 

(x) for every rupee of the remainder of the Six annas in the 
excess. rupee. 

Illustration : Work oat the total Tax payable by A. 

B. Jones, a solicitor, in respoot of Income Tax and Super 
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Tax (if any), his Profit and Loss Aooonnt for the year 

ended 31st December 1918 being as follows :— 

Rs. Rs. 

To Motor Car running ex- By Fees . 78,000 
penses ... ... ... 3,000 ,, Interest on Rs. 50,000 3£ 

„ MotorCar one-fifth of per cent. Govt. Promis- 
cost . 2,000 sory Notes . 1,640 

„ Salaries. 8,000 „ Gain on sale of Bunga- 
,, Salary (A. B. Jones) ... 12,000 low (residence). 11,500 
,, Fees irrecoverable ... 1,000 
,, Fees doubtful of recovery 700 
,, Repairs to Bungalow ... 500 
,, Income Tax 1917-18 ... 2,500 
,, General Charges ... 2,000 
M Goodwill. 5,000 
M Bonus to staff . 2,400 
M Balance being profit ... 52,040 

91,140 91,140 

SOLUTION s 

Net Income as per Profit and Loss Account . Rs. 52,040 
Add Disallowables as follows : 

Rs. Rs. 
Motor car 1/5 cost ... 2,000 
Salary A. B. Jones ... 12,000 
Fees doubtful of recovery ••• 700 
Repairs to Bungalow ... 500 
Income Tax 1917-18 ... 2,500 
Goodwill ... 5,(XX) 

- 22,700 

74,740 
Less gain on sale of Bungalow •«. ... ... ... 11,500 

63,240 
Add Income Tax deducted at the source on Govt. Promissory Notes 110 

63,350 
Note : For rate purposes the Income will be computed at Rs. 63,350. 

Assessable Income ... ... ... Rs. 63,350 
Less Income Taxed at source on 3£ per cent. Govt. Notes ,, 1,750 

61,600 
As the Income is over Rs. 40,000 the same (Rs. 61,600) will be taxed 

at 1$ annas in the Rupee. 
STATEMENT FOR SUPER TAX. 

Statutory Income for Super Tax . Rs. 63,350 
Less Statutory allowance ... „ 50,000 

13,350 
Super Tax will be at 1 anna in the Rupee on Rs. 13,350. 
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EXERCISES ON CHAPTER XV. 

I. State what Income Tax will be payable and how 

will it be collected in the following cases :— 

(a) Ardeshir is an Acoonntant in a Firm at 

Rs. 165 per month ; 

(b) Bachnbhai residing in Bombay is a pensioner 

of Baroda State receiving Rs. 160 per 

month and has also other income of Rs. 100 

per annum. 

fc) A British Government pensioner, now resid¬ 

ing in Jodhpur State, receives pension 

Rs. 180 per month ; he pays Rs. 300 a year 

as his Life Assurance premium. 

(d) A Bombay Government Officer on Rs. 200 

per month pays a Life Insurance Premium 

on his life at Rs. 525 a year. 

II. Cawasji is a part-time Secretary of X Y Ltd., 

on Rs. 400 a month. He receives a pension of Rs. 150 a 

month. He is also an Estate Manager for Mr. Dharam- 

Bey’s Trusts and receives Rs. 100 per month and rent free 

quarters of a monthly rental value of Rs. 55. Cawasji 

received during the year payment for his Endowment 

Policy, now due, Rs. 8,000. He pays Rs. 300 as premium 

for life policy of his wife, and Rs. 500 on Endowment 

Polioy of his son. Find the amount of Tax Cawasji will 

have to pay on his income. 

III. A City Municipality had the following annual 

income from all sources. Rates 16,868, Markets 5,800, 

Public Halls 300, Gas 6,000, Vehioles 2,800, water under¬ 

takings 9,425. Their total expenses under different 

69 
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heads amount to Es. 18,625. Find to what income tax, if 

any, the Municipality is assessable. 

IV. Which of the following will be liable to Indian 

Income Tax s— 

(a) Public Library and Beading Room in Madras; 

(b) The Science Research Institute in Calcutta ; 

(o) The All India Medical College in Delhi: 

would it make any difference if it were 

located in Kashmere ? 

(d) The Dwarkadas Hospital and Lunatic Asy- 

lum in Poona ; 

(e) The Catholic Missionery Society in Bombay ; 

(t) A Professional Beggar ; 

(g) Income of Mr. Pestonji residing in Bombay, 

from his investments in British Government 

Consols reoeived in England and credited 

to his account in a Bank in London. 

(b) Annual Profits below Rs. 2,000 of a Joint 

Stock Company, a registered firm, an un¬ 

registered firm, and Hindu Joint Family. 

V. Which of the following is liable to Super Tax:— 

(a) Net assessable income of Rs. 65,000 in case of 

a Joint Stock Company, Hindu Undivided 

Family, registered firm. 

(b) Total income of Rs. 55,000 of an individual 

paying life insurance premium Rs. 6,000 

annually. Would it make any difference 

in the rates of super tax if this individual 
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had an extra Rb. 10,000 annually as his 

share as a member of Hindu Undivided Fa¬ 

mily in addition to his inoome Rs. 55,000. 

VI. Find the amount of Inoome Tax (and Super 

Tax) payable in the following oases :— 

(a) A proprietor of two businesses makes profit in 

his grain business Rs. 5,000 and during 

same year his cloth business shows him a 

loss of Rs. 2,983. 

(b) A registered firm’s profit in 1926 amounts to 

Rs. 90,000^ There are three equal partners 

who have no separate income of any kind. 

(o) The same firm next year makes a profit of 

Rs. 160,000. Would it make any difference 

if the firm was unregistered ? 

(d) A Hindu Undivided Family’s annual in¬ 

come is Rs. 69,000. What Tax does the 

family pay ? A member of this family get¬ 

ting a share out of this, amounting to 

Rs. 23,000 has also his separate agricultural 

lands yielding annually Rs. 10,000 and 

also income from investments, Rs. 4,000, 

his profit from his business is Rs. 37,000. 

Find tax payable by this member. 

VII. From the following particulars of the income 

of Mr. Beramji Saklatvala ascertain the amounts of In¬ 

come Tax and Super Tax payable by him :— 

He is the part-time Secretary of the Hathising Mills, 

l«td., at a salary of Rs. 700 per mouth, whioh be receives 
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after deduction of Income Tax at six pies in the Rupee. 

He is an agent to Snn Life Insurance Oo., Ltd., from 

which he gets a net inoome of Rs. 26,600. He is a sleep* 

ing partner in the firm of Messrs. Cheap Jaok & Co., and 

daring the last year he derived an inoome of Rs. 38,400 

as his share. He is a shareholder in the Nadiad Eleotric 

Co., Ltd., wherefrom he derives an annual dividend of 

Rs. 4,350 (net) and a debenture-holder in the Firozabad 

Glass Works, Ltd., for Rs. 3,00,000 from which he gets a 

regular interest at 6 per cent, (less tax). He has also 

subscribed the 5£ per oent War Bonds (free of Tax) for 

Rs. 75,000. The Shilotri Bank Ltd., has credited his 

Current Account with Rs. 760 being interest due to him. 

He also owns a house property at 13, Khetwadi Lane, 

the annual letting value whereof is Rs. 31,600, and the 

admissible allowances relating thereto amount to Rs.7,500. 

He is a pensioner of the Indore State who give him 

Rs. 5,000 annually. He is appointed Examiner in Phy* 

sics and Chemistry to the Aligarh University and receiv- 

ed an honorarium of Rs. 2,100 therefrom during the last 

year. He is also a Director of the Ahmednagar Insur¬ 

ance Co., Ltd., from which he received Rs. 300 as Direc¬ 

tor’s fees. 

He pays an annual premium of Rs. 6,000 on his life 

policy. The firm of Messrs. Cheap Jack and Co., is not 

registered at the Income Tax Office. (G.D.A. 1926). 

VIII. Given below is the Profit and Loss Account 

of Si Sunderji for the year ending 31st Deoember 1923:— 
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Interest on Properties 
mortgaged 

Rs. 

12,000 

Insurance of properties .. 2,200 

Ground rent of properties .. 1,000 

Repairs to properties 18,000 

Rates and Taxes of proper¬ 
ties . 5,800 

Offices expenses . 5,000 

Bad Debts written off 7,000 

Bad Debts reserved 11,000 

Income Tax and Super Tax 49,000 

Net Profit ... . 8,00,000 

9,11,000 

Rents from properties 2,20,000 
Joint Stock Companies’ Di¬ 

vidends . 87,000 
Interest on War Bonds 

(Tax Free) . 60,000 
Interest on 4% Government 

Papers . — 58,000 
Interest Irom fixed Deposits 55,000 
Income from Roberts & Co., 

as a partner, sharing 
one-fourth (which is regis¬ 
tered) . 40,000 

Income from L. Naranji & 
Co..as a partner, sharing 
one-fifth (which is un¬ 
registered) ... 30,000 

Income as a member of an 
Undivided Hindu family. 80,000 

Income from a proprietory 
Mill .2,81,000 

9,11,000 

The Net Annual Rental Value of properties, as per 

Municipal Bills amounted to Rs. 1,62,000. 

Prepare S. Sunderji’s statements showing income 

assessable for Income Tax and Super Tax, and amounts 

payable on the same. (G.D.A. 1925.) 
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CHAPTER XVI. 
MISCELLANEOUS. 
AVERAGE DUE DATE. 

This is the mean or equated date upon wbioh a single 
payment can be made in lien of several payments dne on 
different dates. 

It is frequently used for the realisation of Book Debts 
or Bills dne on different dates, from the same person, or 
for the oalonlation of interest on Partners’ drawings or for 
similar other instances. 

Method. 
The average due date is ascertained arithemetically in the 

following manner:— 

(a) Take any convenient previous date or preferably, the earliest due 

date as the " Commencement Date.” 

(b) Multiply each amount by the number of days between the 

commencement date and each subsequent due date. 

(c) Add up these different products into one grand total. 

(d) Add up the amounts of different transactions into one total. 

(e) The grand total of products may now be divided by the total 

amount of various transactions (i.e., c-f-d). 

(f) The result will be the number of days from the commencement 

date, which may now be added up to the commencement date 

in order to arrive at the Subsequent date called “AverageDate1’. 

On this average date one single payment of the total 
amount due, may equitably be made, without loss of 
interest to either side. 

In calculating the average date, it is the practice to 
ignore, while multiplying or dividing, all fractions, the 
nearest whole number either of days or of amount being 

taken as correct. 

Illustration : 
Mr. Merchant purchased goods on different dates from Flowers & Co., 

and accepted their bills for the amount as follows :— 

Bill for Rs. 130 due January 18th, 1924, 
• • •» 150 ,, ,, 27 , it « 

,, 700 „ February 13 , „ , 
.1 i. 900 „ March 29 » „ . 
„ .. 700 „ April 3rd, „ , 
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Mr. Merchant wishes to accept, in lien of the above, one Bill only for 

the full amount* due on the average date. 

(a) Let us take the commencement date as January 18th, 

<b) 

Amount. 1 j Due Date. 
Days between 
commencing 

date & due date. 
Products. 

130 January 18 . 0 0 
150 27. 9 1,350 
700 February 13. 26 18,200 
900 March 29.' 45 * 40 
700 April 3. &M004 

Rs. 2,580 

/ ^ •. ' ■ ’ jcv' 

(c) Total of products Rs. 94,350 divided by 

(d) Total amount Rs. 2,580. : The result is 
t 

(e) 94.350 4- 2,580 = 37 (nearly). « 4 I ' ' 

(f) Therefore 3^th day from the commencement date is the average 

due date of the full amount Rs. 2,580. This date, here, is 

February 344h, 7 ( 

Note.—Instead of January 18th, we may take any 

date prior to January 18th, say if we take January 1st, as 

the commencement date and proceed as above, the result 

would be the same. 

Illustration. 

A partner has withdrawn the following sums of .money during the year 

1926. Interest is chargeable on all drawl 

average due date and calculate interest 

ngs at the rate of 6 % p. a. Find 

January 15th ... ... ... ... ... Rs. 500 

March 1st ... ... ... Rs. 600 

May 20th ... ... ... Rs. 550 

July 9th ... ... ... ... Rs. 750 

November 6th ... • •• • • • ... ... Rs. 500 

December 16th Ml Ml Ks. 400 
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: ~iWe take the 1st January as the commencement date and proceed as 
follows:— 

Amount. 
Rs. 

Date. 
Days from 
1st January. 

Product. 
Rs. 

500 January 15 . 15 750 
600 March 1 ... . 60 3,600 
550 May 20 . 140 
750 July 9. 190 1,42,500 
500 November 6. 310 
400 December 16. 350 

3,300 5,18,850 

Rs. 5,18.8504-3,300 = 157 days from January 1st ue. June 6th is the 

average due date. Therefore calculate interest from June 6th to December 

31st on Rs. 3300 (3 6 % p. a. =* Rs. 112-13-4. 
v \ 

It should be noted that there is also another method 

of calculating interest on drawings, the same way as the 

interest is ascertained on accounts current, by oaloulating 

interest on every separate item from the date of the draw¬ 

ing till the last date of the period. 

ACCOUNT CURRENT. 

An Account Current is a statement with Debit and 

Credit Columns, setting forth the mutual dealings or 

transactions that have taken place between two parties 

during a given period. The transactions are set out in a 

chronological order, in the form of a Ledger Account (of 

which it is a copy) with additional columns for interest 

besides the Amount oolumns on either side. 

It is generally agreed between parties that a certain 

percentage of interest will be allowed on both debit and 

oredit balances remaining unsettled from time to time. 

Interest in such oases being calculated from the date of 

each transaction till the end of the period. 
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Heading. Generally speaking, the Aooount Current 

is rendered by the party last mentioned in the Heading. 

As for example, if an Aoconnt Current is headed :— 

“ A. Ardeshir in Account Current with B. Blaok ” 

the Aooount Current is rendered by B. Blaok to A. 

Ardeshir and is merely a copy of Ardeshir’s Account as 

it appears in B. Blaok’s Books. 

Suppose A. Ardeshir’s A/C as it appears in B. Blaok’s 

books, on 31st March 1927, is as under :— 

A. Ardeshir’a Account. 

1 

1926. ! Rs. 1926. Rs. 
Oct. 31j To Cash 6,000 
Nov. 30 ,, „ 5,000 Oct. 1 .. By Goods 8,000 
Dec. 15 ,, Goods 4,000 Oct. 31 ... „ Goods 2,000 

Nov. 15 ... •» ,, 1,000 
1927. Nov. 30 ... ,, Machinery.. 6,000 

Jan. 31 i, Cash 7,000 Dec. 31 .. ,, Cash •• 1,000 
Jan. 31 ,, Bill Payable. 3,000 
Feb. 28 „ Cash 8,000 1927. 
Mar. 15 ,, Goods 11,000 

Jan. 31 ... », Goods 12,000 
44, 000 Mar, 31 ... ,, Balance c/d. 5,000 

Mar. 31 ,, Balance b/d. 5 .000 1 44,000 

The arrangement between the parties is that interest 

will be reokoned at 5 % per annum on outstanding 

balanoes. B. Blaok therefore renders Account Current to 

A. Ardeshir, incorporating this interest therein, with a 

view, (1) that the items may be oheoked over by A. 
Ardeshir in his own ledger both with regard to principal 

and interest, and (2) that it may serve as a mild 

reminder to A. Ardeshir of the amount due by him. 

(Note: Interest is calculated in months instead of days 

for sake of simplicity of explanation). 
*o 
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The method explained above is the general system 

followed in praotioe. Instead of months, the actual 

number of days from the original date of the amount till 

the end of the period are calculated and inserted. 

Interest Tables and interest calculators are generally 

always made use of in this Gase. 

There is another system of calculating interest by 

means of products. This is easy and is reoommended to 

students for examinations and also where printed interest 

tables are not available. 

The system adopted in the illustration on next page is, 

that we first obtain "Product” by multiplying each amount 

by the number of months (or number of days, where days 

are to be ascertained) and products are then extended in the 

product oolumn, on both sides. The product column is then 

balanoed. On this balance of products, interest is cal* 

culated, in the ordinary way, at the rate given, for one 

month—or for one day as the case may be; the formula is : 

. . ^ 4 Balance of products x Rate _ t , .. . 
Interest^-—-- In case calculations arc in months. 

100x12. 

_ . . Balance of products x Rate _ t . 
Interest=-\oq x 3Q5- In case calculatl0ns ar« in days- 
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>i Bombay Motor Co, Ltd. 

1925 

Jan. 1 to Cash 2000-0-0 

June 30 M ,, 2000-0-0 

Dec. 31. 2000-0-0 

6,000-0-0 

1926 

June 30 to Cash 2,000-0-0 

Dec. 31 „ 2,000-0-0 

4,000-0-0 

1925 

Jan. 1 By Motor Car a/c. 2,000-0-0 
June 30 „ „ 1,777-0-0 

,, ,. Interest 223-0-0 
Dec. 31 Motor Car a/c 1,831-0-0 

„ ,, ,, Interest 169-0-0 

6,000-0-0 

1926 
June 30 By Motor Car a/c 1885-0-0 
.Interest 115-0-0 

Dec. 31 Motor Car a/c. 1942-0-3 
., ,, Interest. 58-0-0-0 

4,000-0-0 

Instalment System. Under this system, as on deli¬ 

very of the article by the seller, the legal property there¬ 

in passes immediately to the buyer this transaction 

virtually becomes a “Sales” and “purchase” transaction 

in the books of the parties, but as price is recovered by 

instalments, which includes interest also, the record 

requires a special mention. 

Entries in Seller’s Books. Purchaser’s account is 

debited with the total amount of instalments and sales 

account is credited with the present value of the artiole, 

the difference being credited to “ Interest Suspense Ac¬ 

count”. This entry is passed when artiole is sold or 

delivered. When advance as well as every farther 

instalment is received, cash is debited and purchaser 

is credited, with the amount. 

At the end of every period interest aocount will be 

oredited and interest suspense aocount debited with the 

amount of interest due during the period. Interest 

suspense aooount will get closed when final interest due 
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(and paid with last instalment) is transferred to interest 

aoooont. 

Entries in Buyer's Books. On purchase or receipt 

of the asset, debit the asset account with the cash value 

thereof, debit Interest Suspense account with the diffe¬ 

rence between the cash value and Total Instalments value 

and credit the vendor’s account with the total amount 

payable. On payment of advance as well as each instal¬ 

ment debit the vendor’s account and credit cash. 

At the end of every period, debit interest acoount 

and credit interest suspense account with the interest 
due to vendors (and paid with each instalment). Interest 

Suspense account will get closed when final payment is 

made and when final balance of interest due to 
vendors is transferred from interest suspense acoount 
and debited to interest account. 

GOODS SENT OUT ON SALE OR RETURN. 

It is usual in many businesses to send out goods to 

customers on approval with an option to purchase and 

keep same or return. In such cases, the goods cannot be 

treated as ordinary sales until the customers have approv¬ 

ed and aocepted them, and consequently these transactions 

cannot be entered in Ordinary Day Book, otherwise we 

would be treating them as actual sales and anticipating 

profits which perhaps would never be realised. 

Where goods sent out on sale or return are com¬ 
paratively small in number. 

The best way to record “goods sent out” would be to 

enter them in a special book oalled “Sale or Return Day 

Book”, such as the following: — 
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1. When goods are sent out, the particulars are entered in the first 

group of columns at selling price. No entries are passed in financial books. 

2. If the customers accept the goods i. e. when the goods are sold, 

the particulars are extended to the second group of columns. Entries are 

then passed through ledger as if this was an Ordinary Day Book, debiting 

customers individually and crediting sales account, with total of the 

amount colump. 

3. If goods are returned, the particulars are extended to the third 

group of columns. No entries are passed, as no financial record was made 

when the goods were first sent out. 

4. The fourth group is entered up at the end of the period, to show 

what balance is still in the hands of the customers, unapproved. The 

difference between the amount in group first and the sum of groups second 

and third, will represent group fourth in its Selling Price value column. 

This must be carefully checked. 

4.(2) The last column, "Value at Cost" column of the goods on 

hand will then be entered up, and the total will represent our stock with 

customers and will be shown in Balance Sheet as Ordinary Stock. 

Where Goods Sent out on Sale or Return are 

Gonsiderable in Number. 

In this case, it is not advisable to depend on purely 

memorandum system, bnt separate sets of special books 

will have to be kept, as:— 

1. Sale or Return Day Book- 

2. Sale or Return Journal. 

3. Sale or Return Ledger. 

When goods are sent out they are entered in the 

Sale or Return Day Book (wbioh is rnled as ordinary 

Day Book). The posting will be made in the Sales or 

Return Ledger (not the ordinary or Sales Ledger) debiting 

customers individually and crediting “goods sent out on 

sale or Return” account periodically with the totals. 
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When customers return the goods, they are reoorded 

in the Sales or retnrn Journal. From these postings are 

made in Sales or Beturn Ledger, crediting customers 

and debiting “Goods sent out on sale or Return account”. 

When goods are sold, they are first recorded in 

the Sales or Return Journal or in the ordinary Day Book 

in the speoial column prorided to represent suoh Jour¬ 

nal. From these postings are made debiting customer’s 

accounts in the Sales Ledger and crediting customer's 

acoount in the Sales or Return Ledger. Periodically 

the total sales are ascertained, and an entry is passed 

debiting goods sent out on Sale or Return Account in the 

Sales or Return Ledger and crediting sales account in 

the sales ledger. 

The result of this system is that the Sales or Return 

ledger is thus rendered self-balancing. At balancing 

time the accounts of this ledger (being self-balancing in 

itself) will be treated as outside the double entry. The 

value of stock in hands of customers as represented by 

the balance of “Goods sent out on Sale or Return 

account” shall be reduced at cost price and shown on the 

credit side of trading account as well as on the asset side 

of Balance Sheet. 

Gontraot Acoount. 

When a contractor undertakes to complete several 

contracts at certain stipulated figures, it is essential that 

each contract acoount be opened separately and profit and 

loss resulting out as each completed contract brought into 

account. Eaoh contract acoount, when kept separately, 

will also enable the contractor to ascertain from tiuje to 

time the exaot oost inoorred on it, 
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Each such oontraot is opened oat in the ledger and 

debited with the cost of:— 

v 1. Materials specially purchased for the contract. 

2. Materials issued out from stock. 

3. Plant (or a portion of it) and loose tools specially 

purchased for the contract. 

4. Carriage of materials. 

5. Wages. 

6. Periodical percentage of indireot work expenses, 

administrative expenses eto. 

Each oontraot account is credited on its completion, 

with the total value of the contract. It is also oredited 

with the cost of materials issued and charged to it but 

not utilised. This account will now show the Profit or 

Loss made on the oontraot whioh is transferred to Profit 

and Loss account. 

Contractee’s Account. Amounts received from the 

contractee, from time to time ou account of the oontraot 

price are oredited to contractee’s personal acoount, 

daring the progress of the contract. On completion of 

the contrct, contractee’s acoount is debited and partioular 

contract account oredited with full value of the contract. 

Theoretically it is not advisable to bring into 

account any profit on contracts before completion. In 

practice, however, this rule is found very unfair inas¬ 

much as a number of contracts on hand may be nearing 

their completion at the end of the financial period, and 

the profits thereon would have practically been earned 

to a large extent. The faot that only very few contraots 

were actually completed during the period would 

necessarily show a very incorrect position of affairs. 
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There oan be no bard and fast rnle applioable to contracts 

in general, with regard to ascertainment of profits during 

its progress, bat every oase is considered on its own 

merits, as various influences like sadden rise in materials, 

or wages, or loss arising oat of non-protecting clause of 

contract itself etc. will have to be considered with 

regard to the uncompleted portion, before one is justified 

,to take credit for profits on uncompleted work. 

ASCERTAINMENT OF PROFIT OR LOSS ON 

ONCOMPLETED CONTRACTS. 

The general practice is that no profit or loss is as* 

certained on any contract which is not in a reasonable 

stage of advancement, i.e.t one on which at least one-third 

of the total expenditure estimated for has not been in* 

curred. It is advisable however that in case of con¬ 

tract accounts, which are not at least two thirds 

complete no profit should be ascertained. The accounts 

which are debited with the items and cost from time to 

time, should be carried forward by balanoe and would 

appear on the asset side of the Balanoe Sheet as ** work 

in progress.” Any sums or advances received from the 

oontraotee, on account of these uncompleted contracts fare credited to contractee’s personal aooounts or to “ oash 

on aooount of work in progress aooount” and are shown by 

way of deduction from such work-in-progress items. It is 

also very usual in oase of contract of any sise, that the 

oontraot, daring its progress, is surveyed from time to 

time by the Contractee’s Surveyor or Architect who 

certifies the portion of the work done and the value 

thereof. When the contract is sufficiently advanced, but 

never before at least one third of the estimated cost is 

incurred, the profit on the oontraot in progress is generally, 
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ascertained and taken oredit for. On the debit side of 

the oontract acoonnt will be placed the total expenditure 

up-to-date in respect of materials, wages and portion of 

Establishment charges together with value of any plant 

eto., as already explained above. On the oredit side 

should be placed the total amount of work certified for, 

the amount of further work done but not yet certified, at 

cost, the value of stores materials issued but on hand at 

cost, and the present value of plant etc. employed on the 

contract. The difference will represent profit or loss on 

the contract. Ample provision, however, must be made 

for unforeseen or possible contingency which might arise, 

and whioh might reduce or destroy such antioipated profits* 

Where, again, the work completed, amounts to about three- 

fourths or less, it is advisable not to take the entire 

profit so ascertained to profit and loss account but to take 

about two-thirds of it only, the balance of profit] being 

carried forward. 

Where the contraot is nearly completed, the profit is 

ascertained in the following way. A reasonable estimate 

is made of what the likely expenditure would be on the 

remaining work to be done, allowing a reasonable margin 

of our estimated profit on such portion. This is added 

to the total cost of the contract to date, and the figure 

thus arrived at is compared with the contraot prioe. 

The difference would represent our profit and loss on the 

' contract, during the period. 

VOYAGE ACCOUNT. 

The owner or a charterer of a ship, besides finding 

the profit or loss of his business as a whole during a 

period also maintains a voyage account for eaoh separate 
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voyage of his vessel in order to be in a position to 

asoertain his profit or loss for every particular voyage 

made. In fact, voyages are numbered and a separate 

aooount of each is kept and debited with all expenses and 

charges aotually incurred in respect of eaoh particular 

voyage. It is also further debited with a proper proportion 

of all other charges which are attributable to voyages 

generally but do not pertain to any one particularly. It 

is also further debited with the proper proportion of 

general charges and administrative expenses etc. The 

voyage account is credited with the Income such as 

Freight etc. Each voyage account will then show the 

profit or loss on same and is tuken to the general Profit 

and Loss Account. Voyage acconnt is a revenue account. 

MARINE INSURANCE FUND. 

Marine Insurance Fund is usually created by large 

steamship companies in order to enable them to insure 

their own vessels with themselves, instead of with the 

outside Insurance companies, in order to save large 

amounts of premiums which otherwise they would have 

to pay for this Insurance. In the initial stages, only a 

part of the fleet or some of the ships only are thus insured, 

the remainder being insured as usual with outside com¬ 

panies. The idea is that in the beginning when the 

Fund is small, any heavy loss falling on the Fnnd may 

not extinguish it. As the Fund grows, other ships may 

also be brought into it till the internal insurance opera¬ 

tive are extended to the whole fleet. 

When Insurance premium is paid to outside Insu¬ 

rance companies, the voyage aooount is debited and cash 

or Insurance company’s aooount is oredited. Similarly, 
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when no premiums are paid outside, but when ships are 

insured internally, voyage aooount is debited and Marine 

Insuranoe Fund aooount is credited with an amount equal 

to ordinary Insuranoe premium payable to outside oom- 

panies. Thus the Marine insuranoe Fund aooount is 

oredited and allowed to swell on every time Internal 

Insuranoe policies are issued or renewed on every ship. 

A corresponding amount (to that on the oredit of the 

Marine Insurance Fund Account) is invested in gilt-edged 

securities and interest reoeived on suoh investments 

year after year is also credited to the same Marine Insu¬ 

rance Fund Account and re-invested in similar securities. 

The Fund would be debited with all losses, average olaims, 

salvage claims, re-insurances, expenses of administration 

and losses (if any) on sale of investments. Items like 

refunds, salvages are oredited to it. The credit balanoe of 

Marine Insurance Fund appears on the liabilities side 

whereas the investments on the Assets side. 

When the Fund reaches a sufficiently large amount, 

on proper valuation, so as to be in excess of contingencies, 

the surplus is considered to be profit divisible like other 

profits. 

ROYALTIES. 

Definition. The term Royalty, as employed in oom- 

merce, denotes a payment made by one person to another, 

somewhat in the nature of rent, for the right to use cer¬ 

tain classes of property of a productive nature. The most 

common instances are payments for securing the use of 

Patent Rights, the right to publish or reproduce literary 

compositions, to perform stage plays, etc. Mineral 

Royalties are payments made to the Landlord for obtain¬ 

in'* the right to work a Mine or a Colliery etc. 
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Royalties, which are payments made to owavr every 

time the right oonferred is wed, ere usual business ex* 
peruses and as such are eharged to the Trading Aoeount or 
Manufacturing Aooount as the case may be. Mineral 
Royalties, however, require a special treatment in accounts 
as the agreements entered into between the Landlord (or 
Owner) and the lessee of mining rights contain certain 
terms peouliar to these Royalties and accounts entries have 
to be adapted accordingly. This chapter deals with* 
therefore, the treatment of Mineral Royalties. 

Mineral Royalties. Here the payment of Royalty is 
usually based on so much per unit of mineral raised, and 
it is considered as a charge on account of rent payable to 
Landlord for working the mine or colliery etc., e. g. the 
Royalty of a coal mine may be 8 annas per ton on every 
ton of ooal extracted from a specified area. 

Minimum Rent. When granting a lease of a coal 
bearing area, upon the Royalty basis, the Landlord 
generally alwayB stipulates for the payment of a cer¬ 
tain fixed minimum sum every year, as Royalty, whether 
the Royalty on the basis of so much per ton, works out to 
that figure or not. If the Landlord did not protect his 
interests in this manner, it may happen that the lessee may 
fail to work the mine to its best advantage, and the Land¬ 
lord may suffer in consequence. In fact, this term of 
minimum rent protects the Landlord against small output 
or even no output daring any particular period, as at least 
the minimum rent will have to be paid to him in wny oase. 
Minimum rent is also oalled Dead Rent or Fixed Rent. 

Where, therefore, the Royalty amounts to less than 
the minimum rent, the minimum rent is payable and 
where the Royalty exoeeds the latter, the Royalty is pay. 
able. In fact where the Royalty exoeeds the minimum 
rent, the latter merges into the former. 

Cl 

73 
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Acreage means Royalty based on every acre of land 

worked. Footage is the Royalty on every onbio foot of 

ooal extracted. Tfinte.il is also another name for Royalty. 

Short Working. Another olause, which is often found 

in a mining lease is that dealing with ‘‘short workings”. 

When the Royalty based on output is less than the mini¬ 

mum rent, the minimum rent is paid. The difference or 

payment in exoess of Royalty which is called short working 

is recoupable by the lessee in after years from amount of 

Royalties when, in such subsequent years they exceed 

minimum rent, provided that in no year the Landlord is 

paid less than the minimum rent. Short workings are 

sometimes called Redeemable Dead Rents to denote that 

the deficiency is recoverable out of fntnre years’ Royalties 

due. This right to recoupment is frequently limited to a 

oertain number of future years. This means that “short 

workings” (i.e. excess Royalties paid to make up Minimum 

Rent) could be recouped, say within next three or four 

years, if possible, otherwise, the right of the lessee to 

recoupment of shortcomings will lapse. Sometimes this 

right to recoupment extends over the whole period of the 

lease. Short workings may therefore be treated as temp¬ 

orary asset during the period the right to recoupment 

exists. The moment this right lapses, this must be treated 

as a loss or expense and written off. 

ENTRIES REGARDING ROYALTIES, DEAD 

RENT AND SHORTWORKINGS. 

(a) Where Minimum Rent exceeds Royalty. 

1 Debit Royalties Account with whatever actual Royalty amounts 

to, debit shortworkings account with the difference betWeeh 

Royalty and Minimum Rent and credit the Landlord’s account 

with the Minimum Rent. 
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2. Royalty account is closed by transfer to Profit and Loss Ac¬ 

count. 

3. Shortworkings account is closed by balance and carried for¬ 

ward. During the time the right to recoupment exists the 

debit balance of shortworkings account will appear as 

a temporary asset on Balance Sheet. 

(b) Where Royalties exceed Dead Rent. 

1. Debit Royalty account and credit Landlord'9 account with 

the amount of Royalty ascertained. 

2. Close Royalty account by transfer to Profit and Loss A/C. 

If shortworkings account exists in the books the following 

additional entries will also be necessary. 

3. Debit Landlord’s Account and credit shortworkings account to 

wipe off any debit balance of shortworkings provided the 

amount credited to Landlord’s account (as per above) is not 

reduced at least below the minimum rent. 

4. The unwritten off balance of shortworkings, if any, is carried 

forward, and appears on the asset side of the Balance Sheet. 

If however, the unwritten off balance of shortworkings is now 

time-barred, so far as future years are concerned, it must be 

written off to Profit and Loss account. 

Where Minimum Rent account is required to be opened the 

entries would be :— 

(a) Where Royalty is less than the minimum rent. 

1. Debit Minimum Rent and Credit Landlord with the amount of 

Minimum Rent, 

2. Debit Royalties and credit Minimum Rent with the amount of 

Royalty ascertained. 

3. Transfer balance of Minimum Rent to the debit of shortwork¬ 

ings account, 

(&) Where Royalty is greater than Minimum Rent. 

Debit Royalty’s Account (with the actual amount of Royalty 

ascertained) credit shortworkings, (with shortworkings, if any, 

possible to be recouped) and credit Landlord’s account with 

the balance which should at least amount to the Minimum 

Rent. 
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Illustration. 

The Bengal Coal Co. Ltd., obtained a lease of a Colliery in the 

Jheria Coal fields on the basis of a Royalty of 8 annas per ton on the 

coal raised subject to a minimum Rent of Rs. 2,000 per year. The Coal 

Company, had power to recoup short workings during the first three 

years of the lease but not afterwards. The output of the first four years 

was as follows :— 
1923 First Year . 2000 Tons. 

1924 Second ff . 3000 ,. 

1925 Third t, ••• ••• ••• ••• 6300 .» 

1926 Fourth ,, ... 9000 M 

Journal Entries. 

First Year. 

Royalties a/c . 

Short Workings a/c .. 

To Landlord's i/c — 

Rs. 

.. Dr. 1.000 0 

... Dr. 1,000 0 

(For payment due to Landlord for the 
minimum rent, as the Rayalty is less than 
the former). 

Landlord's a/c .. ... Dr. 

To Bank . ♦•••| 

(For cash paid to landlord). 

Profit and Loss a/c . ... Dr. 

To Royalties a/c ... . 

(For transfer of Royalties a/c of the Profit 
and Loss a/c). 

Dr. 2,000 0 

Dr. 1,000 0 

Second Year* 

Royalties a/c •«. ... •• 

Short workings a/c . 

To Landlord's a/c. 

(Being Royalties as ascertained plus short 
working—making up the minimum rent paya¬ 
ble to the Landlord) 

Dr. 1,500 0 

500 0 0 
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Journal Entries—contd. 

Landlord's a/c.Dr. 
To Bank . 

(For payment to Landlord) 

2.000 

i 

0 
2.000 

l 

0 0 

Profit and Loss a/c... . Dr. 
To Royalties a/c . 

(For transfer of Royalties a/c to profit 
and Loss a/c). 

1,500 0 
1,500 0 

Third Year. 

Royalties a/c ... .Dr. 
To Landlord's a/c... . 

(Being the amount of Royalty payable to 
Landlord). 

3,250 0 c 
3,520 1 0 

Profit and Loss a/c ... ... ... Dr. 
To Royalties a/c ... 

(Being the amount of Royalty written off 
to profit & loss a/c) 

3,250 0 
3,250 ! 1 

Landlord’s a/c . 
To Short workings a/c ... 

(Being the amount of short working recoup- 
able in excess of minimum Rent). 

1,250 
1,250 0 0 

Landlord's a/c ... .Dr. 
To Bank a/c .. 

(Payment to the Landlord). 

0 
2.C00 0 B 

Profit & Loss a/c .Dr. 
To Short workings a/c . 

(Being the non-recoverable balance of short 
workings transferred to profit & loss a/c). 

250 1 
250 0 

Fourth Year. 

Royalties a;c .Dr. 
To Landlord's a/c . 

(Being the amount of Royalty payable). 

4,500 I ( K 0 

Landlord's a/c.Dr. 
To Bank .. 

(For payment to the Landlord). 

4,500 0 l 0 
4,500 € 0 

Profit & Loss a/c .. Dr 
To Royalties a/c . 

4,500 1 i 4,500 0 



582 HIGHER ACCOUNTING 

Royalties Account. 

Rs.a.p. Rs. a. p. 

1923 To Landlord's a/c 1000 0 0 1923 By transfer to profit 1000 0 0 
@ as. 8 on 2000, and loss a/c. 

tons- ls=ns—sa± « 

1924 To Landlord’s a/c. 1500 0 0 1924 By transfer to Profitll500j 0 0 
@ as. 8 on 3000 and loss a/c. 
tons. 1 _ 

1925 To Landlord’s a/c 3250 0* 0 1925 By transfer to profit 3250 0 0 
@ as. 8 on 6500 1 and loss a/c. 
tons. 1 1 _ __ 

1926 To Landlord's a/c 4500 0 0 1926 By transfer to profitj4500 0 0 
@ as, 8 on 9000 | and loss a/c. 
tons. __ 

Short Workings Account. 

Rs. a. p. I Rs. a. p. 
1923 To Landlord’s a/c... 1000} 0 0 1 1923 By Balance c/d ...1000| 0 0 

1924|To Balance b, d ...jlOOOl 0i 0 1 1924|By Balance c/d ...|1500| 0J 0 

,, Landlord’s a/c... 500 0 0 

1500| 0 0 

1500 Oj 0 

1500 

0 0 1925 By Landlord’s a/c. 1250 0 
! 

,, Profit & Loss a/c 
balance being irre¬ 
coverable written 
off. 

250 0 

0 0 1500 0 

Landlord's Account. 

Rs. a. p. 
1000 0 0 

1000 0 lO 

8
 

O
 

0 0 
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Landlord’s Account—conf. 

Rs. a. p. Rs. a. p. 

1924 To Bsok ... ••• 2000 0 0 1924 By Royalties 1500 
0 

0 

r, Short Workings. 500 o1 0 

2000 0 0 2000 0! 0 

1925 To Short Workings. 1250 0 0 1925 By Royalties ... 3250 0 0 

,, Bank .. 2000 0 0 j 
3250 0 J) 

l 
3250 0 0 

1926' j To Bank . 4500 0 

1 
0 1926 By Royalties ... 4500 0 0 

THE LOOSE-LEAF OR PERPETUAL LEDGERS 

AND CARD LEDGER SYSTEMS. 

This is a method of keeping accounts, on doable 

entry principles, by means of books composed of detach* 

able leaves, or loose-cards filed in drawers, instead of the 

nsnal bound books. Loose-leaf Ledgers consist of sheets, 

ruled like the pages of an ordinary bound ledger, such 

sheets being inserted in, or taken out from an expanding 

'binder as and when required. The binder or cover is 

provided with means for expanding the baok so as to hold 

varying number of leaves. These leaves, are punched 

with uniform holes and after the necessary leaves are 

placed within the binder, by a mechanical looking devioe, 

they are held strong and secure, in their places and no 

leaf thereafter oan be inserted or removed without the 

lock being opened. Card ledgers are on exactly the same 

principles, exoept that the cards are kept in speoial trays 

or drawers. Every card has a hole punohed through it. The 

trays or drawers, in whioh the oards are kept, are fitted 
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with a metal rod whioh oan be inserted through the oards 

and thus every oard gets automatically looked in position 

Loose-leaf ledgers or oard ledgers are very largely 

used in business houses and manufacturing concerns, in 

preference to or partly with usual bound books. Though 

it oannot be contended that in every single instanoe, 

these are better than fast-bound books, it is generally 

agreed that acoounts and reoords of majority of businesses 

oan be more efficiently and economically kept in 

loose-leaf books under proper safeguards. 

In loose-leaf ledgers, eaoh acoount is given a separate 

leaf. No blank leaves are reserved in the middle for 

extension of any account beyond one page. Leaves when 

full, can be removed and replaced by fresh blanks, and 

dead accounts oan also be removed, thus maintaining the 

ledger to ooktain only current or live accounts. All full 

pages and dead account pages, removed from the ledger, 

are kept in a transfer binder, with similar looking devioes 

so that whenever a reference to past or dosed reoord is 

neoessary, it could easily be had. 

The advantages of loose-leaf or card ledger systems 

over the fast-bound ledgers are :— 

(1) The current ledger is not cumbered with dead or closed 

accounts as these are taken out and filed in transfer bindor. 

It does not oven contain a number of blank pages. The 

ledger thus contains, at any time, only live accounts and is 

never unwieldy nor does it ever get old. 

(2) No frequent opening of new ledgers and every time fresh 

indexing is necessary. The loose-leaf ledger is a continuous 

record of all live accounts from year to year. This saves 

a great deal of waste of time and material* 

(3) Any number of leaves referring to one account can be kept to* 

gather* consecutively, in ths transfer binder with an unin- 
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terrapted record, instead of being scattered away in several 

books. 

(4) There is no need for an index as the leaves and cards are 

arranged and also can be, at any time, altered and re¬ 

arranged alphabetically or numerically as required and new 

pages or accounts can always be inserted in their proper 

place of index. Again alphabetically indexed pages could be 

easily re-indexed numerically or geographically or vice 

versa, as required. 

(5) The work of posting, rendering statements or taking out 

balances can be distributed to a number of persons, by un¬ 

locking and distributing pages, and thus time could be saved ; 

again as there would be no dead or closed account or blank 

pages to intervene, a trial balance could be prepared more 

quickly. 

(6) Though the system seems costly in its initial stage, it is very 

economical in its yearly upkeep. The only expenditure 

required from year to year is a fresh supply of leaves to 

replace the dead or useless matter. Again there is not a single 

blank page cast away unutilized in *' Old Ledgers " as is the 

case with bound books. The system is thus less expensive 

than ordinary bound books. 

(7) The dispatch of monthly statements and trade circulars is ex¬ 

pedited. 

It is contended on the other hand, that unless there is 

efficient check and supervision upon the stock of loose- 

leaves or cards,upon their issue, insertion,or removal, the 

system is open to grave disadvantages. 

Disadvantages in absence of extra and efficient super¬ 

vision are:~ 

(1) Cards or leaves may be accidentally or wilfully lost or destroy¬ 

ed or substituted to commit or conceal fraud. 

(2) The uncertainty whether such ledgers would be recognized in a 

Court of Law, as an evidence of correct record. 

(3) Its comparatively heavy cost in its initial stage. 

74 
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The safeguards which are suggested, to counteract 

these disadvantages are:- 

(1) Scientific system of internal check. 

(2) Keeping the ledgers on self-balancing system. 

(3) Stock of all blank leaves or cards should be under responsible 

control, i. e., in the hands of a manager or secretary, uncon¬ 

nected with the account department. The issue of fresh leaves 

as well as supervision re-insertion or removal, both in case 

of current as well as transfer binders must be in the same 

hands. 

(4) Keys of the locking devices of all ledgers should also be kept with 

the same manager or the secretary who would thus have a 

complete control over the blank as well as written up leaves 

or cards. 

(5) Special marks may be stamped on the cards used or loose leaves 

may have special water marks or otherwise given a distinctive 

character. 

The loose leaf Ledger principles may be extended to 

subsidiary books also with great advantage. Separate 

binders are kept for Sales Book, Parchase Book, Cash 

Book, Stock Book, etc., both for current work and com¬ 

pleted work. As leaves are detachable posting of past 

transactions can be distributed among clerks without 

disturbing the current account. By carbon or typewriting 

duplicating process exact statements of customers' ac¬ 

counts, as they stand in our ledger, could be rendered 

from time to time, without any extra labour. 

DEPRECIATION. 
Definition. 

Depreciation is the shrinkage in the utility value of 

an asset due to any cause during a given period. Depre¬ 

ciation, broadly speaking, may be of two kinds: (1) 

Internal, and (2^) External. 

Internal Depreciation is that arising from the opera- 

iion of any canse natural or inherent in the asset itself. 
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~e. g«, wear and tear of the wasting asset, such as plant and 

machinery, arising through use of working. 

External Depreciation is that arising from operation 

of causes apart from asset, e. g., obsolescence in case of 

plant and machinery, expiration or effluxion of time in 

case of a lease, exhaustion of the subject matter as in case 

of a mine, accident, etc. 

I The term depreciation is usually understood to con- 

fvey permanent shrinkage in value. Temporary shrink 

lage due to fall in market value is called fluctuation. 

Necessity of Provision. 

Depreciation is a loss or cost of production incident 

to the holding of certain assets for equipment or for the 

purpose of earning income such loss should therefore be 

oharged against the profit or income of the business before 

divisible profits could be ascertained. 

The real object of providing for depreciation is to 

distribute the original cost of wasting assets over the term 

of their working life. Plant and machinery and similar 

assets employed in earning profits gradually decrease in 

value through use. This decrease is a part of the cost 

of production. The measure of such a shrinkage in value, 

that is depreciation, must therefore be provided for out of 

revenue. 

Fixed and Floating Assets. 

Fixed assets are not held for sale but for earning 

revenue. Fluctuations iu market value of similar assets, 

therefore, may be ignored, since such fluctuations do not 

increase or decrease the earning power of the asset. In 

4ase of floating assets, temporary fluctuations may be 
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ignored bnt wherein market value has more or less per¬ 

manently fallen, the valuation of floating assets should be 

written down to the level of current market prices. 

Measure of Depreoiation. 

Depreciation is generally baeed at a fixed rate per 

oent of the value of the asset and is merely an estimate of 

periodical shrinkage in value. The rate is fixed after 

estimating the average useful life of the asset and after 

careful consideration of various causes affecting such 

depreciation; for ascertaining periodical depreciation, the 

following data is necessary :— 

1. The original cost of the asset. 

2. The interest lost on capital locked up in the asset. 

3. The probable working life of the asset. 

4. Chances of the asset becoming obsolete. 

5. Probability of the asset being maintained in effi¬ 

cient repairs during its lifetime. 

6. Scrap or residual value of the asset, if any. 

Answers to the last four items will be supplied by 

technical experts with necessary experience and knowledge 

of the business concerned. Given this data, it is usually 

possible to forecast the internal depreciation with rea¬ 

sonable accuracy. But the external forces (such as obso¬ 

lescence) is very often a pure guess-work and in many 

cases it is ignored until the actual loss has been 

ascertained. 

Methods of Depreoiation. 

The following are the principal methods of providing 

for depreciation :— 

1. The fixed instalment system or straight line or 

equal instalment method. 
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2. Diminishing balance system. 

3. Annuity system. 

4. Depreciation Fund or Sinking Fund system. 

5. Insurance Policy system. 

6. Revaluation. 

1. Fixed Instalment System. 

A fixed percentage of the original Talne of the asset is 

written off every year so as to reduce the asset acoonnt to 

nil or to its scrap valne at the end of its estimated life. 

Repairs and small renewals, whenever they ooonr, are 

charged directly to revenue. 

This method is frequently applied in case of short 

leases, and similar short-lived assets. 

2 he advantages of this method are (1) its simplicity 

and (2) the fact that the asset is completely written off 

at the end of its useful life. 

The disadvantages of this method are (1) that it ignores 

the question of interest, (2) that frequent additions to the 

assets account necessitates fresh calculations of depredation 

charges, and (3) the burden of repairs falls more heavily 

on the Revenue of later years than earlier years of the 

life of the asset. 

2. Diminishing Balance System. 

A fixed percentage on the diminishing valne (or re* 

dnoing annual balance) of the asset account is written off 

every year, so as to reduce the asset account to nil or to 

its break*up value at the end of its useful life, repairs and 

small renewals being charged directly to revenue. In 

this method oare must be taken that the percentage rate 

employed is sufficiently high to allow of the asset being 

eliminated at the dose of its life. 
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This method is usually applied in case of Plant and 

Machinery, Furniture and Fixtures, etc., and is probably 

most popular amoqg business men* 

The advantage of this method is that the Revenue 

oharge is equitably averaged in every year since while 

depreciation is heavy in earlier years repairs will be 

lighter and when repairs are heavy in the latter years 

the depreciation grows less* This is in contrast with the 

first method where depreciation is constant while the 

repairs will tend to increase. 

Additions during the period. When a given Trial 

Balance contains the asset account at its commencing 

balance and also additions during the period, with 

instructions to write off depreciation at a given percent¬ 

age, it should be remembered that depreciation should be 

calculated on the final balance of the asset account as at 

the end of the period and not on the commencement 

balance ignoring the additions. If, however, the actual or 

average date of additions is given depreciation on such 

additions should be calculated separately in proportion 

to the period after acquisition. Some authors, however, 

advise that if additions are made in the earlier part of 

the year, depreciation on these additions for the full peri¬ 

od is excusable, but where these are made in the latter 

half of the year it is best to ignore depreciation on same. 

In any case, where there is no indication as to the time 

when additions took place, it is best to provide for the 

depreciation, making a note underneath the profit and loss 

account that u It is assumed that the additions were made 

during the first half year*” 

3. Annuity System. 

Under this system, it is assumed, that the capital 

sunk in the purchase of the asset is an investment, which 
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if employed for other purposes would be earning a eertain 

rate of interest. Interest, therefore, at a fixed percentage 

is calculated on the value of the asset and is debited to 

asset account and credited to revenue account every year. 

The theory assumes that the capital expended on the asset 

earns interest, credited to revenue, in each financial pe- tiod. The interest is calculated annually on the d|nii- 

isbing value of the asset. Depreciation is then charged 

on equal instalment method but the percentage is so fixed 

as to eliminate the cost of the asset together loith interest on 

capital sunk ( added year after year) at the close of its life. 

The depreciation cnarge is ascertained from acturial 

Tables. 

This is probably the most scientific system from 

accountancy stand point but the draw back is that it is 

not popular with the commercial community. The dis¬ 

advantages of this system are (1) that the charge to 

revenue gradually increases year after year as while the 

depreciation charge remains constant the interest credit¬ 

ed to revenue goes on decreasing ; (2) when additions are 

made, revised calculations become necessary; (3) in 

earlier years the book value of the asset is in excess of its 

real value. 

This method is principally applied^ for long leases, 

involving considerable outlay. It is not suitable to 

Plant and Machinery as fresh calculations would become 

necessary every time additions are made. Even in case 

of leases where dilapidations have to be provided for, at 

the expiration of the lease, the Sinking Fund Method ex- 

plained later on, would be best suited. 
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The amount of depreciation to be written off annually 

under the annuity system is ascertained by reference to 

annuity Table given below :— 

TABLE 1. 

Amount required to write off £1 by the Annuity 
Method. 

Years. 3%. 31%. 4%. 4J%. 5%. 

3 •353530 *356933 *360348 •363773 •367208 

4 *269028 •272251 •275490 278744 282012 

5 *218354 *221481 *224627 •227792 •230975 

6 *184597 187668 •19S761 •193878 197017 

7 160506 •163544 •166609 •169701 172819 

8 *142456 145476 •148527 151609 154721 

9 *128433 -131446 '134493 •137574 140690 

10 *117230 120241 •123291 ■126378 129504 
• 

The mathematical calculations system by wbioh the 

figures in the above table are arrived at. and which 

could be extended to any limit of years and percentage 

rates, can be explained by the following formula 

Simple interest for one year 

Compound interest foMhe given period 
fluj Simple interest for one year. 

to write off an asset worth Rs. 1,000 at the end of 

£ffc>years under annuity system, after addition of 5% 

interest annually, we must oharge Rs. 129-8-0 as depre¬ 

ciation. The amount is arrived at as follows :— 

To write off Re. 1, at 5% in 5 years, we must write 

off annually:— 

•05 

•628895 
+ -05 = -79504 + *5 = *129504 
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henoe to write off Rs. 1,000 we get 1000 X ’129504 —129*504 

say Rs. 129-8-0 every year. We work out the asset ac¬ 

count as under :— 

Lease Account. 

Y
ea

rj
 

Rs. a. P. 

Y
e
a
rj

 

Rs. 1 P. 

I Xo Cash ••• •« 

o
 

o
 

o
 

H
 0 

0 1 By Depreciation ... 129 8 0 

M Interest 5% ••• 50 0 0 ,, Balance c/d 920 8 0 

o
 

*o> 
s 0 0 1050 0 0 

2 To Balance b/d 920 8 0 2 By Depreciation ... 129 8 0 

M Interest 5% 46 0 0 ,, Balance c/d 837 0 0 

966 A 0 966 8 0 

3 To Balance b/d 837 0 0 3 By Depreciation ... 129 8 0 

„ Interest 5% 41 13 7 M Balance 749 5 7 

878 13 7 878 13 7 

4 | To Balance b/d 1 749 1 5 ; 7 

Note.—'There will usually be small differences arising from fractions of a 

pie ignored in calculations which will be adjusted in the last year. 

4. Depreciation Fund System, 

This method is often known as Sinking Fund or 

Redemption Fund method. These terms however are 

more suitable when used in connection with provision for 

repayment of loans or debentures. Under this system, 

the asset aooount remains at its original figure year after 

year, until the close of its life, but a proportionate and 

equal amount of depreciation is debited to profit and loss 

account, annually, and credited to Depreciation Fund 

Aooount. An equivalent amount of oash is also invested 

outside the business in gilt edged securities and allowed 

73 
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to a ccn mu late at compound interest, so as to prodnoe the 

required amount at the completion of a given number of 

years, the objeet being that when the asset becomes worth* 

less and requires replacement, it provides ready cash. 

The investments which are now equivalent to the original 

oost of the asset extinguished, could easily be realised and 

thus purchase of new asset is facilitated without disturb* 

ing the financial position of the business. If such cash 

were not invested outside the business, the money for 

replacement will have to be drawn from ordinary Bank 

Balance. This might cause serious inconvenience to 

the ordinary business and if the amount was very 

large, the business could easily be crippled. The great 

advantage of Depreciation Fund Investment is that 

it provides money outside the business and thus prevents 

any disturbance in the financial position at the time of 

replacing the asset. 

The record to be made under this System is as 

follows:— 

1. The asset remains debited with its original cost and appears 

at the same figure in the Balance Sheet until the close of its 

life. 

2. At the end of every year, an entry is passed debiting profit and 

loss account and crediting Depreciation Fund Account, with 

such annual equal instalments which, if added to, at a fixed 

percentage of interest would, in the given period, amount to 

a sum equal to the original cost of the asset. This amount of 

instalment is ascertained from printed Sinking Fund Tables. 

3. Again every year, the amount credited to Depreciation Fund 

account is invested outside the business in Securities. Here 

the Depreciation Fund investments account is debited and 

cash or Bank account credited. 

4. When interest is received, it is also invested In similar secu¬ 

rities, annually. Entries being, Cash account is debited and 

interest account credited when interest is received* Interest 
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account is transferred to Depreciation Fund account. When 

this interest also is invested in Securities, Depreciation Fund 

investments account is debited and cash credited. 

At the end of the given period, when the asset becomes 

useless the Depreciation Fnnd account is transferred to 

the asset account. The asset account will thus be closed. 

The securities are realised, closing the Depreciation Fund 

investments account, and cash will be available for re¬ 

placement of that asset. 

In many cases interest is not realised in cash, but 

instructions are given to the Bank or broker to re-invest 

the interest in similar securities direct. In such a case, 

the entries will not be passed through cash book but only 

a journal entry will be necessary, debiting Investment 

account and crediting Depreciation Fund account. 

In practice. Investments will never realise their 

book value. Any small difference in this account will be 

transferred to Profit and Loss Account. 

It should be noted that the provision for this Depre¬ 

ciation Fund is a charge against revenue and should be 

debited to Profit and Loss account. It is not an appro¬ 

priation of profits. 

In case of Depreciation Fund Investments account, 

the cash instalment of last year as well as last year’s 

interest will not be re-invested as this is exactly the time 

for realising all the previous “investments’\ However 

the cash instalments and interest of last year will be set 

aside and added to the sale proceeds of previous years’ 

investments. This will form the fund available for pur¬ 

chase of new asset. 

In Balance Sheet the Depreciation Fund account, 

showing credit balance appears on liabilities side of the 
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Balance Sheet from year to year. There i> nothing 

wrong, however, if this aeeonnt is shown by way of deduc¬ 
tion from the asset concerned. The Investment aooount 

appears on the asset side. 

The provision for depreciation fund under this sys¬ 

tem is made oh the basis of the following table. 

The formula to arrive at figures thereof is :— 

Simple interest for one year 

Compound interest for given period. 

e. g. to arrive at the amount to be set aside every 

year so as to provide Re. 1 in 5 years, if suoh amount be 

■invested at compound interest at 5 per cent, we get:— 

•05 
•276281 

•180975 

TABLE II. 

Annual Sinking Fund Instalments to provide £1. 

Years. 3%. 3J%. 4%. 4}%. 5%. 

3 *323530 *321933 •320348 •318773 •317208 

4 •239028 •237251 '235490 •233744 •232012 

5 •188354 186481 •184627 •182792 •180975 

6 •154597 152668 150761 •148878 •147017 

7 •130506 128544 •126609 •124701 122819 

8 •112456 *110476 •108527 •106609 1 104721 

9 •098433 *096446 •094493 •092574 ! -0)0690 

10 *087230 085241 •083291 •081378 •079504 

& Insurance Poiioy Method. 

Under this method Endowment Insurance Poiioy 

is taken out for the life of the asset so as to produoe the 
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amount required to replace the asset at the end of the 

given period. 

The procedure followed is similar to the one explain¬ 

ed for Depreciation Fund System, with the exception that 

the cash taken out of the business is not invested in gilt 

edged securities but is paid over by way of premium to 

the Insurance Company. Although the interest obtained 

is lower, yet the advantage of this method is that there 

is no risk of loss on realisation, as in the case of outside 

investments subject to market fluctuations. Again out¬ 

side securities, by pressure of circumstances, may be 

diverted from their original purpose. 

In some cases, the amount paid, periodically, as pre¬ 

miums, is debited to policy account which is regarded as 

an investment. A simultaneous entry is also passed 

every year debiting Profit and Loss account and crediting 

Redemption Fund account with equivalent amount. 

Every year, interest on the balance of Policy account 

is calculated and debited to Policy account and 

credited to Redemption Fund account. At the end 

of the period the Policy account would show a balance 

approximately equal to the amount realised which when 

credited to the Policy account will close same. Any 

small difference should be adjusted through Profit and 

Loss account. Cash would thus be available at maturity 

for the purchase of the new asset. The asset account and 

the Policy account will appear on the assets side of the 

Balance Sheet until the end of the period. The Redemp¬ 

tion Fund account will be shown on the Liabilities side, 

at the end of the period the asset account will be 

dosed when the Redemption Fund account is transferred 

thereto. 
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In other oases, the Policy account instead of being 

maintained at the total amounts of premiums paid with 

accrued interest it is considered desirable that such 

Policy account should be maintained at surrender value 

of the Policy from year to year. When this course is 

adopted, the question of interest on Policy account 

balance is ignored but instead calculations of surrender 

value is made every year and Policy account is adjusted 

accordingly through Profit and Loss account or through 

Redemption Fund account. At the close of the period, 

the Policy account will show a profit which will be trans- 

ferred to Redemption Fund account* 

Some accountants advise that the Policy account 

should be maintained at surrender value thereof specially 

when there is a probability of surrendering the Policy 

before the slipulated period. The actual surrender value 

could be ascertained from Insurance Company's printed 

Tables, but for general guidance, this can be taken to be 

10 per cent of the premium paid in the first year, 12£ 

per cent of the total premiums paid at the end of 2nd 

year and after this, for all years the full amount of the 

total premiums paid, plus 2 per cent compound interest 

except the first year's premium whioh the Insurance Co. 

retains exclusively for administration expenses. 

6. Re-Valuation. 

Sometimes, depreciation is determined by the process 

of actual stock-taking and re-valuation at end of each 

financial period. This method however is not suitable to 

fixed assets but is specially suited to certain classes 

of assets, such as : Live Stock Patents, Patterns, Copy¬ 

rights, Investments, Loose-tools Packages, Casks, Bottles 

etc. The difference between book value and revaluation 
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of the asset is written off as depreciation. Should the 

valuation prove to be an appreciation in value, it should 

generally be ignored for book-keeping purposes. In case 

of investment, however, permanent rise in value, may be 

brought into account by crediting same to Reserve 

Account. 

Loose-tools. In engineering firms, where they make 

their own tools, the stock of such tools at the commence¬ 

ment and at the close of the period are taken to trading 

account inasmach as cost of materials and wages for mak¬ 

ing these tools are charged in the same account. 

Patents. The protection afforded by a patent lasts for 

14 years from its date, but this right can be renewed 

thereafter under certain circumstances. The original cost 

of the patent including fees paid, expenses and cost of 

experiment or invention etc., should, therefore, be written 

off during the life of the patent. Where, however, the 

patent is rapidly waning in value or proves a failure, 

revaluation method is the best. 

RESERVES. 

Reserve, is a provision made to meet known or anti¬ 

cipated loss, liability, or contingency and also includes 

prudent retention of undivided profits in business to 

strengthen it financially by increasing working capital. 

The reserves may be made (1) for specific purposes or 

(2) general purposes. 

Specific Reserve or Reserve* is a provision made 

for any known, anticipated or contingent loss or 

liability. Specific reserve is a charge against profits 

before divisible profits are ascertained and therefore 

it must be debited to profit and loss account. Provi- 
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8ion for specific reserves includes reserves for loss such a* 

depreciation reserve for repairs and renewals etc, reserves 

for outstanding liabilities such as salaries, wages, commis¬ 

sion, rent interest accrued, income tax and similar out¬ 

standing expenses, and also reserves for contingencies, such 

as reserve for doubtful debts for discounts, disputed claims,, 

for workmen's compensation etc. 

Specific Reserves are usually shown in the Balance 

Sheet by way of deductions from the assets against which 

they are made, reserves for outstanding expenses or in¬ 

come are shown as separate items on the asset or liability 

side as the case may be. 

General Reserve Fund is a provision made, out of 

avilable profits, for unknown future losses, or to 

equalise dividends or to strengthen the financial position 

of the business. 

Reserve Fund is also known as Rest (as in case of 

Bank of England) or surplus, margin or Reserve account. 

It presupposes available profits out of which this provi¬ 

sion is made and are voluntarily made for the purposes 

above named, e. g. General Reserve Fund for stabilising 

the financial position of the concern known as Reserve 

Fund or Reserve account or Special Reserve Fund such as 

Dividend equalisation Fund, Pension Fund, Depreciation 

Fund, Insurance Fund etc. 

Reserve Funds, both general and special, are shown 

on the liabilities side of the Balance Sheet and represent 

a surplus of assets over capital and liabilities. 

Difference between Reserve and Reserve Fund. 
1. A Reserve is a charge on the Profit and Loss account while a 

Reserve Fund is a voluntary provision made in the Profit 

and Loss Appropriation account. 
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2. Reserve is not a surplus profit and being earmarked for some 

known loss or contingency is not available for dividends 

while Reserve Fund being created out of distributable profits 

is always available for dividends unless, though seldom, 

appropriated towards unexpected contingency. 

3. Reserve is generally shown on Balance Sheet by way of 

deduction from assets while a Reserve Fund is always shown 

on the Liabilities side of Balance Sheet. 

Reserve Fund and Reserve Account. 

Some draw a marked distinction between Reserve 

Fund and Reserve account, maintaining that Reserve 

Account is a term which should be applied to capital pro¬ 

fits only such as profit out of sale of a fixed asset, profits 

prior to incorporation and the like, while Reserve Fund is 

maintained only for provisions made in Profit and Loss 

Appropriation account. This distinction is not only 

misleading but is also against the accepted meaning of the 

term in business. All capital profits are transferred to 

special account called Capital Reserve. 

Some Accountants again draw a distinction between 

these two terms, restricting the Reserve Fund to the sur¬ 

plus profits invested outside the business in specific gilt- 

edged securities while the Reserve account is restricted 

for use where there is no such investment outside the 

business but where surplus profits are invested within the 

business i. e. merged into available assets taken as a whole. 

They maintain that Reserve Fund cannot be properly 

called a 4< Fund *'f unless there is a corresponding existence 

of securities shown which could be readily realised with¬ 

out disturbing /financial stability of the concern. There 

is however a gueat divergence of opinion to this distinc¬ 

tion also and if the use of the terms in published accounts 

of business ooi oern is any guide, it would be seen that 

T6 
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both these terms are indiscriminately used and generally 

to mean the same thing. 

The only real test as to the existence of a Reserve 

Fund is that it shall be represented by a clear surplus 

i. e., an excess of assets over liabilities and capital. If 

therefore there is a debit balance of profit and loss ac¬ 

count on a Balance Sheet, Reserve Fund of course, cannot 

exist in its true sense. In such a case Reserve Fund 

must automatically get transferred to Profit and Loss 

account to the extent of debit balance. 

The question whether the Reserve Fund i. e. surplus 

profits withheld from distribution, should be separately 

invested or not is merely one of prudent financial busi¬ 

ness policy to be determined in the light of circumstances. 

The fact that the Fund is represented by outside invest¬ 

ments greatly strengthens the financial position of the 

Company. But if the undertaking is in need of further 

working capital and can afford to spare it for outside 

investment it is simply reasonable that this surplus be 

allowed to remain in the business. If, however, the 

business does not require additional working capital or it 

cannot usefully or profitably employ it within the busi¬ 

ness, it would be advisable to invest such surplus 

profits in gilt-edged securities outside the business. 

Secret Reserve. 

Where there is a surplus or undistributed profits, the 

existence of which is not detected on the face of the 

Balance Sheet it is called a Secret Reserve or Internal 

Reserve. \ 

The main object of creating Secret \ Reserve is to 

withhold profits from distribution in good, year without 
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Ascertainment of Profit or Loss. 

The trading results attained by any business, under 

Single Entry, can only be arrived at by a crude and 

roundabout process of comparing tbe traders capital at the 

end with his capital at commencement of the trading 

period. This will give the opening and closing capitals* 

Assuming that there have been no drawings or additions 

to capital in the meantime, the excess of the closing capi¬ 

tal over the opening capital will represent profit made 

during the period. If the opening capital is more than 

the closing, the difference is loss during the period. If 

drawings or additions have taken place, these will be 

adjusted in the opening capital and the net capital 

remaining invested in the business would be ascertained 

for comparison with the capital at end. 

Ascertainment of Capital. 

In order to ascertain the capital at any given date, a 

Statement of Affairs, something after the style of a Balance 

Sheet, is prepared. For this purpose the traders books 

are employed, as far as they go, i>c. debtors and creditors 

are ascertained from ledger. If cash book is kept, cash 

balance would be ascertained therefrom or cash would be 

counted. Stock taken and valued. Bank Pass book would 

give balance at Bank. Assets such as Buildings or Plant 

must be valued or estimated and for any other assets or 

liabilities traders’ memory or any haphazard record must 

be relied upon and all such property, additions thereto 

etc?., as well as loan and other creditors not appearing in 

Personal Ledgers, thus ascertained, will be noted down. 

All known assets and liabilities, including outstanding 

expenses etc, will be arranged in same manner as a 

Balance Sheet. The difference would repfresent either 

capital or deficiency as the case may be. 



608 HIGHHR ACCOUNTING. 

It is obvious that when financial statements are pre¬ 

pared from such haphazard and incomplete information, 

there is a considerable risk of error and the omission of 

various material items through forgetfulness is by no 

means unlikely. The statement thus prepared cannot be 

relied upon inasmuch as its accuracy cannot be proved. 

Illustration. 

Ramji Bhagwan, who has a small business keeps his 

books under Single Entry. He now wishes to ascertain his 

profits for the year ending 31st December 1929 in order to 

obtain reduction of an over assessment for Income-Tax. 

His position as ascertained on 31st December 1928 

was as follows : — 
Rs. 

Cash m band ... ••• ••• ... ••• ... Ip240 

Balance at Bank (as per Pass Book) ... ... ... 700 

Stock of goods on hand, estimated at ... ... ... 2,000 

Furniture & fixtures, valued at cost ... ... ... 450 

Sundry debtors. ... . 1,320 

Sundry Creditors... ... ... ... ... ... 3,140 

He now furnishes the following details as to his position 

on 31st December 1929:— 

Cash in hand ... R8. 100 

Overdrawn at Bank as per Pass Book ... ... ) i 200 

Stock of goods* at cost ... ... 3,920 

Furniture & fixtures estimated ... ••• t, 300 

Additions thereto, at cost ... h 100 

Sundry debtors ... . ... ) i 3,100 

Sundry creditors ... ... i» 3,750 

Daring the year he had withdrawn from the business Rs. 

120 every month for private expenses. Prepare Statement 

of Affairs and Statement of Profit and Loss as on 31st 

December 1929. 
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BAMJI BHAGWAN. 

Statement of Affairs as on 31st December 1928. . 

Ks. Ks. 

Sundry Creditors ... ... 3,140 Cash in hand ... ... 1.240 
Capital 31-12-28   2,570 Cash at Hank ... ... 700 

Stock of Goods ... ... 2,000 
Furniture and fixtures ... 450 
Sundry Debtors ... 1,320 

Us, ... 5.710 Rs. ... 5,710 

RAMJI BHAGWAN. 

Statement of Affairs as on 31st December 1929. 

Rs. Rs. 

Hank overdraft . 200 Cash in hand. ICO 
Sundry Creditors 3,759 Stock of (roods ... » .. 3,920 
Capital 31-12-29 . 3,570 Furniture & Fixtures 400 

Sundry Debtors — .. 3.109 

Us. ... 7,520 I l\*s. , ... 7.520 

Statement of Profit & Loss. 
Ks. 

Capital at commencement 31 st December 1928 ... ... ... 2,570 

Less Drawings during the year ... ... ... . 1,440 

Capital remaining invested in the business . ... 1,130 

Compare Capital at Ihc end 31>t December 1929 ... ... 3,570 

Excess being profit ... Rs. ... 2,440 

CONVERSION OF SINGLE ENTRY BOOKS TO 

DOUBLE ENTRY. 

When Subsidiary Books are kept. 

In case. Single Entry books, kept daring a given 

period, are required to be converted into Double Entry 
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record, the following steps are necessary, assuming that 

subsidiary books are maintained:— 

1. Take the opening Statement of Affairs prepared 

at commencement. Check the accuracy of the amounts of 

the Debtors and Creditors with opening balances in 

personal Ledger, also check cash and Bank balances with 

Cash Book and Bank Pass Book. Then pass opening 

journal Entry debiting ail assets and crediting liabilities, 

the difference being credited to capital account. 

2. Take Cash Book. Knowing that personal 

accounts have already been posted, the postings should be 

checked over to see any omission or error. From both 

the sides, all impersonal accounts should now be properly 

posted up and if Discount Columns are maintained Dis¬ 

count acconnt should also be posted up. 

3. Day Book. Check debits to customers’ accounts. 

Then total of Day Book may be credited to Sales account. 

4. Invoice Book. Check Credits to Creditors Ac¬ 

counts. Then debit the total of Invoice book to purchases 

account. 

5. Similarly complete the double entry of other 

sabsidiary books, like returns boobs. Bill Receivable Book, 

Bill Payable Book, &c. 

6. Lastly go through personal accounts and see 

whether anything is debited or credited there, not coming 

from any original book and therefore remaining uncheck¬ 

ed. There may be Bad debts or allowances credited to 

customers accounts or charges debited to them, without 

these items ever passing through any subsidiary Books. 

Oollect these items and complete their double entry. 

Again going through personal accounts, inoorrect debits 
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or credits might be detected that should properly go to 

real or nominal accounts. Instances of these may be that 

rent is debited to Landlord's account instead of rent 

account or Salaries debited to clerks accounts or purchase 

of fixed assets debited to the firm to whom the amount was 

paid. In such cases proper transfer entries should be 

made and such errors rectified. 

Double entry being now completed, a trial balance 

could be prepared and agreed. From this a Trading and 

Profit and Loss account hs well as Balance Sheet should be 

compiled after necessary adjustments as to outstanding 

assets and liabilities, &c., are carried out. 

When Subsidiary books are not kept. 

In practice, it is generally found that proper subsi¬ 

diary books are seldom kept; and the books as a whole are 

in a state of confusion and no proper statements of affairs 

have ever been prepared. Assuming, therefore, that no 

subsidiary books are kept, and the only books available 

are Personal Ledger and Cash Book, the following proce¬ 

dure would be necessary for conversion of the books to 

double entry principles. 

Scrutinising the accounts of the debtors and creditors 

in the Ledger different classes of transactions will be 

carefully analysed and grouped in form of a columnar 

statement. 

On the Debit side of customers9 accounts, will be 

found s— 

7(a) The opening balances, as per last statement* 

(b) Sales, (o) Dishonoured Bills and (d) Any special 

items like transfers etc* 



612 HIGHER ACCOUNTING* 

On the credit side of customers’ accounts will be 

found 

(a) Gash received from debtors, (b) Discount allow* 

ed (c) Returns Inwards, (d) Bill Receivable, (e) Bad 

debts, (f) Transfers, and (g) Closing balances* 

The totals of the different columns of the analysis 

statements will be posted to relative impersonal accounts 

and thus double entry would be completed as far as cus¬ 

tomers’ accounts are concerned. 

Similarly creditors’ accounts will be analysed, the 

debit side denoting (a) Cash paid to creditors, (a) Dis¬ 

counts (c) Returns (d) Bill payable (e) Transfers and (f) 

Closing balances, while the credit side will be analysed 

into (a) Opening balances, (b) Purchases and (c) Trans¬ 

fers. 

After completing the double entry from creditors’ 

accounts analysis, Cash book will be scrutinised and any 

items relating to impersonal accounts therein, will be 

properly posted up. Any error of principle detected while 

scrutinising should be rectified. While analysing per¬ 

sonal accounts a Total Debtors’ Account and a Total Cre¬ 

ditors’ Account may also be prepared and agreed with 

total pergonal accounts balances. Cash and Bank balances 

may be struck and a reconciliation statement prepared 

where necessary. 

As complete double entry will thus be provided in 

the Ledger from different analysis columns and cash hooky 

a trial Balance can now be prepared from which Trading* 

Profit and Loss Accounts and Balance Sheet may be work¬ 

ed out, after necessary adjusting entries are passed 

through books in the ordinary way. 



APPENDIX A. 
Accountancy Law and Auditing. 

[.Bated on Lectures delivered to Auditing Students 

(<?. D. A. and Incorporated Accountants) by 

Principal Sohrab R. Davar.] 

Qeneral Observations. 

The audit is an examination of books of accounts and vouchers 

with a view to see whether the Balance Sheet exhibits a correct state¬ 

ment of the affairs of the concern. In Joint Stock Companies the 

Balance Sheet must also have been prepared and the accounts and 

entries in books passed in accordance with the requirement 

of the Act. In case of a Partnership the rights of partners as to the 

division of profits and losses and interest on Capital and drawing are 

to be found in the Partnership Agreement, which must also be 

taken as a guide for the Auditor with a view to see that the adjust¬ 

ments are made accordingly. In absence of a definite agreement 

on any point the general provisions of Partnership Law must be 

taken as a guide and strictly followed in the said adjustments. 

In case of Corporations or joint stock companies the regulations as 

provided for in the Articles of Association must be carefully considered 

before checking the accounts and passing them as correct. The Auditor 

must, therefore, be fully conversant with these branches of law. 

Position at Law of an Auditor. 

In all oases the Auditor is justified in relying on the certificates ot 

responsible managers or heads of the concern unless there is something 

to excite his suspicion ia which case it is his duty to probe into details 

and satisfy himself. As per a learned Judge Lopes J* [Kingston Cotton 

Mill Co., No. 2, (1896) 2 Ck. 288-289J “an Auditor is a watch dog 

aod not a blood hound." He is not a detective sent out to arrest 

the offender. He is ooly there to see that there is oothing wrong or 

loaoeurate as far at sccouots are concerned. Of course he hss got to 

do this with that skill, care and caution which a reasonably competent, 

oareful and cautious auditor would do. He is justified in believing 

tried servants of the company in whom coofldeoce is placed by the 

company* If there is aoytbing to excite suspicion he should probe it 

to the bottom but in absence of anything of that kind he is ooly bound 

to be reasonably cautious He does not guarantee the discovery of a 
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fraud. With reference to trusting the tried servants proper discretion 
has to be observed, e. g. “ the manager has no apparent conflict bet¬ 

ween his interest and his duty* His position was not similar to that of 

a cashier, who has to account for the cash he receives, and whose 

account of his receipts and payments could not reasonably be taken by 

an auditor without further inquiry.99 In a recent case [In re City 

Equitable Pire Insurance Co. (1926) 1 Ch. D. 407] it was further laid 

down that 44 the measure of the auditor’s responsibility depends upon 

the terms of his engagement. There may be a special contract defln* 

ing the duties and liabilities of the auditors. If there is, then that 

contract governs the question. The articles will, however, be looked at 

if there is no special agreement, because the auditors will presumably 

have taken their duties upon the terms (among others) set out in the 

articles. That is not to say that auditors can set aside a statutory 

obligation. No agreement or article of association can remove an 

imperative or statutory duty. ’ “ The onus lies upon the auditors, who 

would not be excused for total omission to comply with aoy of the 

requirements of the section 113 (our S. 145) or for any consequences 

of deliberate or reckless indifferent failure to ask for information on 

matters which call for further explanation.” The rights and duties of 

auditors as laid down by the above mentioned S. 145 are 

Every auditor of a company shall have a right of access at all 

times to the books and accounts and vouchers of the company, and 

shall be entitled to require from the directors and officers of the com¬ 

pany such information and explanation as may be necessary for the 

performance of the duties of the auditors. 

The auditors shall make a report to the members of the company 

on the accounts examined by them, and on every balance sheet laid 

before the compaoy in general meeting during their tenure of office, 

add the report shall state :— 

(1) whether or not they have obtained all the information and 

explanations they have required. 

(2) whether in their opinion the balance sheet referred to in 

the report is drawn up in conformity with thelaw* 

(3) whether such balance sheet exhibits a true and correct 

view of the state of the Company’s affairs according to 

the best of their information and the explanations given 
to them, and a* shown by the books of the company* 
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When Jo a Urge office the accounting system is so arranged that it 

affords an internal check, the Auditor’s work is more easy here at he 

can plaee a certain amount of reliance on the system and the. 

check afforded by it, but when, as in a small concern, the system does 

not afford such a check he should be more guarded, aad check the 

details more carefully. 

It may be further added that the extent of bis work does not de¬ 

pend on the nature or amount of his remuneration. He has to do bis 

duty as would be expected of an expert with the diligence of an expert 

agent, failing which he would be liable to damages. 

The Two Main Objects. 

The two main objects of an Audit are :—(i) Detection of Frauds, 

and (2) Detection of Errors. 

In case of Frauds they may have been committed with a view to 

defalcations, or with a view to bolster up the results with a view to 

show the concern to be more prosperous, or financially sound than 

whet it actually is. 

The Auditor must remember that he is expected to do his work with 

reasonable care and skill and thus if the accounts are falsified and 

dividends paid out of capital which falsification could have been dis¬ 

covered by reasonable care and skill, he would be liable. The auditor 

must look into documents and books, make inquiries from the manage¬ 

ment and the staff but is not bound to go outside the company and 

seek for knowledge, say from shareholders and creditors. He is not 

an insurer against fraud and error. The measure of damage is the 

loss suffered through the negligence taking all the circumstances of the 

case. 

In a recent case the Auditor tried to excuse himself on the ground 

that he had to finish his work within four days as he was rushed by the 

management to be in time for the Directors* and Shareholders' meeting 

which defence was of course not accepted. It is no excuse for an 

auditor to say that aa he was not paid sufficient remuneration and 

therefore he could not check the work in detail. If the remuneration 

is not satisfactory the only course open to him is to decline the audit but 

if he takes up the work he must do it perfectly and with full responsi¬ 

bility. 

In ease of cash transactions the manipulations may take the form 

gf falsification by bogus entries frequently supported by bogus vouchers 
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and therefore a careful checking of cash entries and vouchers is 

absolutely necessary. The best thing to do is to introduce a proper 

cash system in the finance department of the concern* The following 

is recommended as the best 

Classes of Audits. 

The Audit may be either (1) Continuous or (2) Pinal. 

In the first case the Auditor is expected to call frequently snd 

check the accounts and vouchers in great detail, whereas in the second 

he calls at the end of the accounting period when the books are closed 

and the Balance Sheet is ready for his signature. Here a detailed 

check is not possible, particularly in case of large businesses, but still 
the responsibilty in law in either case is the same. 

In case of continuous audits the danger to be provided against is 

the chance of figures and entries being altered, after the same are 

checked and ticked. The auditor therefore generally uses a special 

type of tick where the figure seems to have been erased, so that, in case 

of new erasing after checking, the same may be easy to detect. In 

case of continuous audit a very detailed checking must be resorted to 

whereas in case of a final audit, time snd circumstances do not permit 

of a very detailed and exhaustive audit. We have seen that the legal 

responsibility is io theory the same but the auditor in case of Pinal 

Audits where he has to check a very large number of vouchers such 

as Invoices, etc., should follow the ruling of the learned Judge Llndley 

L. J. in (In re London and General Bank (7895) 2 Ch. D, 675.) and 

check a few of these invoices in great detail as to calculations, 

totals, etc., and if be finds them accurate he can take it that 

the rest are correct but if he finds errors in some which ought 

to excite his suspicion he must check them alt in detail. To quote 

from this excellent decision of great importance to the Accountancy 

profession. “ It is no part of the auditors to give advice, either 

to directors or shareholders as to wbat they ought to do. An 

auditor has nothiog to do with the prudence or imprudence of making 

loans with or without security. It is nothing to him whether the 

business is conducted prudently or imprudently, profitably or unproflt* 

ably.” Proceeding further the learned Judge lays down that the books 

of the company should be examined by the auditor with a view to 

ascertain the true financial position of the company. *'He is not an 
insurer; he does not guarantee that the books do correctly show the 

true position of the company’s affaire; be does not even guarantee that 

Isis balance sheet is accurate according to the bookt of the company****" 
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Where there is nothing to excite suspicion very little inquiry will be 

reasonably sufficient, and in practice i believe business-men select 

few eases at haphasard, see that they are right, and assume that other 

like them are correct also• Where suspicion is aroused more csre is 

obviously necessary*" 

Speoiai ticks must also be used in connection with various opera* 

tions in audits and it necessary special coloured pencils may be used* 

Thus we may have ticks with personality of their own for checking 

either (1) vouchers with original records, (2) totals, (3) ledger posting, 

(4) transfer entries, etc. 

Audit work pure and simple involves checking and checking alone 

but not the preparation of Final Accounts or the Balance Sheet* That 

is the work of the book-keeper or the accountant in charge of writing 

the books. If therefore the Auditor has contracted for an Audit he is 

not bound to do this additional work for the same fee, but he is 

entitled to an additional remuneration. 

Audit of cash and the system to be employed. 

lo case of cash received, counterfoil receipt books consecutively 

numbered should be used. One receipt book only should be used 

at a time and the rest kept under lock and key by a responsible head* 

One clerk should fill in the whole receipt, i.e*,both the counterfoil and the 

original and the Manager or Proprietor should sign same, initialing the 

counterfoil at the same time. The number of the receipt should then 

be entered in the cash book <* Voucher Column 99 in front of the cash 

entry* The auditor should check this carefully, i.e*, the voucher with 

the cash entry* All cash and cheques received should be banked the 

same day and those received after bank hours should be banked as the 

first thing the next morning* 

In case of payments they should be made by u order cheques" 

crossed wherever possible. Here too one clerk should fill in the 

cheque and its counterfoil in one operation and the manager or 

proprietor should sign same and initial the counterfoil. A receipt 

should beobtaioed from the customer and kept oo a proper file, con* 

secutively numbered, the number being entered in the cash book 

voucher column ” in the same line as the oash entry* 

In case of discounts received end allowed the usual percentage 
should be afcertained and verified* 
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The cash io hand should be checked by entering the actual cash 
In hand on the day In question. If that cannot be done the auditor 

should ascertain the balance of the cash in hand as on the day he 

audits and then count the actual cash* 

The other precaution will be to get a red ink note printed on all 

invoices, prospectuses and catalogues informing the customers that 

receipts on firm's printed forma will alone be recognised and requesting 

them to pay as far as they can by crossed order cheques. 

Checking of petty cash and Pass Books . 

These are dealt with under the heading of audit of Balance Sheet 

Items. 

Reconciliation Statement. 

In case of the pass book the auditor should get the reconciliation 

statement prepared by the book-keeper or cashier, explaining the 

difference between the pass book balance and the one displayed by the 

cash book bank column and then check it. 

The petty cash should be worked on the “ imprest system ** and the 

auditor should ascertain that the system is regularly and properly 

worked. The petty cash-keeper should be a person other than the 

cashier. He should also verify the actual petty cash balance in hand, 

on lines similar to those employed in case of the cash book. It has 

been held that the auditor who omits to vouch and check the petty 
cash balance commits a breach of duty. 

The postage book shjuld also be checked where postage runs into 

large figures and the actual stamps in hand should be verified. 

Audit of Trading and Profit and Loss Items. 

Income on Investments. 

In case of investments and receipts of income therefrom the audi* 

tor should ascertain the dates on which the income on each type of 
investments generally falls due and then see whether the same is 

recovered and properly entered. In case where there are large invest¬ 

ments separate accounts are opened and a separate investment ledger 

maintained which should be carefully checked. 

In case of Dividends recovered on variable rates the counterfoil of 
Dividend Warrant or the coveriog letter, if any, should be asked for. 

Particular care should be taken to see that on investments sold ex diy 
the dividends are recovered subsequently. 
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In case of interest on Fixed Deposit, the fixed deposit receipt should 

be inspected, the rate of interest verified and the entries at proper dates 

should be traced and ticked* 

In case of rents reoeipts the terms and conditions of the rental should 

be ascertained from the leases or correspondence. The auditor should 

then ascertain whether the rent? are regularly collected and entered, 

checking the entries in due course and in case of arrears he should say 

that the proper debits are given in the relative books. 

Payment of Wages. 
In case of wages they are payable either on (1) time system or (2) 

piece work system. In the former case “ time records " are kept by the 

foreman of each department from which a special clerk works out the 

number of hours, or days, on which each workman has worked, A 

second clerk makes out the account due to each employee on separate 

wages sheets or books and the cashier pays the same. 

In case of “piece work”, the actual work done is generally automa¬ 

tically recorded on machines, from which wages cards and sheets are 

prepared by the foreman or the departmental clerks. The auditor 

should study the system employed and see that the same is properly and 

regularly worked. He should then vouch the cheque drawn with the 

wages sheet. 

It may be added that the practice is to draw one cheque only for 

wages in favour of the paymaster which the latter should cash. When 

each workman is paid, his receipt or acknowledgment is taken in a book 

kept for the purpose, those not able to sign placing their marks or thumb 

impression. This book may be called for by the auditor and looked 

into with advantage. 

Incase of Errors they may be either errors of (1) Omission, (2)Com¬ 

mission, (3) Principles, (4) Clerical, (5) Compensating errors. All these 

'Can be easily checked by the process of mechanical cbeoking of entries 

•in the usual course of an Audit. 

Purchases. 

In case of purchases the Purchase Journal or the invoice Book 

should be vouched with the invoices. The invoices should be initialed 

by a responsible head as to their correctness while compared with the 

orders as per the order book or contracts for purchase. The goods 

must be of the class the concern deals in. AUo ascertain the percent* 

age of gross profits by taking into consideration the sales and compare 

the same with that of previous years as a counter-check, and if the 

difference is large) ascertain the cause of-the same, as this may result 
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from goods oot being catered in the purebase books though they att 

reokooed in the stock* 

In case of purebase returns the auditor should ascertain the proper 

system in force with a view to see whether credits are properly given 

for these returns* If the goods are paid for already a credit note should 

be obtained from the firm from whom the goods were bought; whereas 

in case the goods were bought on credit, a note should be made on thO 

invoice so that while paying it the returns may be deducted. Oheck 

the totals of various departmental purchase accounts carefully in the 

Purebase Journal* Next check the postings in the ledger from the 

Purchase Journal itself* 

Sales. 
In case of cash sales they are usually entered in the Cash Sales 

Book, from the salesmen’s sales books and total daily or weekly totals 

of such sales are entered in the cash book* The auditor has therefore 

to check the salesmen’s books with the cash sales book and then check 

the totals of this book and see that they are correctly entered in the 

General Cash Book* 

In case of credit sales the orders books should be maintained and 

properly written up. The invoices should be made in duplicate, one 
being sent out and the other kept in the office on a file* The sales 

journal should be written out from these invoices. The auditor thus 

checks the invoices with the order file and sales journal with the 

Invoice file. The totals and carry forwards should also be checked. 

Care should be taken where at the closing time, or little before that 

period, large sales are shown* This is a matter by which the fraudulent 

directors can show large profits on large sales and immediately in the 

neat period show them as Sales Returns* 

In case of sales returns, therefore, the auditor should see a proper 

system in work under which credit notes are regularly sent out to those 

who return goods and copies kept and entered in a sales returns book, 

carefully check the posting of this book. 

Sale or Return. 

In case of goods sent out for Sale or Return the auditor should see 

that the lime are not treated as sale uotil they are actually sold* They 

are to be taken at cost ae stock on band* Some businesses do a large 

trade on tbit principle sod in their case a separate 41 Sale or 

Return Book 99 as well as a “Sale or Return Ledger” has to be 
maintained to afford a reliable oheck ae well as a proper record* On 

the some principle consignments outwards are to be treated* 
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Bad Debts. 

Ia this connection a certificate from a responsible head should be 

obtained by the auditor to the effect that all the bad debts have been 

Written off and that a proper Reserve for doubtful debts has been made. 

Besides that the auditor should make an independent investigation and 

see if there are any long outstanding balances in account, which have 

not been operated upon and make inquiries as to the position of these 

debtors* In this connection the period of credit usually allowed to a 

customer in that particular office will be a very good guide. Notes as to 

suspension of payment or insolvency of a debtor are also made on the 

Debtors* ledger accounts which should be looked for by the auditor* 

Expenses. 

In case of checking of expenditure the auditor will be on surer 

ground if he were to insist upon the vouchers being passed by some 

responsible officer or head of department who should be asked to initial 

same. 

The next step is to investigate independently at the source and 

much will depend on the nature of the said expenditure. We shall now 

deal with each type of expenditure separately and see how it is to be 

checked or audited. 

Salaries. 

In case of Salaries the agreements if any with the employees should 

be looked into besides seeing that the salary list has been passed by the 

head. 

Rent. 

In case of rents the lease or failing that correspondence if any 

with the land-lord prior to or leading upto the letting of the premises 

should be the guide. 

Travelling Expenses of Travellers. 

Incase of Travelling Expenses the agreement of the traveller or 

officer concerned should be looked into as to his right in this connection 

and the amounts paid to him verified before the receipt is vouched. 

These receipts should also have been passed instance by a responsible 

officer* 

Directors* Fees. 

These are usually paid as per the clause in the Articles of Associa¬ 

tion which generally provide for such charges. The auditor should also 

carefully ascertain how If at all such fees are payable* In case of 
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fees fixed by the shareholders at the meeting which is sometimes rarely 
done, particularly when the Articles are silent, the resolution in the 
shareholders* minute book should be called for. When the fees depend 

on attendance, the attendance book should be carefully checked* It 

should be remembered that it has beeo decided that unless the fees are 
fixed or agreed upon in one or other of the above mentioned methods 

the directors are not entitled as of right to claim any remuneration. 

In case of Commissions paid to employees or others the relevant 

agreements if any, should be inspected and the amount paid checked 

therewith. 

Dividends paid. 

In case of dividends paid the auditor should verify, (1) whether the 

profits are sufficient to justify payment, (2) whether the. same are pro¬ 

perly declared as per the Articles of the Company, (3) whether they are 

paid to the various classes of shareholders as per their rights attached 

to their holdings. 

As to the accountancy-check see that the dividend actually paid in 

cash agrees with the returned dividend warrants and see if the 

warrants are properly endorsed. Next check the dividend warrant 

with the pass book with a view to see that the amount of gross dividends 

as shown to have been paid by the banker is correct. Verify also the 

percentage with the capital on which it is declared and paid. 

The point here to be noted is that all that the auditor is concerned 

with is what is known in law as the “divisible balance" of profits* The 

dividend paid to the shareholders of a joint stock company is paid, on 

the footing of what the directors declare to be a “divisible balance.” In 

declaring this the directors need not (unless the articles of association 

expressly provide for a specific charge) take any depreciation io calcu¬ 

lation and deduct same from profits. The auditor ought also to remem* 

her that what according to Moulton L. J. in re Spanish Prospecting Co, 

(1911) 1, Ch, D. 92 are profits, are in book-keeping parlaoce what we 

call profits arrived at under the single entry book-keeping. His lordship 

then laid down that “if the total assets of the business at the two dates 

be compared, the increase which they show at the later date, as com¬ 

pared with earlier date, (due allowance, of course, being made for any 

capital introduced Into or takea out of the business in the meanwhile), 

represents in strictness the profits of the business during the period la 

question.” On the question of depreciation there are a number of de¬ 

cisions prior to that of Dovey v. Cory 1901 A. C. 477 and even subsequent 

to that decision, where it has been repeatedly laid down that unless the 
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articles expressly provide for a specific charge by way of depreciation, 

tbe directors can distribute all profits without deducting same. (Lee v. 

Nenchatel Asphalte Co., 41 Ch. D. 1; Venter v. General and Commer¬ 

cial Investment Trust (1894) 2 Ch. 239 ; in re National Bank of Wales 

(1899) 2 Ch. D. 629). In Dovey v. Cory cited above, the House of Lords 

threw considerable doubt on this proposition, but no decision was given 

on that point as the same did not directly arise in the case. This is 

unfortunate as it leaves the law in an unsettled state as will be observed 

from the decision ia Ammonia Soda Co.v. Chamberlain 1918, Ch. D. 266 

where it was held that the observations in the Dovey v. Cory case cannot 

be considered as they had not over-ruled or qualified the previous 

decisions of the Courts of Appeal, and, therefore, the courts were not 

bound to follow the same. 

'* Net profits ” in law are profits from which all deductions for 

“Depreciation of capital assets such as buildings and fixed plant must be 

taken into account before arriving at the profits of the year.” (Gore 

Brown's Handbook on Joint Stock Companies, 85th Edn. p. 40). In a 

decision in Thomas v. Crabtree (1912) 108 L. T. 49, on page 61 M. 

Coizens Hardy laid down that “ in the ordinary course of ascertaining 

profits of a business where there is a power machinery and trade ma¬ 

chinery, which is necessary in order to perform the work of a business^ 

it is in my opinion essential, in addition to all sums actually expended in 

repairing the machinery, or renewing parts, that there should also be 

written off a proper sum for depreciation, and that sum ought to be 

written off before you can arrive at the “ net profits ” of the business, 

or at the “ profits M of the business, and it is not profit until a proper 

sum, varying with the class of machinery, with the nature of business 

and life of machinery has been written off. The same principle has 

been laid down in Dent v. London Tramway Co. (1880) 16 Ch. D 314 

wheri M. R. Jessel laid down that ‘‘profits of the year of course mean 

the surplus in the receipts, after paying expenses and restoring capital 

to the position it was on 1st January in that year.” 

It may be further noted that neither the Indian nor the English 

Companies act provide for the preparation of a ‘‘Profit and Loss 

Account*’ and still less for its distribution among shareholders together 

with the periodical balance sheet. This is left to the directors or 

promoters who may if they like adopt the Table A clauses in this 

connection or get special articles providing for the preparation of Pro* 

fit and Loss account in the usual form. Tne Table A of the Indian Com¬ 

panies Act 1913 deals with this point in clauses 106 and 107 as follows:*-* 

-“The profit and loss accouat shall show, arranged under the most con~ 
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venlent heads, the amount of gross income, distinguishing the several 

sources from which it has been derived, and the amount of gross expen¬ 

diture, distinguishing the expenses of the establishment, salaries and 

otberlike matters. Every item of expenditure fairly chargeable agaiost 

the year’s income shall be brought into account, so that, a just balance 

of profit and loss may be laid before the meeting, and in cases 

where any item of expenditure which may in fairness be distributed 

over several years has been incurred in any one year, the whole amount 

of such item shall be stated, with the addition of the reasons why only a 

portion of such expenditure is charged against the income of the year.'1 

Audit of Balance Sheet Items. 
The Indian Companies Act 1913 specially provides a form of 

Balance Sheet known as Form F which ha; to be compulsorily followed 

because Sec. 132 lays down as follows : — 

Sec. 132 (1) The Balance Sheet shall contain a summary of the 

property and assets and of the capital and liabilities of the company 

giving such particulars as will disclose the general nature of those 

liabilities and assets and how the value of the fixed assets has been 

arrived at. 

(2) The Balance Sheet shall be in the form marked F in the Third 

Schedule or as near thereto as circumstances admit. 

It will be thus noticed that the auditor has to take care as far at 

India is concerned that the Balance Sheet pLced before him strictly 

follows Form F, otherwise, the Registrar of Joint Stock Companies will 

refuse to take it on the file. This compulsory requirement of the 

Balance Sheet being prepared in a particular form, giving information 

as to assets and liabilities in a particular manner, has done an amount 

of good, both in regularising procedure and restricting the chance of 

figures being guggled with, within as narrow a compass as circum¬ 

stances will permit. It ia therefore surprising to note that in the recent 

inquiry held by a committee specially appointed by the Board of Trade in 

England to consider what reforms were necessary in the present Eng¬ 

lish Company Law, Accountants representing the Chartered Institutes of 

England and Scotland strongly opposed the introduction of a compul¬ 

sory form for Balance Sheets of Joint Stock Companies on the ground, 

among others, that such a course was impracticable. If they had 

cared to consult their own compatriots in India—a large number of 

English and Scottish Chartered Accountants being in practice here—they 

would have easily discovered how groundless was this plea. 
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Beginning with the assets in course of bis audit the accountant will 

turn his attention to the most vulnerable of all assets, viz,, the cash 

ion band* 

'Cash on hands 

Beginning with cash the same can be most efficiently checked 

hy calling on the closing day and actually counting the same, or 

if that canoot be done by checking the balance in hand up to the 

date on which the auditor checks the same. The Petty Cash Book 

and the Cash Book should be checked at one and the same time and not 

at different dates or occasions. The same rule applies when more than 

one cash book is kept as that prevents the same cash or money being 

produced as balance representing the different cash books. 

In case of Banking institutions the practice followed is to count the 

cheques and notes, whereas the gold or silver i9 weighed and some bags 

representing a certain weight are counted haphazard as an approximate 

check. Some trading institutions arrange, where they conveniently can, 

to send all cash balance to the Bank on the last day of the accounting 

period. Cheques may then be drawn for cash required for the cash box 

on the next day, i. e., the day of opening the new account. This would 

not only lessen the importance of the auditors actually counting the cash 

on the day of closing the accounts, but would actually obviate the neces¬ 

sity of his doing so. It may be added that the law has always held 

that it is the duty of the auditor to actually count cash. There was 

some doubt as to whether the auditor was bound to count petty cash 

also, but the plea that the auditor was not bound to check petty cash 

was over-ruled in the ( London Oil Storage Co. Ltd• vs. Seear 

Hasluck & Co. K% B. D, 1st June 1904). In this case the view taken 

was that where there is a large floating balance of cash, the auditor 

ehould be careful as it is an item of suspicion. 

Cash at Bank. 

In case of Cash at Bank on Current Account we ha*e already seen 

that the same should be checked with paying-in-slip counterfoils, 

cheque book counterfoils and cash book entries, and difference between 

the balance shown by the cash book in comparison with the Pass 

Book balance must be explained through a “Reconciliation State¬ 

ment.*’ In one case where the Banker permitted the manager of & 

company to himself make the entries in the Pa9s Book in which 

amounts were entered correctly, but the dates were inaccurate, with 

the result that the auditor was not able to check defalcations, the 
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Bank was ordered to pay the damage. This decision clearly lays dowo> 

the principle that the pass book is a reliable basis for the auditor to 

follow. While counting c ash the Auditor may sometimes come across 

a large cumber of I. O. U.’s. This should be discouraged and where 

I. O. U.s are allowed at all they should be initialed by a responsible 

member of the firm or company. 

Incase of fixed deposit receipts are generally given which should 

be called for and vouched. 

Bills Receivable. 

The actual bills in hand should be called for and inspected as to 

whether they are properly stamped and whether they are in proper legal 

form with regular endorsements if any. Generally a Schedule or list is 

made out for the convenience of the auditor. They should not be over¬ 

due. In case of overdue bills the auditor should see that proper provi¬ 

sion is made by way of bad debts reserve, etc. When the audit is held 

some time after the closing date, within which period some bills may 

have fallen due and paid, the auditor should verify same. In case of 

Bills Receivable discounted, a note should be made as to the contingent 

liability arising therefrom, at the foot of the bills and if necessary 

proper reserve made. If bills are sent to the Banker for collection at 

maturity,the Auditor should call for a certificate or letter from the 

baoker as to same. 

Investments. 

Shares, Government Bond?, Debenture Bonds, etc., can be easily 

checked by their due production with a list or Schedule of investments 

prepared for same. In case of Bearer Bonds the Auditor should also 

see that the Coupons, etc., for payment of interest are intact and 

up-to-date and are not detached. As to the value at which it should 

be shown on the Balance Sheet the golden rule of true finance is to 

show them either at the cost or at the market value whichever is the 

lower of the tw%. The investments in which the Reserve Fund of the 

company is invested should be distinguished and shown separately* 

Where, however, the investments are shown at book value and the 

market value it less, a note as to its present market value should be 

made io the Balance Sheet. The point is that the permanent invest* 

meats of a capital nature are . not required to be depreciated in law 

with the fluctuations of the market. Of course where the firm or 

company's business is to deal or speculate in investments they should 

be treated as stock-io-baod at the lower value* In case of investments* 
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held by a Trustee, the auditor should see whether the Trust Deed has 

Specifically provided for any particular class of investments, or whether 

it gives the Trustee any other power in that regard. Failing that the 

auditor should see that alt investments held, are as per the provisions of 

the Indian Trust Act 1832 where a list of authorised security is given 

under Sec. 20. They are :— 

Where the trust-property consists of money, and cannot be applied 

immediately or at any early date to the purposes of the trust, the 

trustee is bound (subject to any direction contained in the instrument 

of trust ) to invest the money on the following securities, and on no 

others :— 

(aj in promissory notes, debentures, stock, or other securities, of 

the Government of India, or of the United Kingdom of Great Britain 

and Ireland ; 

(b) in bonds, debentures and annuities charged by the Imperial 

Parliament on the revenues of India ; 

(c) in stock or debentures of, or shares in, or other Companies, the 

interest whereon shill have been guaranteed by the Secretary of State 

for India in Council ; 

(d) in debentures or other securities for money issued, under the 

authority of any Act of a Legislature established in British India, by or 

on behalf of any municipal body, port trust, or city improvement trust, 

in any Presidency-town or in Rangoon Town, or by or on behalf of the 

trustees of the Port of Karachi; 

(e) on a first mortgage of immovable property situated in British 

India ; provided that the property is not a leasehold for a term of years, 

and that the value of the property exceeds by one-third, or, if consisting 

of buildings, exceeds by one-half the mortgage-money; or 

(f) on any other security expressly authorised by the instrument of 

trust, or by any rule which the High Court may, from time to time, 

prescribe in this behalf; 

Provided that, where there is a person competent to contract, and 

entitled in possession to receive the income of the trust-property for his 

life, or for any greater estate, on investment, on any security mentioned 

or referred to in clauses (d), (e), and (f), shall be made without his ccn* 

sent in writing. 

In re: City Equitable Fire Insurance Co. Ltd„ (1925) 1 C/i. Div. 

407 already dealt with above the following further principles as to 

investments were laid down:—(1) The auditor must actually 
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verify whether the securities exist ; (2^ if they happen to be 

io custody of a particular company, Arm or person, the auditor should 

satisfy himself that they are in existence ; (3) if not satisfied be should 

report the fact to shareholders *, (4) If the auditor discovers that the 

securities of the company are not in proper custody, it is his duty to 

require that the matter be put right at once, or, if his requirement is 

oot complied with to report the fact to the shareholders, and this 

whether he can or cannot make a personal inspection* (5) if they 

happen to be in safe custody with someone the auditor should not be 

content with a certificate that securities are in the possession of a 

particular company, firm or person, unless the parties concerned are 

trustworthy and those who, in the ordinary course of the business, keep 

securities for their customers ; (6) it is not right that auditors should 

deliberately adopt a standard of verification below the ordinary stan* 

dard, because the persons with whom they are dealirg are persons of 

specially high reputation. 

It may be pointed out that according to this decision it does not 

make the slightest difference whether the persons with whom the secu* 

rities are lodged are bankers* All that is required is that they should be 

responsible, respectable and trustworthy and those who are in habit of 

dealing with and holding securities. According to Pollock M.R. “ if you 

merely discharge him (auditor) by saying he accepted the certificate of 

a bank because it was a bank you might lighten his responsibility. In 

my view he must take a certificate from a person who is in the habit of 

dealing with and holding securities and whom he, on reasonable 

grounds, believes to be, in exercise of the best judgment, a trust 

worthy person to give such a certificate." 

Stock in Trade. 

This has to be taken either at the cost or at the market value, 

whichever is the lowest, making all allowance for depreciation in case 

of old stock* As to the Articles in prooess of manufacture, or manu¬ 

factured articles they have to be taken at cost by adding to the cost of 

raw materials the direct expenditure, plus a percentage of Indirect 

expenditure, according to the rules of cost accounting. 

In the Kingstone Cotton Mills Case (1896) 1 Ch. 331, it was held 

that the auditor is not a valuer and therefore not bound in law to take 

stock, but that he was quite justified in relying upon representations 

made and certificate given by responsible officials or heads of the 

concerns* Besides the certificate of the manager, the auditor should 

call for stock sheets and ascertain therefrom the basis of valuation. 
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check calculations and totals and compare same with those of previous 

years to see if there is a great difference in values, in which case 

explanations may be asked. 

In case of concerns where the average rate of gross profit more or 

less is uniform, the auditor may ascertain the gross profit on the turn¬ 

over and check same with that of previous years. 

In case of stock sheets presented; the Auditor should check them 

with a few of the items in the purchase invoices to verify the values 

taken. If quantity of stock is recorded in separate stock books then 

the balances shown in the books should be compared with the quanti¬ 

ties shown on the stock sheets. Stock sheets of previous periods 

should be seen in order to ascertain if a uniform method is beiog 

followed year after year in valuation of the stock. The Balance Sheet 

should clearly show that the value was taken, at the valuation certified 

by the Manager. 

It should however be remembered that what the manager generally 

certifies is the valuation of the stock, and though the auditor (unless he 

is paid a special fee) is not bound to go aad count the actual stock in 

the warehouse or shop, he is expected to at least check quantities as 

shown on the stock sheets supplied to him and verify same with the 

actual stock books. In case of valuation also if in course of his investi¬ 

gation the auditor comes across something which arouses his suspicion 

it is his duty to thresh the whole matter out. Af. Henry Squire (cash 

chemists) Ltd. v. Bell Butler & Co., K. B. D. 16th Feb. 1911) where it 

was argued against the auditors that the fact that there were a large 

number of alterations in the stock sheets should have aroused their 

suspicion through its *« cumulative effect,1* the court did not give weight 

to that argument on the ground that the auditor was bound to assume 

that the work was always done by one clerk. 

Book Debts. 
Auditor should check the Sales Ledger balances and ascertain whe¬ 

ther the bad debts had been written off and doubtful debts provided for 

by a Reserve. A certificate as to these bad debts should also be obtained 

from the responsible Manager, as we show above under the heading of 

41 Bad Debts.” Auditor should see that proper provision is made for 

both cash and trade discounts. Much will depend on the nature of the 

business, and the extent of credit allowed. In case of business like 

that of Electric Power Companies the extent of credit will be the 

smallest and shortest and accounts will be collected within a month 

or two, whereas in other concerns credit may be extended to a year or 

3 
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more, such as io case of some fashionable tailoring establishments 2p 

Europe, The auditor should thus be guided by the custom of trade it* 

each case and call for an explanation as soon as he finds that the custo- 

mary margin time has expired on any particular account. In case of 

business where the number of Debtors and Sundry Debtors Ledger is 

large, the auditor will find it impossible to check the accounts io detail. 

In such a cas^ the best course is to provide for a reliable system of 

internal check and follow the dictum of Lindley J. London and Genetal 

Bank (1895) 2 Ch. 673., by cheating haphazard a couple of ledgers at 

each audit. 

Payments in advance. 

Among the assets there will be shown on the Balance Sheet a num¬ 

ber of payments made in advance, on account of various expenses such 

as rent, telephone, salaries, insurance, taxes, etc. The auditor should 

check these with a view to see if the proportion carried over is correct. 

Plant and machinery. 

This item would appear in the books at the actual cost 1?S9 

amounts written off by way of depreciation. The auditor should verify 

same as far as possible. All additions ought to be carefully checked 

with a view to see whether they are replacements or genuine 

additions of new plant. In joint stock companies the plant and 

machinery as per Form F of our Indian Companies Act 1913 clearly 

requires that all items given there, under the heading of Capital 

Expenditure, must be shown stating 41 in every case the original 

cost and total depreciation written off under each head.” This rule 

equally applies to goodwill, land, buildings, leaseholds, railway 

sidings, furniture, development of property, patents, trade marks, 

designs and interest paid out of capital during construction. In case 

proper depreciation is not charged or allowed the Auditor may refer to 

this fact in bis report. Even in case of Joint Stock Companies, the 

bulk of decisions on the subject lay down to tbe effect that, there is 

nothing to compel the Directors to write off depreciation on fixed assets 

before the figure of available profits for distribution for dividend, 

is arrived at. (Ammonia Soda Co. vs. Chamberlain (1918) i Ch. D. 266 ; 

Lee vs. Nenahtel Asphalts CoM 41%Ch. D. 1 ; Verner vs. General & 

Commercial Investment Trust (1894) 8 Ch. 239 ; In re National Bank of 

Wales (1899) 2 Ch• D. 629). This rule applies equally to all fixed assets- 

as stated above. 

In ease8 where a part of the.plant and machinery is sold, the- 

auditor should see that the figure exactly representing the proportioaata 
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cost of the said machinery, less depreciation actually charged, is written 

of! from machinery account If such a sale results in a profit, the client 

should be recommended to take it to the Reserve fund, though in law 

there Is nothing to prevent the Directors from treating same as profit 

and carrying same to the Appropriation Account. 

In case of loose plant an inventory should be asked for and verified. 

In cases where double account system is maintained, depreciation 

is not charged, but replacements and repairs are treated as expendi¬ 

ture and charged to revenue. The auditor therefore should take care 

to see that the new plant or machinery if bought for renewals Is 

debited to revenue account. 

Immovable Property (Freehold and Leasehold). 
These can be verified by inspection of the title-deeds and the cost at 

which the same were purchased by the firm or the company whose books 

are being audited. The Conveyance in their favour will show the 

purchase consideration. Tnis coat, plus legal charges and stamp value, 

should be allowed to be treated as an addition forming part of the 

cost of the said property. The property, if it is a building, has to be 

depreciated, more particularly so, if it stands on leased ground where 

the period covered is not very long. The auditor has to see as far as 

possible that proper depreciation is charged. Failing which he may 

mention same in the report. 

In casa the property is mortgaged, the title-deeds will be with the 

Mortgagee, in which case a certificate to that effect must be obtained. 

On the other hand if they are with the solicitors or bankers locally 

situated, they must be called for and inspected. But if they are abroad 

the auditor will have to be satisfied with a certificate, though for self 

protection he may mention this faot in his report. 

If the building is built by the firm or company for its use or 

investments the formal certificate of the architect stating the actual 

cost will form an excellent check on the value specified in the books of 

accounts. 

Loans and advances. 
In case loans and advances are made by the firm or company, the 

auditor should check the vouchers with a view to see what bond or 

document is taken from the debtor and also check the security, if any, 

on which such a loan is advanced. In oase of Joint Stock Companies 

care should be taken to see if the company has power to lend money. 

In case any director is granted a loan, the same should be shown sepa¬ 

rately on the balance sheet. 
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Patents. 

If a patent right is shown on the balance sheet the same should 

be verified and actual registration certificate inspected. If the Patent 

was purchased, the purchase price originally paid and the depreciation 

written off should be checked. The patent has a short life and there¬ 

fore it should be written off on that footing. Under no circumstances 

should the patent, if invention is of the proprietor of the business, should 

be allowed to be brought into accounts as an asset. But if purchased, it 

may be either depreciated as stated above or a separate reserve for 

depreciation of patent created. 

Copy-Rights. 

in case of copy-rights the same should be revalued yearly, as, 

frequently the copy-right value expires long before the period allowed 

bylaw. In India no certificate is issued and therefore the first pub¬ 

lication is the only proof. 

Ooodwill. 

This figure should only be taken in account in case the firm or 

company has actually paid for it by purchase in order to acquire the 

business or in case of arrangement with a new partner. There is no 

law which compels directors to write off goodwill, but of course diotateS 

of perfect finance would make it necessary as a practical proposition. 

Again the original figure of the cost of goodwill may not represent the 

actual value of that asset as the business may be less flourishing. In 

such a case it is best written off. Any how the auditor should at least 

make sure that the figure shown is not more than the actual cost, and 

that in no case it is written up. According to Prof. Dicksee 11 So long 

as the item is separately stated on the baUnce sheet, it is not desirable 

that the auditor should interfere with the discretion of the manage¬ 

ment although there is of course no objection to his offering an opinion 

when he is invited to do so.’’ 

In this connection the decision in 'Stanley vs. Read Brothers Ltd• 

1924 2 Ch. D I. is interesting to Auditors and Accountants. Up to and 

including 1906 the Balance Sheets of the Company contained an item 

of £140,030 for Goodwill. In 1906 £10,000 were written off the good¬ 

will out of the profits. That process continued from time to time 

until in 1917, the goodwill had been written down to £51,000. Mean¬ 

while a Reserve Fund had been built up out of profits and out of 

i917 profits £ 11,000 were added. The goodwill account was then 

-eliminated from the Balance sheet of 1918 by writing off against tbt 
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Reserve Account, i» e,# the goodwill disappeared from the assets aide 

and the reserve fund was reduced to£ 10,000. The directors then wrote 

bach the Goodwill upto £ 40,000 and treated this as profits for the 

purpose of paying dividends. Here it was held that:— 

A company which applies its profits in writing off a corresponding 

amount of the value of the good-will, but which has not finally and uo« 

reservedly capitalised these profits may write back to profit account so 

much of the depreciation written of! good-will as proved to be io excess 

of proper requirements. This was so decided in spite of the fact that 

the shareholders had approved of the accounts every year in their 

meetings, because the learned judge was “not satisfied that the share¬ 

holders thereby intended, or bound themselves, for all times and in 

all circumstances, to give up their claims to these profits and to treat 

them as Capital only.” 

Preliminary Expenses. 

These expenses are of a capital nature and the law permits same 

to be treated as a paper asset shown on the balance sheet as an asset. 

The auditor ought first to see here that no item which cannot 

be legitimately treated as one of preliminary expenditure is allowed 

and under the law as it stands at present the companies are under no 

obligation to write off this expenditure. The auditor should also see 

here that in case the promoters have undertaken to bear any portion 

of the expenditure the same are not taken under this heading. For 

this purpose the auditor should call for agreements with promoters and 

read them. 

Wc shall now proceed to deal with the items on the Liabilities side 

of the Balance Sheet. 

Share Capital. 

In case of audit of a newly formed joint stock company the auditor 

should study the Memorandum and Articles of Association with a 

view to see in what classes of shares the capital is to be divided and 

what is the amount of the minimum subscription. He should see 

that this minimum subscription had been applied for. He has next 

to check the applications sent with the shares allocated and then 

follow them up by ohecking the allotments and entries with respect to 

same in the allotment book, the register of members and the financial 

set of books* Bach allotment should be ohecked with its application 

letter to ascertain whether the same are actually applied for. The 

directors' minute book should be looked into with a view to ascertain 
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whether a proper resolution, or resolutions* with respect to same have 

been passed and recorded. In case of applications refused, entries as 

to repayment of application money ought to be carefully checked* 

The auditor should see that the total shares actually issued do not 

exceed the authorised capital of the company. 

In case the shares have been issued for consideration other than 

cash, the auditor should see the contracts or agreements under which 

they are so issued, with a view to ascertain that valuable consideration 

has been given in one form or other. The auditor should also ascer¬ 

tain whether these contracts are filed with the Registrar of joint stock 

companies. 

There are cases where the whole or part of the share capital bas 

been underwritten. In such casss the auditor should first check 

whether any part of this issue is taken up by the public, and in case 

of that part of issue which is not so taken up, whether the same is 

entered oo the names of the uader-writerj concerned. The next point is 

to see what commission or brokerage is agreed to be paid and to verify 

the entries relating to same. 

In case of shares issued at a premium the auditor should see that 

the premium not added to the capital but is taken to the Share Premium 

Account. This premium may then be transferred to a General Reserve 

Fund or carried to the Proflt and Loss Account. The former procedure 

beiog of course preferable. 

The Companies Act requires a Register of Members to be maintained 

containing information on various points and it is the usual practice to 

maintain this book in form of a share ledger with appropriated columns 

for the items of information as required by the Act as well as those 

which proper account keeping may necessitate. A separate Register 

of Transfers is also kept. The auditor should at the audit of a new 

company carefully check the entries in the Register of Members. At 

the subsequent audits the auditor is not expected to check transfers, 

e'Q., and in those cases all he has to do is to see that the share 

capital balaoces shown by the balance sheet agree with share 

ledger balances. Share Transfer audit is a special audit specially 

arranged at a special fee. 

To summarise the object sought to be attained here by the Audit 

is whether the issued capital is issued to bottafide holders and 

whether proper consideration in form either of cash, services 

or other value has been received. Incidentally the auditor 

has also to make sure whether proper resolutions are passed and 

recorded in the company’s minute book. 
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Calls. 

In case of calls the minute which authorises the call should be 

carefully noted to see that the call is made strictly according to the 

requirements of the Articles. The next point is to check the entries 

with respect to receipt of money and the journal entries with respect 

to the call. The actual cash received on Calls should be compared 

with the Share Register balance as well as the Call Book, and calls in 

arrear as shown by the call list should be checked and compared 

with the balance indicated by the Share Register, 

In case of transfer fees the total transfers as shown by transfer 

book should be counted and compared with the total transfer fees 

received during the period. 

Debentures. 

The same remarks apply as to audit of Debenture Capital as to 

tbat of Shares Capital except that the Debenture Trust Deed if any 

should be referred to with a view to see that the obligations to the 

Debenture-holders are complied with. 

Reserves. 

In case of reserves they are (1) general reserve; 12) special 

reserve (3) secret reserve. 

In case of general reserve, the auditor has no voice as to the 

amount which is to be transferred to it from the Appropriation 

Account, The matter is entirely at the discretion of the directors 

unless the articles of association make some provision which is 

very unlikely in case of general reserve. All that the auditor has to 

do in this connection is to aee that the same is properly entered in the 

balance sheet. Of course he should make sure that only genuine 

profits are transferred and not bogus figures brought into existence 

through inflation or revaluation of assets. As to how this general 

reserve is invested also does not fail under the auditor's jurisdiction 

except that he has to see tbat the investments, if any, stated in the 

balance sheet are actually in existence. The directors here may use the 

general reserve in business or invest it outside the business which is a 

problem of good finance and internal management with which the 

dir colors are solely concerned, 

in case of special reserves, however, they ought to be invested in 

outeide securities as at the specified time actual cash would be 

rjftyirtd to replace the wasting asset or to meet the expected con- 
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tiogency. Of course the directors in these cases have ample discretion 

but where this is not done the auditor will be justified in bringing this 

to the notice of the shareholders* 

In case of secret reserves, the point which should guide the auditor 

is whether the same is created bona fide and in the interests of share* 

holders and the company. This point was dealt with at some length 

in the Newton v. Birmingham Small Arms Co. Ltd. 1906 2 Ch. D. 378- 

Here the principle evolved was that the auditors was not bound 

to disclose the fact that the financial position of the Company is 

better than what is actually shown on the balance sheet, of course, 

the compaoy cannot by a resolution or otherwise deprive the auditor 

of bis right to state in his report such matters as the law obliges him 

to do in connection with the accounts of the company. It was further 

laid down that auditor should net interfere if he is satisfied that secret 

reserve was created for a ligitimate purpose and that there was no 

room for suspicion. 

Trade Creditors. 

The object of the audit is to ascertain whether all the creditors are 

properly accounted for. The best form of check is to ask the clients to- 

get statements of accounts from all the creditors concerned to be 

checked along with the list of creditors as prepared by the client’s 

accountant and the Bought Ledger. Care should be taken to Bee that 

with respect to goods received during the last few days prior to the 

closing, the invoices are duly entered and posted in proper books. If 

any of the creditors have made claims which have not been admitted, 

the auditor should see that provision for same is made in the accounts. 

Bills Payable. 

The Bills Payable balances as per the Bill Book should be verified 

with those shown in the Balance Sheet, and the contingent liability, 

such as suits pending, etc., ought also to be provided for. 

If loans are taken it should be seen whether the interest is take 

into account up to the date of closing. 

Sinking Fund. 

Here the Sinking Fund and the Debentures Trust Deed in copnec* 

tion with which the same is created should be compared to see that the 

amount credited periodically is sufficient to effect the redemption at 

the stipulated time. The auditor should also note whether the amount 

collected is properly invested* 
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Examination Papers. 

THE LONDON CHAMBER OF COMMERCE. 

SPRING EXAMINATION, 1928, 

FOR 

Senior Commercial Education Certificate#. 

BOOK-KEEPING AND ACCOUNTANCY. 

1. What advantages (if any) do you claim for the practice of keeping 

a set of Ledgers on the self-balancing system ? 

State briefly the necessary rules for constructing Adjustment Accounts 

in a business employing two Sales Ledgers (A—L and M—Z) and one 

Bought Ledger. 

2. George Dickson sends out a considerable quantity of goods " on 

approval.” 

Describe the book-keeping records you would employ when dealing 

with transactions of this description. 

Submit a ruling of a Journal you recommend for recording goods sent 

out on 14 Sale or Return/'and state how you would value the balance of 

goods outstanding on these terms at Stocktaking periods. 

3. Under the Articles of Association of Testouts Limited, the Direc¬ 

tors are entitled to £250 per annum each as fees. 

When preparing! the annual accounts of the Company yon find that, 

in addition to the fees stated above, the Company has paid Income Tax, at 

4s. in the £, on the amount paid to each of the four directors. 

Do you approve of this procedure? Give reasons for the view you take, 

and state how you would deal with the matter in the accounts you are 

preparing. 

4t_-X and Y are in partnership. X devotes a portion of his time only 

to the business, and is entitled to one-third of the profits, Y taking the 

balance. 

The partners purchased 600 shares of £1 each in a Limited Company 

at par, the value of which cannot now be ascertained as there is no free 

market for the shares. 
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X desires to sell the shares for what they will fetch, but Y will not 

agree to this proposal. 

You are asked to suggest a method of dealing equitably with the mat¬ 

ter. Submit your proposals together with any book-keeping entries neces¬ 

sary to carry it into effect. 

5. A. Brown and B. Gray were in partnership as Manufacturers, and 

the following was the Balance Sheet of the firm as on 31st March, 1927 

Capital Accounts : 

Brown. 20,000 
Gray .10,000 

- 30,000 

Current Accounts : 

Brown. 4,175 
Gray . 2,093 

- 6,2 68 
Sundry Creditors... 12,381 

£48,049 

Plant & Machinery £8,325 
Fixtures & Fittings 527 
Stock . 15,392 
Sundry Debtors ... 21,684 
Cash 2,721 

£48,649 

As from 1st April, 1927, the firm was converted into a Limited Com¬ 

pany, registered under the name of Brown & Gray, Limited, with an 

Authorised Capital of £75,000, divided into 40,000 8 per cent. Preference 

Shares of £1 each and 35,000 Ordinary Shares of £1 each, on the following 
terms :— 

Brown was to withdraw his current account in cash, and Gray was to 

bring in cash to make his combined capital and current accounts up to 

£15,000. The net assets remaining, including cash, were to be sold to the 

Company for £40,000, to be satisfied by the issue of 30,000 Preference 

Shares and 10,000 Ordinary Shares. All the Assets and Liabilities shown 

on the above Balance Sheet were taken over by the Company at the 

values stated therein. A further 10,000 Preference Shares were subscribed 
for in cash by C. Green on 1st April, 1927. 

Preliminary Expenses were paid amounting to £1,215, and six months' 

dividend on the Preference Shares was paid in November, 1927 (ignore 
Income Tax). 

In addition to the balances arising from the above, the following stood 
in the books of the Company as on 31st March, 1928 

Trade Creditors ... .£ 12,115 

Plant and Machinery, Additions during the year ... 6,000 
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Plant and Machinery, Sales during the year 

Fixtures and Fittings, Addition during the year ... 

Sundry Debtors . . 

Cash at Bank and in Hand. 

Advertising . . 

Purchase less Returns 

Sales, less Returns ••• ... 

Manufacturing Wages . 

Factory Power 

Rent and Rates (Factory) .. 

Rent and Rates (Office) . 

Heating and Lighting (Factory) 

Machinery Repairs. 

Factory Expenses 

Office Salaries 

Directors’ Fees ... 

Carriage Outwards ... 

Bad Debts written off 

Office Expenses 

£ 1,200 

113 

21,436 

7,124 

3,312 

45,292 

72,201 

11,318 

1,074 

2,346 

218 

213 

217 

345 

2,195 

1,100 

427 

209 

518 

You are required to prepare the Manufacturing and Profit and Loss 

Accounts of the Company for the year ended 31st March, 1928, and the 

Balance Sheet as on that date. In preparing these accounts you are to 

make any adjustments necessary in order to deal with the following 

information :— 

fa) The Stock was valued, as on 31st March, 1928, at £21,375. 

(b) Tlie Plant and Machinery sold during the year for £1,200 stood in 

the books as on 1st April, 1927, at £1, 725. The remainder of the Plant is 

to be depreciated at the rate of 15 per cent, per annum, and the average 

date of purchase of the new machinery may be taken as 1st July, 1927. 

(c) The Fixtures and Fittings are to be depreciated 7h per cent. 

(d) A Reserve of £500 is to be made for bad and doubtful debts* 

(e) The following amounts were accrued and unpaid on 31st March, 

1928 :—Factory Wages, £19<>; Directors’ Fees, £100; Advertising, £78 ; 

Heating and Lighting (Factory) £80. 

(j) One third of the Preliminary Expenses Account is to be written off. 

(g) One third of the Advertising Expenditure is to be carried forward 

in Suspense to the next year. 
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THE INDIAN MERCHANTS’ CHAMBER, 

BOMBAY. 

Commercial Examinations, April 1928. 

BOOK-KEPPING & ACCOUNTANCY. 

(Fat Specialised Accountancy & Single Certificate Exams.) 

SECTION I. 

1. A purchases on the 1st January. 1928, a number of coal wagons 

arranging to pay for the same over a period of two years by half-yearly 

instalments of Rs. 1,800. The Wagon Company of whom the purchase is 

made charge interest at 6 per cent, per annum, and the present cash value 

of the wagons is Rs. 6,691-8-0. Write up the necessary accounts in the 

ledger of the purchaser. 

2. The Bharat Oil and Paint Company, Limited, went into Voluntary 

Liquidation on the 12th January 1927, with Creditors Rs. 89,000 and Capital 

consisting of 

2,000 Preference shares of Rs. 50 each, fully paid up. 

8,000 Ordinary shares of Rs. 50 each, fully paid up. 

6,000 Ordinary shares of Rs. 50 each, Rs. 40 per share paid up, 

2,000 Deferred shares of Rs. 50 each, Rs. 40 per shares paid up. 

The Liquidation expenses amounted to Rs. 3,000 and the Liquidator’s 

Remuneration to Rs. 4,000. 

Under the Articles of Association, the Preference shares have a prior 

claim to repayment of capital over the ordinary shares, and the ordinary 

shares a prior claim over the Deferred shares. 

The assets realised Rs. 1,87,000. The call of Rs. 10 per share made by 

the Liquidator on the Deferred shareholders was fully paid up. A call of 

Rs. 7-8 per share was made on the partly paid ordinary shareholders, which 

was duly paid with the exception of that on 200 shares, which was irre¬ 

coverable. 

The Creditors having been paid off, and due return to the shareholders 

having been made, you are required to prepare the Liquidators* Final 

Statement of account for presentation to the shareholders. 

3. A Company issued, on 1st January, 1925, thirty Debentures of 

Rs. 1,000 each at a discount of 10 per oent.; repayable by instalments of 

Rs. 10,000 at the end of the first, second and third years respectively. 

Show the Discount Account in the Company’s books, giving effect to 

the Resolution of the Directors to write off the Discount cfver the period 

proportionately. 
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4. What is a Sinking Fund ? State briefly the difference between a 

Sinking Fund to replace a wasting asset, and Sinking Fund to repay 

a liability. 
Or 

What do you understand by “Debentures as collateral security for 

loan” ? Describe briefly the entries that are necessary to be made in the 

Company’s books and Balance Sheet in such cases. 

5. A, B, C, and D are in partnership, sharing profits in the propor-^ 

tions of one-third, one-fourth, one-fourth, and one-sixth respectively. 

The capital in the business is Rs. 9,00,000, Rs. 1,50,000 being held by 

A, Rs. 2,25,000 by 15, Rs. 3,00,000 by C, and Rs. 2,25,000 by D. 

The partnership agreement provides for interest on capital at 4 per 

cent, per annum, which has been omitted to be credited to the Partners’ 

Capital Accounts for the year ended 31st December, 1927, and the omission 

is discovered after the accounts for the year have been closed and signed. 

It is decided not to alter the signed Balance Sheet, but to make an adjusting 

journal entry in the year 1928, debiting or crediting the respective partners’ 

accounts. 

You are required to make, with full narration, the necessary Journal 

cntrv. 
Or 

A, B, and C are in partnership sharing profits in the proportions of> 

five-twelfths, four-twelfths, and three-twelfths respectively. A Goodwill 

account amounting to Rs. 18,000 was raised in the partnership books at 

the time C was admitted, and the said account stands at the same figure 

when B dies. The partnership articles provide that on the death of any 

partner his share of the Goodwill should be valued at one-half of the share 

of profits credited to his account during the last three completed years. The 

firm’s accounts for those years show profits of Rs. 58,500, Rs. 67,500 and 

Rs. 63,000 respectively. Ascertain further amount that should be credited 

to B in respect of his share of Goodwill, and make, with full narration, the 

necessary journal entry, the surviving partners desiring not to increase 

the Goodwill Account by more than the deceased partner’s share. 

SECTION II. 

(Only four questions to be attempted, questions 10 & 11 being 

compulsory). 

0. On extracting the Trial Balance of a Company, the accountants 

finds that there is a mistake of Rs. 339-15-0 more to the debit. 

On rechecking, the following mistakes are discovered:— 

(1) A debit item of Rs. 384-8-0 is wrongly posted as 484-8-0. 

(2) A credit item of Rs. 69-7-0 is not posted at all. 

(3) The total of the Sales Book is short cast to the extent of 

Rs. 20-8-0. 
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(4) A sum of Rs. 150-0-0 to the debit of Office Expenses account is 

posted to the debit of a personal account. 

Does the Trial Balance now agree ? If not, to what extent ? 

V 7. How would you deal with the undermentioned items when prepar¬ 

ing the annual accounts of a Limited Co. ? (1) Transfer of Rs. 5,000 to 

Reserve Fund; (2) Rs. 750 Commission & Expenses incurred in the issue of 

Rs. 8,000 4 per cent. Debentures repayable in 8 years from the date of 

issue. (3) Transfer of Rs. 3,500 to the Company’s own Marine Insurance 

Fund. (4) An issue of 100, 5 per cent. Debentures of Rs. 100 each at 95, 

repayable in 10 years from the date of issue at par. 

^ 8. A, B, C, are partners in a business dividing profits equally. Their 

Balance Sheet at December 31st 1927 is as follows 

Sundry Creditors 
Rs. 

... 3,800 Sundry Debtors 
Rs. 

... 9,700 
Bills Payable 900 Stock ... . ... 2,400 
Capital Accounts Furniture . 380 

A — 6,000 Cash . ... 620 
B ... 3,000 C's Drawing Account ... 3,000 
C ... 1,000 

Drawing Accounts. 
A ... 700 
B ... 700 

10,000 

1.400 

U>,100 16,100 

C is insolvent and unable to contribute anything. The partnership is 

consequently dissolved and the Sundry Debtors, Stock and Furniture 

realise Rs. 10,380. Draw up a final Balance Sheet, showing the position 

of each partner’s capital account. There is no agreement between the 

parties. 

9. On June 30th 1927 the Balance Sheet of A. Company, Ltd. was as 

follows :— 

Liabilities. Assets. 
Ks. Rs. 

Nominal Capital:— Land, Building and Marhi- 
1,00,000 Shares of Rs. 2 nery . 50,000 

each 2,00,000 Patents and Goodwill 50,000 
Paid up Capital :— Stock . 8,000 

On 60,000 shares 1,20,000 Debtors . 6,000 
Sundry Creditors 15,000 Cash . 100 
Bank overdraft . 5,000 Formation Expenses 3,900 

P. & L. a/c. 22,000 

1,4 ,000 1,40,000 
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It is decided to reduce the paid up capital to 60,000 shares of Re. 1* 

each fully paid, and to write off the Formation Expenses and the Debit 

Balance of P. & L. Account, also Rs. 10,000 off Land, Building and Machi¬ 

nery, Rs. 3,000 off stock, Rs. 1,100 off Sundry Debtors, and the balance of 

the amount available off Patents and Goodwill. 

Give the Journal entries to record these transactions, and make out the 

new Balance Sheet. 

10. Adar, Bhagwan and Cader enter into partnership as equal part¬ 

ners for the purpose of purchasing the business of Brown who is retiring on 

1st January 1928, upon the basis of the last Balance Sheet which was as 

follows :—Liabilities : Capital Rs. 20,540 ; Sundry Creditors I^s. 3,218 ; 

Reserve for Depreciation Rs. 608. Assets : Leasehold factory Rs. 12,540. 

Machinery and Plant Rs. 8,200. Patents Rs. 600. Sundry Debtors 

Rs. 1,560. Stock Rs. 1,458. Difference in Books Rs. 8. The purchase 

price of the business was agreed at Rs. 25,000 which was paid to 

Brown. Cash was paid into the new firm’s banking account by the 

partners as follows:—Adar Rs. 12,000, Bhagwan Rs. 10,000, and Cader 

Rs. 6,000. Before opening the books of the new firm it was agreed (a) to 

transfer the Reserve for Depreciation to machinery and Plant account and 

to write off a further Rs. 200 as depreciation, and (b) to write off Rs. 200 

from Patents. Record the transactions in the books of the new firm 

Prepare B/S disclosing the position of Adar, Bhagwan and Cader on com¬ 

mencing business. 

11. Set out below is the Balance Sheet as on 31st December 1927 of 

D & G who are equal partners:— 

Rs. 

Capital 
D ... 30,000 
G ... 20,000 

- 50,000 
Sundry Creditors. 3,700 

53,700 

Rs. 
Land and Building. 22,065 
Machinery & Plant. ... 12,800 
Stock..10,760 
Sundry Debtors. ... ... 4,250 
Cash at Bank. ... ... 2,750 
Investments... 1,075 

53,700 

A limited company with a nominal capital of Rs. 1,00,000 in ordinary 

shares of Re. 1 each was formed to acquire and carry on the business. The 

vendors guaranteed the debts and agreed to pay off the creditors. The 

Company took over the whole concern with the exception of the cash and 

investments, the purchase price being agreed at Rs. 60,000. The vendors 

were paid as to Rs. 50,000 in fully paid ordinary shares and as to the 

balance in cash. The Balance of the share capital was taken up by the 

public and fully paid up. 

Show the entries to close the books of the old firm and to open those 

of the new company. 
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BOOK-KEEPING & ACCOUNTANCY. 

(For Specialised Banking & Company Secretarial Diploma) 

SECTION 1. 

1. The X Company, Limited, was incorporated on the 1st May to take 

over the business of A and 13. as a going concern from the 1st January of 

the same year. Rs. 3,00,000 was the turnover for the first period upto the 

1st May, and Rs. 7,00,000 for the following period ending the 31st Decem¬ 

ber. The annual gross profit amounted to Rs. 2,50,600 and the expenses 

to Rs. 1,49,820, which included Rs, 7,500 for Directors’ Fees. Prepare a 

statement showing the apportionments of the first year’s profit. 

2. The Revenue Account of a Company is charged each year with a 

fixed amount of Rs. 2,250 and a Repairs and Renewals Reserve Account is 

created thereby. The actual renewals and repairs for the ensuing four 

years are: (1) Rs. 2,040; (2) Rs. 1,620 ; (3) Rs. 2,850; (4) Rs. 

1,755. Make the journal entries relating to the above and show how the 

Reserve Account will appear on the Balance Sheet at the end of each year. 

3. A. B. and C are in partnership, sharing profits in the proportions 

of one-half, one-third and one-sixth respectively. C’s share, however, is 

guaranteed by A, and B at a first minimum of Rs. 6,000. The net profits 

for the year 1927 amounted to Rs. 27,000. Prepare Appropriation Account 

showing the appropriation of the Net Profit* as between the partners. 

4. Explain :— 

(a) Allonge. 

(b) Arbitration of Exchange. 

(c) Open cheque. 

(d) Payment for Honour supra Protest. 

(e) Reserve Liability. 

5. A Banker has received the following Financial Statements from 

three of his customers X, Y and Z as required by him :— 

Financial Statement of 

X 

Liabilities 

Acceptances . Rs. 2,000 
Bank Overdraft ... ,, 3,000 
Sundry Creditors ... „ 3,000 
Capital ••• . „ 14,000 

Assets 

Land and Building ... Rs. 5,000 
Stock-in-trade... ... „ 8,000 
Debts Receivable ... „ 7,000 
Cash . „ 2,000 

Total Rs. ... 22,000 Total Rs. ... 22,000 
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Financial Statement of 

Y 

Acceptances 
Bank Overdraft 
Sundry Creditors 
Capital. 

Total Rs. 

Rs. 21,000 
12,000 

„ 3,000 
„ 14,000 

Stock-in-trade. 
Furniture and Fixtures 
Debts Receivable 
Cash ... . 

... 50.000 Total Rs. 

Rs. 35,000 
„ 5,000 
„ 9,000 „ 1,000 

50,000 

Financial Statement of 

Z. 

Liabilities. 
Loan on Mortgage of Land 

and Building Rs. 28,000 
Acceptances 9,000 
Due to A. B. Co., Ltd. 3,000 
Bank Overdraft „ 3,00C 
Capital 14,COO 

Assets 
Land and Building ... 
Stock-in-trade 
Debts Receivable ... 
Furniture & Fixtures 
Investments in shares 

of Joint Stock Com¬ 
panies, inclusive of 
shares of the A. 13. 
Co., Ltd. of the face 
value of Rs. 700 ... 

Rs. 43,000 „ 6,000 
4,000 

„ 1,500 

2,500 

Total Rs. ... 57,000 Total Rs. ... 57,000 

Compare the three statements given above and comment thereupon 

in the form of a Report for information of the Banker. Also state what 

further information you would advise the Banker to require from Z concern¬ 

ing the Mortgage Loan and the Investments appearing in his financial state¬ 

ment. 

6. (a) Describe concisely the procedure known as u Certification M of 

Transfers. 

(b) Explain the nature and use of a Debenture Application and 

Allotment Book. Submit proforma ruling of same, and enter 

therein three specimen entries. 

(c) Explain the meaning of the phrase “ Loss prior to Incorpo¬ 

ration.” State briefly how should such a loss be dealt 

with. 

7. From the particulars given below of the General Trading Com¬ 

pany, Limited, you are required to ascertain the Cash in hand on March 

31st 1928, and to prepare a Return of Bank Balance, etc., to March 31bt, 

1928 suitable for submission at the Board Meeting to be held to-dav :— 

Balance in the Bank, 1st March 1928 ~.. ... ... 10,000 

Cash in hand, 1st March 1928 ... ... ... 50 
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Receipts from Customers from 1st to 31st March, 1928... 5,200 

Cash Sales from 1st to 31st March 1928 . 2,000 

Sundry Receipts ... .. 190 

Cheques signed at last Board Meeting held on 29th Feb¬ 

ruary 1928 and issued on and after 2nd March 1928-•• 5,000 

Cash Purchases from 1st to 31st March, 1928   200 

Wages . 3,000 

Office Expenses .   150 

Balance in the Bank, 31st March 1928 as per Ledger ••• 8,930 

Balance in the Bank, 31st March, 1928, as per pass-book. 9,150 

Unpresented cheques, 31st March, 1928 .  220 

(Cheque favouring A. B. Rs. 150. and cheque favour¬ 

ing C. D. Rs. 70). 

SECTION II. 

8. Explain :— 

(a) External Depreciation^ 

(b) Deferred Creditors, * 

(c) Quasi partner,/ 

(d) Accommodation Party, 

(e) Letters of Regret, 

(f) Account Sale and 

(g) Authorised. Issued, Subscribed and Paid up capital. 

9. The Nominal Capital of A. B. & Co. Ltd. consists of 10,000 shares 

of Re. 1 each. The whole of these shares were issued in 1927, and were 

fully called up in four instalments of 4 annas each. On 17th January 1928, 

after due notice, the Directors passed a resolution forfeiting the 1,000 shares 

held by P., the final instalment due upon his holding not having been paid. 

On 1st February 1928 the 1,000 shares thus forfeited were issued, as fully 

paid to Q who paid, Rs. 500 for them. 

Give the entries necessary to record these transactions in the Com¬ 

pany’s books. 

10. On 31st December 1927, three partners had the following amounts 

at the credit of their Capital Accounts A Rs. 5,000, B Rs. 3,000, and C 

Rs. 2,000. On 1st January 1927 they had to the credit of their drawing 

accounts, A Rs, 750, B Rs. 500 and C Rs. 400. Profits are divided in the 

same proportion as the Capital upto Rs. 2,000. Above that amount, 

A gets 25 per cent., B 35 per cent, and C 40 per cent.. A, B and C 

drew during the year 1927, Rs. 500, Rs. 400 and Rs. 300 respectively. 

The profits for 1927 amounted to Rs. 3,000 before charging interest on 
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Capital (to which all are entitled) at 4 per cent. Give the drawing 

account of each partner on 31st December 1927 ; interest on drawings 

being ignored. 

V 11. Upon the closing of a tirm’s books for the year ending 31st May 

1927, the following payments are found to have been made beyond the 

date of balance :— 

Telephone Rent Rs. 120 per year expiring 31st Oct. 1927, Rates, Rs. 

600 per year paid to 30th June 1927, Railway Season Ticket, Rs. 150 

for half year ending 30th September 1927. 

The following invoices rendered have not been dealt with in the 

books 

Insurance Company premium Rs. 120 for the year ending 31st March 

1928. Rent Rs. 360 per annum, payable in advance, for the year commence 

ing 1st April 1927. 

The respective accounts before making any adjustment stand as 

follows :— 
Rent, Rates and Insurance ... Dr. Rs. 1,498 

Travelling . „ 447 

Telephone Rent and charges ... ^ 160 

You are required to make out adjustment entries in the Journal and to 

show the remaining balance in each account. 

12. The following is the Balance Sheet of a Company on 31st March 

1927 showing to the credit of the Profit and Loss account the sura of 

Rs. 1,03,720. 

A. B. & Co., Ltd. Balance Sheet as on 31st March 1927. 

Capital:— 
50,000 ordinary shares 

of Rs. 10 each 
2,000 Debenture of 

Rs. 100 each . 
Sundry Creditors .. 
Reserve Account. 
Sinking Fund (Leaseholds) 
P. & L. a/c.— 
Balance from previous 

B/S . 15,680 
Profit for 1926-27... 1,00,040 

Rs. 

5,00,000 

2,00,000 
85,000 
50,000 
9,000 

1,15,720 
Less Debenture 

Interest ... 12,000 
-1,03,720 

Freehold Factory ... 

Leaseholds ... 

Plant & Machinery 

Sundry Debtors 

Horses & Carts 

Motor Cars 

Stock 

Bank Balance Ml 

Rs 

— 1,00,000 

... 1,50,000 

... 2,50,000 

... 2,30,000 

... 5,720 

9,500 

... 1,22,000 

... 80,500 

9,47,720 9,47.720 



HIGBNB ACCOUNTING. X\\ 

Resolutions have been passed appropriating this profit as follows ;— 

Rs. 20,000 to Reserve Account. 

3 per cent Depreciation on Freehold Premises. 

10 per cent Bonus on the year’s Salaries of Rs. 8,000. 

5 per cent. Bonus on the year’s Wages of Rs. 75,000. 

5 „ Sinking Fund on Leasehold Property. 

Rs. 1,000 to Directors’ Special Fees. 

10 per cent Dividend for the year. 

Balance to be carried forward. Make the necessary journal entries, 

prepare an Appropriation Account and revise the B/S. 

13. The following items compose the Balance Sheet of X, Y, Z & Co, 

Ltd. as on 31st Dec. 1927:— 

Liabilities :—Capital 15,000 Ordinary Shares of Re. 1 each fully paid 

Bills Payable Rs. 500, Sundry Creditors Rs. 2,500. Mortgage on Freehold 

Premises Rs. 2,000. Net Profit for the year Rs. 3,000. Assets:—Cash 

Rs. 6,000. Sundry Debtors Rs. 3,000. Stock on hand Rs. 4,000. Freehold 

Premises Rs. 10,000. The Directors propose to pay off the mortgage on 

Freehold premises, to distribute a year’s dividend at the rate of 12 per 

cent, to purchase Rs. 1000, 3£ per cent Government Paper at 72 to form a 

Reserve Fund, and to carry forward the Balance of Profit & Loss. The 

above proposals having been duly approved, you arc required to raise the 

necessary ledger accounts showing these transactions and draw up a fresh 

Balance Sheet showing the changed state of affairs. 

NATIONAL UNION OF TEACHERS EXAMINATIONS. 

BOOK-KEEPING. 

INTERMEDIATE. 

1. State the difference between consignments and sales. Explain how 

they are recorded in the books. 

2. Which balances of the following accounts would you expect to find 

in the Balance Sheet, which in the Trading Account, and which in the 

Profit and Loss Account ? State your reasons in each case : — 

(a) Returns Inward 

(b) Stock of goods on hand 

(c) Plant and Machinery Repairs and Renewals 

(d) Depreciation 

((e]| Interest on Capital 
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3. The books of Messrs. J. Robinson and W. Barclay on 31st 

December showed the following balances :— 

Cash at bank £457 10s. Od. Cash in hand £12. Sundry Debtors :— 

T. Addison & Co. £258, F. Gray £33, J. Scott & Sons £265 10s. Od., E. 

Goldsmith £429 10s. Od., G. Burke £243. Bills ReceivableF. Gray 

(due 7th Jan.) £213, T. Addison Sc Co. (due 28th Jan.) £111* Stock in Trade 

£2013. Furniture and Fittings £396. Plant and Machinery £2320 10s. 0d. 

Sundry Creditors L. Steele & Co. Ltd. £466 10s. 0d., H. Hunt £210, T 

Mitton £169 10s. Od., D. Emerson & Sons £234. Bills payable—D. Emerson 

& Sons (due 17th Jan.) £150, L. Steele Sc Co. Ltd. (due 31st Jan.) £253 10s. 0d« 

Loan Account:—J. Robinson £750. Interest AccountJ. Robinson 

£16 10s. Od. Capital to be divided equally between the partners. 

The following transactions took place during the next month 

£ s. d. 

Jan. 1. Received cheque from J. Scott & Sons in settlement 

of his account less discount £6 12s. 9d. ... ... 258 J7 3 

,, 2. Drew cheque for Office Cash. 22 10 o 

J. Scott & Sons bought goods value ... . 112 10 0 

Paid each partner in cash . . 4 10 0 

Paid wages in cash . 24 0 0 

„ 3. Shipped on consignment to M. Cohen & Co., Madras. 

goods value . 275 0 o 

Paid by cheque freight and charges on above ... 8 17 6 

„ 5. Received cheque from G. Burke . 100 0 0 

And his acceptance at 2 months ... ... ... 143 0 0 

,, 6. Bought of T. Mitton goods \aluc . 23 0 6 

,, 7. F. Gray’s bill became due but was not met. A new 

bill was given at one month for the whole of their 

account. 

,, 9. Paid T. Mitton cheque value £157 19s. Od. after taking 

into consideration £7 10s. for goods returned and an 

allowance of £4 Is. 0d. for discount. 

,, 11. Received from E, Goldsmith on account cheque value 150 0 0 

„ 13. Bought of T. Robson & Co. goods . 29 5 0 

„ 17. D. Emerson's bill became due and was duly met by 

bank . 

„ 19. Received cheque value £10 7s. 5d. in settlement of 

G. Burke’s acceptance not yet due and wrote off the 

balance as bad. 

» 21. Sold to E. Goldsmith goods value 108 0 0 
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£ s. d. 

„ 23. Sold T. Addison & Co. goods value . 12 9 0 

Paid cheque to J. Robinson for interest due to 
31st December. 

„ 24. Bought goods for cash... H 0 

„ 25. Received A/S from M. Cohen Sc Co. Madras, with 
draft at sight on London, consignment having 
been sold . ... . 376 4 0 

„ 26. Bought of Steele & Co. Ltd. goods £10 10s. 0d. and 
paid him by cheque £225 on account 

,, 27. Accepted H. Hunt’s bill for £210 at 3 months 

„ 28. T. Addison Sc Co.’s bill became due and was duly 
met by bank. 

Cash sales for the month amounted to £54 and this 
was paid into bank ... 

Drew from bank for office cash . 27 0 0 

„ 29. Paid wages in cash . 19 10 0 

Paid each partner by cheque. 4 10 0 

Stock in trade . 1742 0 0 

All cheques received paid into bank. 

You are required to enter the above transactions in the proper books, 

post to the Ledger and prepare Trial Balance, Trading Account, Profit 

and Loss Account, Balance sheet, and close all Ledger Accounts. 

Profits and* Losses to be divided equally between the partners. 

ADVANCED 

BOOK-KEEPING AND ACCOUNTS. 

VI. A trader keeps his Sales Ledger on the “Self-balancing” principle. 

From the following details show the "Adjustment Account" as at 30th 

September, 1927:— 

1927. £ s. d« 

Sept. 1. Sundry Debtors . . ... 3,135 10 0 

,, 39. Total goods sold during the month ... ... 5,414 10 0 

Total goods returned bv customers during the 
month ... . 235 10 0 

Total cash received from customers during the 
month . . 3,905 5 o 

Total discount allowed to customers during the 
month . 242 0 0 

Total acceptances received from customers 
between 1st and 30th September . 867 15 0 

Total acceptances dishonoured by custom¬ 
er? during the month. 135 10 Q 
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2. The Fellover Company Limited went into voluntary liquidation. 

The capital of the Company—issued and fully paid—was 3,000 Prefer¬ 

ence Shares of £1 each (preference as to capital and dividend) and 7,000 

Ordinary Shares of £1 each. Debentures had also been issued for £2,000; 

interest accrued thereon up to date of discharge £60. The unsecured 

creditors amounted to £700. General expenses during the winding-up £35: 

Insurance £5; Liquidator’s remuneration £200; out-of-pocket expenses of 

Liquidator £18; and Legal Charges £103. 

The assets realised—Book Debts £2,817; Freehold Property £4,003; 

Stock-in-Trade £1,892; Fixtures, Fittings, etc. £912. 

Prepare the Liquidator’s account for submission to the final meeting of 

Shareholders, showing therein what amount was paid to the Preference 

and Ordinary Shareholders respectively. 

3. The following details relate to The T. I. A. Company Ltd. and are 

extracted from the books of the Company on the 30th September, 1927. 

You are required to draw up the Trial Balance and prepare Trading and 

Profit and Loss Account for the year ended 30th Sept., 1927, and Balance 

Sheet at that date. 

Ordinary Share Capital— £ 

10,000 shares of £1 each fully paid ••• ... • M 10,000 

Sundry Creditors • • « - * - ... ... 1,890 

Sales . ••• IM ... ... 14,210 

Purchases • • • • •• ... ••• • • • 9,002 

Stock at 1st October, 1926 • • • • • • ... 6,141 

Sundry Debtors. Ml 5,090 

Wages . •••• ••• ... — • 412 

Salaries ... 306 

Kates, etc, . . 69 

Discounts received • •• • • • 306 

Discounts allowed •.. ... 152 

Lighting and Heating ... ••• ••• ••• ... 74 

Kepairs . • • • Ml 97 

Plant, etc. 360 

General Trade Charges • IM ... ••• ... 302 

Bank . • M .... 2,843 

Freehold Premises •M *•* ••• ••• ... 2,711 

Profit and Loss Account— Credit Balance at 1st October, 

1926. ... ... ... ... ... 1,155 

Write off £290 for Bad Debts. 

Stock-in-Trade at 3Cth September, 1927, 5,604. 
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4. On 1st April, 1926, B. Ware commenced business with a capital of 

£4000 and on 1st July, 1926, he took into partnership his brother T. Ware 

who put in capital on that date to the amount of £3000. On 1st October, 

1926, B. & T. Ware admit O. China as a partner who on that date brings 

in capital £2,000. The business still requiring more capital, B. Ware 

brings in a further sum of £1,000 on 1st January, 1927. When the accounts 

are made up to 31st March, 1927, it is found the net profit for the year 

amounts to £1,500 which is to be divided between the partners in propor¬ 

tion to their capitals ; the dates of the introduction of capital must be 

taken into account. 

State what each partner would receive by way of profit to 31st March 

1927, showing how you arrive at the result. 

UNION OF EDUCATIONAL INSTITUTIONS. 

ACCOUNTANCY A1-, 1928. 

PART 1—COMPULSORY. 

1. The Trial Balance of the Ashville Gas Company, Ltd., on 31st 

December, 1927, stood as follows :— 

£ £ 

Land, Buildings, Plant, etc. 84,000 

Mains and Service Pipes ... ... ... 40,000 

New Meters . 4,000 

Cost of special Act of Parliament . 2.500 

Cash at Bank .   4,900 

Cash in hand —. 2C0 

Stocks and Stores, 31-12-27— 

Coal . ... 1,400 

Coke and Breeze. 150 

Tar, etc.   200 

Sundries . 2,400 

Due to Company for Gas and Meter Charges 9,000 

Do. Coke, Tar, etc. ... 2,400 

Investments . ... 5,120 

Reserved Fund, 31-12-26   2,210 

Net Revenue A/c—Balance 31-12-26 ... 3,M00 

Dividend A/c. :— 

Preferred Stock. 2,600 

Ordinary Stock ...   2,000 

Depreciation Fund, 31-12-26. 2,400 
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Interest on Loans and Debentures. 750 

Sundry Creditors . 9,000 

Ordinary Stock 40,000 

Preferred Stock . . 50,000 

Debenture Stock ... ••• 20,000 

Premiums on issue of Stocks to 31-12-26 ••• 30,000 

Manufacture of Gas :— 

Coal consumed 22,300 

Materials do. 500 

Salaries Engineering Staff . 800 

Wages at Works. 3,000 

Repairs and Maintenance of Plant .... 7,200 

Distribution of Gas;— 

Salaries : Distribution Staff 600 

Repairs to Mains and Service Pipes ... 800 

Repairs and Renewals of Meters 1,000 

Rent, Rates and Taxes ... ... 2,900 

Management :— 

Management and Office Salaries 3,009 

Stationery, Printing and Incidentals ... 600 

Audit Fee ••• ••• ... ... ... lOO 

Law Charges ... ... ••• ... 2C0 

Bad Debts ... ... ••• ••• ... 100 

Sales of Gas:— 

Lighting, 90,000,001 c. ft. at 4/- 1.C09 c. ft. 18,000 

Power, 100,000,000 c. ft. at 3/- 1,000 c. ft. 15,000 

Received from Public Lighting Contracts ... 3,000 
Rent of Meters 1,000 
Coke and Breeze Sales 5,900 
Tar, etc., Sales ... ... ••• 5,200 
Transfer Fees . 10 

£204,720 £204,720 

Prepare Revenue Account, Profit and Loss (Net Revenue) account, Capi¬ 

tal account and General Balance Sheet for the year covered by the above 
balances in form similar to that required by law. 

In preparing these accounts, the following matters have to be taken 

into consideration 

(a) The expenditure on capital items during the year has been:— 

Plant—£12,450, Mains and Service Pipes—£4,700, New 

Meters—£680. 
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(b) The Dividend A/c balances represent six months’ dividend for the 

half-year ended 31.12. 26, £2,30G, and six months’ dividend for 

the half-year ended 3\ 6. 27, £2,300* 

(c) Kent and Rates paid in advance amounted to £490. 

(d) £500 is to be transferred to Reserved Fund A/c and £lOO to De¬ 

preciation Fund A/c. 

(e) There were issued during the year at par: — 

Ordinary Stock. £5,000 

Preferred Stock. £l0,000 

ft) Interest due on loans and Debentures amounts to £350. 

(g) There is owing for Salaries to Engineering Staff £30, and t<> 

Distribution Staff £20. 

(h) A claim for compensation for £120 damage done to 3 road by a 

burst gas main has been submitted by the Ashville U. D. C., but 

19 not admitted by the Gas Company. 

^ 2. Harrison and Henderson carried on business in partnership and 

had agreed to share profits and losses on the following terms: 

(a) Interest on Capital and Drawings to be charged at the rate of 5% 
p. a. 

(b) Harrison to have 2i% and Henderson to have 5% bonus on net 

profits. 

(c) The balance of profit to be divided a9 to one-third to Harrison and 

two-thirds to Henderson. 

For the purpose of clause (b) above, “ net profits ” were defined as “the 

balance of profit from the profit and loss account less interest on capital, 

plus interest on drawings, less the bonus referred to." 

Harrison’s capital was £5,976 13s. 8d. and Henderson’s was £17,432 

8s. 5d. as at 1st January, 1927. The drawings of the partners during the 

year 1927 consisted of £10 by Harrison and £20 by Henderson on each of 

certain dates for which the number of days to the end of the year are given 

below”. 

No. of days to 
end of year. 

No. of days to 
end of >ear fcontd.) 

No. of days to 
end of year (contd.) 

362 187 
320 181 
294 175 
276 170 
270 162 
243 153 
222 147 
218 144 
209 138 
191 135 

131 
127 
102 
93 
74 
66 
58 
30 
17 
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The profit for the year ended 31st December 1927, before giving effect 

to any of the above adjustments amounted to £3,049 18s. Id. 

Calculate by the " products ” or “average date'* system the interest 

on drawings chargeable to each partner, and draw up an account showing 

the division of the profit balance. 

3. Continental Exporters, Ltd., placed contracts for goods in 1919 

with Messrs, Beresford and Sons to the value of £19,600. 

Owing to a diminution of trade occurring shortly after, they found 

themselves unable to accept the goods ordered and they requested Messrs. 

Beresford and Sons to suspend delivery. The value of the contracts then 

outstanding was £l 7,000. 

In 1922, Continental Exporters, Ltd., offered to clear up their contracts 

in the following manner :— 

(a) The whole of the contracts to be paid for in advance on 1st June, 

1922, at the contract prices, less a discount of 10%. 

(b) The goods to be held by Messrs, Beresford and Sons and delivered 

as required within a period of five years. 

Settlement was duly made on 1st June, 1922» by cheque, and during 

the following five years the goods were delivered as follows :— 

1922/23 

1923/24 

1924/25 

1925/26 

1926/27 

£4,218 

£1,173 

£2,509 

£5,3S4 

£l,937 

The contracts were fully executed by 1st June, 1927, a slight dis¬ 

crepancy in value occurring owing to wastages, differences in weight, etc 

State :— 

(a) How the accounts should be kept in Bcresford’s books to record 

these arrangements and how you would advise the firm to 

deal with the cash received in advance. 

(b) What entries relating to this particular matter would appear 

in the Trading and Profit and Loss Account and Balance 

Sheet each year. 

(c) How the question of carriage and packing charges should be dealt 

with, as these are not included in the settlement made in June, 

1922, and have to be charged up to Continental Exporters, Ltd. 

(d) How the discrepancy should be adjusted in June, 1927, 
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PART II. 

ONE exercise and ONE question to be answered from this section* 

4. Exercise. Draw up a Cost Sheet in accordance with thtf 

particulars given below, showing 

(a) Cost per single article and per gross. 

(b) Selling price per gross to the nearest shifting so- as ta secure X net 

profit of 15% on turnover. 

Brass Article—Pattern No. A 863. 

Quantity made.—Fifteen gross. 

Material.—2\ cwt. soft brass at 9}d. per lb., less scrap l cwt, sold at 

6d. per lb. 

Copper rivets, 4 to each article at Is. 9d. pergro. 

Tinned iron handles, 1 to each article at 3/- per gro. 

Labour, per gross.—Cutting 3d., Bending 23d., Prercir.g ljd., Dipping 

4d„ Rivetting 3s. 3d., Polishing lls>. 6d., Lacquering 5d. 

An addition of 2£% is to be made to all labour charges to cover the 

cost of insurance under the National Insurance Acts. 

A rivetting machine is employed in the manufacture of the article, 

and is occupied for 27h hours. The cost of working the machine is £240 

per year of fifty 48 hour weeks. 

Overhead charges for the polishing and lacquering shops amount to 

15% on the labour charge for those shops (exclusive of the plussage for 

insurance) and General Works Overhead is 17J% on the total of materials 

and labour (including the plussage for insurance) in each cost. 

There is a commission of £3 to be paid, and carriage to customer wilt 

be on 31 cwt. at 33/- per ton. 

Management and administration expenses amount to 19% on total costs 

exclusive of commission and carriage. 

5. Exercise. 
A company purchased a five years’ lease of a building on 1st January 

1927, for the sum of £5,526, with ari option of renewal at the same figure 

on the conclusion Of the lease. 

It was decided to create a Depreciation Fund to provide the sum neces^ 

sary for renewal on 1st January, 1952. Instructions were given to the 

company’s brokers on 31st December in each year, beginning with 31st 

December, 1927, to invest in securities an amount of cash provided by the 

company and also to re-kivcst any interest received. 
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Assuming an interest yield of 5 per cent, and conversion of the securi¬ 

ties into cash at the end of the five years without loss, show :— 

(a) The Depreciation Fund Account. 

(b) The Investment Account. 

(c) Ths portion of the Cash Account concerned with the renewal of 

the lease. 

(d) The Old Lease Account. 

(e) The New Lease Account when renewal is made on 1st January, 

1932. 

(f) How the accounts would be set out in the Balance Sheet on 31st 

December, 1930. 

N. B.—£1 per annum with compound interest at 5 per cent, amounts 

to £5*526 in live years. 

Income Tax is to be ignored. 

6. State briefly the amount and chief conditions of the following 

allowances for the purpose of assessment for income tax :— 

(a) Earned Income Allowance. 

(b) Personal Allowance. 

(c) Children’s Allowance. 

(d) Life Assurance Premiums Allowance. 

7. When converting the figures of a Trial Balance from currency to 

sterling of a branch working on a fluctuating rate of exchange, at what 

fate should the following balances be converted 

(a) Fixed Assets. 

(b) Additions to Fixed Assets (no special remittance made for them), 

(c) Head Office Current Account. 

(d) Remittances. 

(e) Floating Assets and Liabilities. 

(f) Revenue Account Balances. 

BOOK KEEPING : S. 3, 1928. 

PART I. COMPULSORY. 

1. The Barchester Carriage and Waggon Works, Ltd., was incorpo¬ 

rated in November, 1927, with a nominal capital of £150,000 divided into 

75,000 6% Cumulative Participating Preference Shares of £1 each and 

75*000 ordinary shares of £1 each. 
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On 1st December, 1927, the Company offered to the public 50,000 

Preference Shares, 50,000 Ordinary Shares, and 1,000 £l00 7 percent 

Redeemable Notes to be paid for as follows 

On On Final 

application, allotment, instalment. 

Preference Shares . 2/- 8/- 10/- per share. 

On first call. 

Ordinary Shares . 2/- 8/- 5/- per share, 

7% Notes . ••• ,£20 £80 per note. 

Applications were received for 60,000 Preference Shares, 90,000 Ordi¬ 

nary Shares, and 400 7 per cent Notes and the application money was duly 

received by 14th December. All applications for 7 per cent Notes were 

accepted, but the Preference and Ordinary Share applications, with the 

exception of one application for 1,000 Ordinary Shares which was refused, 

(the application money being returned) were reduced pro rata to equal the 

number of shares offered. The surplus amount received on application 

was applied in part satisfaction of the sum due on allotment. 

Allotments were duly made in accordance with the foregoing on 1st 

January 1928, and the sums due on allotment were received by 21st Janu¬ 

ary 1928. The final instalment on the Preference Shares and the first call 

on the Ordinary Shares were called up on 31st March 1928, and were duly 

received with the exception of the call on (>30 Ordinary Shares. One share¬ 

holder for 2,000 Ordinary Shares, with the sanction of the directors, paid 

the amount uncalled on his holding in advance at the same time. These 

amounts were received by 19th April 1928. 

Show :— 

(a) The entries in the accounts of the company necessary to record 

these tranactions. 

(b) How the capital and Note loan items would be set out in the 

Balance Sheet on 20th April, 1928. 

*/~2. Distinguish between capital expenditure and revenue expenditure. 

State how the following items should be classified, giving reasons :— 

(a) Cost of conversion of a gas engine, valued at £500, to run on 

crude oil—£l 15 

(b) Payment of damages through infringement of a patent—£250. 

(c) Payment of wages for assistance in construction of employer’s 
factory —£263. 

(cl) Cost of replacement of a slate roof, valued at £375, by a glass 
roof—£325. 

(e) Architect’s fee in connection with the erection of a new factory 
—£220. 

, Define :—Novati&i. Private Company. Preferred Ordinary Shares. 
^Secret Reserve. Short Working. 



EXAMINATION PAPERS xxiii 

PART II. 

One exercise and one question should be answered from this section. 

^4. Exercise. Richard Carr and John Baxter carried on business in 

partnership, sharing profits and losses 3/5ths and 2/5ths respectively. Oil 

31st December 1926. their balance sheet was as follows :— 

Capital and Liabilities. 
£ 

Rd. Carr 
Capital Account ... ... 12,620 
Current Account. 841 

J. haxter :— 
Capital Account ... ... 9,880 

Creditors . 2,424 

£25.765 

Assets. 
£ 

Factory and Plant ... ... 15,872 
Stock ... 4,721 
Debtors ... 3,400 
Cash.. 740 
J. Baxter;— 

Current A/c. 1,032 

£25 765 

Thev agreed to admit their manager, Henry Scott, into partnership with 

them on the following terms:— 

(a) J. Baxter to introduce cash to put his Current A/c. in credit to the 

extent of £l0o, prior to the other adjustments. 

(b) A reserve against bad debts of 5% on the sundry debtors to be 

created and charged to the Current A/cs. of Carr and Baxter as 

they share profits. 

(c) A Goodwill A/c. of £5,COO to be created and credited to the 

Capital A/cs. of Carr and Baxter in equal shares. 

(d) Scott to bring in Cash £1,500 by way of capital. He is then to 

have l/5th share of the profits. 

These arrangements were dulv carried cut on 1st January, 1927 

except that Scott did not pay in the cash for his capital until four months 

after 1st January. 

The profits for the year ended 31st December, 1927, amounted to 

£4,494. 

A salary of £380 is to be credited to Scott. 5% p. a. interest on Capi¬ 

tal Account balances is to be allowed, and 5% p. a. interest is to be charged 

on drawings. The partners drew during the year :— 

Carr . ... £1,110 Interest chargeable £26 

Baxter. £987 ditto £23 

Scott .. £580 ditto £12 

The remaining balance of profit is to be divided up so that the old 

partners share in the same proportions as before. 
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Show the division of the profit and the Capital and Current A/cs. of 

each partner. 

5. Exercise.—Matthew Tyler had kept his books on an incomplete 

system for several years, having only purchases and sales ledgers, and a 

three-column cash book. 

On 3ist December, 1027, he desired to ascertain his profit or loss for 

the twelve months ended on that date, and he supplied the following 

information:— 
31/12/26 31/12/27 

£ s. d. £ s. d. 

Sundry Debtors .. . 763 4 2 894 9 1 

Sundry Creditors . 337 7 2 404 4 6 

Stock on hand . ... ... 1,707 19 4 1,261 7 6 

Cash at Bank and in hand   61 14 3 671 9 4 

Delivery Vans ... ... ... ... 316 4 9 302 2 7 

Trade Premises . 1,640 0 0 

Fixtures and Fittings . 835 5 3 

The Trade premises, he estimated, had depreciated by but he 

could not state the value of the Fixtures and Fittings on 3lst December, 

1926. He said that he had introduced cash personally for the fitting up of 

a new showroom during the year to the extent of £225, and two other pay¬ 

ments were traced through the Cash Book as follows : — 

New Show Cases .£87 

New Shelving .£29 

He thought that depreciation of Fixtures and Fittings might be ignored 

as he had incurred a large number of small expenses in the form of repairs 

and renewals. 

He extracted the following figures from his Cash Book : — 

Drawing during 1927 .. ... £ 600 0 0 

Discounts received 1927 .£ 121 6 8 

Discounts allowed 1927 .£ 91 6 8 

Prepare a statement or account, using such of the above figures as are 

necessary for the purpose, showing Matthew Tyler’s profit or loss for the 

year, and draw up a Statement of Affairs as on 31st December, 1927. 

6. Question.—Julius Manby* a merchant of Coventry, sold 20 bicycles 

£4 each, F. O. B. Liverpool, less cash discount 2}% to Paton’s Stores, 

Toronto, Canada, and despatched the goods on 25th March, 1928. Carri¬ 

age to port amounted to £7 6s. 4d., F. O. B. charges to 17s. 6d., freight 
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and insurance from Liverpool to destination to £23 9s. 6d. All these items 

were discharged by the consignor and charged up to the consignee, where 

permissible, on the invoice. 

Julius Manby drew a Bill of Exchange in two parts on Paton’s Stores 

for the net amount due at 30 days after the date 6f despatch. He handed 

it to his bankers with bill of lading, insurance certificate, and invoices in 

duplicate attached, and instructed them to obtain acceptance of the Bill 

and then to hand over the documents to Paton’s Stores. 

The consignees dishonoured the Bill by non-acceptance on the grounds 

that the goods arrived too late. After protest, the dishonoured portion of 

the Bill was returned to Julius Manby, and immediately after it had been 

posted, Paton’s Stores notified the bank that they would now accept the 

Bill as they wanted the goods at once. 

(a) Draw the Bill in full as handed by Julius Manby to his bankers, 

showing the full amount of English stamp duty payable. 

(b) State what the bank would do to secure a properly executed and 

accepted Bill in exchange for the shipping documents. 

7. Question.—(a) Describe briefly four methods of calculating charges 

for depreciation. 

(b) State on what basis the following assets should be valued for 

balance sheet purposes, mentioning, if the question of deprecia¬ 

tion arises, the method recommended. 

(i) Leasehold Premises. The lease terminates in a few years 

time and cash has been set aside to provide for renewal. 

(ii) Motor Lorries. 

(iii) Patents and Trade Marks. 

(iv) Stock. 

(v) Investments, held for the purpose of strengthening the finan¬ 

cial position of the business. 

(vi) Goodwill. 

(vii) Preference Shares to the nominal value of £l,000 taken in 

satisfaction of a trade debt. No dividend is likely to be 

received on the shares for some years. 

BOOK-KEEPING: S2., 1928. 

SECTION A. 

1. The Trial Balance extracted on March 31st, 1928, from the book, 
of A. Knox and B, Parry, who are equal partners trading as Knox & Co. 
is as follows:— 

B-4 
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£ £ 

Capital Accounts: A. Knox ... ... • •• ... 15,300 

B. Party ... ... ... 8,600 

Drawing Accounts: A. Knox ... ... 1,500 

B, Parry ... 750 

Sundry Creditors . ... ... 10,290 

Discounts... ... . 288 

Freehold Premises . ... 6,250 

Repairs . . ... 181 

Rent, Rates, and Taxes ... ... 1,075 

Purchases . ... 21,478 

Cash at Bank ... ... ... ... 1,400 

Bills Payable . ... ... 4,750 

Bills Receivable ... 775 

Manufacturing Wages ... ... 3,675 

Salaries ... . ••• ... 900 

Sundry Debtors . ... ... 25,220 

Stock, 1st April, 1927 . ... ... 7,375 

Bad Debts Reserve, 1st April, 1927 ... 750 

Sales ... ... ••• ••• ... 36,730 

Cash in hand ... . ... 38 

Sundry Expenses ... ... ... 1,065 

Plant and Machinery ... ... ... ... 4,450 

£76,420 £76,420 

The following adjustments are to be made :— 

Depreciation of Plant and Machinery, 5% per annum ; Bad Debts 

Reserve to be made equal to 5% on Debtors ; Interest on Capital 5% per 

annum. 

The Stock at March 31st was valued £3,122. 

Prepare Trading and Profit and Loss Accounts, and Balance Sheet as 

at March 31st, 1928. 

(Full Journal Entries are required). 

2. D. Harris and A. Kennedy agree:— 

(a) To draw on each other, on July 1st, 1927, a Bill of Exchange at 
four months’ date for £600; 

(b) To discount each other’s Bill, each party bearing his own discount 

Charges; 

(c) To meet hig own Bill at maturity. 
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Both Bills are accepted, and are discounted on July 4th, at 5% per 

annum. Harris meets his acceptance when due, but Kennedy's acceptance 

is dishonoured, and Harris is compelled to take it up. The noting charges 

on the dishonoured Bill amount to 6s. 8d. Kennedy accepts a new Bill 

drawn by Harris at three months’ date for the amount due to the latter, 

plus interest at 5 per cent, per annum. This Bill is met at maturity. 

Show the entries in Harris’s Bill Books, Cash Book and Ledger 

recording the above transactions. 

SECTION B. 

3. (a) What is the difference between a “Sale” and a “Consignment” ? 

(b) What is an “ Account Sales” ? 

(c) What entries should a consignee make in his ledger :— 

(1) On the receipt of the consignment; 

(2) On the sale of a portion of it ; 

(3) On remitting to the consignor the net proceeds of the 

sale of this portion ? 
v 

4. (a) What are Departmental accounts ? 

(b) A Merchant's business is divided into three departments, viz., 

Coffee, Tea, and Sugar. Explain clearly how his accounts 

should be kept if he wishes to ascertain the results of each 

department. 

/5. T. Arnold is a wholesale Grocer. On February 21st, 1928, a fire 

occurred at his premises, and destroyed his stock-in-trade with the 

exception of goods valued at £900. His books, however, were saved, and 

these show that 

(a) The Stock on 1st January, 1928, amounted to £4500. 

(b) The Purchases from 1st January to February 21st amounted to 

£7,500. 

(c) The Sales for the same period amounted to £11,000. 

During the previous four years, Arnold’s gross profit on turnover was 

15%. Assuming that this rate of gross profit is constant, prepare an account 

showing the approximate value of the goods destroyed, so that Arnold may 

claim the amount from the Insurance Company. 

✓6. The partnership Agreement between A, B, and C contains the 

following provisions:— 

(a) The partners’ Fixed capitals shall be—-A, £l0,000; B, £8,000; C, 
£6,000, 
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(b) A and B are each to receive a salary of £600 a year. 

(c) Interest on capital is to be calculated at 5 per cent, per annum. 

(d) A, B and C are to share profits and losses in the ratio 3: 2: 1. 

(e) No interest is to be charged on Drawings or Current Accounts. 

On January 1st, 1927, the balances on Current Accounts were:—A, Cr, 

£500; B, Cr. £200; C, Cr. £350. 

During the year 1927 the drawings were:— 

A, £1,200; B, £1,000; and C, £500. The Profit and Loss Account for 

the year 1927 showed a profit of £4,500 before charging interest on Capital 

and Partners’ salaries. 

Show the Capital and Current Accounts of A, B, and C, as at 31st 

December, 1927, after the division of the profit. 

ACCOUNTANCY DIPLOMA BOARD, BOMBAY. 

Government Diploma in Accountancy, 1928. 

ACCOUNTANCY AND AUDITING-Paper I. 

(General Accounts.) 

1. (a) A Limited Company went into voluntary liquidation with 

Liabilities amounting to Rs. 30,000 and assets which eventually realised 

Rs. 1,78,000. The Capital of the Company consisted of 10,000 preference 

shares of Rs. 10 each of which Rs. 7 per share was called and paid up. 

The holders of 8,000 shares had, however, paid up the fulIKs. 10 in advance 

of calls. There were also 10,000 ordinary shares of Rs. 10 each on which 

Rs. 9 per share had been called. Holders of 2,000 shares had, however, 

only paid up Rs. 8 per share while holders of 4,000 shares had paid up the 

full Rs. 10 in advance of calls. Assuming that the Preference shares have 

no prior rights as to Capital, show in the form of a liquidator’s account of 

Receipts and payments, how you would divide the available balance among 

the shareholders, assuming that the costs of the winding up amount to 

to Rs. 2,000 and that calls in arrears are duly collected. 

(6) From the following facts show the order in which the Liquidator 

of X, Y Co., Ltd., should apply the realised funds and mention the mode in 

which he should adjust the rights of different classes of shareholders 

among themselves and work up the actual results in figures. 

The shareholders of the Company passed an Extraordinary Resolution 

for voluntary winding up on the 1st of July 1925 the resolution was con¬ 

firmed as Special Resolution on 16th July 1925. Mr. A was appointed 

Liquidator on a remuneration of Rs. 15,000, 
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The capital of the company was 1,500 Preference shares of Rs. 100 

each, 60,000 ordinary shares of Rs. 50 each fully paid upland 15,000 

ordinary shares of Rs. 50 each, Rs. 40 paid up on each share. A floating 

charge on the assets of the company was created by an issue of 6% 

Debentures of Rs. 3,00,000 the interests on which was paid upto 15th 

January 1925. The other creditors were as under:— 

Creditors for goods supplied Rs. 97,500, Salary of a Managing Director 

from 16th March 1925 to 16th July 1925 at Rs. 3,000 per month, Rs. 12,000; 

salary of the accountant from 16th March 1925 to 16th July 1925 at Rs. 750 

per month, Rs. 3,000 ; Wages of labourers from 16th April 1925 to'{16th 

July 1925 at Rs. 1,500 per month, Rs. 4,500 ; Cash in Hand at the com¬ 

mencement of the winding up amounted to Rs. 9,000. 

Machinery and stock realised Rs. 13,23,000 and Book Debts 

Rs. 75,000. 

The Debentures were paid off on. 16th January 1926 and a first and 

final dividend distributed to creditors. The Liquidators expenses amounted 

to Rs. 4,500. 

With the exception of the provision that 1,500 Preference shares have 

a preference as to Capital as well as to Dividends, there are no special 

pro\isions in the memorandum and articles of association as to the distri¬ 
bution of assets in the winding up. 

2. A} D and C were in partnership sharing profits and losses in the 

proportion of \ and 5 respectively. The partnership was dissolved on 

30th June 1927 when the position was as follows :— 

Liabilities. Assets. 

„ . . Rs- Rs- Ks. 
Capital— Cash ... ... ... 28,000 

A ••• 1,40,000 Debtors. 2,94,000 

C ••• Stock .1,12,000 

--- 2,24,000 
Creditors ... 2.10,000 

4,34,000 4,34,000 

It was arranged that the net realisations should be distributed in their 
due order at the end of each month. The realisation and expenses were: — 

Rs. Rs 
31st July 1927 Stock and Debtors 84,000 Expenses ... 7,COO 
31st August 1927 .1,26,000 5.6OO 
80th September 1927 ... ... 70,000 4 900 
31st October 1927 . 77,000 3 500 
30th November 1927 ... ... 38,500 3,500 
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The stock was completely disposed off and amounts due from debtors 

were realised. Set out the cash and capital accounts showing how the 

cash realised was distributed month by month, 

3, The proprietor of a large manufacturing business wishing to 

retire from active work, but desiring to keep in touch with the business 

ask you to advise him what form of monthly returns could be devised, 

which would keep him informed of all essential matters and show a con¬ 

tinuous history of the business done etc. Draft suitable returns for submit 

eion to him giving a brief explanation of your ideas. 

4. (a) What do you understand by the term “Goodwill” ? 

“The term Goodwill has never been successfully defined because it has 

come to be applied to a great variety of circumstances. Whatever charac¬ 

teristics, however, the goodwill of a company may possess, the value 

allocated to it by a purchaser will represent the excess of the value of the 

business over the value attributed to tangible assets.” 

Discuss in brief the above statement. 

(b) A, B and C enter into partnership to acquire a controlling interest 

in two private limited companies, India Co. Ltd. and Egypt Co. Ltd. and 

purchase 5,600 fully paid shares of Rs. 100 each in India Co, Ltd- for 
Rs. 6,16,000 and 4,200 fully paid shares of Rs. 100 each in Egypt Co. Ltd., 

for Rs. 6,60,000. On the date of acquisition of shares the India Co. Ltd. 

had an undistributed credit balance in the profit and loss account of 

Rs. 3,500 and the Egypt Co. Ltd. had Rs. 23,200. On 1st July 1927 C wished 

to retire and to realise his interest. It was determined to find out the 

value of C’s interest and consequently to raise the firms investments account 

to the proper figures. Since acquisition the value of goodwill in the case 

of India Co. Ltd., has gone up by Rs. 10,500 and in the case of -Egypt Co. 

Ltd. has come down by Rs. 3,150. 

From the following particulars prepare the firm’s Balance sheet after 

raising the invesments account to the proper figure and determine the 

value of C’s interest which is agreed to be purchased by the remaining 

partners. 

Balance Sheet of India Co., Ltd , as at 30th June 1927. 

Liabilities. Assets. 

Rs. 
Capital— Cash . 34,COO 

Rs. Debtors . 4,00.000 
7,000 shares of Rs. 100 Stock . 3,50,000 

each fully paid up ... 7,00,000 j 
Sundry Creditors .. ... 14,000 
Profit and Loss ... — 70,900 

7,84,000 7,84,000 
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Balance Sheet of the Egypt Co., Ltd*, as at 30th June 1927. 

Liabilities. Assets. 
Rs. Rs, 

Capital— ! Cash . 38,900 
6,300 shares of 100 each Debtors — 2,95,000 

fully paid . 6,30,000 Stock . 3,50.900 
Sundry Creditors ... 35,000 
Profit and Loss . 18,900 

6,83,9 JO 6,83,900 
1 

Balance Sheet of the firm of A\ 1 B and C as at 30th June 1927. 
Rs. Rs. Rs. 

Sundry Creditors 1 ,,00,000 Investments in Private 
Capital Accounts— Limited Company’s 

A .6,*>0,000 shares at cost. 12.46,000 
B . 5,00,000 Loans . 7,000 
C . 3,00,000 Cash ... . 2,47.000 

14,00,000 

15,00,000 15,00,000 

5. (a) Explain the advantages of charging goods to Branches at a 
price different from the cost. 

(b) A Rice Mill in Cawnpore has got a sale branch in Lucknow and 
charges all goods sent to the Branch at cost price plus 33\ per cent. It 
is arranged that all cash received by the branch is to be paid daily to the 
Head Office account in the Central Bank and the necessary advice sent to 
Head Office. The Branch is to effect very little credit sales. 

From the following particulars prepare the necessary accounts in the 
Head Office Ledger showing the real profit of the Branch for the year 
ending 31st December 1927 :— 

Rs. 
Stock, 1st January 1927 ...     6,000 
Goods sent to branches less return .    40,000 
Debtors, 1st January 1927 . 750 
Cash sent to H. O. account in Bank . ... 62,000 
Rent, rates and taxes, etc. ....   1,600 
Salaries, wages and other expenses ... ... ... ... 2,400 
Debtors, 31st December 1927 . 800 
Stock, 31st December 1927 . ... 7,400 

6. X has income from following sources 

(a) Income from Business Rs. 30,000 (after hiking into account the 
amount of Income Tax Rs. 4,000 and charity Rs. 500 but excluding 
Rs. 10,000 received from Business in Japan. 

(b) Directors’ fees Rs. 2,000 including travelling expenses for attending 
Board meeting Rs. 300. 

(c) Dividends received on shares of India Agency, Ltd., incorporated 
in Baroda Rs. 2,000, Sholapur Mills Rs. 1,500. free of tax, Bank of 
Baroda, Ltd., Rs. 3,000. 
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(d) Interest on 3i% Government paper Rs. 3,000 net. Ascertain the 

total assessable income of X under the provisions of Indian Income 

Tax Act of 1922. 

ACCOUNTANCY DIPLOMA BOARD, BOMBAY. 

Government Diploma in Accountancy, 1928. 

ACCOUNTANCY AND AUDITING—Paper II 

(Special Accounts ) 

1. The balance sheet of the Alpha Company, Limited, and the Omega 

Company, Limited, on 31st December 1927 were as follows :— 

The Alpha Company, Limited. 

Capital and Liabilities. 

Rs. 
Share Capital- 

Authorised— 
50,000 shares of Rs. 10 
each. 5.00,000 

Issued and subscribed— 
30,000 6 per cent prefe¬ 

rence shares of Rs.10 
each, Rs.7-8-0 paid up. 2,25,000 

10,009 ordinary shares 
of Rs. 10 each fully ! 
paid ••• ••• 1.00,000 i 

3,25,000 
Reserve Fund ... ••• 10,000 
6 per cent mortgage de¬ 

bentures ... 50,000 

Liabilities— 
R'j. 

For goods sup¬ 
plied ... ... 30,000 

For expenses ... 2,000 
- 32,000 

Profit and Loss 
account ... 15,000 

4,32,000 

Property and Assets. 

Rs. 
Freehold land and buildings 1,32,000 
Plant and Machinery ... 50,000 
Stock-in-trade . 30,000 
Patents ... ... ... 80,000 

Rs. 
Debtors . 45,000 
Less Reserve ... 5,000 

- 40,000 
Investments at co<?t 

Rs. 10,000 5 per 
cent Government 
paper .10,000 

50,000 ordinary 
shares in the 
Omega Company, 
Limited ... ...45,000 

- 55,000 
Cash at Hank ... 45,000 

4,32,000 



EXAMINATION PAPBB8 Uxiti 

The Omega Company, Limited. 

Share Capital— 
Rs. 

Leasehold land and building. 
Rs. 

15,000 
Authorised— Plant and Machinery 15,000 

8,000 shares of Rs. 10 Stock-in-trade ... — 20,000 
each. 80,000 Patents ... .. 5,000 

Issued and subscribed— 
8,000 shares of Rs. 10 

each fully paid 80,000 

Debtors ... 60,000 
Less reserve ... 5,000 

55,00 

Liabilities— Cash in hand. 5,000 
For goods sup¬ Profit and loss account ... 10,000 

plied . 40,000 
For expenses ... 5,000 

45,000 

1,25,000 1,25,000 

The two companies decide to amalgamate as and from 31st December 

1927 on the following terms :— 

(1) The assets and liabilities, with the exception of the investments, to 

be taken over by a new company, the Alpha Omega Company (1928) 

Limited. 

(2) The shareholders agreed to accept fully-paid ordinary shares in 

the new company at par in satisfaction of their present holding, on the 

basis of the re-valuation shown below. The preference shareholders of 

the Alpha Company, Limited, were to be satisfied as shown hereunder. 

The assets were revalued as follows :— 

Alpha Company, Omega Company, 

Limited, Limited. 

Rs. Rs. 

Land and buildings ... 1,40,000 12,0C0 

Plant and machinery ... 50,000 12,000 

Stock-in-trade. 25,000 20.000 

Patents . 1,00,000 6,000 

Debtors . 45,000 30,000 

Goodwill ... 20,000 Nil. 

3,80,000 80,000 

The preference shareholders in the Alpha Company, Limited, had 

preference as to capital, but no right to share in surplus assets, and agreed 

to accept 8 per cent preference shares of Rs. 10 each, Rs. 7-8-0 paid in the 

new company in satisfaction of their holding. The Alpha Omega Com- 

B-fl 
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pany (1928), Limited, was duly formed with an authorized capital of 

100^000 shares of Rs. 10 each. The 5 per cent Government Paper held by 

the Alpha Company, Limited, was sold at Rs, 98 per cent net. Ignore ex¬ 

penses of formation. 

You are required to show— 

(1) The entries in the books of Alpha Company, Limited. 

(2) The entries in the books of Omega Company, Limited, 

(3) And the amalgamated balance sheet of the new company. 

2. From the undermentioned information, prepare (a) stores ; (6) ma¬ 

nufacturing ; (c) trading ; (<Y) profit and loss ; (<?) profit and loss appropria¬ 

tion accounts, covering the period from 4th to 31st January 1928 :— 

Rs. 

Raw materials, stock at 3rd January. 1,460 

Do. do. 31st January. 1,800 

Do. purchases . 7.010 

Do. sales. ... —. . 180 

Directors* fees .   250 

Inward carriage .   110 

Advertising     210 

Factory rent for the three months ending 31st January 260 

Bad debts written off . ... ... ... 200 

Work-in progress, 3rd January 1928 . 1,530 

Do. 31st January 1928 ... ••• ... Nil. 

Finished goods, stock at 3rd January 1928   2,480 

Do. do. 31st January 1928   800 

Manufacturing royalties ••• ••• ... ... ... 300 

Carriage outwards . 450 

General sales, finished goods.   17,500 

Salaries, month of January . 620 

Discounts received in respect of purchases of raw 
materials ...   350 

Discount allowed in respect of sales of finished goods. 370 

Sales returns, finished goods. 100 

General factory expenses for the period . 600 

Works manager’s salary, January . 350 

Debenture redemption fund, proportion of annual 

contribution.. ... 340 

Wages, four weeks ending 31st January . 2,560 

2. X and Y, two manufacturers, agree to lease and work a quarry for 

a period of five years from 1st January 1926. Under the terms of the 
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lease they are liable for a royalty of two annas per ton extracted, with a 

minimum rent of Rs. 1,500 per annum and have the right to recoup short- 

workings during the period of the lease. 

The following are the transactions for the year ending 31st December 

1928 

Rs. 

X paid rent to 30th September 1926 ■ ••• ••• 1,125 

paid water-rate to 31st March 1927 . 150 

paid insurance to 31st December 1926 . 205 

paid into bank as capital, 1st January 1926 ... 1,000 

Y paid into bank as capital, 1st January 1926 ... 500 

paid for materials. • •• 5,000 

paid for wages ... ... 10,000 

The following sums were drawn on the joint banking account during 

the year :— 
Rs. 

Sundry expenses . . 981 

Petrol, oil, etc. ... .. ... 450 

On the 3lst December 1926, the following sums were outstanding 

for .— 
Rs. 

Materials. . 290 

Wages ... . 190 

X supplied machinery valued at Rs. 1,003, and Y supplied a motor 

lorry valued at Rs. 5,000. It was agreed that these should be treated as 

part of the capital introduced by X and Y respectively, and that the machi¬ 

nery and lorry should be taken back by each at the expiration of the 

period of five years at the values of Rs. 100 and Rs. 500 respectively. 

Allow five per cent interest on capital. 

At 31st December 1926, it was found that the total output of 8,000 tons 

had been taken over by X and Y in the proportions of 1/7 and 6/7, 

respectively. 

Prepare— 

(1) ‘ Joint venture with Y ’ account in X’s books ; 

(2) ‘ Joint venture with X ‘ account in Y’s books ; 

(3) ‘ Joint venture revenue ’ account; and 

(4) balance sheet as at 31st December 1926. 

4. What do you understand by the Double Account system of Book- J 

keeping ? To what class of undertakings is it particularly applicable and 

why ? 
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A gas company laid down a main at a cost of Rs. 50,000. Some years 

later, owing to increased demand, the company laid down an auxiliary 

main for a quarter of the length of the old main for Rs. 15,000 and re¬ 

placed the rest of the main at a cost of Rs. 60,000, the cost of laying mains 

having increased by 15 per cent in the meantime. 

How would you apportion the new expenditure between capital and 

revenue, having regard to the increased cost of materials and wages, and 

the fact that the old materials realized Rs. 12,000 ? 

5. The following balances are extracted from the books of the Indian 

Life Assurance Company, Limited, as at 3lst December 1927. Prepare a 

revenue account for the year 1927 in the form required by the Indian Life 

Assurance Companies’ Act, 1912 :— 
Rs. 

Life Assurance Fund on 1st January 1927 ... 63,31,450 

Claims by death paid and outstanding ... ... 3.38,000 
Claims by maturity paid and outstanding ... .... 2,18,000 

Premiums — ... ... ... • H ... 20,66,000 

Bonus in reduction of premiums • * • ... ... 1,025 

Agents* and canvasser’s allowances ... ... 26.400 

Salaries . ... ... ... 44,220 

Travelling expenses _ ... ... 1,260 
Directors’ fees I... ... 8,740 

Auditors’ fees ... ... 1,000 
Medical fees ... ... 52,320 

Commission ... ... 2,18,500 

Rent ... ... ... 2,860 
Income-tax on interest and dividends ... ... ... 5,745 

Law charges ... ... 205 

Advertising . ... ... ... 4,340 

Printing and stationery ... 13,935 

Postage and telegrams ... ... ... 14,325 
Receipt stamps ... ... ... 2,390 

Bank charges ... ... ... ... 1,600 

General charges ... ... ... 2,080 
Surrenders . ... 47,600 
Reassurance premiums ... ... 40,965 
Interest and dividends ... ... • •• • • • 2,75,000 

Policy renewal fees ... ... ... • •• • • • 9,630 

Assignment fees ... ... • • • 545 
Endorsement fees ••• ... • • • 695 

Transfer fees ... ... ... • • • 1,450 
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Provide Rs. 1,200 for depreciation on furniture and Rs. 2,00,000 for 

depreciation of investments. 

6. A who commenced business on July 1st as a piano manufacture 

places before you the following information, and asks you to prepare (1) a 

statement showing the profit per piano sold (charging labour, and mate¬ 

rial at actual cost, works oncost at 100 per cent on labour and office on 

cost at 25 percent on works cost), and (2) a statement showing a reconci¬ 

liation between the profits as shown by the cost accounts and the profits as 

shown by the profit and loss account for the year ended 30th June in the 

following year. 

Two grades of pianos are manufactured and are known as No. 1 and 

No. 2. There are no pianos in stock or in course of manufacture on 30th 

June,— 

No. 1. No. 2 

Rs. Rs. 

Average cost of materials per piano . ... 100 80 

Do. labour do. ... 190 140 

Sale price of piano ... ••• •< .750 550 

The works expenses were Rs. 52,400 ; the office expenses amounted to 

Rs. 31,660. One hundred and eighteen pianos of No. 1 grade, and 205 

pianos of No. 2 grade were sold during the year. 

You are required to prepare the necessary statements, showing the 

actual profit for the year. 

7. Section 17 of the Indian-Incomc-tax Act 1922 runs as follows:— 

Where owing to the fact that the total income of any assessee has 

reached or exceeded a certain limit he is liable to pay income-tax or to pay 

Income-Tax at a higher rate, the amount of the income-tax payable by him 

shall, where necessary, be reduced so as not to exceed the aggregate of the 

following amounts, namely:— 

(a) The amount which would have been payable if his total income 

had been a sum less by one rupee than that limit, and 

(b) the amount by which his total income exceeds that sum. 

Explain the purport of the above 5ection with the help of an example. 
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UNIVERSITY OF BOMBAY. 
B. Com. Examination, 1928. 

ADVANCED ACCOUNTING AND AUDITING-P«p«r I. 
SECTION’ I. 

I. The Balance Sheet of the Q Company Limited as at 30th June 1927 
stood as follows :— 
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The 8 per cent Preference shares of the L Co., Ltd., had preference as 
to capital, but did not participate in the profits beyond the fixed 8 per cent 
dividend. All the ordinary shares are held by the Q Co., Ltd. The Capital 
of M and N was M, Rs. 1,50,000; and N, Rs. 1,00,000. 

The market values of the shares were :— 

Q Company Limited, Preference 
Do. do. Ordinary 

L Company Limited, Preference 
Do. do. Ordinary 

Rs. a. p. 

... 112 8 0 

... 150 0 0 
... 125 0 0 
... not quoted. 

The Q company limited absorbed the other two concerns on the 

following terms :— 

L Company Ltd. 

They bought the whole of the assets, other than the freehold land and 

buildings, for Rs. 1,15,000, payable as to Rs. 55,000 by the issue of 550 

Preference shares, as to the balance by cash. The Q company limited had 

to discharge the liabilities of L company limited in addition to the above 

consideration. By agreement, the holders of the 500 Preference shares in 

the L company limited were to receive in exchange 550 Preference shares 

in the Q company limited referred to above (each holder of ten 8% Prefe¬ 

rence shares in the L company limited to get eleven 7% Preference shares 

in the Q company limited.) 

M and N. 

They acquired the whole of the assets of M and N (other than cash) for 

Rs. 2,30,000. M and N had out of this sum to discharge their own liabilities. 

The Rs. 2,30,000 was to be paid as to Rs. 80,000 in cash, the balance 

as to Rs. 90,000 by the issue of Rs. 800 Preference shares of Rs. 100 each 

(the market value of these was Rs. 112-0-8), and as to the balance o 

Rs. 60,000 by the issue of 400 ordinary shares of Rs. 100 each (whose mar¬ 

ket value was Rs. 150). 

The Q company limited took the opportunity at the same time to offer 

the balance of 150 Preference shares pro rata to their existing shareholders 

at Rs. 110 per share, payable Rs. 60 (including the premium) on application 

and Rs. 50, on allotment. 170 shares were applied for and 150 allotted—the 

deposits received on the 20 shares being returned. 

You arc required to:— 

(1) Show the entries nccessiated by the above in the books of the Q 

company limited ; 
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(2) Draft the balance sheet of the Q company limited after the above 

absorption. ; 

(3) Close the books of the L company limited, assuming that the free¬ 

hold property realised Rs. 25,000, and that the cost of liquidation 

amounted to Rs. 5,000. 

V2. X, Y and Z were in partnership and the Partnership Deed provide 

that upon expiry of the partnership term on 31st December 1920, Y shall 

acquire the whole business upon repaying to the other partners the Capital 

standing to their credit at that date, plus four years’ purchase of their res¬ 

pective shares of profit, taking the year 1920 as the basis. The Capital of 

the partners on 1st January 1920 is as follows :—X, Rs, 9,030, Y, Rs. 4,000, 

Z, Rs. 3,500 carrying interest at 5% and profits are divisible as to X, five- 

ninths, Y, three-ninths, Z, one-ninth, on account of which each partner 

draws Rs. 500 per annum, upon which the interest is not calculated. Stock 

at 31st December 1920 amounts to Rs. 8,000 and the remaining balances are 

as follows :— 

Sundry Creditors 

Rs. 

6,900 

Stock, 1st January 1923 ... •• • ... 6,500 

Book-Debts ... .... ... ... 15,000 

Cash at Bank . ... ... ... ... 1,650 

Sales . ... ... ... ... ... 42,000 

Purchases ... M. ... ... 35,000 

Machinery and Plant ... ... ... 3,000 

Bills Receivable ... ... 800 

Fixtures and Fittings ... ... ... ... 150 

Cash in hand ... 100 

General Charges ••• •«. ... 2,000 

Bad Debts Reserve . ... ... 300 

Assume that Y obtained an overdraft from his Bankers of Rs. 7,000 

and himself introduced any further Capital necessary to pay out his partners, 

and prepare a Profit and Loss Account and a balance Sheet of the old Firm, 

and a further Balance Sheet showing Y’s position on 1st January 1921, 

after such payments. 

3. The Cost Accountant of the Constructional Contractors, Ltd., 

Bombay, has prepared from his books the following “ Manufacturing 

Account” and “Cost Summary.” 
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Manufacturing Account (Costing Department). 

Completed Contracts 
Rs. 

.. 26.250 Wages 
Rs 

... 10,000 
Completed Stock .. 8,000 Direct Goods... ... ... 2,500 
Balance, work-in-progress. .. 11,220 Stores ... ... 20,000 

45,470 

Chargeable Expenses 
Works-on-cost 
Office-on-cost 

... 1,200 
... 7,500 
... 4,270 

45,470 

Completed Contracts 
Sales from Stock 

Cost Summary. 
Cost. 

. ... 26,250 

. 5,000 

Sale or con¬ 
tract price. 

34,000 
7,000 

Profit. 

7,750 
2,000 

Profit as per Cost Account : 9,750 
The General Trading Account as prepared by the accountant stands 

as follows : 

Trading Account (General Accounts). 

Productive Wages 
Rs. 

10.000 Completed Contracts 
Rs. 

... 34,000 
Direct Goods 2,500 Sales from stock ... 7,000 
Stores purchased ... 25,000 Finished stock on hand ... 3,000 
Less Stock in hand 4,800 Work-in-progress ... 11,220 

Chargeable expenses 
Balance, carried down 

20,2'0 
1,200 

21,320 

55,220 55,220 

To Works Expenses :— Rs. 
Rent, rates, etc. ... 1,800 
Supervision charges. 2,500 
Fuel -. 950 
Repairs . 600 
Depreciation 1,000 
General expenses ... 1,200 

- 8,050 
To Office Expenses :— 

Rent, rates, etc. ... 500 
Salaries .1,700 
General expenses ... 1,500 

- 3,700 
To Balance, being Profit, as 

per General accounts ... 9,570 

21,320 

Rs. 
By Balance, brought down . 21.320 

21,320 
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It will be observed from the above information that the profits as 

shown by the General accounts, viz., Rs. 9,570 is less than the profit as 

revealed by the cost accounts, viz., Rs. 9,750, by Rs. 180. 

You are required to prepare a statement reconciling the two sets of 

figures showing where the difference arises. 

V 4. On 1st July 1918, A, B, Co., Ltd., issued Debentures for Rs. 5 lacs 

redeemable at par on 1st July 1923. It was decided to establish a Sinking 

Fund for the purpose of redemption. 

Shew the Ledger accounts for the five years, assuming the annually 

invested amounts to earn 5% interest, net, and that the amount annually 

set aside for the purpose is Rs. 90,487-8-0. 

SECTION II. 

5. A bookseller keeps a Sales Day Book ruled in three columns, viz., 

(1) Sales, (2) Cost and (3) Profit on Sales. At the end of each month, the 

total of column (2) is posted to the credit of Stock Account and the total of 

column (3) to the credit of Profit on Sales Account. The monthly totals of 

Purchases are posted to Stock Account, Sales and Purchases Returns being 

dealt with in similar fashion and the Stock Account periodically agreed 

with a Stock Book. 

The Profit and Loss Account for the year 1927 was prepared in the 

following form:— 

Rs. a. p. 

To wages and salaries 1,286 8 0 
,, Rent, etc. ... 1,066 0 0 
,, Depreciation of 

Stock . 1,760 0 0 
I, Other Expenses ... 582 8 0 
,i Balance being Net 

Profit . 7,891 0 0 

12,586 0 0 

Rs. a. p. 

By Profit on Sales... 12,586 0 0 

12,586 0 0 

The following is a summary of the Stock account for the year :— 

Rs. a. p. Rs. a. p. 

To Balance 1st Janu¬ 
ary 1927 . 11,673 0 0 

„ Purchases. 31,756 0 0 
ii Sales Returns ••• 862 0 0 

By Sales . 27,607 8 0 
,, Purchases Returns 355 0 0 
,, Depreciation ... 1,760 0 0 
,, Balance 31st Dec¬ 

ember 1927 ... 14,568 8 0 

44,291 0 0 44,291 0 0 
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You are required to submit a Trading and Profit and Loss Account for 
the year in the normal form. 

6. A severe fire occurred on the 1st March 1927, at the factory of 
Bomanji and Co., Ltd., by which practically the whole of the buildings 
and its contents were destroyed, with the exception of the offices. 

The Insurance Company paid a lump sum of Rs. 1,00,000 in respect of 
the Buildings, Rs. 15,000 tor the Machinery and Plant, and Rs. 1,20,000 for 
the Stock, the Salvage being sold to Bomanji and Co., Ltd., for Rs. 10,000 
and deducted from the insurance money on the settlement. Bomanji and 
Co., Ltd., realised Rs. 20,000 from the salvage. 

In Bomanji and Co.'s books, Land and Buildings stood at Rs. 1,75,000, 
and the value of the Buildings not destroyed was Rs. 10,000, the land being 
valued at Rs. 50,000. The Machinery and Plant stood at Rs. 16,000 and 
was all destroyed. The Stock at the date of the last Balance Sheet, June 
30th 1926, stood at Rs. 1,35,000. 

The sales for the eight months amounted to Rs. 3,00,000, and the pur¬ 
chases and expenses for that period to Rs. 2,60,000. Expenses in connect 
tion with the fire claim were Rs. 2,000. 

Show how the above matters should be dealt with in the books of 
Bomanji and Co., Ltd. 

7. Tho assets and liabilities of the Bubbles Co. Ltd., were as under :— 

Assets. 

— 31-12-1923. 31-12-1924. 31-12-1925. 

Rs. Rs. Rs. 

Buildings and Plant 3,80,000 4,00,000 4,00,000 
Debtors . • • 1,10,000 1,20.000 80,000 
Stock-in-trade 6,30,000 6,20,000 7.00,000 
Goodwill . > • • •• 1,40,000 1,40,000 1,20,000 
Cash • •• ••• •< . 30,000 30,000 30,000 

12,90,000 13.10,000 13,30,000 

Liabilities. 

— 31-12-1923. 31-12-1924. 31-12-1925. 

Rs. Rs. Rs. 

Share Capital . 
Creditors ... . ... j 
Reserves . 
Profit and Loss Account ... 

10,00,000 
30.000 

2,00.000 
60,000 

10,00,000 
30,000 

2.20,030 
60,000 

10,00,000 
30.000 

2.40,000 
60,000 

12,90,000 13,10,000 13,30,000 
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— 31-12-1923. 31-12-1924. 
i 
31-12-1925. 

i 

Rs. Rs. Rs. 
Net Profits after providing for 

Depreciation, Taxation and 
Directors Fees. but before ap- 

2,50,000 propriation to Reserve ... 2,00,000 1,90.000 

Upon a scheme for amalgamation the Buildings and Plant and Stock 

are to be revalued by an independent expert and the valuation of Goodwill 

is to be based on the excess of profit earned above 9% on the average 

Capital “employed” during the three years. 

The revaluations were as follows:— 

— 31-12-1923. 31-12-1924. 31-12-1925. 

Rs. Rs. Rs. 

Buildings and Plant 5,95,000 6,18.000 6,20,000 
Stock-in-trade ... 6.50,000 6,40,000 7,40,000 

(a) Adjusting the Balance Sheet figures bv those of the revaluation of 

Buildings and Plant and Stock-in-trade only, show the Capital “employed” 

during each of the three years. 

(b) Ascertain the Goodwill on the basis of seven years’ purchase of the 

average excess earned above 9% of the Capital “employed” (assuming 

no adjustments of the profits to have been necessary). 

(c) Show the total value of the business for the purpose of amalgama¬ 

tion as at 31st December 1925. 

J 8. On 31st December 1926, A, B and C convert their business into a 

Joint Stock Company with a Nominal Capital of Rs. 1,00,000 when their 

Balance Sheet was as under: — 

Balance Sheet. 

Rs. Rs. 

Creditors ••• 14,000 Land and Building ... 30,000 
A's Capital ... 27,000 Machinery. ... 20,000 
B’s Capital ... 21,000 Stock . ... 10,000 
C’8 Capital... 18.000 

66,000 
Debtors . ... 20,000 

80,000 80,000 
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The following arrangement was agreed upon by all the partners. 

(a) A Goodwill account was to be created for Rs. 28,000. 

(b) Land and Building, Machinery and Stock to be taken over by the 

Company at book value. 

(c) The Company to allot shares for Rs. 88,000 to the vendors, as 

purchase consideration. 

(d) Book Debts were to be realised and creditors were to be paid off 

by the company on behalf of the vendors. 

On 31st December 1927 other accounts stood as under in the Company’s 

Ledger. 

Rs. Rs. 
Wages ... 4,000 Sales. ... 60.100 
Carriage . ... 1,200 Discount charged 900 
Discount allowed ... 1,300 Creditors . ... 5,200 
Repairs . 300 
Rates and Insurance 400 
Coal ••• ... ... 200 
General Expenses ... ... 1,300 
Purchases . ... 38,000 
Preliminary Expenses 700 
Debtors .. ... 23,000 
Cash ••• ••• ••• 200 
A‘s Drawing ... GOO 
B’s Drawing. 600 
C’s Drawings 400 

The stock on hand on 31st December 1927 amounted to Rs. 23,000. 

The debtors on 31st December 1927 included Rs. 7,000 belonging to 

the vendors Rs. 3,000 of which was irrecoverable and should be written 

off. All the liabilities of the old firm have been discharged. Discount 

allowed and discount charged included Rs. oQO and Rs. 100 respectively in 

connection with vendors’ Debtors and Creditors. 

Pass the Journal entries necessary for adjusting the vendors’ account 

(the same set of books being continued) and draw up Trading Account and 

Profit and Loss Account for the year ending 31st December 1927 and the 

Balance Sheet as on that date after making provisions as under :— 

Bad and Doubtful Debts Reserve at 5 per cent, on Debtors. 

Unexpired Insurance Rs. 100 

Depreciation on machinery at 7 J per cent. 
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UNIVERSITY OF BOMBAY. 

B. Com. Examination, 1928. 

ADVANCED ACCOUNTING AND AUDITING - Paper II. 

SECTION I. 

1. The following is the trial balance of the General Ledger of the A 

Company Limited at 30th June 1926 

Rs. 

Land, Building and Fittings ... ••• .... . 15,000 

Stock ••• ... ... ••• ••• ... ... ... ... 5,000 

Debtors’ Ledger account ... ... ... . 4,000 

Creditors’ Ledger account ... ••• ... ... — 1,000 

Bank Overdraft ... . . ... 1,000 

Prepaid expenses account ... ... ... ... ... ••• 50 

Capital, issued and paid-up 1,500 shares of Rs. 10 each ... 15,000 

Debentures ... —    5,000 

Reserve account . .. 1500 

Profit and Loss account, Cr. . 350 

Provision for doubtful debts . ... ... ... 200 

Their transactions during the twelve months ending 30th June 1927 

were:— 

Rs. 

Purchases of stock. Department A . ... 6,000 

Do. do. B . 8,000 

Do. do. C . . 4,000 

Sales, Department A . ... ... 7,900 

Do. B . 8,500 

Do. C . 4,503 

Liabilities incurred for general, travelling, and other expenses, 

commission, salaries, rates, taxes, insurance, etc. 2,503 

Returns of goods from customers . 350 

Allowances made to customers . 150 

Discounts allowed to customers ... . 250 

Discounts received from creditors. 300 

Bad Debts actually written off ... ... ... ... ... 350 

Added to provision for Bad Debts ... . 300 

Bills received from debtors . 300 

Bills payable accepted . ... 125 

Cash received from debtors.. . . 21,000 

Cash received from bills receivable ... ... ... ... 250 
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Rs. 
Cash paid to creditors (including creditors for purchases, 

general and travelling expenses, commission, salaries, etc.) 20,300 

Interest charged by Bank to 30th June 1927 .. 60 

Debenture interest paid to 31st December 1926 ... 300 

Debentures paid off (31st December 1926) ... . 1,000 

Cash received from sale of part of land (book value, Rs. 1,000) 700 

Amount still due in respect thereof... 800 

Prepaid expenses (30th June 1927) . 100 

The stock at 30th June 1927 is Rs. 7,800, i.e., Department A, Rs/5,000 

B, Rs. 2,500 and C, Rs. 300. The corresponding departmental allocation 

of the stock at 30th June 1926 is Rs. 3,000, Rs. 1,500 and Rs. 500 respec¬ 

tively. 

Show :— 

(a) Debtors’ Ledger account in the Private Ledger ; 

(b) Creditors’ Ledger account in the Private Ledger ; 

(c) Departmental Trading accounts for the year ended 30th June 1927 ; 

(d) General profit and loss account for the year ended 30th June 1927 : 

(e) Balance Sheet as at 30th June 1927 ; 

2, The following is the Trial Balance of the Rupee Bank of India 

Limited on 31st December 1927. The authorised Capital of the Bank is 

Rs. 20,00,000 divided into 20,000 shares of Rs. 100 each. The whole Capital 

is subscribed and 50% is called up. Draw up the Balance Sheet of the Bank 

as at 31st December 1927, in accordance with the Indian Companies’ Act 

1913, mentioning the several subheadings into which the book-debts of a 

bank have to be classified. Prepare also the Profit and Loss account for 

the year 1927. 

Rs. 

Advertising . . ... . 1,650 

Balance of Profit and Loss account, 1st January 1927 ... — 40,333 

Buildings (cost price, Rs. 2,80,000) • it ... 2,05,000 

Capital, Paid-up . ... ...10,00,000 

Current and other accounts ... .. 34,12,829 

Cash with Banks on Current account • ••16,05,125 

Cash at Head Office and Branches ... ••• ... .... 4,16,324 

Directors’ and Auditors* Fees ... ... 5,980 

Furniture (cost Price Rs. 50,480) ... ... 37,280 

Fixed Deposits . ••• ••• ...58,98,554 

Interest, Exchange, Commission, etc. ... ••• ••• ... 3,12,223 

Investments at cost. ... ... 2,78,125 

Investment Reserve Fund ... ••• ••• ••• ... 35,000 



xlviii HIGHER ACCOUNTING- 

Loans, Cash credits and Overdrafts 

Liabilities for Expenses — 

Postages and Telegrams ... 

Printing and Stationery 

Rent, Taxes and Insurance. 

Reserve Fund ... . 

Reserve for Bad and Doubtful Debts 

Salaries . . 

Stamps on hand . 

Unexpired Insurance . 

Rs. 

...84,00,520 

... 46,894 

1,156 

3,390 

... 8,507 

... 2,65,000 

... 40,000 

... 52,150 

189 

437 

Provide Rs. 8,000 for Depreciation on Buildings, Rs. 3,500 for Deprecia¬ 

tion on Furniture and Rs. 25,000 for Investments Reserve Fund. An ad-in- 

terim dividend at the r3te of 7% per annum was paid for the half year ended 

30th June 1927. The Profit as per previous Balance Sheet was Rs. 1,80,333. 

The Directors desire you to transfer the Reserve for Bad and Doubtful 

Debts to the Reserve Fund Account and assure you that the bad Debts of 

the Bank are fully covered by the “Contingency Reserve’’ maintained in 

the Current account Ledger of the Bank. You find that this fund amounts 

to Rs. 2,25,000. The list of Bad and doubtful debts as prepared by the 

Manager and submitted to the Board of Directors amounts to Rs. 2,75,000. 

What attitude would you take up as auditor of the Bank ? 

3. A Limited Company went into Voluntary Liquidation with liabili¬ 

ties amounting to Rs. 30,000 and assets which eventually realised 

Rs. 1,78,000. The Capital of the company consisted of 16,000 Preference 

Shares of Rs. 10 each, of which Rs. 7 per share was called and paid up. 

The holders of 8,000 shares had, however, paid up the full Rs. 10 in 

advance of call. There were also 10,000 Ordinary shares of Rs. 10 each 

on which Rs. 9 per share had been called. Holders of 2,000 shares had, 

however, only paid up Rs. 8 per share, while holders of Rs. 4,000 shares 

had paid up the full Rs. 10 in advance of calls. Assuming that the 

Preference shares have no prior rights as to capital, show, in the form of 

a Liquidator’s Receipts and Payments Account, how you would divide the 

available balance among the shareholders, assuming that the costs of 

winding-up amounts to Rs. 2,000, and that the calls in arrear arc duly 

collected. 

4. A owns a large building in Bombay fetching a rent of Rs. 30,500 

per annum. The “net annual value” of the property as per Municipal 

assessment bills is Rs. 26,100. A wishes to have the following deductions 
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made before arriving at the taxable income in respect of the above 

property:— 

(a) Rs. 5,000 for repairs made during the year; 

(b) Rs. 250 being fire insurance premium paid; 

(c) Rs. 200 being the annual ground rent paid; 

(d) Rs. 1,800 for collection charges paid to the rent collector for the 

year. 

(e) Rs. 1,500 being Municipal taxes paid during the year; 

(f) Rs. 1,200 being interest on a mortgage loan of Rs. 20,000. 

(g) Rs. 500 being the rent of a portion of the house that was vacant 

during the year. 

You are required to prepare a statement showing the taxable income 

of A in respect of the above house property, giving reasons for altering or 

disallowing any of the items. 

A s taxable income from business amounts to Rs, 53,625. He has 

insured his life and pays an annual premium of Rs. 15,600. He has re¬ 

ceived during the year dividends from joint-stock companies amounting to 

Rs. 8,700 declared free of tax and Rs. 2,900 declared less tax. Determine 

the tax payable by him. 

SECTION II. 

5. The Bombay Trading Company, Ltd., having a Capital of Rs. 

4,50,000 divided into 9,000 shares of Rs. 50 each (on which Ks. 40 per share 

was paid up) and a Reserve Fund of Rs. 90,000 was absorbed by the Inter¬ 

national Trading Company Ltd., having a Capital of Rs. 12,00,000 divided 

into 40,000 shares of Rs. 30 each (on which Rs. 25 per share was paid up) 

and a Reserve Fund of Rs. 2,00 000 : on the terms that for every three shares 

in the absorbed company, the absorbing company was to give five shares 

(partly paid as the original ones). 

Give with full details the Journal entries in the Books of the absorbing 

company and draw out the Balance Sheet after the absorption. 

State also whether the rights of the parties concerned are properly 

adjusted. 

6. The following is the Balance Sheet of a company as on December 

31st, 1926 
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Rs. Rs. Rs. 

Capital: Nominal— Goodwill . 1,00,000 
1,00,000 8% Cumula- Plant f and Machi- 

tive Participating nery . 17,00,000 
Preference shares of Premises . 14,00,000 
Rs. 10 each ... 10,00,000 Stock ... .- 28.09,000 

2,00.000 10% Cumu- Sundry Debtors ... 35,80,500 
lative A Preference Cash ... ... 15,000 
shares of Rs. 10 Profit and Loss Ac- 
each .20,00,000 count . 3,95,000 

8,00,000 Ordinary 
shares of Rs. 10 
each .80,00,000 

1,10,000,00 

Issued :— 
1,00,000 8% Cumula¬ 

tive Participating 
Preference shares 
of Rs. 10 each ...10,00,000 

2,00,000 10% Cumula¬ 
tive A Preference 
shares of Rs. 10 
each . 20,00,000 

3,00,000 Ordinary 
shares of Rs. 10 
each .30,00,000 

60,00,000 
6% Debentures . 15,00,000 
Sundry Creditors . 24,99,5 0 

‘>9,99,500 99,99,500 

Note :—There is a contingent liability on both classes of Preference shares 

in respect of three years' Dividends. 

The Company decides to adopt a scheme of re-arrangement under 

section 153 of the Indian Companies’ Act, 1913 (there being no dissentients), 

on the following lines 

(1) The 8 per cent. Cumulative Participating Preference shares to 

forego their arrears of Dividend, and be converted into 6 per cent. Cumu¬ 

lative First Preference Shares of Rs. 10 each. 

(2) The 10 per cent. Cumulative A Preference Shares to forego their 

arrears of Dividend and become 7J per cent. Preference Shares of Rs. 10 

each. 

(3) Each share of the Ordinary Share Capital (consisting of Rs. 10 

shares) to be divided into five shares of Rs. 2 each. 
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In respect of the Ordinary Shares thus issued, three of the Rs. 2 shares 

are to be surrendered to the Company. Two of these are to be allotted to 

the holders of the 6% and the 7h% Preference Shareholders, in proportion 

to their holdings, as 10% Preferred Ordinary Shares. The remaining share 

surrendered is to be cancelled and used to write off the debit balance on the 

Profit and Loss Account, to write down Plant and Machinery tq 

Rs. 16,20,000, and to eliminate Goodwill, 

You are required to give the Journal entries necessary to record the 

above arrangements in the books of the Company and to prepare the 

revised Balance Sheet. 

7 Goods are invoiced by G to his Agent in Rangoon at selling price. 

The Agent reports sales made and collection of book debts by him by 

monthly advice. He receives 5*% on cash collected, plus an allowance 

for expenses at the rate of Rs. 2,000 per annum. During the half year 

ending 30th June, 1926, goods were invoiced to the Agent at a value of 

Rs- 4,03,000. Such goods cost G Rs. 2.75,000, plus freight and charges 

thereon Rs. 38,700. During the same period, sales were made by the agent 

amounting to Rs. 3,42,000. Debts collected were Rs. 2,88,000, and discounts 

were allowed amounting to Rs. 2,000. The Agent remitted to G 

Rs. 2,80,000. 

Included in the shipments to the Agent was a consignment partly 

damaged by sea transit. A claim on the underwriters was settled for 

Rs. 6,200 which together with the proceeds of sale by the Agent Rs. 8,300, 

exceeded the value invoiced by Rs. 300. 

At 30th Jane, 1926 the Stock in the hands of the Agent and unsold 

represents an invoice cost to G of Rs. 40,300. 

Prcpaie, as in the books of G Accounts~showing the results of 'these 

transactions for the half year ending 30th June 1926. 

8. The following details arc extracted from the costing records of an 

Oil Mill for the year ended 31st March 1927 :— 

Purchase of 5,000 Tons of Copra Rs, 2,00,000. 

Crushing 
Plant. 

Refining 
Plant. 

Finishing. 

Rs. Rs. Rs. 
Cost of Labour. 2,500 1,000 1,500 
Electric Power ... . 600 360 240 
Sundry Materials . 100 2,000 ... 
Repairs to Machinery and Plant 2S0 330 140 

Steam ... ... ... 600 450 450 

Factory Expenses . 

Cost of Casks Rs. 7,500, 

1,320 660 2*0 
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3,009 Tons Crude Oil were produced, 2,300 Tons of Oil were pro¬ 

duced bv the refining process. 2,480 Tons of Refined Oil finished for 

delivery. 

Copra Sacks sold, Rs. 4)0. 

1750 tons of Copra Residue, sold Rs. 11,000 

Loss in weight in crushing, 250 tons. 

450 Tons of by-products obtained from refining process, Rs, 6,750. 

You are required to show the Accounts with quantity columns in 

respect of each of the following stages of manufacture for the purpose of 

arriving at the cost per ton of each process, and the total cost per ton of 

the finished oil:— 

(a) Copra crushing process, (b) Refining Process, (c) Finishing 

Process, including Casting. 

UNIVERSITY OF CALCUTTA. 

B. Com. Aooounfcanoy, 1928. 

^ 1. From the following Trial Balance as at January 1st, 1908, prepare 

Manufacturing Account, Profit and Loss Account, and Balance Sheet ;— 

£ £ 

Purchase (Materials) ... ... ... 16,000 

Discount (Balance) ... ... 1,300 

Wages (Productive) ... ... 6,500 

Sales ... ... ... 30,000 

Salaries ... ••• ... 2,000 

Travelling Expenses ... ... 500 

Carriage . ... ... 275 

Insurance . ... ... 150 

Commissions _ ... ... ... 325 

Rent and Rates ... • • • 500 

Cash in hand ... ... 25 

Cash at Bank ... 2,725 

Stable Expenses ... ... ... ... 195 

Repairs . ... • • • 105 

Sundry Expenses ... ... ••• 55 

Mortgage and Interest to date 3,05(1 

Mortgage Interest ... 150 

Buildings . ... ... 4,000 

Machinery .*• IM 1,500 
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£ £ 

Horses and Carts. 500 

Stock on hand, January 1st, 1907 

Capital . 

5,750 

10,655 

Sundry Debtors and Creditors. 3,250 2,100 

Total ... 45,805 45,805 

Make provision for Rent and Rates unexpired, £30 ; Depreciation on 

Buildings at 2i per cent, per annum ; Machinery at 5% ; Horses and 

Carts 7| per cent ; Bad Debts £150 ; Liability for Insurance £20 ; Dis¬ 

count on Sundry Debtors and Creditors at per cent. Stock on hand, 1st 

January, 1908, £6,075. 

S2. Show the Ledger entries to describe the following, and show also 

how these items will appear in the Profit and Loss Account and Balance 

Sheet of each of these three years 

On 1st January, 1912, the Reserve for Doubtful Debts shows a credit 

balance of £900. During the year, the Bad Debts amount to £700. The 

Debtois at 31st December, 1912, are £24,000 and a 5% Reserve for Doubt¬ 

ful Debts is required to be maintained. The Bad Debts during the year 

1913 amount to £1,350. On 31st December, 1913, the Debtors are £25,000 

and a 5% Reserve for DoubtfuljDcbts is to be kept. In 1914. the Bad 

Debts are £300 and the Debtors at the end of the year amount to £10,000 

on which a 5% Reserve for Doubtful Debts and a 5% Reserve for Discounts 

are to be kept. 

3. Hari draws upon his customer Jadu at two months from January 

1st, 1917, for Rs. 1,000’and three days after its date discounts it with the 

Central Bank at 2\ per cent.*per annum. On the day of its due date, Jadu 

intimates'that he cannot meet the bill, »but pays Hari Rs. 600 on account 

and accepts a fresh bill for a like period for the balance upon condition 

that Jfan«retircs* the original ;bill, which he docs. Detail seriatim the 

entries by which Han should record these transactions in his books. 

Or 

X sells to Y goodsjof'the value of Rs. 2,000, payable by draft of the^ 

former on the latter*at four months’ date from 1st May. The drawer dis¬ 

counts his customer's bill with the National Bank at 5 per cent, per annum 

on the 1st June. At maturity the bill is dishonoured. Give the entries in 

the vendor's Day Book, Ledger, Cash Book, and Journal to duly record 

these transactions. 
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4. The Nomina] Capital of X Co., Ltd., consists of 1,00,000 shares of 

£l each* The whole of these shares were issued in 1918, and were fully 

called up in four instalments of 5s. each. On 12th February, 1919, after 

due notice, the Directors passed a resolution forfeiting the 1,000 shares 

held by Mr. W. Roberts, the final instalment due upon his holding not 

having been paid. On 1st May, 1919, the 1,000 shares thus forfeited were 

re-issued, as fully paid to Richard Blank, who paid £500 for them. Give 

the entries (both in the Journal and in the Ledger) with regard to the 

original issue of the shares, the forfeiture of the shares, and the re-issue 

of the forfeited shares. 

/ 5 X, Y, and Z carry on a business in partnership. Z wishes to retire 

from the firm. X and Y agree to carry on the business, taking over the 

Assets at a valuation as agreed by the three partners, and discharging the 

Liabilities of the firm, The following is the position of the firm as on 

September 30th, 1909, the date of dissolution :— 

£ £ 
Sundry Creditors ... 18,900 Plant ... ... 4,000 
Loans. ... 7,000 Fixtures • •• 500 
Capital Accounts :— Furniture 250 

X . .. 3,000 Stock-in-trade ... 10,000 
Y . ... 4,000 Sundry Debtors ... 18,000 
Z ... ... ... 1,000 Bills Receivable ... 4,000 

Profit and Loss Account ... 3,000 Cash in Hand ... ... 50 
Cash in Bank ... 100 

Total ... 36,900 Total ... 36,900 

The agreed values of the assets are as follows :— 

Plant £3,050. Fixtures £350. Furniture £150. Stock-in-trade less 20 

per cent, discount. Sundry Debts (less Discounts and Bad Debts) £15,000. 

Provisions for Doubtful Bills £1,000. 

(1) Prepare Balance Sheet showing the position of the new firm of X 

and Y on taking over the business. 

{2) Prepare also tho Capital Accounts and Balance Sheet of X, Y and 

Z after the above valuation and dissolution adjustments have been made. 

The profits and losses are divisible on basis of capital originally contributed. 

UNIVERSITY OF CALCUTTA. 
B. Com. Advanced Accountancy. 1928. 

1. Messrs. B. Chemical Co. Ld. are Chemical Manufacturers and the 

makers of the “ Bloom Face Powder ” and the “ Lustre Hair Wash.’* 

You are asked to prepare from the following particulars the Trading and 
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Profit and Loss Accounts, showing the net Profit and Loss made in the 

Chemical, Face Powder, and Hair Wash departments, respectively, for the 

year ended 3lst December, 1927 

Rs. 

Stock, 1st January, 1927 . Chemicals.. ... 81,200 
Face Powder 49,980 
Hair Wash ... 22,500 

Purchase of Raw Materials*.. Chemical Dept. ... ... 70,900 
Face Powder ... 28,360 

Hair Wash... ... ... 8,560 

Sales *+* ••• *** **. Chemical Dept. ... 2,26.090 

Face Powder • • 70,700 
Hair Wash • •• 49,490 

Raw Materials supplied from the 

Chemical Dept, to the other Depts. 

for use in manufacture there Face Powder ... 4,070 
Hair Wash. ... 3,130 

Factory Wages and Salaries Chemical Dept. ... •»» 33,000 
Face Powder 23,000 
Hair Wash ... • •• 12,000 

Bottles, Cases, Labels, and Cartoons Chemical Dept. ... 9,550 
Face Powder ... 1,650 
Hair Wash 2,180 

Factory Rent, Rates, and Taxes 11,900 
Power, Lighting and other Factory 

Charges. ... ... ... ••• • •• 630 
Office Salaries . •»* »** ... • •• 14,000 
Office Rent, Rates, and Taxes ... ... ... ... • •• 11,880 
Travellers' Commission and Expenses . ... 12,140 
Office Gas, Coal, and Electric Light •M 1.360 
Printing and Stationery . ... ••• ... 510 
Advertising . Face Powder ^ ... 3,180 

Hair Wash ... 2.560 
Bad Debts ... ~~ . ... *»• ... ... 1,520 
Stock on hand, 31st December, 1927 Chemicals. ... 62,800 

Face Powder #.• — 28,720 
Hair Wash ... 21,020 

Apportion Factory Rent, Rates and Taxes, and Power, Lighting* and 

other factory charges, between the respective Departments, on a basis of 

the wages paid in each department. 
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' Apportion all office expenses and other nonproductive expenses 
(except advertising) between the departments on a basis of the sale effected 

by each, treating goods supplied by one department to another as sales. 

2. A merchant in Calcutta supplies his branch establishment in Dacca 

With goods entirely from the head office, such goods being invoiced to the 

Branch Manager at cost price, with instructions that— 

(1) the Manager is to sell the goods at such a price as will yield a 

clear 15% profit on the selling price of all goods ; 

(2) before fixing the selling price, the Manager is to add 20% to the 

cost price to provide for overhead charges ; 

(3) stock is to be taken on the last day of each month at cost price ; 

(4) the exact balance in the local Bank, in the hands of the Manager, 

is to be remitted to the Head Office on the 1st of each month, after leaving 

at the local Bank a fixed float of Rs. 2,000 and retaining Rs. 100 in hand for 

petty cash expenses ; 

(5) all goods to be sold for cash only. The Branch is not authorised 

to give credit. 

On the 1st of December last, the Manager of the Dacca branch, after 

drawing his monthly cheque for the Head Office had Rs. 2,000 in the bank 

and Rs. 100 in hand. He also had stock valued at cost price Rs. 13,200. 

During the month of December, the Head Office supplied goods to the 

amount of Rs. 3,496. On taking stock, on the evening of the 31st 

December, the value at cost price was Rs. 11,200 ; and the expenses paid 

by the Manager during the month were Rs. 1,545. 

You are required to show the account which the Manager should 

render to the Head Office on the 1st of January, and the remittance which 

he has to make. 

3. Messrs. Calcutta Furnishing Company carry on business of Hire 

Purchase Furnishers, and give you the following information regarding the 

year ending 31st December, 1927, and ask you to prepare a trading 

account. They inform you that on ail the amounts which are charged to 

customers as the price of goods one-third represented gross profit:— 

f ' Book Value of Stock on hire purchase on the 1st Janu- 

r ’ ’ ary, 1927 .. 

Value of Stock in Shop. 

^ j Purchases made during the year ... . 

Instalments overdue on the 1st January, 1927 . 

Rs. 

1,50,000 

20,000 

2,70,000 

11,000 
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Rs. 
Instalments on the 31st December, 1927 ... ... 21,000 

Cash received on instalments during the year.. 3,50,000 

Stock on Hire on the 31st December, 1927, at a Book 
Value of. ... Ml ... ... 1,80.000 

Stock in Shop 

Prepare the Trading a/c 

... ... ... 30,000 

4, The following Impersonal Ledger Balances appeared in the trial 

Balance of the books of the Giridih Mica and Powder Co., Ld. on the 31st 

December, 1927 
Rs. 

Wages paid . ... . 552,000 

Timber used ... . ... 58,000 

Sundry Stores and Maintenance of Mines . 97,000 

Rates, Taxes, and Charges General (1 applicable to Talc 
Powder) ... ... ••• ... ... 72,000 

Wages paid and Stores used for Talc Powder 
Manufacturing .   70,000 

Royalties paid on Mica produced . 72,000 

Ropes used . 12,000 

Salaries Paid (1 applicable to Talc Powder) . 28,000 

Mica sold—194,000 tons . 7,02,000 

Talc Powder sold—72,000 tons . 4,40,000 

The total production of the Company was 304,000 tons of Mica and 

72,000 tons of Talc Powder. 1,10,000 tons of Mica were used for making 

Talc Powder. 

You are required to prepare Trading and Profit and Loss a/cs, showing 

the profit resulting from the sale of Mica and Talc Powder respectively, 

and showing the cost per ton of Mica, and the cost per ton of the Talc 

Powder, taking the Mica used for Talc Powder at cost price. The cost 

price in both cases to be worked out to two decimal points. 

5. A merchant in Calcutta started business on the 1st January, 1927* 

with a sum of Rs. 10,000 and kept a Cash and personal Ledger only. Yott 

were asked from these books to prepare a Profit and Loss a/c and Balance 

Sheet as on the 31st December, 1927, his stock on this day being 

Rs. 10,000. An analysis of the Cash Book gave the following figures 

Dr. Cr. 
Rs. Rs, 

Received from Self ... 10,000 Paid to Creditors ... ... 50,000 
Do. from Debtors ... 70,000 „ for Expenses ... ... 11,000 
Do. Cash Sales ... 21,000 Drawn by Self ... 20,000 

Cash Purchases ... 8,000 
Cash Balance ... 12.000 

Total ... 1,01,0)0 Total ~ 1,01,000 
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The personal Ledger Balances were then taken out and it was found 

that the total of the Dr. Balances amounted to Rs.60,000 and the Credit 

Balances Rs. 55,000. Prepare the P. and L. a/c and Balance Sheet. 

f 6. The firm of Hope Bors. and Co. consists of Messrs. A, £, and C 

who share profit and loss equally. A difference having arisen between A 

and £, it was decided that B should acquire § and C \ of sl’9 share. B and 

C were to pay Ay the actual value of A's investment in the firm. In addition 

B should pay for his share of i4’s goodwill, whereas C was given his share 

in A's goodwill. 

The following figures were supplied to you as at the 31st December, 

1927. How much each would B and C have to pay ? 

Creditors... 
Ra. 

... 21,500 
Stock ... ... ... ••• • •• ... 25,000 
Liabilities • • • • • • ... 1,500 
C’s a/c ••• ••• •• • ... ... 20,000 
Book Debts • • • ... 60.000 
Payments in advance ... ... • M ... 2,000 
B’s a/c. ••• ... ... • •• ... 30,000 
Buildings ... ... ••• «»• ... 30,000 
Furniture .M ... ... 4,000 
Cash ... ... .*• ... ... ... ... 12,000 

It was decided that goodwill should be twice the average of the last 
three years’ average, which were 1927—Rs. 60,000, 1926—Rs. 30,000,1925— 
Rs. 40,000 

7* From the following figures, prepare Trading a/c, Profit and Loss 
a/c, and Balance Sheet of the A. B. Manufacturing Co., Ld. as at 31s* 
December, 1927:— 

Rs 
Discounts ••• ••• ••• ... ... 1,200 
Carriage ••• ••• ••• ... ... 2,300 
Patterns... ••• • • • ••• ... ... 15,000 
Rates and Taxes MM* • ... ... 2,200 
Patents and Trade Marks . ... ... 6,000 
Stock, 1st January, 1927 «•• ... ... ... 26,600 

Purchases ... >M .M ... ... 49,300 

Wages . ... ... ... ... 52,200 
Fuel .. ••• ••• ... ... 2,520 
Building and Plant ... .»* ... ... ... 80,000 
Goodwill M. ... ••• ... ... 21,000 
Debtors ••• ... M* ... ... 16,020 
Advertising ... — ... 3,300 
Trade Expenses... Mi M4 *M ... 4,100 
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Rs. 
Bad IDebts ••• ••• ... 1,020 
Cash ~~ . • a. ... 720 
Debenture Interest J year, 30th June ... ... 400 
Preference Dividend, i year, 30th June ... 1,200 
Director Fees . ... ... 2,000 
Bank Charges. 1,640 
Ordinary Shares . ... 8.0000 
4% Debentures ... . 0, ... 20,000 
Bank Overdraft . ... 30,280 
Creditors . 9.620 
Sales ••• ... ... ... ... ... 1,444180 
Profit and Loss a/c» 1st Jan. ... ... ... 4,140 

The nominal capital of the Company is Rs, 1,00,000. Stock at 31st Dec- 
1927—Rs. 28,320. 

Write off Depreciation- 

Machinery and Plant 5% on Rs. 30,000. 
Loose Tools 20% on Rs. 6,000. 
Patterns 10% on Rs. 15,000. 
Patents 10% on Rs. 6,000. 

Allow 2i% on debtors for Discounts and reserve Rs. 860 for Bad debts. 

8. Describe the methods of Depreciation usually met with in practice, 

and state the advnatages and disadvantages of each with illustrations. 

UNIVERSITY OF CALCUTTA. 

M. Com- Accountancy, 1927. 

Fir»t Half. 

1. Mr. G. C. Ghosc died on the 10th of April, 1927, and his son Mr. 

B. C. Ghosc who was his executor prepared a Balance Sheet of his estate 

as follows :— 

Rs. Rs. 

Trade Creditors • •• 25,000 Trade Debtors ... 30.000 
Loan for Personal Use ... 50,000 Cash in hand — 1,900 
Liability for Personal Ex- Cash at Bank ... 10,000 

pcnses . . •• 1.500 Fixtures and Fittings in 
Liability for Business Ex- Office . 3,000 

pcnses :— Dwelling house ... 40,000 
Wages ... • • • 1,000 Private Motor Car .. 3,000 
Rent ... ... ,,, 400 i Motor Lorry for business... 6,000 
Office Charges ... 50 Stock in hand ... 20,000 

Capital a/c. ... 36,650 Payments in advance for 
business 700 

Total ... 1,14,600 Total ... 1,14,600 
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Mr. B. C. Ghose formed a Company called G. C. Ghose & Son, Ld,. 

with a nominal capital of Rs. 1,00,000, and a subscribed capital of Rs, 60,000 

to take over for Rs. 50,000 his father’s business and goodwill with the 

exception of the trade creditors and debtors. The debts due to or by the 

estate on business account were however collected and paid by the Company 

on behalf of the estate, there being a loss of 5 per cent, on collection, and it 

was found that one trade creditor amounting to Rs. 1,500 was omitted by 

the executor when he prepared the balance sheet, and this amount *wa« 

also paid by the Company, the Company retaining the balance realised 

on the estates account. 

Prepare the final Capital Account and Balance Sheet of the executor 

and the Balance Sheet of the Company incorporating the above transactions. 

2. Bengal Jute Co., Ltd., and Calcutta Jute Co., Ld., agree to 

malgamate. 

The agreement provides that the Bengal Jute Co., Ltd., was to take 

over all the assets of the Calcutta Jute Co., Ld., and to pay all their liabili¬ 

ties and debentures, the consideration being the issue by Bengal Jute Co., 

Ltd., of Rs. 10,00,000 fully paid shares of Rs. 10 each and the payment of 

Rs. 5,00,000 in cash to the Calcutta Jute Co., Ld. It was also agreed that 

the Bengal Jute Co., Ld., would pay the expenses of the liquidation of the 

Calcutta Jute Co , Ld., to the extent of Rs. 2,500. 

The Balance Sheets of the two Companies on the date of the liquida¬ 

tion were as given below. In order to carry out this agreement Bengal 

Jute Co., Ltd., sold half of its War Bonds 105% and made arrangements 

with its Bank for any overdraft that may be required. 

Prepare the Balance Sheet of the Bengal Jute Co., Ld., after the amal¬ 

gamation and close the book of the Calcutta Jute Co., Ld. 

Balance Sheet: The Bengal Jute Co.* Ld. 

Rs. 
Nominal Capital. 

5,00,000 shares of 
Rs. 10 each. 50,00,000 

Issued 4,00,000 shares 
of Rs. 10 each ... 40,00,COO 

Debentures . 10,00,000 
Creditors   3,00,000 
Reserves ... 20,00,000 
Profit and Loss a/c ... 4,00,000 

Rs. 
Book Debts . 5,00,000 
Rs.5,00,000 6 per cent 1930 

War Bonds   4,75,000 
Goodwill. 5,00,000 
Properties.  10,00,000 
Machineries   20,00,000 
Suspense. 20,000 
Stock ••• ... .*• 30,05,000 
Cash   2,00,000 

Total... 77,00,000 Total ... 77,00,000 
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Balance Sheet t The Calcutta Jute Co., Ltd, 

R». 

Capital Authorised and 
Subscribed. 

1,00,000 shares of Ks. 
10 each ... ... 10,00,000 

Debentures. 5,00,000 
Creditors . 75,000 
Bank Overdraft ... 1,24,000 
Reserve . 5,00,000 
Profit and Loss ac¬ 

count . 1,01,000 

Total ... 23,00,000 

Rs. 

Debtors 
Goodwill ... 
Properties 
Machineries 
Stock 

. 1,50,000 

. 1,98,500 

. 2,01,500 

. 4,00,000 

. 13,50,000 

Total ... 23,00,000 

3. You were asked by a client to advise him regarding the price he 

should pay for the goodwill of a business he was desirous of acquiring. 

The seller had told him that the gross profit earned by the stores was 20% 

and in support of this had produced the following Trading account. 

Trading Account. 

To Opening Stock 
,, Purchases 
„ Trade Discount on Sales. 
,, Cash Discount. 
„ Goods Returned 
,, Carriage Inwards 
„ Salaries. 
„ Kent ... . 
„ Charges General 

Ks. 

16,500 
85,000 
14,000 

2,520 
10,000 
2,000 
7,C00 
4,500 

240 

Rs. 

By Sales . ... 1,50,000 
„ Stock (closing) ... ... 15,000 
„ Cash Discount ... ... 1,760 
„ Goods Returned ... 5,000 

i, Gross Profit 
... 1,41,760 
... 30,000 

Total ... 1,71,760 Total ... 1,71,760 

Your client had agreed to pay the seller for his goodwill an amount to 

be determined by a percentage on the capital invested in the business, this 

percentage being the same as the percentage of gross profit of the business. 

The capital invested in the business was Rs. 1,00,000. How much would 

your client have to pay for the goodwill in view of the account submitted 

above ? 
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4* The Manager of a soap factory of which you are the auditor is paid 

partly by salary and partly by commission and bonus. His agreement 

states that in addition to a salary of Rs. 1,000 per month he is to draw 

commission of 10% on the manufacturing profits and a bonus of 5% on the 

net profits after charging such bonus. 

You were supplied with the following facts by their accountant and 

you are asked to prepare— 

(a) Manufacturing and Profit and Loss account. 

(b) Determine the amount of commission and bonus payable to the 

Manager - 

Rs. 

Purchases . 15,000 
Manufacturing Wages 20,000 
Office Salaries . 2,700 
Carriages Inwards 1,000 

Do. Outwards 200 
Printing and Stationery ... 150 
Rent . 2,000 
Travelling.. 300 
Charges General . 400 
Cash Discount . 100 
Goods Returned. 2,000 

Rs. 

Sales ... ... •• 50,000 

Opening stock consisted of the 
following. 

400 casks of A © Rs. 10. 
100 casks of B (<h ,, 15. 
50 casks of C @ ,, 30. 

150 casks of D © „ 20. 

Closing stock was as 
follows. 

300 casks of A. 
100 casks of B. 

50 casks of C. 
100 casks of D. 

5. From the following figures supplied to you of an Insurance Com¬ 

pany, prepare a revenue account and Balance Sheet as at the 31-12-26 :— 

Rs. 

Life Assurance Fund as at 1-1-26 ... ... ... 2,09,12,305 

Furniture and Safe . ... ... 20,000 

Commission. ... .«. ... 3,86,961 
Premiums received . ... ... ... 36,00,106 

Agents’ and Canvassors’ Allowances 67,526 
Reassurances premium (net) paid 33,135 

Salaries . ••• ... 1,16,906 
Interest received . ... ... ... 12,90,631 

Acturial Fees . ••• ... ... 6,641 

Income Tax and Super Tax on Interest received ... 88,835 
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Refund of Income Tax . 
Rs. 

1,330 

Directors’ Fees . ... ... 12,600 

Auditors’ Fees . ... 2,000 

Medical Fees . ... 65,348 

Fees for Revival of Policies 16,541 

Assignment Fees . 1,410 

Rent of Offices . 13,800 

Advertisements . 9,178 

Law Charges . ... ... 150 

Printing and Stationery . ... 20,406 

Postage . ... 30,190 

Endorsement Fees. 852 

Profit on Conversion of Securities... 83,988 

Policy Stamp ... . 3,277 

Receipt Stamps . 2,857 

Capital ... ••• ... ... 2,00,000 

Bank’s Charges and Commission... ••• 4,294 

Charges General . ... 12,885 

Claims admitted but not paid. ... ... 9,93,486 

Deposits on a/c of Premia — ... 68,024 

Claims paid and outstanding by death ... 7,73,309 

Do. maturity ... ... ... 12,10,558 

Surrenders .. . ... ••• 3o,376 

Sundry Creditors . ... ... 1,14,356 

Loan on the Company's Policies .~ — 23,86,065 

Other Investments . ... ... 2,35,00,000 

Investment reserve fund . ... ... 20,00,000 

Cash in hand and at Bank.- ... ... ... 4,78,701 

Second Half. 

1. A Colliery Company took a lease of a coal-bearing area for a 
period of 20 years from 1st January, 1921, upon the terms of a royalty of 
six annas per ton upon the output with a minimum rent of Rs. 6,000 per 
annum, with power to recoup '‘Short-working*” over the first four years of 
the lease. 

You are required to show the Royalties, Short-workings, and Land¬ 
lord’s Accounts in the books of the Colliery Company, assuming the output 
for the first six years of the lease to be as follows 

1921 ... 6,000 tons. 1924 .. 20,000 tons. 
1922 ... 8,000 tons* 1925 — 18,000 tons. 
1923 — 16,000 tons* 1926 ... 15,000 tons. 
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2. On 31st March, 1927, the premises and stock of Motilal Shah 

were totally destroyed by fire, the books of account, however, being saved. 

In order to make a claim on their fire policies in respect of the stock they 

ask your advice, and you are able to obtain the following information. 

The stock on hand has always been valued at 5 per cent, less than cost:— 

1 
I 1924. 

Dec. 31. 
1925. 

Dec. 31. 
1 

1926. 
Dec. 31. 

; 

1927. 
March 31. 

Opening Stock, as valued 2,280 2,907 3,230 3,458 
Purchases, less Returns ... 9,162 10,840 11,917 4,120 
Sales, less Returns 13,928 16,912 18,626 7,562 
Wages 3,176 3,518 3,801 1.494 
Closing Stock 2,907 3,230 3,458 

Prepare a Statement for submission to the Fire Insurance Company in 
support of the claim for loss of stock. 

3. The East and West Bank, Limited, has a Share Capital of Rs. 

20,00,000 in Shares of Rs. 10 each, all issued, on which Rs. 5 each has 

been paid. From the following list of balances draw up the Balance Sheet 

as on 31st December, 1926, and Profit and Loss Account for the year ended 

that date. The Rebate of Interest on Bills not due was Rs. 16,493. A 
dividend at the rate of 12 per cent, per annum was paid for the half-year 

ended 31st December, 1926 :— 

Rs. 

Share Capital — . 

Acceptances for Customers. 

Advances to Customers and other Accounts 

10,00,000 

8,26,149 

97,42,196 

Bank and other premises, at cost, less amounts 

written off .. . 

Bills Discounted 

Cash in hand and at the Imperial Bank of India 

Cash at call and short notice 

3,78,200 

41,61,895 

20,45,701 

18,62,170 

Circular Notes, Letters of Credit, and provision for 

Contingencies ... — . . 

Foreign Government Securities, etc. ... — 

Consols and other Securities of the British Government 

Current and Deposit Accounts . 

Depreciation of Bank Premises . . 

Depreciation of Investments . 

Gross Profit, including Rebate brought forward 

Indian Government Stocks, etc. 

4,14,520 

7,26,104 

37,57,082 

2,08,72*412 

20,000 

40,000 

. 6,47,925 

. 8.04,290 



EXAMINATION PAPBBS. lxv 

Rs. 
Interim Dividend for half-year ended 30th June, 1926 ... 50,000 

Interest paid to Customers   2,40,159 

Liability of Customers for acceptances . 8,26,149 

Other Investments . ... 1,48,915 

Profit and Loss Account. Balance from 1925 . 58,096 

Reserve   12,00,000 

Salaries, Directors’ Remuneration, and other expenses... 4,16,241 

4. From the following records prepare a detailed Receipts and Pay¬ 

ments Account, the Income and Expenditure Account in toto and Balance 

Sheet of the Bengal Charitable Institute for the half-year ended 30th June, 

1927 :— 

1927. Rs. 

Jan. 1st. Subscriptions received ... ... ... 2,000 

8th. ,, ... 600 

15th. ... 750 

25th. Secretary’s Salary ... — 100 

31st. Paid to Bank ... 3,000 

Feb. 4th. Subscriptions received ... ... 420 

Hth. Donation from Local Authority ... 1,500 

20th. Rent paid ... ... ... 500 

25th. Secretary’s Salary. ... 100 

31st. Paid to Bank ... 1,320 

March. 1st. Net pr»>cecds of Flag day ... ... 5,000 

6th. Subscriptions received ... 700 

15th. Quarterly Grants to Beneficiaries — 3,200 

16th. Subscriptions received ... ... ... 500 

25th. Secretary’s Salary. ... ... 100 

27th. Part proceeds of Matinee Performance ••• 870 

31st. Paid to Bank ... %• • 3,770 

April. 5th. Printing and Stationery Account paid ... 310 

14th. Subscriptions received ... ... 1,200 

18th. ,, ••• — ... 800 

25th. Secretary’s Salary ... _ ... ... ••• 100 

Travelling Expenses paid ... ... ... ... 220 

30th. Paid to Bank ... ... ... 1,370 

May 8th. Subscriptions received ... ... 2,100 

19th. ,, ' • .... .... ... 1,900 

25th. Secretary’s Salary ... ... 100 

Rent paid _ ••• ... ... 500 

31st. Paid to Bank . ... ... 3,400 
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June 8th. Special Donation received. 

Rs. 

... 5,000 

10th. Subscriptions received ... . ... 1,700 

18th. „ M 30d 

25th. 

Quarterly Grants to Beneficiaries 

Secretary’s Salary. 

... 4,800 

... 100 

29th. 

Incidental Expenses 

Paid to Bank. . 

_ 90 

... 2,010 

30th. Cash from Bank . ._ 10,000 

Invested in War Loan .- ... 10,000 

5. From the following Trial Balance of a rubber growing Company, 

prepare Profit and Loss Account and Appropriation Account for the year 

ended 31st December, 1926, and Balance Sheet as on that date :— 

Rs. Rs. 

Share Capital, authorised and issued • •• 10,00,000 

Leasehold estates in Burma. 7,38,450 

Development Account, 1st January, 1926 ... 2,96,720 

Expenditure in Burma during 1926 

Upkeep of producing area, tap¬ 

ping, manufacturing, shipping, 

etc. . 1,83,030 

Further outlay on areas not in 

bearing. 

Buildings and machinery 

51,060 

2.34,090 

1,37,200 

Inventory of Cattle, Stores, etc. ... ... 10,530 

Stock of rubber in store and in transit at 31st 

December, 1925 — . 1,42,410 

Proceeds of rubber sold M. 4,23,970 

Directors* fees... • • • 6,500 

Calcutta Office rent, salaries, etc. • •• 4,120 

Audit fees . • •• 420 

Income Tax . M* 16,480 

Interest on deposit . ... 640 

Transfer fees ... . 100 

Profit on Discount etc. • •• 140 

Sundry debtors, Calcutta 1,180 

Sundry debtors, Burma _ ••a 9,840 

Cash at Bankers and in hand, Calcutta ... 64,560 

C&sh at Bankers and in hand, Burma ... 10,320 
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Rs. Rs. 
Sundry Creditors, Calcutta, including reserve 

for Excess Profits Duty . 45.410 
Sundry Creditors, Burma ... ... 400 
General reserve.~ . 1,50,000 
Profit and Loss Balance after payment of 

Rs. 1,25,000 Final Dividend for 1925 ... 84,980 
Interim dividend, paid 25th July, 1926 — 25,000 
Excess Profits Duty for 1926 ... ... 7,820 

Total ... 17,05,640 17,05,640 

Provide 10 per cent, depreciation on buildings and machinery ; carry 
Rs. 50,000 to general reserve ; and provide for additional remuneration of 
the directors, viz. 2J per cent, on the profit for the year before charging 
Income Tax or General Reserve. The stock of rubber in store and in 
transit on 31st December, 1926, was valued at Rs. 1,56,860. 

UNIVERSITY OF LUCKNOW. 
B. Com. (Final) Examination—1928. 

ADVANCED ACCOUNTING AND AUDITING 

First Paper 

1. The Balance Sheet of Everf ailing Trading Co. Ltd. is presented to 

you which is as follows : — 

Balance Sheet as on December 3lst 1928. 
Liabilities. 

Rs. Rs 
Nominal Capital- 

200,000 7% Cum. 
Pref. Shares of 
£ 1 each .... 200,000 

250,000 Ordy. Sha¬ 
res of £ 1 each... 250,000 

-450,000 
Sundry Creditors— 

(including Bank 
Balance) ... 15,000 

Reserve for Bad and 
Doubtful Debts ... 500 

Profit and Loss A/c— 
Balance for period 7,000 
Less Pref. Divd. 

declared 31st 
December, 1927. 3,500 

- 3,500 

Assets. 

Rs. 
Cash in Hand ... ... 50 
Stock-in-Trade (Valued by 

Manager at Current 
Selling Price) ... ... 25,000 

Freehold Premises, Furni¬ 
ture. Fittings and Fix¬ 
tures, Plant and Machi¬ 
nery ... . 70,000 

Leasehold Premises, Good¬ 
will, Investments, Trade 
Marks, and Shares in 
Subsidiary Company ... 83,400 

Sundry Debtors (including 
Uncalled Capital, Calls in 
Arrearand Sundry Share¬ 
holders ’ Dividend Ac¬ 
count) . ... 290,550 
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The Issued Capital of the Company is 100,000 7 per cent Cumulative 

Preference shares of Re. 1 each fully paid and 150,000, Ordinary Shares 

of Re. 1 of which 0-8-0 called. 0-2-0 per share on 400 Ordinary Shares 

in arrear. 

The Shares held in the Subsidiary Company are Re. 1 Ordinary Shares 

upon which 0-12-0 per share has been paid up, the balance remaining 

uncalled. 

Criticise this Balance Sheet in detail and, if you you consider it incor¬ 

rectly drawn, redraft it in proper form using imaginary figures where 

figures are not given or are unascertainable from the information supplied. 

J 2. The Balance Sheet of the firm of Srivastava and Puri is as follows : 

Liabilities. Assets 

Capital—Srivastava 
Puri . 

Creditors ... . 

Rs. 
17,000 
7,000 
7,950 

Freehold Buildings. 
Plant and Machinery 
Debtors . 
Stocks . 

Cash . 

Rs. 
10,500 
0,150 
5,700 
9,000 

600 

31,950 31,950 

Profits are shared, as to Srivastava two-thirds, and as to Puri one- 

third. Gopinath is admitted into partnership on the basis of one-fifth 

share. Goodwill Rs. 2,400 is to be introduced and credited to Srivastava 

and Puri, in proportion as they shared profits in the first partnership. 

Gopinath is to bring in capital equal to one-fourth of the combined capitals 

of Srivastava and Puri after crediting Goodwill. Srivastava’s and Puri’s 

profits in the new firm are to be in the same ratio between themselves 

as before. 

(a) Prepare the Balance Sheet of the new firm. 

(b) Show the proportions in which profits will be shared in future. 

^ 3. The books of Hazrathgung Furnishing Co. Ltd., House Furnishers, 

show the following balances at 31st March, 1927 : 

Rs. 

Share Capital. 16,480 Shares of Re. 1 ... 

6 per cent Mortgage secured on Lease 

Stock-in-Trade, 1st April, 1926 

Sales . 

Sales Returns . 

Purchases . 

16,480 

5,000 

25,245 

82,860 

2.230 

59,795 
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Rs. 

Bought Returns . 3,179 

Legal Expenses ••• ••• ••• ••• ... »•• 40 

Audit Fee . ... . 168 

Discomnts received .   460 

General Expenses . 635 

Lighting ... ••• ••• ... ... ... 390 

Interest paid (net after paying I. T.)   232 

Rent ... «,. ... ... ••• 2,000 

Rates and Municipal Taxes . 1.400 

Repairs .     580 

Salaries and Commissions • •• ... . 10,500 

Productive Wages . 2,480 

Furniture and Fittings ... ... ... ... ... 1,200 

Value of Lease . 12,000 

Bills Payable ... . 2,000 

Bad Debts written off ... ... ... ... ... 455 

Carriage Outwards . 2,125 

Trade Creditors. ••• 25,230 

Expense Creditors ... . 1,450 

Trade Debtors . 16,150 

Bank Balance .   2,418 

Petty Cash in hand .   15 

First Premium paid on Life Policy (additional Secu¬ 

rity for Mortgage) ... . 365 

Commission due to Manager .  750 

Income Tax paid ... ... ... ... ... ... 450 

Accumulated P. & L. Account credit balance 1st 

April, 1926     3,464 

The Stock-in-Trade at 31st March, 1927, was Rs. 21,490. Write off 

7i per cent on Furniture and Fittings and 2i per cent on Value of Lease, 

and reserve 2 per cent on outstanding Debtors for Doubtful Debts- 

Prepare Trial Balance, Trading and P. & L. Account twelve months 

to 31st March, 1927, Balance Sheet and Auditors* Report to the Share¬ 

holders. Write a letter to the Directors enclosing the Accounts and 

making any comments you think advisable. 

4. ia) Criticise these statements. 

(i) Goodwill mav be an asset, or merely result from efficient 
borrowing. 

(ii) Its value always fluctuates with the percentage of profit. 
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5. On 1st Janaary the books of a manufacturer show that he has* 

stock value at Hs. 4,231, Plant Rs. 9,362, and Furniture and Fittings Rs. 

490. 

On 31st March his factory, the contents of which are fully insured, is 

destroyed by fire. 

From information obtainable you find that between the above dates 

purchases have been made of goods Rs. 8,946, Plant Rs. 500, and Furniture 

Rs. 50, whilst the Sales amount to Rs. 16,692, and his wages and manufac¬ 

turing expenses have been Rs. 3,847. 

Assuming that the business has resulted for some years past in a gross 

profit on turnover of 25 per cent, prepare a statement showing the amount 

to be claimed from the Insurance Company, 

6, How would you prepare a claim for compensation where the busi 

ness of a Restaurant, facing a Railway Station, has to be closed down for 

street widening. No other site is available in the vicinity. 

UNIVERSITY OF LUCKNOW. 

B. Com. (FINAL) EXAMINATION-1928. 

ADVANCED ACCOUNTING AND AUDITING. 

SECOND PAPER. 

1. The Profit and Loss Account of A, li and Co., Ltd. is as follow* :— 

Rs. Rs. 
Rent. 3,000 Gross Profit ... 85,000 
Salaries . 36.000 Sundry receipts 4,750 
Trade Expenses . 13,000 Rent from subletting 500 
Debenture Interest. 
Income Tax (Previous 

7,000 Premium on Shares 
Dividends (gross) ... 

... 9,500 

... 20.000 
year's final adjustment). 5,000 

Preliminary Expenses 
Loss on Sale of Invest¬ 

5,000 

ments . 3,000 
Depreciation- 

Plant 10% . 7,500 
Furniture 5% 250 

Net Profit. 40,000 

Total ... 1,19,750 | Total ~ 1,19.750 

Ascertain the Income-Tax payable. 
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2. When conducting an audit, you find a large amount under the 

heading Bad and Doubtful debts. What are your duties and how would 

you examine them ? 

3. How would you conduct an audit of a Share Transfer department? 

4. How would you check the following 

(a) Goods on Consignment. 

(b) Payment under Hire purchase. 

(c) Investments. 

(d) Payments of underwriting Commission. 

(e) Cash Sales. 

5. Sketch with imaginary figures : — 

(a) Cost sheet (Colliery). 

(b) Stores Requisition form. 

(c) Cost Ledger. 

6. How should Interest on Capital and Interest on Loans be treated 

respectively in Cost accounts ? 

Give reasons for your answer. 

7. From the following particulars of income of Mr. Garg, ascertain 

the amount of Income-tax and Super tax (if any) dayable by him. 

(a) He is a partner of Saxena in a Timber concern (registered) 

the profits of which in his own share are Rs. 6,600 (gross) 

agreed to by Income-tax officer. 

(b) He owns 6% War Bonds (free of tax) of the amount of 

Rs. 50,000. 

(c) He is a part-time Secretary of India Rubber Company on a 

salary of Rs. 750 p.m. 

(d) He owns a house which he lets out, the annual letting 

value of which is Rs. 12,000 and the admissible deduction 

for insurance is Rs. 200. He claims collection charges 

(actually paid) Rs. S00. 

(e) He earned Rs. 2,700 as Director's fees. 

(f) He invested Rs. 22,000 in G. M. Cotton Mills, Ltd. which 

has given him during this period a dividend of 10% 

(Less tax). 

(g) He got Rs. 9.000 from his investments in the Unao Sugar 

Mills Ltd. 
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UNIVERSITY OF ALLAHABAD. 

B. Com. Examination—1928. 

BOOK-KEEPING AND ACCOUNTANCY. 
(Part I.) 

V l. „Y draws upon his customer Y at two months from January lat, 
1909, for £1,000 and three days after its date discounts it with the City 

Bank at 2\ per cent, per annum. On the day of its due date Y intimates 

that ho cannot meet the bill, but pays X £600 on account, and accepts a 

fresh bill for a like period for the balance upon condition that X retires the 

original bill, which he does* Detail seriatim the entries by which X should 

record these transactions in his books. 

2. (a) Explain carefully the nature and construction of an “Adjust¬ 

ment Account.' • j 

(b) What is meant by “sectional-balancing"? 

3. The Birget Engineering Co., Ltd., purchased certain patents from 

Short and Sharp, under an agreement dated 30th June, 1906. at a cost of 

£40,000. £1,000 of this sum was to be paid to the vendors in cash, and 

the balance in fully paid £10 Ord. Shares. Including the shares allotted 

as fully paid to the vendors, the Company issued Capital to the extent of 

£75,000 consisting of £50,000 in Ord. Shares of £10 each (£1 on appli¬ 

cation, £4 on allotment, and £5 at the end of three months), and £25,000 

in 5 per cent. Prof. Shares of £5 each (£1 on application, £2 on allotment, 

and £2 at the end of three months). Under the agreement with Short and 

Sharp, the patents passed to the Company on 9th July, 1906, which date 

was also tho date of-allotment. All the shares issued to the public were 

fully subscribed and duly paid for with the exception of £200 calls in 

arrear on tho Pref. Shares. All cash was paid direct to the Company's 

Bankers. Make the entries in the books of the Company to give effect to 

the above, and show how they would apper in the Company's first B/S. 

^ 4. A, B, C are partners in a business dividing profits equally. Their 

Balance Sheet at December 31st, 1912, is as follows: — 

£ £ 
Sundry Creditors ... ... 3,800 Sundry Debtors ... 9,700 
Bills Payable ... 900 Stock .. ... 2,400 
Capital Accounts :— Furniture 0 9© 380 

A ... ••• 6.000 Cash at Bank. • •• 620 
B ... ... 3,000 C Drawing Account ... ... 3,000 
C ... ... 1,000 

Drawing Accounts. 
A ... 700 
B . 700 ; 

Total 16,100 Total 16.100 
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C is insolvent and unable to contribute anything ; the partnership is 

consequently dissolved, and the Sundry Debtors, Stock, and Furniture 

realise £10,380. Draw up a Final Balance Sheet showing the position of 

each partner's Capital Account. There is no agreement between the 

pa rties. 

5. The London and Westminster Grocery Co., Ltd., has a retail 

branch in Manchester, which is supplied with all goods from London. 

The branch shop keeps its own sales ledger, receives cash against ledger 

accounts, and remits the whole of the cash received daily to the Head 

Office. All wages and branch expenses are drawn for by cheque weekly 

from the Head Office upon the imprest system. From the undermentioned 

particulars supplied by the branch manager show how the branch accounts 

would appear in the Head Office books and prepare a Profit and Loss 

Account for the branch shop for the six months to 31st December, 1907 :— 

£ 

Six months' Credit Sales ... ... ... ... ... 2,387 

Returns inwards ... ... ... ... ... ... ... 20 

Cash received on Ledger Accounts . . 2,384 

Cash Sales.  1.214 

Stock, 1st July. 1907 ... ... . 720 

Stock, 31st December, 1907 ... ... ... ... ... 1,121 

Debtors, 1st July, 1907 . 1.227 

Goods received from Head Office ... . ••• 2,178 

Rents, Taxes, etc., paid. 375 

Wagas and Sundry Expenses paid . ... ... 396 

6. A filed his petition on 31st December, and his Statement of Affairs 

was composed of the following figures :— 

£ 

Creditors unsecured . ••• 75,000 

,, partly secured by lien on Stock . 40,000 

,, fully secured by lien on Shares ... ... 100 

Liability on Bills Receivable (estimated to rank, £3,500)... 7,000 

Mortgage on Mill ... ... ... ... ... 10,000 

Creditors payable in full . ••• 3,000 

Book Debts, Good ••• ... ... . 20,000 

Book Debts, Doubtful and Bad (estimated to produce 

£2,000). — ... 10.000 

Consignments, good . . 5,000 

Stock (estimated to realise £40,000). — 60,000 

Shares (cost and estimated to realise) . 16,000 

B-10 
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Cash at Bankers . 

Bills of Exchange . 

Mill of the value of . 

Machinery (estimated to realise £12,000) 

Fixtures (estimated to realise £1,500). 

Cottages (estimated to realise £3,000) 

Ks. 
100 

1.400 

11.000 

15,000 

3,000 

3,500 

On 1st January, six years ago, he had a capital of £50,000. Profits 

were made in the six years of £20.500, after allowing Interest on Capital 

£10,000, and withdrawals amounted to £63,600. 

Prepare the Statement of Affairs and Deficiency Account. 

7. The following is the Trial Balance of X Railway Company after 

the completion of the Revenue Account for the half year ended 31st Dec¬ 

ember 1898 : 

£ £ 

34 per cent. Preference Stock ... 

Ordinary Stock. 

4 per cent. Debenture Stock . 

Lines open for Traffic. 

Lines in course of construction 

Lines not commenced. 

Working Stock (Engines, Carriages, etc.) 

Contributions to Joint Lines . 

Premiums on Stocks, etc,, sold 

Purchase of Grand Canal . 

Cash at Bank . . 

General Stores, Stocks on hand 

Traffic Accounts due to company 

Due from other companies . 

Sundry Outstanding Accounts 

Debts due to other companies 

Sundry Tradesmen, etc. 

Fire Insurance Fund . 

Superannuation Fund •M ••• mmmm 

Balance to Credit of Net Revenue A/c. 

... 8.51,950 

5,000 

50 

... 1,30,000 

... 50,000 

5,000 

5,000 

... 10,000 

10,000 

1,000 

4,000 

Totat ...10,72,000 

3.00,000 

5,00,000 

2,00,000 

25,000 

500 

20,000 

1,500 

5,000 

20,000 

10,72,000 

During the half-year there was an issue of £10,000 34 per cent. Prefer¬ 

ence Stock at par, which was fully subscribed and paid up, also of £20.000 

Ordinary Stock fully subscribed and paid up at a premium of 5 par cent. 
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Xfce expenditure on lines open for traffic £25,000; on lines in course of 
Construction £I,<XK\ and on working stock £5,000. 

Make out Capital Account and Balance Sheet in proper form. 

THE CHARTERED INSURANCE INSTITUTE. 

Examination for Assooiateship, 1928. 

MARINE BRANCH. 

Part II, Subject E.—Accounts and Investments. 

1. The X Marine Insurance Co , Ltd., keeps its accounts on the 

•' Two-yearM underwriting basis. From the following information pre¬ 

pare the annual accounts as at 31st December, 1926 
£ 

Issued Capital, 1,75,000 shares of £3 each, £l paid 

up — ••• . ... ... 175,000 

Investments, Freehold Property, etc. .... ... 854,762 

Reserve Fund ... . ... 200,000 

Balance of Profit and Loss Account (1- 1-26) 254.000 

Net Premiums, 1926 Underwriting ... ... ... 441,600 

Net Losses, etc., paid 1925 . ... 138,250 

„ 1926 . ... ... 213,750 

Balance of 1925 Underwriting Account ... ... 193,500 

Underwriting Suspense Account ... 98,000 

Dividends and Interest on Investments, Loans, etc.. 

less Income Tax ... .... 35,150 

Dominion and Foreign Taxes .... ... 2,725 

Transfer Fees. ... • • • 5 

Sundry Creditors . ... 168,450 

Bills Receivable . 2,950 

Dividend paid 30th June, 1926 35,000 

General Expenses »•. 32,400 

Stamps in hand. ... 420 

Interest to date not received. *.. 12,460 

Bills Payable. 1,175 

Cash at Bankers . ... 85,100 

Cash in Hand ... ««« ... ... ... 450 

Sundry Debtors . ... ... 188,613 

Before preparing the Accounts the following transfers are required :— 

£45,000 to Underwriting Suspense Account. 

£ 5,000 to Special Reserve for Taxes. 
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2. Two systems of book-keeping are employed by Lloyd’s Under¬ 

writers. Briefly describe them, and state which you consider to be the 

better method, giving your reasons. 

3. On 1st January, 1925, The Blank Marine Insurance Co., Ltd., was 

formed with a Nominal Capital of £500,000, consisting of 100,000 Ordinary 

Shares of £5 each. The shares were offered to the public for subscription, 

as follows :— 
10s. per share on Application. 

£l ,, Allotment. 

/I ,, 1st March (1st Cali). 

80,000 shares were applied for and allotted. 

All amounts due were received by the Company before the 31st March, 

with the exception of the amounts clue on allotment and 1st Call, on 500 

shares which were subsequently forfeited in accordance with the Article* 

of Association. You are required to submit the Journal and Cash Book 

entries necessary to record the transanctions, and show how the Capital 

should appear in the Balance Sheet. 

4. Define the following : — 

Underwriting Suspense Account 

Naked Debentures 

Transfer Fees. 

Reserve Liability. 

Mortgage Debentures. 

5. What is a Revenue Account ? Using pro forma figures, draw up 

the Marine Account of a “ composite Company,'* as required by the Assur¬ 

ance Companies Act, 1909. 

6. Briefly explain the alternative system of presenting Marine Insur¬ 

ance accounts. 

7. An Insurance Company purchased £25,000 Railway 5J per cent 

Debenture Bonds at 94 on 1st March, 1925. On the 28th May, 1926, the 

company hold £12,000 Bonds at 93 (Ex. Div ). The Interest is payable on 

the 1st June and 1st December in each year. Show how the Investment 

Account would appear in the Company's books as at 31st December, 1926. 

(Ignore Income Tax). 

8. What is meant by a Dividend " Free of Tax'* ? 

A Company with an Issued Capital of £200,000 declared a Dividend of 

7J% for the year ended 30th June, 1927. Submit the Journal entries neces¬ 

sary to record the transaction if the dividend is declared to be payable 

(a) Less Income Tax, (6) Free of Tax. 
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9. Calculate the cost (excluding brokerage and stamps) and the flat 

yield per cent, of the following investments :— 

£75,000 4% Funding Loan at 89 i. 

£7,000 Liverpool 3i% Stock at 60]. 

£65,000 5% War Loan. 1929-47, at 99J. 

£105,000 5% National War Bonds at 104i 

10. Rule up a Premium Journal suitable for a Marine Insurance Com¬ 

pany and insert examples of risks written. 

FIRE BRANCH. 

Part II, Subject A. 

ACCOUNTS AND INVESTMENTS. 

1. Point out in what respect the following items are incompletely or 

incorrectly set out, having regard to the provisions of the Assurance 

Companies Act, 1909 ; — 

Balance at end of year, being reserve.£ 

(Revenue Account) 

Claims outstanding;— 

Life . £ 

Fire . £_j£ 

(Balance Sheet) 

Deposit with the High Court.£ 20,000 

(Balance Sheet) 

2. Draw up a statement setting out instructions for the guidance of a 

Resident Inspector with a limited staff in a« provincial town from which is 

controlled a large Country district, with regard to the collection and 

banking premiums, the records to be kept for Accounting purposes, and 

the returns to be made to the Head Office Accounts Department. 

3. In closing the accounts of an Insurance Company for the year 

ending the 31st December 1927, state how you would deal with the follow¬ 

ing matters in order to give effect to them in the books and the published 

accounts, and illustrate your reply with an suitable Journal entry in each 

case 

Unpaid account of a firm ot Brokers who have filed their petition 

in Bankruptcy the dividend expected being 5s. in the £. 

Interest on Investments for the half-year ending 31st March 1928, 

and not payable till that date, £2,275. 

Unpaid Calls of 5s. per share due on 12,500 shares, 
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4. A Life Company decides to carry on Fire and Employers’ Liabi¬ 

lity business. What further deposits, if any, will it be necessary for the 

'Company to make with the High Court ? 

5. What is the rule given in the Sixth Schedule to the Assurance Com¬ 

panies Act, 1909, for valuing a current fire of Personal Accident Policy. 

6. Construct a Balance Sheet (using your own figures) in the form 

prescribed by the Assurance Companies Act, 1909, and append thereto 

appropriate Certificates as required by law. 

7. What date is prescribed by the Assurance Companies Act, 1909, 

by which the accounts of a Company must be deposited with the Board 

of Trade, and in what circumstances may an extension of time be granted? 

8. What are Bills Payable and Bills Receivable ? Give a specimen 

of a Bill drawn by a Company and of a Bill accepted by a Company. 

9. State which one of the undermentioned Investments would, in 

your opinion, be the most suitable to form part of the reserves held bv a 

Fire and Accident Insurance Company, and give reasons for your 

answers :— 

Freehold Property in the City of London yeilding 6$ per cent. 

5 per cent. British Government War Stock, 1929-47. 

Ten-year Loan secured on Rates of a Provincial town yeilding 

6 per cent. 

10. (a) Convert 50619*24 dollars into sterling at 4*77 to the £. 

(6) Assuming the rate to be 4 86, what would be the difference 

in the amount of sterling ? 

THE INCORPORATED SECRETARIES 

ASSOCIATION. 

Intermediate Examination—1028. 

(New SylUbae.) 

BOOK-KEEPING AND ACCOUNTS. 

1. You are acting as Secretary to a Mining Company who have taken 

xwcr a mine on a long lease on the following terms : 

The Landlord is to receive a Royalty of 1/-per ton on all mineral 

extracted from the mine with a minimum amount of £800 p.a., short* 

working to be recouped. 
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The total mineral raised during the first three years is as follows: 

1st year .T. 10,000 

2nd year .T. 17,000 

3rd year ••• ••• ••• ... ••• T, 27,000 

Show the Ledger Accounts necessary to record these transactions, 

balanced at the end of each year. 

2. Explain the following terms : Demurrage ; inter alia ; garnishee ; 

and the “average clause" in connection with fire insurance. 

3, A company issues 100,000 £1 Shares of which the public subscribe 

for 80,000 on the following terms : 
5/- payable on Application. 

5/- ,, „ Allotment. 

7/6 on 1st September. 

Balance on 1st November. 

The allotment took place on 1st July and all money was paid when 

due except the final call on 500 shares ; these shares were forfeited on 10th 

December and re-issued at 15/- fully paid on that date. 

Show the necessary Journal Entries and the Postings to Ledger 

Accounts to record these transactions. 

4. Indicate what in your opinion are the best methods for raising 

reserves in the following cases : 

(а) For possible bad debts. 

(б) For depreciation of machinery. 

(c) For a short lease recently acquired. 

*5. A and B are equal partners. A is married and has one child aged 

five; B is a bachelor. Their Profit and Loss Account for last year is as 

follows: 

£ 
Kent . 300 
Salaries of Staff 500 
General Expenses ... 100 
Bad Debts Reserve ... 150 
Depreciation of Plant 130 
Written off Goodwill 40 
Interest on Capital:— 

A ... ... ... 70 
B . 30 

— 100 
Balance . ... 1,680 

£3,000 

Gross Profit 
£ 

3,000 

£3,000 
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The Inspector allows for Wear and Tear £100. 

Assuming that the Partners have no other income, show their liability 

for income tax on the above figures for the current fiscal year. 

6. Enumerate the Statutory Books of a Joint Stock Company, giving 

a suitable ruling for one of them. 

7. The Portland Trading Co. Ltd. is registered with a Nominal Capi¬ 

tal of £15,000 divided into 5,000 10% Preference Shares of £1 each and 

10,000 Ordinary Shares af £1 each. 

From the following Trial Balance extracted from the books as at 

31st December 19—, prepare Trading and Profit and Loss Account for the 

year ended on that date and Balance Sheet as at that date : 

£ £ 

Preference Share Capital a/c ... 3,000 

Ordinary Share Capital a c . 6,200 

Calls unpaid on Ordinary Shares. ... 200 

Debtors and Creditors ... _ 3,870 77 

General Reserve a/c . 1,000 

Interest on Investments —. . 250 

Returns Inwards and Outwards . 410 870 

Profit and Loss a c Balance at 1st Jan. 19— ... 231 

Goodwill • •• ... — 5,000 

Interest on Debentures . — ... 600 

Purchases and Sales .. . 60,000 80,910 

Carriage Outwards . ... 220 

Opening Stock ... . 8,700 

Interim Dividend on Preference Shares ... ... 180 

Interim Dividend on paid up Ordinary Shares ... 600 

Bad Debts written off . 270 

Carriage Inwards . 740 

Rent ... ... •(. ... ... ... 1,350 

Inland Revenue (amount owing). 226 

10% Debentures . 6,000 

Rates • •• ... ... ••• ... ... 1,410 

Investments @5%.. 5,000 

Electric Light . ... 52 

Advertising . 1,337 

Telephone . ... 48 

Directors' Fees .. 2,315 

Office Furniture ... _ ... — 360 

Insurance . . ... 102 
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£ £ 
3,390 

105 

253 

227 

200 

2,119 

10 

£98,991 £98,991 

Before preparing the final accounts the following adjustments are 

necessary: 

(a) The Christmas (Quarter's Rent is owing—only three paid and 

charged in the accounts. 

{b) Insurance unexpired . £31 

(c) Rates unexpired ... ... ... ... ... £160 

id) Write off Preliminary Expenses ... ... £100 

U) Bring the Reserve for Bad Debts up to 10% 

on Sundry Debtors 

(/) Depreciate Office Furniture by ... ... £32 

(gl Charge 8% as Commission to Sales Manager 

on Net Profit, after charging his commission. 

The Closing Stock ha^ been valued at £4,320. 

8. As a supplement to your answer to the previous question : 

(a) State the percentage of Gross Profit on Sales. 

(b) State the percentage of Net Profit on Sales. 

(c) Prepare an Appropriation Account on (he proposals of the 

Board : 

(1) Provide tor balance of dividend on Preference Shares. 

(2) Provide for an additional 20% dividend on Ordinary paid-up 

Share Capital. 

(3) Add to General Reserve Account £2,000. 

(4) Carry forward balance. 

*N.B.—Overseas Candidate* can take the following question in the place of No. 5, 

9. When incorporating the accounts of a Foreign Branch with those 

of the Head Office, what rules should bo observed as to the Rates of 

Exchange to be employed when converting the foreign currency into 

sterling ? 

Salaries .. 

Audit Fee 

General Expenses ... 

Reserve for Bad Debts 

Preliminary Expenses 

Cash at Bank. 

Cash in Hand. 

n 11 
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ADVANCED BOOK-KEEPING AND ACCOUNTS. 

1. Uprichards Limited was registered with a Capital of *200,000 in 

Ordinary Shares of ^1 each, the whole of which were issued and fully 

paid up. 

Owing to the lapse of certain patent rights, the Company was com¬ 

pelled to close down one of its departments and found that it could no 

longer profitably employ the whole of its paid-up Capital. 

In view of these facts, the Directors decided to reduce the fully paid 

shares of £l each to an equal number of fully paid shares of 15/- each, 

returning 5/- per share in cash to the shareholders. 

Is the above proposal intra vires ? If, in your opinion it is, submit the 

entries necessary to record the transaction in the books and accounts of 

the Company. 

2. The Directors of Blanks Limited, of which you are Secretary, have 

decided to pay an interim dividend of 5% less tax, on the fully paid Ordi¬ 

nary Share Capital of the Company, which consists of 100,000 Shares of 

*1 each. 

You are required to submit the Form of Dividend Warrant you would 

employ, stating clearly (in the counterpart) the form of Certificate of the 

amount deducted for tax as required by the inland Revenue Authorities. 

In your answer assume that the dividend warrant you are to prepare 

la in favour of Mr. A. N. Other, the holder of 1,000 Ordinary Shares in 

the Company. 

3. MacArthurs Limited own a number of retail tobacconist’s shops 

throughout the United Kingdom. All goods are supplied from the central 

stores in London. 

Briefly describe the essentials of an efficient system of accounting as 

between the Head Office and Branches. 

State the basis upon which you would invoice the goods sent to the 

Branches from the Head Office, giving reasons in support of the method 

you recommend. 

4. A Limited Company, of which you are Secretary, issued 300 6 per 

cent. Debentures of *100 each at 98, payable as to *30 on application, *40 

on allotment and *28 on April 1st, 1928. The whole issue was subscribed 

and allotted as on February 1st, 1928. 
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You are required to submit the Journal entries and Ledger accounts 

necessary to record the above issue, when completed, in the books of the 

Company. 

5. A. Pillar, a Builder and Contractor, made up his Accounts annually 

to December 31st. On 31st March, 1927, he sold his business to a Limited 

Company formed for the purpose, which took over the whole of the assets 

and liabilities, including the profit accrued since the date of the last Balance 

Sheet. The Company was registered with an Authorised Capital of £50,000, 

divided into 20,000 7 per cent. Preference Shares, 27,000 Ordinary shares 

and 3,000 Deferred Shares,, all of £1 each. At the date of sale Pillar's 

Capital Account stood at £25,000 and the balance of his Current Account 

had been withdrawn. The consideration for the sale was £28,000 and was 

satisfied by the issue of 25,000 Ordinary Shares and all the Deferred Shares. 

To provide money for the expansion of the business 10,000 of the 

Preference Shares were issued at par in May 1927, the final instalment of 

7/6d. per share being due on July 1st. All the instalments were duly paid 

except the final call of 7/6d. on 120 shares, and this remaining unpaid the 

shares in question were forfeited in December 1927 and re-issued as fully 

paid at the price of 17/- per share, which was duly received. 

The Preference Shares ranked for dividend on their full nominal 

amount as from 1st June 1927, and six months dividend thereon was paid on 

1st December 1927, together with a dividend of 3% on the Ordinary 

Shares. 

In addition to the balances arising from the above transactions the 

following were extracted from the books as on 31st December, 1927 : 

£ 
Preliminary Expenses      735 

Receipts from Contracts ... .. 30,529 

Stores and Materials 31/12/1926   3,272 

Unfinished Contracts 31/12/1926   12,335 

Purchases .  18,307 

Tools (Stock 31/12/1926 and Purchases) .. 430 

Rent and Rates ~~ . 450 

Lighting and Heating. _ ... 73 

Workshop Expenses. 224 

Plant and Machinery .... (31/12/1926). 3.50Q 
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Ditto (Additions 30/6/1927) 

Wages (Workshop and Constructional) 

•Salaries and Wages (Office and Supervision 

Directors' Fees . 

Apprentices' Premiums (Credit) . 

Cash at Bank and in Hand. 

Sundry Creditors . 

Sundry Debtors . 

Motor Lorries (31/12/1926) .. 

Advertising . 

Office Expenses. 

Running Expenses of Lorries... 

£ 

700 

9,876 

1,427 

375 

360 

4,174 

764 

7,552 

1,300 

123 

339 

418 

You are required to prepare a Trading and Profit and Loss Account 

for the year ended 31st December 19.?7, and a Balance Sheet as on 

that date. 

In preparing these Accounts the following information and instructions 

are to be taken into account: 

(a) The work done on Unfinished Contracts on 31st December 1927, 

was valued at £21,860, and the sum of £30,529 "Receipts from 

Contracts” includes £4,600 payments on account of these 

Unfinished Contracts. 

(b) Stores and Materials in Hand on 31st December 1927 were 

valued at £4,193 and Tools at £319. 

(c) The following amounts were accrued and unpaid as on 31st 

December 1927 : 

Wages (Constructional) . £42 

Heating and Lighting. £37 

{d) Rent and Rates, and Heating and Lighting are to be apportioned 

as to 9/10ths to the Workshop and l/lOth to the Office. 

(e) One-third of the Preliminary Expenses is to be written off, and 

two-thirds of the Apprentices' Fees carried forward. 

(f) The Salaries paid include 3 months’ salary drawn by Pillar at 

the rate of £500 per annum. After the formation of the Com¬ 

pany he drew Director’s Fees at the same rate in place of this 

salary. 
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(g) Machinery and Plant is to be depreciated at the rate of 10% 

per annum and the Motor Lorries at 20%. 

(/*) Deal with the profits earned prior to incorporation as you con¬ 

sider best. 

(/') Ignore Income Tax. 

INCOME TAX LAW AND PRACTICE. 

1. John Jones carries on business as a retailer and for the year ended 

31st December 1926 his profits amounted to £460 after charging the follow¬ 

ing salaries : £500 to himself, £150 to his wife, and £l00 to each of two 

sons. He is also a Director of a Limited Company, drawing £150 per 

annum in fees. 

In addition to the two sons serving in the shop, Jones has two other 

children, aged 8 and 10. He keeps his widowed mother, who has an 

independent income of £30 a year. He has a life assurance policy, taken 

out in 1913, for £10,000, the annual premium being £265. Neither Jones 

nor his wife has any income, oilier than that set out above. 

You are required to calculate the Income Tax payable by Jones for 

the year 1927/28. 

2. Explain shortly tfie provisions of the Income Tax Acts as to the 

allowances made to a manufacturing business for— 

(а) Wear and Tear, and 

(б) Obsolescence. 

3. Describe shortly the functions, powers, and duties of the following, 

in regard to the administration of Income Tax and Super Tax : 

(a) Inspector of Taxes. 

(b) Assessor of Taxes. 

(c) District Commissioners. 

(d) Special Commissioners. 

4. A. Brown is a sole trader, with no source of income outside his 

business. He prepares Accounts annually on 31st March, and the following 

are his trading results, after adjustment in accordance with the Income 

Tax Acts : 

Year to 31st March. 1924 Profit 

„ ,, 1925 Profit 

„ ,, ,. ,, 1926 Profit 

11 .. 1927 Loss 

„ „ „ f. 1928 Profit 

... £1,000 

... £2,200 

... £400 

••• £1,500 

... £780 
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For the Income Tax year 1926/27, Brown was assessed on the three 

years average basis, but on the loss for 1926/27 being ascertained, he made 

a claim for repayment under the provisions of the Finance Act 1918, 

Section 34. 

Brown being assumed to be a married man but having no children and 

not being entitled to any allowances in respect of dependenc relatives, Life 

Assurance, etc,, you are required to calculate : 

(а) The amount of Income Tax payable under the original assess¬ 

ment for 1926/27. 

(б) The amount of tax repayable consequent on his claim under 

Section 34 for the same year. 

(c) The amounts of the assessments and the tax payable for the 
years 1927/28 and 1928/29 (assuming no change in the law or 

rate of tax for 1928/29). 

5. X is a resident in Great Britain and Y is not, and X and Y both 

have income arising partly in Great Britain and partly abroad. 

On what part of their income is each respectively liable to British 
Income Tax ? 

Assuming Y to have visited Great Britain during the year of assessment 

what conditions must he satisfy in order to be regarded as a non-resident ? 
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EXAMINATION QUESTIONS. 

GENERAL. 

1. What is the object of Book-keeping. (L. C. I.) 

2. What do you understand by the word “ Journal 19 ? Although 

journalising is not generally practised in England, in what cases would 

you introduce a Journal ? What advantages to a beginner does the 

Journal present ? (In. Acctts.) 

3* Distinguish between Real, Personal and Nominal Accounts ? 

Give one example (each) of a transaction affecting (a) only Real 

Accounts, (6) only Personal Accounts, (c) only Nominal Accounts; 

(d) all three classes of Accounts. (Inst, of Secretaries.) 

4. Give examples of errors which may occur in thebooks of account 

that the T/B will not reveal. (M. C. U.) 

5. What books are off-shoots of the Journal ? Give a list thereof* 

(lost, of Bankers.) 

> 6- Iff on taking out a Trial Balance from books kept on double 

entry, the total debits and credits do not agree, state some of the means 

you would adopt to discover the discrepancy or discrepancies which 

might arise either from errors of commission or of omission in 

the books of the firm. (Inst, of B.) 

7. What is a Trial Balance ? Can a Trial Balance itself ever have 

a balance ? If so what does it mean. (Inst, of Secretaries.) 

8. Put the following entries into subsidiary books, and assume that 

the trader pays all his Cash receipts intact into the Bank, and pays 

everything (excepting Petty Cash payments) by Cheque. Post to Ledger 

and draw out Trial Balance. 

July 2 Sold Peter Jones 12 pieces of Tapestry Carpet, 240 yds. 

at ls.9d., less 2J% Cash in 7 days. 

„ „ Cash received, Ready Money Sales, £40 10s. 

,, ,, Paid William Smith Cheque No. 40, £54 ; Discount 54s* 

,, 3 Cash received, Ready Money Sales, £39 15s. 

„ 4 Received John Brown’s Cheque, £85 ; Discount 90s. 
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July 4 Cash received. Ready Money Sales, £54. 

,, 5 Gave J. Smith & Co* ray Acceptance at 8 months for £147 

10s.* dated 1st inst., balance of account. 

*, ,, Cash received, Ready Money Sales, £47. 

,, ,, Received William Dart's Acceptance at 2 months, dated 

2nd inst., for £126 4s., balance of his account. 

i, ,, Cash received, Ready Money Sales, £40. 

,, 7 Bought of Jones, Wallace & Co.9 20 bales Fancy, at £25 

per bale Cash less 3%. 

,, ,, Cash received, Ready Money Sales, £25 6a. 

,, 9 ,, ,, of Peter Jones, £20 9s. 6d. 

#, I, ,, ,, Ready Money Sales, £14 10s. 

„ ,, Gave Jones, Wallace & Co. Cheque £485, No. 41 ; Discount 

£15. 

,, 10 Sold F, Humble 20 pieces E'ancy at £35 per piece, Cash 

1st September, less 2£%. 

„ ,, Salaries and Wages, Pay Sheet to 9th inst., Cheque 

No. 2, £12 10s. 6d. 

„ ,, Cash received, Ready Money Sales, £25. (London 

Chamber of Commerce.) 

9. Andrew Clark, Warehouseman, Lecester, not being satisfied 

With the result of his Trading, cleared off all his Trade Liabilities at the 

dose of the year ; and on 31at December he had his Stock carefully 

taken, and a valuation by an expert made of his Real Estate, and then 

called in Mr. Jones, m chartered accountant, to open up for him a new 

Set of Books* His position, at the date named, was as follows : —He 

had with the Lecester Old Bank, to his credit on Current Account, £225; 

and on Deposit Account, £2,500. He bad Stock on hand to the value of 

£6,000, and his Freehold Warehouse was valued at £1,500. His only 

Liability wa9 to James Thompson, to whom he owed £4,000. 

Hia rule was to pay all his receipts intact into the Bank, and his 
outgoings by cheque. He carried on Business during the following 

year, and his transactions may be thus summarised :— 

Goods bought • • ... ... ... ... ... £12,810 

Goods Sold . 15,627 

Cash paid for Goods purchased . ... 10,600 
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Cash received for Goods sold ... ... ... 

Goods returned by Customers . 

Goods returned by Manufacturers . 

Cash transferred from Deposit to Current Account • 

Cash paid James Thompson on account of Loan. 

Discounts allowed to Customers.. . 

Andrew-Clark-Payments to him as against antici¬ 

pated Profits . 

Cash received for Interest on Deposit . 

Cash paid for Interest on Thompson’s Loan ,. 

He also paid in respect of the following:— 

Wages and Trade Expenses. ... 

Salaries . .. 

Freight and Carriage. 

Repairs . 

£ 
14,250 

248 

403 

1.500 

2.500 

230 

500 

100 

225 

750 

430 

285 

£0 

Make the necessary subsidiary book entries* giving effect to the 

above transactions, post same to Ledger Accounts, and draw out Trial 

Balance. ( London Chamber of Commerce.) 

10. The following is a record of transactions in a City House:-— 

Make the necessary entries, post same to Ledger Accounts, and draw 
out a Trial Balance. 

Jan. 2. Sold Wm. Smith & Co, Goods as per Invoice 

a/7567. Cash 14 days less 2|% . . . £173 10 0 

Jan. 3 Bought of Hanmer & Co. 
2 Bales-net. Gave two 
months’ acceptance due 
5th March • . • 98 15 0 

Jan. 4 Received Palmer & Co.’s cheque for account, 

£35 less 5 % discount. 33 5 0 

„ 4 Received cash on account from Webster & Co., 

leaving balance £18 15s.  30 0 0 

„ 5 Paid London & County Bank • . . • • 63 5 0 

6 Sold William Owen Goods as per Invoice a/7568 • 

Cash at 7 days less 1 j% • . . • • 75 0 0 

„ 9 Gave Peter Robinson 3 months’ acceptance due 
12th April, to close his account, less discount 

£2 3s. id. 82 9 4 
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Jan# 12 Drew cheques as follows— 

No. 1760 Wages Account . . # £25 15 0 

1 Rent, Quarter Year , . . , 30 0 0 

2 Rates and Taxes . . . • 7 15 0 

3 Gas Account.3 6 6 

-- 66 16 6 
ii 15 Received Wra. Smith & Co.’s Cheque Discount 

£4 6s. 9d.. 169 3 8 

f> 16 Received Webster & Co.'s Cheque . . • 18 15 0 

„ 17 Received Wra. Owen’s Cheque Discount 18s. 9d.. 74 I 3 

ff 18 Paid London and County Bank .... 261 19 6 

„ 19 Advised London and County Bank to honour our 

Acceptance of Wm. Simpson’s Draft due this 

day for . . .143 10 0 

(London Chamber of Commerce.) 

11. What is the difference between a Trial Balance and a Balance 

Sheet. (N. U. T.) 

12. What items, in your opinion, ought to appear in the Trading 

Account of a business concern, and whit items should be debited or 

credited to the Profit and Loss Account ? Give reasons for your answer. 

(In, Accountants.) 

13. What do you understand by a Balance Sheet? State the 

method and sources of its preparations. How does it differ from a 

Statement of Affairs ? (L.& C. I.) 

14. Show how a reserve for bad and doubtful debts is created, and 

how it is affected by the occurrence of actual bad debts. How does it 

appear in the Balance Sheet ? (In. Accountants.) 

15. What is the difference, as ordinarily understood, between 

Gross Profit and Net Profit ? 

State some of the advantages to be derived from arriving periodi¬ 

cally at the gross profit of a business. (Chartered Accountants). 

«/ 16* Explain the difference between a Trading Account and a Profit 

and Loss Account, and state in which account you will place the follow¬ 

ing items giving your reasons : Purchases, Carriage and Freight, Deben¬ 

ture Interest, Depreciation, Allowances, Bad Debts, Wages, Commission 

Advertising, Sales, Stocks on hand, Returns, Discounts, Fuel, Packages9 

Pirectors’ Fees. (Chartered Accountants). 
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17. In a manufacturing business, what classes of Salaries and 

Wages should be charged against the cost of Manufacture, and which 

against Profit and Loss* (Chartered Accountants). 

18. If you found the stock of a manufacturing company much 

larger at the end of the year than at the beginning, and also the percent, 

age of gross profit larger than in previous years, and on referring to a 

previous year’s accounts (where the stock at the end was much less than 

at the beginning) you found the percentage of gross profit less than in 

other years when there was not a similar difference in the stock, what 

inference would you draw from the facts, and why ? (Chartered 

Accountants). 

19. From the following Trial Balance Prepare Trading and Profit 

and Los9 Accounts and Balance Sheet of A# B on 31st March 1906, 

Stock £4,000. 

Dr. Balances. 

Stock 1 April, 1905 
Purchases . 
Salaries • . 
Sundry Debtors . 
A. B. Drawings . , 
General Expenses 
Bills Receivable . 

Cr. Balances 
£ 

5,000 
25,000 
4,000 

12,000 
2,000 
1,200 
2,000 

Sales . 
Discounts . 
Sundry Creditors 
Bills Payable 
Bank . . , . 
A, B. Capital Account 

£ 
. 34,000 
. 800 
. 5,000 
. 3,000 
. 3,000 
. 5,400 

(Inst, of Secretaries.) 

20. Prepare Trading and Profit and Loss Accounts and Balance 

Sheet of a city merchant for the year ended 31st December 1907, Stock 

worth £5,000. 

Dr. Balanoes. Cr. Balanoes. 
£ £ 

Stock 1st Jan. 1907 . 4,800 Sales .... . 16,500 
Purchases .... 12,250 Sundry Creditors . 5,000 
Premises . . . . 9,500 Bills Payable • • . 500 
Salaries .... 650 Capital Account . . . 11,000 
Carriage and Freight • . 750 
Rent, Rates aod Taxes . 500 
General Expenses 275 
Bad debts • . - . 75 
Bank. 2,400 
Drawings . 1,200 
Bills Receivable . . 600 

(Inst, of Secretaries.) 
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21* Prom the following Trial Balance prepare Trading and Profit 

and Loss Account and Balance Sheet of A. B. on 31st March 1916« 

Stock £4,000. 

Dr* Balances:— 
Stock l9t April 1915 

Purchases 

Salaries . 

Sundry Debtors 

A. B. (Drawings) 

General Expenses 

Bills Receivable 

Cr. Balances 
Sales . . 

Discounts . 

Sundry Creditors 

Bills Payable . 

Bank 

A. B. (Cap. a/c) 

£ 5,000 

25,000 

4,000 

12,000 
2,000 

1,200 

2,000 

34,000 

800 

5,000 

3,000 

3,000 

5,400 

(Inst, of Secretaries.) 

4 22. Prepare Trading, Profit and Loss Accounts, and Balance Sheet 

of John Brown, on 31st December 1906. Stock £3,300. Reserve for Bad 

and Doubtful Debts £375 ; and depreciate the Plant and Machinery 

£500 and Good-will £500. Transfer Net profit to drawing accounts. 

Dr. Balances:— 

Stock on January 1, 1906. • « . . £3,200 

Salaries . . . . ) i 4 • • 4 500 

Cash at Bank and in hand « • • . • • 2,775 

Debtors and B/R . • • • . . • • 8,550 

Purchases during the year a • 1 • £ 35,070 

Rates and Rents . « • • . 201 

^Miscellaneous office disbursement • • 257 

Debtors on open a/c. . • 7,600 

Wages • • ♦ « 1,630 

Discounts allowed (Dr. Balance). • • 110 

Plant and Machinery • . • • 5,000 

Good-will • . • • 2,000 

Repairs and alterations • • * • • 157 

Freehold Premises subject to Mortgage £4,000 6,000 

Joho Brown drawing a/c. • • • 4,600 

Interest a/c. • • « « • • 200 
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Cr. Balances 
£ 

Bills Payable 6,097 

Sundry Creditors. 6,053 

Creditors on Mortgage a/c Freehold Premises . * 4,000 

Sales during the year •   46,700 

John Brown Capital a/c ....... 15,000 

(Inst, of Bankers). 

/ 23* The Trial Balance of Mark Pritchard, who trades as the Im¬ 

pressionist Decorating Company, was on December, 1913 as follows 

Freehold Premises • » • ♦ • 

£ 

2,000 

£ 

Plant and Machinery ... 4 • 3,000 

vWorks executed • • • • • 15,620 

Sundry Debtors • • • • 2,000 

Bills Payable * . . 4 2,139 

^Apprenticeship Fees ... 100 

Stock at Jan. 1, 1913 • 3,600 

Wages • • • # 4,200 

Rent ... # • 375 

Bills Receivable • • • • • 300 

Capital . ... • • • 6,876 

Sundry Creditors • • • • • • 1,035 

Works in Progress January 1,1913 • 7,500 

Materials • * * t 3,945 

Rates • • • 150 

General Expenses . • • • • 600 

^Caah on account of progress • . 3,000 
Cash at Bank t « • * 4 1,100 

£ 28,770 28,770 

Prepare Manufacturing and Profit and Loss Accounts for the year 

ended 3iet December 1913 and Balance Sheet at that date. Depreciate 

Plant and Machinery 10 per cent, for the year ; Reserve £125 for Rent' 

due Christmas 1913, not paid, and create a Reserve of £400 for Bad 

Debts. The stock at December 31st 1913, was valued at £2,202 and 

work in progress at £5,063. The terms of apprenticeship for 5 years 

from 1st January 1913 at a premium of £100 (C.A.A.) 

24. Prepare from the following Trifel Balance and particulars, 

Trading, Profit and Loss Accounts, and Balance Sheet, as on 30th 

June 1903, of William Waller, Silver Smith, stock at 30th June 1906, 
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till 

£8,350. Depredation of Plant and Machinery 5 per oent. Provisions 
vtor loss on debtsf £250, and for discount on Book Debts 2} per cent. 

Dr. Balances 

v Incident Expenses.£ 500 

Withdrawals ...•••••. 1,650 

Wages •••«•••••« 17,540 

Salaries • ••••»•••« 5,005 

Travelling Expenses.1,480 

Rents, Rates and Taxes •••••»• 1,850 

Insurances •   90 

Advertising • • . . 650 

Commission.. • . • • 245 

Discount and allowances .•••••• 700 

Bank Interest and Charges. 150 

Packing, etc. ......... 350 

Purchases .  10,540 

\/Plating #•••*••••• 4,500 

Sundry (Ex.) Manufacturing ... ... 3,150 

Bad Debts •..«•••••• 260 

Cash i «....**•. * 105 

Debtors • ♦•••••-«• 20,250 

Stock, 1st July, 1905 ••••••• , 9,560 

Bills Receivable.  . 5,570 

Plant, Machinery and Tools 4,250 

Cr* Balances:— 

Bills Payable .*.*.**,. 2,600 

Rents from Sub>lettings .. 190 

Creditors.2,300 

Capital.9,910 

Bank overdraft.  950 

Sales and Charges:- 

Pinished Goods . - .    65,670 

Repairs, etc,.4,325 

Packages, etc..  400 

(C. A, A*) 

4 25* Prepare Profit and Loss Account aod Balance Sheet of Wll- 

Ham Beaumont for the half-year ended 31st December 1902, from the 

T. Bft below. Stocks 31st December Iron bars, £1,000 ; Tools £700 ; 
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Wire £400; Bricks nil; Merchandise, £160. Write off one-half of Good¬ 

will, and 10 per cent, from Fixtures and Furniture. Credit half-year’s*' 

interest at 5 per cent, per annum on Loan and also on Capital. Furthers 

Reserve for Income Tax £86. 

Dr. Balances. 

Debtors as per Schedules.. £ 6,410 

Bills Receivable. 450 

Fixtures and Furniture ....... 300 

Good-wili. 700 

Rich’s Bank Ltd.2,300 

German’s Bank     500 

Cash. 20 

W. B. Drawing Account ....... 530 

Rents and Rates. 110 

Insurances. 120 

Travelling.  650 

Salaries. 560 

Advertising and Stationery. 250 

Telegrams and Stamps. 190 

Bank Charges. 50 

Discounts and Exchanges. 280 

Office and Incidental Expenses .. 210 

Cr. Balances. 

Creditors as per Schedule • , . . . • , 

vlncome Tax Reserve Account ... ... 

Capital Account . . ...... • 

Iron bars Account Balance ....... 

Tools Account Balance. 

Wire Account Balance .. 

Bricks Account Balance. 
Merchandise (Sundries) Account Balance .... 

Loan Account . 

(C. A.) 

8,900 

100 

5,000 

5C0 

1,800 

750 

400 

180 

1,000 

26* Is the ProBt and Loss Account, as set out below, properly 

drawn up ? If not, submit the account as you would present it, 

2 
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Profit and Loss Aoooant (Deoember 31st 13...). 

Tj 
it 

tt 
it 

it 

tt 

•i 

ti 

if 

n 

ii 

£ 
Salaries • . . 820 
Depreciation • . . 1,401 
Purchases . . • 42,600 
Returns . . • 362 
Discounts - • *421 
Dividend paid • . 3,842 
Directors* Fees . • 1,000 
Trade Expenses . • 1,200 
Dividend (5 % for year). 6,200 
Manufacturing Wages - 3,280 
Transfer to Reserve Ac» 

count .... 4,000 
Balance carried to 

Balance Sheet • . 2,876 

£ 68,002 

£ £ 
Stock • • 18,200 
Less January 

1st 17,400 

Interest on In- 
vestments 3,400 

Less loss on sale 
of Investment 900 

— — 2,600 
Balance from 

last year’s 
account • 4,321 

Sales 59,940 
Error in Books 120 
Unclaimed Divi* 

dends . • 321 

£ 68.002 

(Royal Society of Arts.) 

Bills of Exchange. 

±7. Describe a Bill of Exchange. How and when is a bill noted 

and with what object ?—(R. S. of Arts. Accounting and Bankiog), 

28. Give a form of “ Bills Payable Book rl as also of “ Bills Receiv¬ 

able Book,*' entering into each full particulars of two Bills.—( lost, of 

Bankers). 

29. Robinson, on 31st August, 1907, buys from Tuck & Co., 160 

tons coal at 7/6 a ton at the pit mouth, and pays for them at once by 

cheque, being allowed a discount for cash of 2£ %. He pays 1/3 a ton 

for carriage by rail and 9d. a ton for cartage. He sells the coal to 

Sheffield Manufacturing Co. at 12/6 a ton on 14th September, and 

draws a bill, at two months, for the amount. The bill is dishonoured 

at maturity, but is immediately paid by the Manufacturing Oo. upon 

demand being made to them. Draw the bill of Exchange and make the 

entries necessary to record the above transactions in Robinson's books, 

and show what profit or loss Robinson made upon the deal after 

charging 10% on the original cost of the coal for establishment expen* 

set.—(L. C. C.) 

J 30. On 1st January, 1907, A owes B £6,000 for which B receives 

two acceptances from^, one for £2,000 payable in two mootbs, the 

Other for £4,000 payable in four months, in each case from 1st January 

1907* B duty discounts both these acceptances with his banksrs on 
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3rd Jaotiary, 1907, at 4%, Before the first bill becomes due A requests B 

to assist him io taking it up by providing him with £1,000 in cash, and 

drawing a third bill on A for that amount at three months from the due 

date of the first bill plus interest at 5% per annum; B agrees to this 

proposal and advances the money, discounting the bill with his bankers 

at 4%. A week before the second bill for £4,000 fails due, A again asks 

B to assist him to the extent of £2,503. B, however, is not in a position 

to do this, as his bankers will not discount any more of A’s acceptances, 

he arranges with A to draw on him (B) two bills for £1,131-16-8 

and £1,408-3-4 at two months and three months respectively from 

the due date of £4,000 bill. B duly accepts these two bills and 

remits them to A, who discounts them with his Bankers at 4% and 

assisted by the proceeds, duly meets the £4,003 bill. B also meets his 

two bills on maturity. On the 7th June 1907, A becomes bankrupt 

leaving his third bill unpaid. Make the entries in B’a books-—(L. C, C.) 

31* Jones, for the mutual and temporary accommodation of him¬ 

self and Brown, draws upon the latter a bill of exchange at three 

months for £600, dated 1st January 1903. John discounts this bill 

immediately at his bankers, the rate of discount being 5%, and hands 

half the proceeds to Brown. Brown, for a similar purpose, and at the 

same time, draws a bill at three months on Jones for £300. This he 

discounts at his bankers at 5% and hands half the proceeds to Jones. 

Brown becomes a bankrupt on 31st M*rch 1908, and a first and final 

dividend of 5/- in the £ is paid on his estate on 30th June 1908. Write 

up Brown’s A/c in Jone’s Books. Assume, in each case, that one-half 

of the charge for discounting the bill is chargeable to Brown and one* 

half to Jones-—(L. C. C.) 

J 32* Peter Smith ssld on 1st February last to John Swift a parcel 

of Goods to the value of £530 net ; the terms of payment were ori¬ 

ginally cash in a month, but subsequently these terms were altered, 

Swift arranging to pay £130 in cash on the Goods being delivered, and 

as to the balance to accept Smith’s draft at two months for £250, and 

at four months for £200. Swift also agreeing to pay in cash Discount at 

4%, with 1% Commission on the two Bills. This agreement was carried 

out; the £130 with the Discount and Commission Swift paid, and the 

two drafts as aocepted by him, handed over to Smith. 

Maks tbs necessary Journal and Cash Book entries recording this 

transaction, and post to Ledger Accounts,—(London Chamber of Com* 

werce). 
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33# Messrs. Dodger Sc Co., Colliery Proprietors, Burnley, told to 

Messrs. Ibbetson Sc Go., of London, in wagons at Burnley, 120 tons 

of best House Coal at 89, 9d. per ton, with a charge of 9d. per ton for 

wagon hire. The terras were cash, but Ibbetson, not finding 2t conve¬ 

nient to pay cash down, agreed to accept Dodger's draft at 3 months, 

dated 1st March, for the amount of invoice, plus 2% commission and 

5% discount. The draft was duly accepted ; but before its maturity, 

Ibbetson, not haviag sold the coal, arranged to have the draft with* 

drawn, to pay ia cash £20 on the 1st June, and to accept a draft at 2 

months for the balance, plus commission and discount at the rate 

charged on the former draft. This was duly carried out, the £20 was 

paid, and the fresh draft met at its maturity on the 4th August. 

Prepare the Day Book, Journal and Gash Book entries, giving 

effect to the transaction, and post to a Ledger Account as representing 

Messrs. Dodger & Co.—(London Chamber of Commerce). 

Consignments. 

34. What is the difference between :— 

(a) Consignment, (6) Joint adventure. How would you deal 

with the consignments not completed at the date of 

balancing ?—(N. U. T.) 

35. How should you treat a partly sold consignment in a B/S ? 

36- How should you deal .vith Consignments? (a) In the books of 

the Consignor ? (b) In the books of the Consignee ? —(L. C. I.) 

J 37# Richard Random and Sons shipped goods to Paul Gold, their 

agent at Capetown on 1st September, and sent therewith a Pro forma 

invoice for £578 (goods £ 500, freight £60, and insurance £18). On 28th 

October, Paul Gold sent home an Account Sites, from which it appeared 

that a portion of the goods had realised £463 ; and, deducting expenses 

£10 and commission £25, he enclosed a draft at three months for the 

balance. The stock remaining unsold amounted at invoice prices plus 

expeases, to £280. On 2nd November, he sent home another Account 

Sales, which showed that the balance of the consignment had realised 

£320 ; which, less £3 expenses and £10 commission, be remitted by a 

three months’ draft. 

Show how the above transactions should appear in the books of 

Richard Random and Sons.—(Royal^Society of Arts.) 

38» What is an “ Account Sales ? ” what particulars (if Isay) 

does it differ from a “ Consignment Account ? ” 
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On 15th October Delmaine Bros., London, shipped to Donnison and 

8oos, Port Elizabeth, 60 cases of mixed Sheffield goods* These goods 

were invoiced pro forma at £32 10s. per case. 

The London payments in connection with this consignment were 

Insurance, £ 10 12s* ; freight, £54 12s. ; sundry charges, £3 15s. 

The payments made by Donnison & Sons, in South Africa, were ■ 

Storage, £16 129. ; Landing Charges, £S 10s. ; Insurance, £2 11s, 

On 15th December Donnison & Sons, sold 30 cases of goods at £45 

per case ; on 17th December 25 cases at £50 per case ; and on 19th 

December the balance of the consignment at £51 per case. All the 

above sales were effected for prompt cash. A commission is payable to 

DonnisoQ & Sons at 2% on all sales plus lj% del credere commission. 

On 1st November Delmaine Brothers drew a Billon Donnison and 

Sons for £1,000. This draft was duly accepted. 

Prepare an “..Account Sales M showing the result of the above con¬ 

signment, and show how the transactions would appear in the books of 

Delmaine Brothers.—(London Chamber of Commerce.) 

/39. J. Moss Si Co., London, consign goods to the cost amount of 

£1,600 to their agent, J. Solomon, Hongkong, on which they pay freight, 

insurance, and charges £55, drawing on him at 90 days for £1,300. They 

discount the bill at Lloyds Bank, being charged £15 therefor. They 

receive Account Sales of the consignment for £1,729, less Agent’s Com¬ 

mission, etc., £71, and a draft on the Bank of Hongkong for the 

balance. 
* 

Record the above transactions in the books of J. Moss & Co*—(Lon* 

don Chamber of Commerce.) 

40. Isaac Solomon of London, Wine and Spirit Exporter, shipped 

to Davia & Co., of Bombay, 320 cases of Brandy at 23s. 6d. per case, 

f. o. b. He disbursed by way of Insurance £4 17s. 6J., and £8 15s. 

for Freight, forwarding by mail, in due course, Invoice amounting to 

£389 12s. 6d. 
• 

The goods were sold at an average price of 13J Rupees per case. 

The charges were in respect of Commission Jths Rupee per case, 32 

Rupees for delivery, rent, etc., and 8 Rupees for postage, etc* Davis and 

Co. sent forward Account Sales with a draft at sight (sterling) on 

London, taking the Rupee at Is. 6Jd. Make out the Account Sales, and 

show how the respective entries would appear in Solomon’s Books*— 

(Londoq Chamber of Commerce). 
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4U Prepare the necessary Journal Bntry for the transaction 

below and post same to Ledger:— 

Invoice of chain shipped per S. S. Falcon, London to Bombay 

via Suez Canal and consigned to Messrs, Larrissa & Co*, Bombay, for 

sale and returns, by Me99rs. Johnson, Gibbs & Co. 

6 Short link chains, weighing 155 cwt. 2 qrs. 

at 12s. per cwt. £ 93 6 0 

Charges. 

Freight on 7 tons 15 cwt. 2 qr. 0 lb. at 90s. 

and 10% primage . . . £ 12 16 7 

Bill of Lading and Postages • . 0 2 6 

Insurance on £110 at 10s. and Duty 0 116 
- 13 10 7 

E.&O. E. £106 16 7 

London, 1st January, 19... 

( London Chamber of Commerce.) 

42. Referring to the preceding question the following ia a oopy 

of the Account Sales rendered by the Consignees. Prepare the ncces* 

sary Journal and Ledger entries in the books both Consignor and 
Consignee. 

Account Sales of chains exS.S. Falcon from London, sold 

by the undersigned Larrissa & Co. on account and at the risk of Messrs. 

Johnson, Gibbs & Co. 

6 chains weighing 155 cwt. 2 qrs. 

0 lbs. at Rs. 11 per cwt. . Rs. 1,708 !1 8 

Charges. 

Import Duty ad valorem 

Rs. 1,708 11 8 at 1% . . 17 1 4 

Wharfage, Landing, Stor¬ 

ing, Delivery, Rent, Fire 

Insurance, Commission and 

del ordere at 10 % « . 170 13 11 
-- 187 15 3 

Bombay 

1/6 

E. & O. E. Rs. 1,520 12 5 

Bombay, 15th February. 

Remitted by Demand Draft on London at exchange of la, 4d. £ 101 7 8 

(London Chamber of Commefo*,) 
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49, Messrs# Lux and Lucifer, Birmingham, consign on February 

1st, to M, Marooni of Milano, 500 “ Radiant’* Electric Lamps, invo¬ 

iced at 18s, each, and pay Freight £5 18s. 6d., and Insurance £2 15s, 

One hundred and Twenty-five Lamps are damaged and rendered worth* 

less by storm* and M, Marconi receives £72 in settlement from 

Underwriters. He sells 250 Lamps for £240, and on April 4tb sends 

Account Sales and Bankers Draft for balance due to the Consignors, 

after chargiog his Agency Expenses, £5 10s# and Commission £15 12s. 

Give the Accounts as they would appear in Lux and Lucifer's Ledger.— 

(West Riding of Yorkshire.) 

44* Jan, 5. Shipped per S. S. Revenna to Hongkong, consigned 

to Ah Hee & Co., on equal shares with them as 

foliows : — 

Goods (Chemical). 600 13 0 

Goods (Sundries) ... ... 93 1 8 

698 14 8 

Our Commission . 17 9 4 

Insurance .  7 10 0 

Freight .  26 8 9 
- 750 2 9 

6. Drew Bill at 90 d/s for § 5, 455.54 on 

Ah Hee & Co., and sold it with 

documents attached to Hongkong 

and Shanghai Bank at 2/9, received 

Cheque for... 750 9 

10. Paid by Cheques : — 

Royal Exchange Corporation (for in¬ 

surance on Revenna) ... .. 1 10 0 

Peninsular and Oriental 5. N. Co. (Freight on ditto) ... 26 8 9 

June 4. Received from Ah Hee & Co. Account 

Sales of Goods per Revenna :— 

Gross proceeds ... $ 6,872*52 

Charges .. 326*17 

Their Commission ... 171-82 

5. Draw Bill on Ah Hee & Co. for $460, 

our share of net proceeds of Shipment 

per Revenna and sold it to Hongkong 

and Shanghai Bank at 2s. 8|d., 

receiving Cheque... . 62 15 5 

Record the above in Journal and Cash Book, and show the Con¬ 

signment Account in the Ledger.—(Civil Service, Second Division 

Clerks.) 
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f 45. On the 1st July, our one-third share of Hansard Estate In 

Jamaica stood indebted to us £3,175 6s. 2d* On the 2nd August our 

partners in Jamaica, J. and W. Shirley, advise us that they have ship¬ 

ped 60 casks sugar, per Minerva to Liverpool, which we have insured 

with the Globe Assurance Co., at £1,700 at 99s. Od. per cent., policy 5s. 

6d. percent. £165 6s. 6d., and we charge commission £3 10s. Od. They 

also advise that they have shipped 20 hogsheads sugar, per the Neptune 

to London, for sale, which we have also insured with the Globe Assur¬ 

ance Co./at £600 at £5 5s. per cent., policy, 33s. £31 3s. 0d. Our commis¬ 

sion £3 on the 17th, we accepted J. and W. Shirley's two drafts; one for 

£220 14s. 0d., due October 2nd, the other £170, due October 12tb,on their 

own account. On the 18th we pay J. Grey £173 15s. on account of the 

estate. On the 20th we sell sundry persons 25 hogsheads sugar, which 

had formerly been on hand, the net proceeds of which amouat to £730 

16s. 3d. On the 23rd we paid Smith £42 14s. Od. On the 10th September 

we accept on Shirley's own account their draft £120, due 2nd November. 

On the 20th we ship goods, per Sailor Prince for account of this estate 

which amount, with charges commission, and insurance, to £537 6s. 2d, 

and on Shirley’s own account goods to the amount of £440 Is. Od. On 

the 25th the agents in London inform us of having sold the 20 hogsheads, 

and enclose Bills for the proceeds, £625 2s. 0d.’ Required the best 

method to exhibit these transactions in the plainest and most satisfac¬ 

tory manner.—(Lancashire and Cheshire Union.) 

46. The following two statements represent a consignment of 

goods sent out by a London House to Bombay with the account sales of 

such goods as rendered by the Bombay House. You are asked to make 

the necessary Journal and Cash Book entries in the Books of the two 

Houses, and in the case of the English House to show the Net Profit 

upon the transactions. 

London, January 1st* 

Messrs. Ardkashir & Byjamji, Bombay. 

In Consignment from 

Paudel Phillips & Soirs# 

8 Cases various, shipped per S. S. Ballarat, 

1 & 2»2 cases eontg. (2'9" x 3'3 x 3'6" 

= 3T 3* each case) 500 pieces English Art 

needlework and Traced Goods, etc. (as 

per specification).75 10 tf 
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3 & 4 - 2 oases, each contg. 25 only (5'4" x 

S' 0" x 2'4"*»37'4" each) 50 only, Brown 

Cowhide Gladston Bags, with shoes and 

clips 20 inches, at 10Jd. inch = 17/6 each . 43 15 0 

5—1 case contg. (5' 7"x3' l"x2' 6" =43' 0") 

30 only Brown Cowhide Kit Bags, 18" at 

10Jd. per inch — 15/9 each • . , 23 12 5 

6/8 « 3 cases each, containing 38spdles. (2'8" x 

2'10" x 40" « 30' 3" each) 90spdls. •• Pea- 

cock Brand" Fingering Yarn, 2, 3, aod 

4 ply, in Black, White, Clericals, Drabs, 

Heathers per spdls. of 6lbs. at 20/6 . . 92 5 O 

235 3 O 
3 packing Cases, expenses and materials £2 15 0 

,, ,, cartage to Docks and Ship¬ 
ping .10 0 

Marine Insurance of £250 of \\°/0 2 10 0 

Freight prepaid at 49/- per ton of 
cubic feet • . . . 13 10 11 

- 19 15 11 

E. & O. E. . £254 18 11 

Total measurementsj 270ft. 11 in. 

Account Sales of Goods sold by 

Ardkashir and Byjamji, Bombay, 

For Account of Faudel Phillips and Sons. 

Newgate Street, London, E. C. 

March 13th Bombay. 

ex Ca^es 

j 500 pcs. Embroidered goods, 

etc., realising in all (as per 

detail Account A/c. 1,600 0 O 

1 50 only Gladston Bags... 20 17 8 0 875 0 O 

5 30 „ Kit „ ... 18 16 0 0 480 0 0 

6 90 Spdl. Yarn “Peacock Brand 22 0 0 1,980 0 0 

Charges paid out, etc. 

Landing, Haulage, Sundries . 

Commission 5 per cent. ... *•« 

Duty, etc*, 5 per cent. . 

Bank Brokerage 1/16 per cent. 

13 0 

248 12 

246 12 

2 12 

0 

0 
0 

0 

4,935 0 o 

514 4 0 

E. & O. B. Rs. 4,420 12 O 
Draft forwarded at Rs. 1-4 £294 14 4 

(London Chamber of Commerce.) 

3 
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47# Jan. 4. Received from A. Lemoine, Bordeaux, 

invoice of wine shipped on Joint 

Account (proBt or loss to be divided 

equally) . — ... £254 12 6 

7. The shipment of wine arrived. Paid 

dock charges on same.. ... 4 6 2 

9. Paid Custom House duties on shipment 

of wine . 50 0 0 

10. Sold to J. Carey part of the shipment 

of wine. 138 10 6 

14. Admitted J. Carey’s claim for damaged 

goods, part of those sold him on 10th 

instant . •ss ••• sat 4 B 6 

16. Sold remainder of shipment of wine, for 

Cash . 237 4 6 

16. Purchased Rill on Rank of France for 

net proceeds, less our share of Profit, 

Remitted same to A, Lemoine, with 

account sales of the shipment. 

30. Paid claim of the purchaser of the wine 

sold on 16th instant, for damaged 

goods .. 8 3 6 

Enter the above in Journal and Cash Book, and show the Joint 

Account and Leraoinc's Account in the Ledger.—(Civil Service, Second 

Division Clerks). 

W 48, C and D buy on joint account 1,003 Mining Shares at 30s. 

plus expenses £10. C contributes onc-third and D two-thirds of the price 

(all the monies passing through a Joint Banking Account). Six hundred 

shares are sold at 32s. 6d. less expenses £7 5s., and 310 shares are 

eold at 31s. less £5 expenses. They divided the balance of the shares 

at cost price, and also any Profit or Loss, in proportion to their 

original contributions. Prepare Accounts showing the position at the 

olose ofthe vtnturc.~(West Riding of Yorkshire.) 
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v 49. John Black and Edward Thompson agree to import Swedish tim¬ 

ber into this country. On 1st May, they open a Banking Account under 

style of “Black and Thompson 99 for £2,400, towards which Black 

contributes £1,409 and Thompson £1,000, they dividing Profits dr Losses 

pro rata to their cash contributions (say 7ths and 5ths respectively). They 

remit to their Agent in Sweden £1,800 to pay for the timber purchased 

out there, and, later on, a further £1C0 in settlement of his Account, 

The Freight, Insurance, and Dock charges are all paid on this side, and 

together amount to £410. On 31st December the various sales have 

realised £2,400 net which enables them to repay themselves (taking 

no account of Interest) the cash respectively advanced by them on 1st 

May. The venture is then closed by Black taking over the balance of 

timber unsold for £380, and for which he pays a cheque into the Bank¬ 

ing account. How much Cash Balance does this leave for final 

division by way of Profit, and how is the same apportioned between 

Black and Thompson as their respective share of Profit thus realised on 

the venture?—(Institute of Bankers.) 

"^50. Robson and Day entered into a joint speculation with the 

object of buying at sal’s any cheap rolling stock or machinery and re¬ 

selling same. Purchases, sales receipts, and disbursements are made 

Sometimes by Robson and sometimes by Day. They had no joint 

• banking account, but each party worked the transactions through his 

own business. It was agreed that profits should be shared equally, 

and that interest at 5% per annum should be reckoned on all cash 

received and paid. The following were the transactions :— 

Jan. 5 Ribson bought locomotive for £320. 

15 Robson paid carriage on same £15, 

Mar. 18 Day paid storage for same £1 10s. 6d. 

21 Day paid insurance 12s, 6d. 

June 4 Day paid repairs £12 8s. 6. 

28 Day sold locomotive for £710. 

July 4 Day bought 520 tons rails at £3 5s. per ton. 

27 Robson paid landing and transit charges £30. 

Aug. 28 Robson paid storage £3 10s. 6d. 

Sept. 3 Day sold rails at £3 10s. per ton. 

8 R(ftsan bqu&ht 2^cranes at £55 each. 

15 Robson sold cranes for £125. 

Eaise accounts for the Joint Venture, and for both parties* and 

show how matters stand on 30th September. 
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J SI« T. Tohm of Norway apd P. Priedley of England engaged io m 

joint speculation in timber* On 15th Jan. Tohm contributed £450 and 

Friedley £650, which amounts were paid into a joint banking accopqL 

The following were the transactions:— 

Jan* 23 Bought cargo from A* Ruesphy, £724, less 5% die* 
count, and accepted his draft at 3 m/d for the net 
amount* 

23 Paid expenses of loading, £36 15s« 6d, 

31 Paid freight to London, £123 14s. 5d. 

Feb. 21 Sold Greener k Co. logs £179 12s. 3d., and received- 
cash less 2j% discount* 

26 Bought from A. Helfsky, for ca9h, cargo of timber, 
net £1,027. 

Mar. 25 Paid shipping charges and freight, £225 10s. lid. 

27 Sold F. Turner deals, net, £420, and received bit- 
acceptance at 2 m/d. 

April 15 Sold L. Loti timber bought from A. Russphy, £1,472 
10s. 6d., and received his acceptance at 1 m/d. 

The speculation was closed, and the stock of timber valued at 

£356 taken over by Friedley at the agreed figure of £356 less 10%. Ad« 

just the accounts between the partners as at 31st May, allowing 

interest on capital at the rate of 5% per annum, and dividing profits* 

.or losses in proportion to capitals. 

/ 52* Brown, Jone9 and Robinson operate in a tripartite account 

in pig-iron, and purchase 10,000 tons at 43 shillings per ion, say, 

£ 24,000 and for which they contribute as follows :— 

Brown finds Cash for . ,H £7,450 

Jones gives his acceptance at 3 mos. for ... £3,000 

The discount on which is ... 100 
-7,900 

And Robinson the balance in cash ... £3,650 

Interest is credited to each adventurer at the rate of 5% per annum 

from date the money is found until final settlement, the Net Profit or 

Loss (after payment of the above interest) being alienated among them 

pro-rata, to the amount of Capital each of them originally brings in. 

The pig-iron is held for six months, and then only realises £21,500, the f 

venture resulting in a loss of £2,500. Divide up this loss among tbe 

three, first crediting each adventurer with the interest due to him 

tinder the above arrangement and carry out the above conditions. 
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jf 
53. Brown and Robinson, Film Hirers, enter into an agreement 

'With the Albion Cinema Company, Ltd., to take charge of the Com¬ 

pany’s Picture House and be entirely responsible for the management 

of the place for 12 months from 1st January 1915. 

The agreement provides that (1) Brown and Robinson shall bear 

the expense of providing the films and defray the cost of advertising, 

>(2) The Cinema Company be allowed out of revenue a sum of £1 a week 

to cover the amount of depreciation of fixtures, (3) Repairs and Rene¬ 

wals be paid out of revenue, except that structural alterations and 

repairs to the freehold be charged to the Cinema Company, (4) All re¬ 

ceipts and payments be made through a bank account in the joint names 

of Brown and Robinson and the Albion Cinema Company, Ltd., and 

bank interest be credited to revenue, (5) Profits and Losses be divided in 

the proportions of 75 per cent, to Brown and Robinson and 25 per cent, 

to the Albion Cinema Company, Ltd., and that revenue accounts be 

prepared at June 30th, 1915, and December 31st, 1915. 

The receipts and payments were as follows 

June 30tb, Dec. 31at, 

1915. 1915. 

£ £ 

Bank interest less Commission ... ... 10 6 

Gate money received ... 1,500 1,000 
Wagca ... ... 250 230 

Films ... 300 250 

Advertising ... 50 T5 

Rates and Taxes • •• ... 150 150 

Sundry Repairs 20 25 

Repairs to the freehold ... • •• ••• 60 

General expenses ... ... 100 125 

Draft accounts in accordance with the above terms. and show how 

•much each party to the agreement receives.—(B. U.) 

PARTNERSHIP. 
84. State your recommendations as to the clauses of a proposed 

partnership deed so far as they relate to the Books and Accounts. 

—(Incor. Acctts.) 

55. Oive the •• Drawings Account ” of John Robertson as it 

would appear in the firm’s Private Ledger as on 31st December, under 

the following conditions;— 

His Ospitsl on 1st January was £5,000. 



HIGHER ACCOUNTING xxii 

His drawings were : 1st May, £250 ; 1st July, £300; 1st November, 

£200 ; 1st December, £100. 

His share of profits for the year was £795. 

Interest is allowed by the firm’s Partnership Articles on Capital, 

and oharged on withdrawals at the rate of 5% per annum.—(Royal 

Society of Arts). 

56. On December 31, 19..., three partners had the following 

amounts at the credit of their Capital Accounts ; A, £5,000 ; 13, £3,COO; 

C, £2,000. 

On January 1, 19.., they had to the credit of their Drawing 

Accounts; A, £750 ; B, £500 ; C. £100. 

Profits are divided in the same proportion as the capital, up to 

£2,000. Above that amount A gets 25%, B, 35%, and C, 40%. A drew 

during the year 19. • £500, B drew during the year 19 . . . £400. C 

drew during the year 19 . . . £300. 

The profits for 19 . . . amounted to £3,000, before charging interest 

on capital (to which all are entitled) at 4%. 

Give the Drawing Account of each partner on December 31,19 . , * 

interest on drawings to be ignored.—(Chartered Accountants.) 

57. A, B, and C are partners at December 31st, 1906, with 

Capital of £ 4,000, £2,000, and £5,COO respectively. B draws a manage¬ 

ment salary of £500 per annum, and it is provided by the partnership- 

deed that after providing B’s management salary and 5% interest on 

capital, and before the division of profits, A shall be entitled to 5% and 

C to 10% of all profits in excess of £750 per annum. Assuming (a) that 

profits are divisible rateably with capital as at previous balancing ; 

(b) that each partner draws £300 per annum in anticipati >n of profits, 

upon which no interest is to be charged ; and (c) that the following are 

the profits for three years, you are required to prepare a Profit and 

Loss Distribution Account and a Capital Account with each partner. 

1907, £1,750 ; 1903, £i,980 ; 1809, £2,300.— (Incorporated Accountants.). 

58* X, Y, and Z are partners. Their respective Capitals in the 

business, as shown by their Balance Sheet on 31»t December, are : 

X, £3,000 ; Y, £2,200 ; Z, £°00. The profit for the year amounting ot 

£1,600, bas been credited to X, J share ; Y and Z, J each, and the 

bookslbsve been closed. 
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During the year they have withdrawn nothing beyond their 

salaries, which have already been charged to Profit and Loss Account. 

It is found on 31st March next that interest on the Partners’ Capital 

(5% per annum), as provided by the partnership agreement has been 

omitted* Give the entries you would make in the books to correct the. 

error*—(West Riding of Yorkshire.) ^^ ^ 

59. Baker, Carr, and Dunn are in partnership* Their Capital 

Accounts have credit balances respectively as follows : £3,000, £2,500’ 

and £2,003* Profits and Losses are apportioned as follows: Baker 

seven-fifteenths, Carr one-third, and Dunn three-fifteenths* The^ 

Profit and Loss Account for the year ended December 31st, 1911, shows 

a credit balance of £1,103. Their drawing during the year have been : 

Baker £400, Carr £330, and Dunn £350. Draw up accounts, allowing 

interest on capital at 5 per cent, but no interest on drawings, showing 

the position of each partner at December 31st, 1911, and caloulate the 

amount of Income-Tax payable by each partner, assuming that oo 

partner has any income other than from the partnership business.— 

(C.A.A.) 

60* E. H, B. and H. V. B. are partners, and share profits as 

follows : E. H. B. seven-tenths and H. V. B. three-tenths. Interest 

on Capital Account only is allowed at 5 per cent per annum. H. V. B, is 

entitled to a salary of £500 a year before the division of profits. 

Prepare from the following particulars a statement showing the 

position of the Capital and of the Drawing Accounts of both partners as 

at June 30, 19. . ; January 1, 19. * . E. H. B., Capital Account. Cr. 

£5,000; January 1,%19. ., H. V. B,, Capital Account, Cr. £2,000; January 

1,19.* E. H. B., Drawing Account Cr. £512 ; January 1, 19. * , H. V. B., 

Drawing Account Cr, £248. 

On April 1st B. H. B. introduces a further £5,000 as capital. 

The Profit for the period, after interest charges and salary were 

adjusted, was £3,300* 

E. H. B. drew £1,500 on February 1st, and similar sum on March 

81st* H. V. E. drew £1,?QQ on the latter date, and his salary each 

month*—(Incorporated Accountants.) 

61« Oo December 31, three partners had the following amounts at 

the credit of their Capital Accounts : A, £5,000; B, £3,000; C, £2.000* 

Qn January 1st previous, they had to the credit of their Drawing 

Accounts A. £750 ; B. £500 ; C. £400. 9 # 5 
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Profits are divided in the same proportion at the capital, up to 

£2,000. Above that Amount, A gets 25 per cent, B 36 per cent9 and O 

40 per ceot. 

A drew during the year £500; B drew during the year 19 • • , £400; 

C drew during the year £300. 

The profits for the year amounted to £9,000, before charging inter* 

«st on capital (to which all are entitled) at 4 per cent. 

Give the Drawing Account of each partner on December 319 inter* 

est on drawings to be ignored,—(Chartered Accountants.) 

62* A, B and C, in partnership, having capitals of £5,000, £2,000, 

and £1,000, agree that 5 per cent interest on capitals shall be charged to 

Profit and Loss Account ; that each shall have a salary of £500 ; and 

that profits and losses shall be shared in proportion to capitals. The 

first year’s trading results in a profit of £1,100, before charging interest 

■on capital and salaries. Show bow much each is entitled to draw (in- 

eluding amounts already drawn), so as to leave their Capital Accounts 

intact,—(Chartered Accountants.) 

63* On January 1st, X and Y purchased the business and freehold 

premises of Smith and Co. for £25,000, Of this amount X found 

£10,000 and Y £5,000. The balance of £10,000 was left by the vendor 

upon mortgage of the freehold premises at 4 per cent per annum, 

X was to devote only such time as he thought fit to the business, 

•but Y was to devote the whole of his time, for which services he was to 

receive a salary of £300 per annum prior to the division of profits, 

Bach partner was to be credited with interest upon his capital at 

45% per annum, and debited with the same rate of interest upon all 

sums drawn from the business. Profits and losses were to be divided 
^equally. 

The profits of the business for the year ended December 31st, prior 

to any of the above adjustments, amounted to £3,825, 

During the year X drew £520 in equal amounts on January lst9 

April 1st, November 1st, and December 1st, 

Apart from the management salary to which he was entitled, Y drew 

£420 in equal amounts on April 1st, November 1st, aod December 1st* 

Show how the Capital Accounts of the two partners would Appear 

in the firm's Balance Sheet at December 31st,—(Chartered Account* 
ante.} 
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^64. A and B, at partner*, pottest £10,000 and £5,000 respectively 

in a firm. Tbeir grots trading profit it £3,250. By their partnership 

agreement they divide profits in proportion to their bolding after giving 

B £ 500 at manager and allowing 5 per cent, interest on Capital. A’s 

drawings were £700 and B’s £100* Draw up a Profit and Loss Ac- 

count and separate Partners’ Account.—(Incorporated Accountants.) 

65« After writing up the Trading Account of the West Riding 

Engineering Co., on 31st March 1897, these balances stood in the books: 

Dr* Balances. 

£ 

Debtors 2,800 

ByR «... 2,200 

Plant, Machinery and 
Tools • 3,000 

Office Furniture . 100 

Horses and Convey¬ 
ances • 500 

Bank • * • • 850 

Cash • 90 

Leasehold Premises • 2,880 

Interest • , 60 

Stock • 4,020 

Cr. Balances. 

Creditors . • • • 

Bills Payable • « • 2,060 

Trading and P. & L. a/o . 1,080 

Provision for discounts and 
loss on debts ... 240 

Provision for outstanding 
Liabilities ... 120 

Joseph Picker’s Capital . 5,000 

William Bean’s f, . 6,800 

Complete the Profit and Lots Acaount, and prepare the Balance 

Sheet, crediting to each partner one year’s interest at 5% on his Capital, 
and a half share in the Net Profit.—(W. R. C. C.) 

66. Prepare Trading and Profit and Lott Account and Balance 

Sheet of Messrs. Arthur Wilsoo and John Bookman, Cigarette Mer. 

chants, on 81st Deetmbsr 1904 dividing profits equally. Stock £12,896* 

4 
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Allow interest on Partners* Capital at 5% from 1st July 1904* Write off 

half of Macmillan’s Dishonoured Bill. Reserve 5% on Sundry Debtors* 

Dr* Balances* 

Wilson’s Drawings inc : 
interest • • • 

£ - 

640 

Bookman’s do. do. 410 

Bills Receivable . . 950 

Plant & Machinery * * 2,880 

Sundry Debtors (inc; John 
MacMillan for dishon¬ 
oured Bill, X100). • 6,200 

Wages, Manufacturing , 4,097 

Returns • 278 

Purchases (inc: Govern-^ 
ment duty) . 25,659 

Rents, Rates Sc Taxes 562 

Stock . * 8,968 

Salaries and Wages 1,100 

Travelling Expenses , 130 

Expenses of Licenses • 58 

Dr* Balances*—(contd.) 

Insurances, etc., (includ¬ 
ing premium of £30 per 
annum paid to end of 
March 1905) . • * 

£ 

40 

Cash . • . • 53 

Bank • . • • 1,897 

Repairs & Renewals • • 337 

Interest & Discount • • 587 

Bad Debts * • 362 

Fixtures & Fittings . V 897 

Cr* Balances. 

A. Wilson, Cap ; Account . 7,250 

J. Bookman do. , , 4,685 

Loan Account # I „ 2,000 

Sales • ( , 35,64$ 

Commission • 564 

Sundry Creditors • • 5,963 

(N. U. T. Advanced.) 

67* Joyce, Jenkins and Jinks entered into partnership on January 

1st, 1900. The capital introduced was £2,000, £1,500, and £1,000, 

respectively with division of profits on a basis of Joyce seven-tenths*. 

Jenkins one-fifth, and Jinks one-tenth* Jinks was to receive a yearly, 
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salary of £ 100 payable quarterly which was duly paid. On December 

31st 1900, the stock on hand was £ 2,000, and the balances in the books 

were as follows :— 

Capital Accounts ... ... tft set ... ... 4,500 

Sales ••• ... ••• ... ••• 8,000 

Freehold Warehouse ... ... 1,000 

Rates and Taxes ... ••• 150 

General Expenses ... ... ... . • « 100 

Salaries . ... ... .... ••• • •• 200 

Purchases ... ... M* ... • M 3,000 

Sundry Debtors • • . • • . ... 7,550 

Carriage . ... .... 100 

Drawings : Joyca .... ... 200 

Jenkins ... • • • •».« 100 

Jinks ... ... ... ... ... 100 

Prepare final accounts.—(C. A. A.) 

68- Prepare Trading and Profit and Loss Accounts and Balance 

Sheet on 31st D-C. 1904, Stock £1,000. Depreciate fixtures and fittings 

at 10 per cent, per annum and divide net profit in the proportion of 

three-fourths to A and one-fourths to B. 

Dr- Balances. 

A (Drawing) account 

B. . 
Fixtures & Fittings . 

Bills Receivable 

General Expenses 

Purchases 

Rent 

Sundry Debtors 

£ 

Dr. Balances—(contd.) 

£ 
500 Salaries . . . # 250 

300 Stock (1st Jan. 1904) 700 

5C0 Cr. Balances. 

400 £ 
A (Capital account; 3,000 

200 
B. „ . - 1,000 

4,000 

150 
Sundry Creditors • 2,000 

Sales • • • • 4,400 
3,400 

2- Taking the Trial Balance given above, state to what class of 

Ledger Account each item belongs, and the exact meaning of eactr 

balance. 
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3« If you were asked to verify the balance at Bank shown by a 

Cash Book and agree it with balance of Bank Pass Book, how would 

you proceed ?—(Inst* of Secretaries, Dec. 1905). 

69* Prepare a Trading Account, Profit and Loss Account, and 

Balance Sheet from the following balances of X, Yf Z & Co.’s Books, 

.extracted at 31st December, covering six months' operations. 

£ 

Cash at Bankers ... ... ... as# 2,640 

Petty Cash in hand... . • •a •aa 3 

Sales... . ... aaa ... 16,123 

Stock in hand at commencement of period as# aaa 2,741 

Returns (Customers' returns for the half-year) ... 330 

Discount allowed to customers ... ... _ aaa 938 

Bills Receivable in hand ... ... ... ... saa 182 

Sundry Debtors ... ... ... ... 5,272 

Purchases . ... ... ... ... 8,408 

.Discount allowed on purchases _ ... M. — 390 

Wages . ... ... ... ... a*a 1,404 

Reserve for Bad and Doubtful Debts ... aaa 540 

,, for Discount on Book Debts aaa aaa 197 

Sundry Creditors ... ... ... ... aaa aaa 1*970 

Buildings . . ... ... aaa 4,384 

Patent Rights ••• ••• ... ... 50 

Loan on Mortgage ... • so • • • aaa 4,500 

Rent, Rates, and Taxes • •• ... • #a aaa 106 

Advertising . ••a »»• ... ssa aaa 463 

Traveller's Salary ~ as# aaa ... ... asa 431 

Carriage . aaa ... ... SS# 394 

Bad Debts Written off •## aaa • a# 101 

Plant and Machinery mm aaa ... a a# aaa. 2,672 

Repairs ... ... aaa ••• ... • sa SS# 84 

C G*Capital Account Balance, 1st July aaa aaa 6,110 

C G-Drawing Account M. ••• as# • ss s s 1,200 

8 G-Capital Account Balance, 1st July aa# #•# 2,952 
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£ 
S G-Drawing Account .. • •• 720 

Interest on Loans.. M* as# 124 

Reserve Account, Patent Royalties 
advance ... ••• ••• ... 

received 
• •• 

in 
• s# SCO 

Royalties on Patents, attributable to the half year to 
31st December... 40 

Trade and General Expenses . ... • •• 502 

Depreciation written off Buildings • •• • •• 23 

m •• it Plant ... • •• 155 

Stock-in-Trade, 31st December. — St# 3,275 

ProQts to be apportioned-C G, 5/8 S G, 3/8 ... • • s 

(Chartered Accountants.) 

70- The following are the Ledger Balances of A. B. C. & Co. 

as on 31st December :— 

id £ 
Sundry Debtors « • 6,000 Sales • 25,000 

General Trade Expenses . 1,200 Sundry Creditors . « 1,000 

Factory Rent 250 Interest Received • # 120 

Manufacturing Wages 2,000 Purchase Returns 200 

Purchases .... 10,000 Discounts Received • • 180 

Fixtures and Fittings • 500 Reserve for Bad Debt # 200 

Carriage and Freight on A. Capital Account Cr. • 10,000 
Ijaw Material • 500 

B# Capital Account Cr. • 10,000 
Sales Returns . • 300 

Plant and Machinery • 6,000 
Horses, Harness and 

Vehicle .... 2,000 Freehold Offices. . • 2,000 

Advance on Mortgage Dr. 2,000 Balance at Bank • 2,300 

Travelling Expenses 600 Cash Balance • , • 10 

Office Salaries . • 2,000 Stock 1st January • • 5,000 

A. Drawings . « 

o
 

o
 

o
 C. Capital Account Dr. • 1,000 

B- „ ... 1,000 Discount Allowed • 220 

C. f> ... 500 1 Rates, Taxes and Insurance. 120 



1XX HIQHBB ACCOUNTING 

Prepare:— 

(1) Trading Account, showing gross proBt for the year* 

(2) Profit and Loss Account, showing net profit available for 

division among the partners. 

(3) Balance Sheet as on December 31stf 19. 

Stock on hand on December 31st, i9...amounted to £7,500. Accord¬ 

ing to the Partnership Deed 5% Interest on Partner’s Capital is to be 

credited or charged as the case may be, and the profits are to be divided 

as to A—two-fifths, B—two-fifths, and C—one-fifth. 

Write off 5% from Plant and Machinery. 

Write off 10% from Horses, Harness, Vehicles, and Fixtures and 

Fittings* 

Increase the Rescr/e for Bad Debts by £400.—(Civil Service 

Assistant Clerks). 

71. From the following Ledger Balances prepare Trading Account, 

ProBt and Loss Account, and Balance Sheet of Messrs. H. Oakloy and 

W. Denham, Harness Manufacturers, as on 31st December, sharing 

Profits und Losses equally. Before dividing tha profits, allow Interest 

on Partners’ Capital at 5'% P-r annum ; depreciate Machinery and 

Plant 7A%, and Fixtures and Fittings 6% ; provide for Bad and 

Doubtful Debts 5%, and for a half-year’s interest on the Mortgage at 

5% per annum to 31st December; carry 7J% of the net Profit (if any) 

to the Reserve Fund. Stock 31st December, £14,725 2s. 6d. 

£ s. d. 

H. Oakley, Capital 
Account (1st Jan.) 10,000 0 0 

W. Denham, Capital 
Account (1st Jan.) 9,000 0 0 

Freehold Premises 
Account » . 13,100 0 0 

Bills Payable Ac¬ 
count . • • 2,402 8 2 

Fixtures and Fittings 
Account . • 3,600 0 0 

Wages Account , 7,930 1 4 

£ 8* d. 

Stock Account (1st 
January) • • 10,910 5 5 

Rates and Taxes Ac¬ 
count . 251 9 11 

Banker’s Account 
Cr. . . • 2,437 0 0 

Office Expenses Ac- 
count , . 104 5 3 

Carriage Account 1,066 2 9 

Insurance Accoqnt ♦ 191 11 4 
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Mortgage on Premi¬ 
ses Account Cr. • 

Sundry Creditor! « 

Reserve Fund (for 
contingencies) 

Sales Account * 

Machinery & Plant 
Account • « 

Cash Account • • 

Purchases Account . 

Salaries Account 

£ i. d. 

4,500 0 0 

13,802 18 4 

1,050 0 0 

45,230 2 10 

6,000 0 0 

472 14 7 

31,038 10 7 

550 0 0 

Interest and Dis¬ 
counts Account 
Cr. 

Sundry Debtors 

Interest and Mort¬ 
gage Account • 

General Trade Ex¬ 
penses Account 

Repairs Account 

H. Oakley Drawing 
Account (including 
interest) . . 

W. Denham’s Draw¬ 
ing Account ^includ¬ 
ing interest) 

£ 3-d* 

43 12 1 

8,510 0 0 

112 10 0 

1,040 17 2 

337 13 1 

1,767 10 0 

1,482 10 0 

(Union of Educational Institutes.) 

72- A and B are partners. On 1st January 1896 A had £4,000 

to the credit of his Capital Account and B £1,000. They had agreed 

to share profits and losses equally, after allowing each partner 5 per 

cent, interest upon the amount of capital standing to his credit at the 

beginning of each year. During the year 1896 A drew £600; B £500. 

When the books were balanced on the 31st December 1896 it was found 

that (before providing interest on capital) there had been a loss of 

£2,500. You are required to show the Capital Accounts of A and B 

as on the 1st January 1897. 

On the 1st June, 1897, James Fairtrade has the following assets:— 

£ s. d« 

Sundry Debtors ...   3,500 0 0 

Stock on hand _ ... ... ... ... __ 1,800 0 0 

Cash at Bank. 500 0 0 

Cash in hand . ... 20 0 0 

« Bills Receivable .. 750 0 0 

His liabilities are :— 

Sundry Creditors ... ••• ... _ ... 2,500 0 0 

Bills payable ... .*♦ . t ... 1,000 0 0 

You are required to open a set of books upon a Double Entry 

system showing the above position of affairs*—(Chartered Inst, of 

Secretaries, 1897)* 
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73. Prom the following Trial Balance, draw up a Trading Ac* 

count, a Profit and Lots Account and a Balance Sheet, after taking iota 
account the items set forth at the foot of the Trial Balance:— 

Trial Balance December 31 at, 1909. 

Alfred Parker's Capital Account... ... ... £7,500 

Joseph Dumville's ft • •• ... • ss 2,500 

Stock, July 1st 1909 _ ... ass ... ... £ 5,500 

Purchases ... _ ... sea ... 7,400 

Productive Wages _ ... ... ... ... 8,400 

Salaries _ M. ... — ... 1,100 

Sales . ... ... ... ... 21,800 

Rent .- ... ... ... 550 

Rates.. ... ... 182 

Insurance . ... ... ... ... 180 

Repaira . ... ... 60 

Commission. ... .... aaa ... 105 

Gas . ... ... #•# 120 

Bad Debts ... ... a a a a aa 103 

General Expenses _ • •• a a s ... ... 170 

Plant and Machinery ... ~~ ... ... 5,200 

Office Furniture • •*1 200 

Debtors and Creditors ... ... ass ... 2,800 1.900 

Returns . ... ... ... 150 250 

Petty Cash . ... ... 30 

Bank ... ... ... • • • • • a ... 300 

Drawing:—A. P. • ee ate ... 1,000 

Do. — J. D. ... • •a a as - 400 

£33,950 £33,950 

The Stock on December 31st was £ 4,700. Charge, depriclation on 

Plant at 7J per cent, per annum, allow iaterest on Capital at 5 per cent 

per annum, and divide net profit in proportion to Capital held,—(Incor. 

Acctt. June, 1910). 

74. A. Jones and B. Evans carry on business in partnership 

sharing profits and losses in proportion of tbree*flfths, two-fifths. 
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The following is the Trial Balance of their books on Slst Decem¬ 

ber 1908. 

A, Jones Capital 1st January 1908 ... £12,000 

B. Evans ,, ,, ,• • •• 8,000 

Sales ... ... ... ... ... ... • as 50,000 

Purchases .. ••• at# £20,000 

Stock, 1st January, 1908 ... ... Ml 8,900 

Plant . aaa ... • ia 7,000 

Fixtures . Ml ... .... 500 

Carriage . ... ... ... 500 

Salaries and Wages. MS ... 15,000 

Commission. • • • — — 500 

Works, Office, Travelling Expenses ... aaa 3,250 

Bank Charges . ... • •• • M 50 

Rent, Rates and Taxes ... ... 600 

Bad Debts . ... • a. ... 200 

Bills Receivable . .... ••• 1,000 

Trade Debtors . ... Ml ... 8,000 

,, Creditors ... — ... ... ... 1,500 

Wages owing. ... ... ... 300 

Discount off Sales ... ... ... • #• 1,250 

,, ,, Purchases ... ... IM 500 

Bank ... ••• ... ... • a* 4,500 

Cash ... ••• ••• ... ... 50 

A. Jones, Drawing Account ... — ... 600 

B. Evans . ... ... • •• 400 

£72,300 £72,300 

The Stock at the end of the year amounted to £9,300. 

Allow each partner £500 for Salary and 5 per cent, on Capital 

{nothing on Drawings), write off 5 per cent, from Plaat and Fixtures, 

and provide £150 for Doubtful Debts and 2} per cent, for Discount off 

Debtors. 

Make up Trading and Profit and Loss Account and Balance Sheet 

and Capital Account*—(C. A.) 

6 



Ifcxiv HIGHBB ACCOUNTING. 

75* Prepare Trading, ProSt tod Lo3S Accounts, and Balance Sheet 

of John Goodwill & Company on 30th June, 1903, dividing the Profits or 

Losses equally. Stock reckoned at selling price £3,000, the cost being 

20 per cent, less than this amount. Stock of Packing Materials £20. 

Reserve 5 per cent, for Doubtful Debts and 10 per cent, for Discount on 

Debtors. Plant and Machinery was bought, 1st July, 1900, for £3,000 ; 

its life is calculated to be 20 years, when it will be entirely replaced ; 

allow for depreciation at such a rate as will reduce the book value to nil 

by 1920. On 1st June, 1903, one of the firm’s horses, valued at £50, died, 

Create a Reserve Account showing the old Reserve standing on the 

books, and bad debts written off for the period just ended, and also new 

Reserve for the current period. 

Dr. Balances* 

Plant and Machinery ... ... •. £3,000 

Sundry Debtors 2,000 
Cash ... . . ... _ 20 

Horse and Carts, Jan. 1st ... ... 500 

Purchases ... ... 14,000 

Stock 1st Jan. 1903 . ... 2,000 

Packing Materials . . 150 
Miscellaneous expenses . 400 

Horse-keep . . 100 
Carriage . ... ... 200 

Discount for Cash ... M0 
Bad debts . ... 70 

Purniture . • •• 1,000 

Rent ... ... ... ... • M ••• 200 
Wages. ... 5,000 
Salaries. 1,000 

Travelling Expenses ... ... ... 150 

Cr* Balances. 

John Goodwill (Capital) ... ... ... ... £ 1,730 

Tom Nojan (Capital) MM • •• ... ... 1,730 
Sundry Creditors ... — ••• ... MM ... 050 
Sales ... ... ... ... ... 25,000 
Bank ... ... m ... ... ••• 500 
Doubtful Debts Reserve ... ... . 90 
At|ditof’s Pees . ... ... . 80 

(N. U. T., 1906.) 
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76, The following Trial Balance was extracted from the books of 

Messrs. Angus MacAdam and John Westrum as on the December 

3ist:— 

Dr. Cr, 

£ s. d. £ 8 d. 

Angus MacAdam (Capital Account) ... 6,000 0 0 

John Westrum do. ... 2,000 0 0 

Angus MacAdam (Drawing Account) 1,000 0 0 ... 
John Westrum do. 300 0 0 ... 
Land and Buildings • 4,960 0 0 ... 
Plant and Machinery a 1,036 10 0 ... 

Stock 1st January • • 2,019 3 7 •• • 

Debtors and Creditors • 1,596 15 0 1,362 13 3 

Reserved for Doubtful Debts ... 66 3 0 

Purchases and Sales 9,284 1 6 14,274 6 6 

Returns Inwards • 370 2 0 ... 

Do, Outwards . ... 870 2 0 

General Expenses . m 150 6 0 ••• 

Manufacturing wages # 2,001 15 7 #«• 

Rates and Taxes 167 4 9 

Insurance • 66 9 7 

Manufacturing Expenses . • 225 10 4 ... 

Salaries . • 666 8 0 

Discount Account . 39 4 I 29 18 8 
Cash in hand • 64 3 S 

Cash at Bank . 655 9 4 - 

24,603 3 5 24,603 3 5 

The Partnership Agreement provides :~ 

1. That 5% per annum shall be allowed upon Partnership Capital 

(as a charge to the Profit and Loss Account), and that such interest shall 

be credited to the Partners’ Drawing Accounts. 

2. That a Partnership Salary out of Net Profits (if and as made) 

of £300 per annum shall in the first instance be credited to Mr. Wes* 

trum's Drawing Account. 

3. That the Net Profit (If any), after providing for the aforesaid 

Partner's Salary, shall be divided between the Partners pro rata to 

the amounts at the credit of their Capital Accounts, and shall be credit'd 

to their Drawing Accounts, 
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You are required to prepare Trading and Profit and Loss Accounts 

for the year ended December 31st, and a Balance Sheet as on that date 

subject to the following adjustments ;— 

Depreciation is to be charged as follows ;— 

2) per cent on Land and Buildings. 

10 per cent on Plant and Machinery. 
/ 

The Reserve for Doubtful Debts is to be increased to 5 per cent 

on the Sundry Debtors. 

The unexpired portions of the following expenses are to be carried 

forward :— 

Rates.£27 1 9 

Insurance • . . • « 16 7 9 

The Stock on hand on December 31st, was agreed at the value 
of £1,991 7s. 6d.—(Royal Society of Arts.) 

77. Messrs. Smith and Higgins, of Poplar, Engineers, finding, 

themselves at the close of the year in straightened circumstances for 

want of Capital, applied to their Bankers for an advance upon the 

Lease, Patents, and fixed Machinery. The Bank agreed to the proposal 

conditionally upon their being satisfied as to the general soundness of 

the business, and on the understanding that at the close of the year 

the statement of the year’s working, properly vouched would be sub¬ 

mitted to them ; to this the firm agreed. Stock was carefully taken, 

the books made up, and the following statement submitted to the Bank, 

who thereupon made the advance of £5,003 asked for : — 

Smith and Higgins, 1st January. 

£ £ 

Leasehold works 10 years unexpired 2,500 ••• 

Patent No. 1 4 years do. . 800 

do* No. 2 6 years do. . . 1,000 stt 

do. No. 3 10 years do. . 1,500 • as 

Fixed Machinery and Plant • • . 4,000 ... 

Tools and Movable Plant • • • 1,250 ... 

General 8tock and Work in progress . 8,750 ... 

Trade Debtors . • . • • . 3,500 ... 
Stepney and Poplar Bank . * . . 580 
Cash in the House . * . 120 Ml 
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£ £ 

General Trade Creditors . .... 7,500 

John Smith, Advance . 2,500 

do. Capital • . . . , ... 7,000 

William Higgins, Capital . . , , ... 7,000 

£24,000 £24,000 

During the year the Works were carried on energetically, and the 

Trial Balance of the Books at the 31st December wa3 as appears 

below 

£ £ 
Leasehold Work .... 2,500 tM 

Patent No. 1. 800 • St 
do. No. 2 ..... 1,000 • •• 

do. No. 3 .... 1,500 »»* 

Fixed Machinery and Plant 4,000 Mi 

Tools and Movable Plant • . 1 250 • If 

Stock of Iron, etc. and work in Progress 8,750 |Mf 

General Purchases .... 9,470 • •• 

Trade Debtor* .... 4,250 • • • 

Stepney and Poplar Bank . 1,095 ••• 

Cash in the House .... 75 

John Smith, Drawings . 400 • •• 
William Higgins, Drawings 400 Mi 

Salaries and Wagc3 2,340 

Freight and Carriage 280 ... 

Rent, Rates, Taxes and Insurance 225 

General Ottice Expense 125 

Goals, Gas, and Lighting • . . 185 ... 

Printing. Stationery, and Advertising 75 ... 
Interest, Commission, and Discount . 550 

Sales ....... ... 15,270 
Trade Creditors. • •• 2,500 
Stepney and Poplar Bank, Advance . ... 5,000 
John Smith, Advance .... ... 2,500 

do. Capital .... ... 7,000 

William Higgins, Capital . • • • ... 7,000 

£39,270 £39,270 
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The Stock, as at the 31st December, was duly taken, and amounted 

to the sum of £9,430. You are now asked to prepare the usual Profit 

and Loss Account (having first made due provision for Depreciation 

where necessary), to apportion to the partners the Profit or the Loss, 

(as the case may be) and to make a Balance Sheet showing tbeexact 

position of the firm.—(London Chamber of Commerce.) 

78* A and B entered into partnership on July 1st, 1923, without any 

Partnership Agreement, and introduced capitals of £3,500 and £2,000 

respectively. On December 1st, 1923, A advanced £750 by way of loan 

to tbe firm without any agreement as to interest. The Profit and Loss 

Account for the year ended June 30th, 1924, discloses a profit of 

£1,354, but the partners cannot agree upon the question of interest or 

upon the basis of division of the profits. 

You are required to divide the profits between A and B giving 

reasons for the method you adopt. — (Chartered Accountants, Dec• 1924.) 

79* Submit a pro forma example of a partner's Current Account 

in which interest is charged on drawings, inserting entries recording 

all transactions which normally you would expect to find in on account 

of this kind.—(Chartered Accountants, 1924). 

80* X, Y and Z were in partnership sharing profits in the propor- 

tionsof4, 3, and 1 respectively with the following proviso, viz., that 

the excess of Z’s share over £500 plus 5 p. c. of the net profits after 

charging such £500 and 5 p. c. shall be debited to x. * 

The profits of the firm for the year ended December 31st, 1923, 

amounted to £6,457 10s. Od. 

You are required to show the division of the profits between tha 

partners,—(Chartered Accountants, Dec. 1924). 

81* A, B and C were in partnership sharing profits in tbe pro¬ 

portions of 2/5, 2/5 and 1/5 respectively, subject to the right of A to be 

credited with the first £500 of the divisible profits. The partnership 

agreement further provided that interest at 5 p. c. be allowed on part* 

ner's capital account but that no interest be charged upjn drawings 

oo account of current profits which were limited in the case of A to 

£100 a month, of B to £80 a month, and of C to £60 a month. Interest 

on Current Account balance from a previous year was, however, to be 
allowed at 6 p* c. per annum. 

On June 30th, 1924 the following Trial Balance was extracted from 
the hooka of the firm 
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TRIAL BALANCE. 

£ * 
A Capital Account • •• ... — 8.000 

B do* ... ... 6,000 
C do. •». ••• . • — 4,000 

A Current A/c. balance June 30th, 1923 •• — 2,880 

A Drawings September 30th, 1923 £1,006 

March 31st, 1924 *..£1,000 

2,000 

A Drawings on A/c. of current year ••• 1,200 

B Current A/c. balance June 30th —• «»• 1,680 

Drawings September 30th, 1923 £720 

March 31st, 1924... ... £480 

Drawings A/c. of current year 

1,200 

960 

Current A/c. balance June 30th, 1923 720 

Drawings September 30th, 1923 ... 720 

do. on A/c. of current year 720 

Plant and Machinery... ... 3,230 

Office Salaries. Mi 1,985 

Bad Debts ... ... • •• • •• 327 

Furniture and Fixtures • •• • • • 880 

Reserve for Bad Debts • •• 500 

Staff Superannuation Fund... • #« 6,740 

Factory Fuel and Power 395 

Sales (Less Returns) .. • • • 38,752 

Freehold Land and Buildings • if 6,850 

Stock, June 30th, 1923 • »# • • • 8,955 

Purchase (Less Returns) • •• 13,852 
Carriage on Purchases 897 

do. on Sales . 516 
Manufacturing Wages • •• 3,785 

do* Expenses • •• 942 

Printing, Stationery and Office Expenses. 1,396 

Discount and Interest A/c. balance ... 142 

Legal Expenses and Audit Fee ... — 217 

Lighting and Heating 89 

Sundry Debtors ... ... • •1 ••• 12,980 
Sundry Creditors . 4,862 
Rates, Taxes and Insurance • •• ... 2,846 

do. paid in advance ... 218 
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Advertising . ... ... 3,617 

Bills Receivable see ••• ... 1,272 

Cash at Bank • • • ••• ... ... 2,411 

do. in hand • »•« „„ _ 32 

£74,134 £74,134 

You are required to prepare Trading and Profit and Loss Accounts 

for tbe year ended June 30th, 1924, and Balance Sheet as on that date, 

taking the following into consideration : — 

<*> Plant and Machinery to be depreciated at the rate of 10% and 

Furniture and Fixtures at 5%. 

(b) The Reserve for Bad Debts to be made equal to 5% of the 

Sundry Debtors. 

(c) 5% Interest on the Staff Superannuation Fund to be credited 

to the Fund and 1074 of the Net Profit for the year to be 

transferred thereto. 

(d) Stock on hand on June 30th, 1924, was valued and agreed at 

£9,116.—(Chartered Accountants% Deo. 1924). 

82* A and B were partners, dividing profits and losses in pro* 

portion to their respective capitals. 

On June 30th, 1924, A’s capital was £21,000, and B’s capital was 

£14,000. 

They agreed to take C into partnership as from July 1st, 1924, on 

the following terms :— 

(1) A Goodwill Account to ba created and the amount thereof 

£5,000, credited to A and B in proportion to their respec¬ 

tive capitals. 

(2) The assets, liabilities and capitals in all other respects to 

be taken as shown in the Balance Sheet as on June 30th, 

1924. 

(8) C was to contribute sufficient cash to give him a capital 

entitling him to a one-fifth share of the business. 

8how the Capital Accounts of A, B and C in the new partnership, 

and state in what proportions profits or losses will be divided in 

future.—(Chartered Accountants, Dec, 1925). 
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83. L« M and N traded in partnership as equal partners* Oo the 

death of M, his executors desired to realise his interest io the firm. 

It was arraoged that the assets and the liabilities on 30th June, 1924, 

other than the cash, should be taken over by the L. N„ Co*, Ltd* 

The purchase consideration was fixed at £25,000, to be satisfied by 

the issue of 15,000 fully paid Ordinary Shares of £1 each, and cash 

£10,000. It was agreed that to meet the executor's wishes, M’s 

share should be paid out in cash, L and N proportionately taking 

the shares, which should be valued for the purpose of distribution at 

17/ 

The firm's Balance Sheet on 30th June, 1924, was as follows :— 

Sundry Creditors 
£ £ 

12,300 Plant and Machinery 
£ 

... 4,000 
Capital Accounts ; — Stock ... 12,000 

L 5,200 Sundry Debtors_ ... 9.900 
M 5,400 Cash . ... 1,400 
N 4,400 

- 15,000 

& 27,300 £ 27,300 

Shew the position of affairs as between L, M and N after the settle¬ 

ment, and the opening Balance Sheet of L. N. Co., Ltd.— (Chartered 

Accountants, Dec. 1924.) 

84. A and B carried on business in partnership. 

On 31st December, 1923, A retired. B having agreed to pay him 

his capital, together with £1,200 for his share of the Goodwill, on 

31st January, 1924. 

B and C agreed to amalgamate their businesses as from 1st Jan¬ 

uary, 1924, on the following terms : — 

(a) To trade as A, B and C, and to share profits in the propor- 

tion to their individual earnings for the three years ended 

31st December, 1923. 

(b) To raise the Goodwill account at two years' purchase of tbe 

average of those earnings and for A's £1,200. 

(c) The firm to take over all assets and liabilities at book values* 

(d) The capital of the new firm to be made equal to that of the 

two old businesses on 31st December, 1923, plus the amount 

lobe added for Goodwill, and to be provided in the propor* 

tion in which profits were to be shared* 

6 
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The average profits for the three years to 31st December, 1923, 

were : B £1,500 ; C £900. 

Summarised the Balance Sheets at 31st December, 1923, were as 

follows :— 

A aod B Sundry Assets £6,300; Liabilities £2,500 ; A’s Capital 

£2.000 ; B’s Capital £1,800 ; C’s Sundry Assets £2t100 ; Liabilities 

£1,500 ; C’s Capital £600. 

Assuming the arrangement to be duly carried out, journalise the 

entries in the books of the new firm.—(Chartered Accountants, Dec. 

1924). 

85. Jones, Brown and Smith were in partnership sharing profits 

aod losses as follows Jones 1/2, Brown 5/16, and Smith 3/16. 

The Capital Accounts were fixed under the partnership agreement, 

and as the result of several consecutive years’ losses the firm’s 

Balance Sheet on March 31st, 1924, was as under 

BALANCE SHEET. 

Rs. 
Capital Accounts 

Jones . ... 5,000 
Brown . ... 2,000 
Smith . ... 1,000 

Sundry Creditors ... ... 2,953 
Bank Loan . ... 5,500 

£ 16,453 

Current Accounts 
Rs. 

Jones ... ... ... 2,195 
Brown . ... 1,733 
Smith . ... 1,520 

Plant and Machinery ... 1,050 
Stock-in-Trade ... 6,059 
Sundry Debtors ... .... 3,572 
Cash in hand 324 

£ 16,453 

It was resolved to dissolve the partnership as on this date, aod 

shortly afterwards Smith was adjudicated a bankrupt and could contri¬ 

bute nothing towards his deficiency in the firm. 

The firm’s assets were realised as follows 

Plant and Machinery ... £ 600 

Stock-in-Trade . £ 5,230 

Sundry Debtors . £3,555 

Yoti are required to close the books of the firm in accordance with 

the decision in Garnbr v«. Murray•—(Chartered Accountants, Dec. 

1924.) 
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86* Two medical practitioners decide to go into partnership and 

at the end of their first financial year apply to you to prepare Accounts 

from their Cash Book, an analysis of which reveals Receipts from Pees 

amounting to £1,555 15s. 2d. and Payments amounting to £1,554 

7s. Od. viz., Rent, Salaries, etc., £291 0s# 2d. Partners' Drawings 

“A" £830 14s. 10d., «B ' £432 12s, In addition “B” had paid per* 

socially certain items of expense amounting to £13 5s. which were 

chargeable to the Partnership. 

Draw up a Statement showing the Profit, also show the amounts 

due to or by each partner at the end of the year. Assume outstanding 

liabilities to be £25 and Pees outstanding £350. "A19 and *4B” are 

equal partners.—(Incorporated Accountantst Dec. U924). 

87. A firm of Retail Butchers dissolved partnership on 29th 

March, 1924, the business being continued by a private Company in¬ 

corporated the same day. 

The following is a copy of the firm's Balance Sheet ;— 

ASSETS. 

£ s. d. 

Cash at Bank . 91 0 0 

Cash in Hand . ... ... ••• 1 12 0 

Cash on Deposit with Electric Light Co. ... 5 0 0 

Book Debts ... ... ... ... ... ... 193 19 3 

Stock ... ••• ••• ... ... ... 52 15 2 

£ 344 65 

LIABILITIES. 

£ s. d. 
Suodry Creditors for Lightiog, Heating and 

Telephone ... ... 15 10 0 

Partners’ Accounts “A* ... ... ... ... 263 1 2 

„ „ “B”. 65 15 3 

£344 6 5 

On 31st March, the partners withdrew the balance at the Bank 

which, with the Cash in Hand, they divided between them. The Book 

Debts, Stock and Electric Light Deposit were taken over by the 

Company and paid for on the basis of the valuations in the firm's 

Balance Sheet and the partners paid into the Company’s Account a 
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sun of £15 10s., to discharge the old firm's liabilities. Shew the 

entries necessary properly to close the books of the firm*-'[Incorporat¬ 

ed Accountants, Deo, 1924). 

88. A, B and C were partners sharing profits equally. On June 

80th, 1923, the capitals were 

A ••• ... £ 15,000 

B ••• ... ... £ 10,000 c 

C ••• ... £ 5,000 

The Trading Account for the year ended June 30tb, 1924, showed 

a loss of £15,000* The partners* drawings were 

A * M* £ 1,500 

B ... ... ... JL 1,000 

C . £ 1,000 

It was decided to wind up the business and the assets realised 

£3,000 less than the book values at June 30tb, 1924. 

C had no other assets. 

Prepare capital accounts, shewing the position of the partners at 

the end of the realisation.—(Incorporated Accountantsf Dec. 1924.) 

89. The books of Black and White, who are equal partners, are 

balanced yearly as on Slat December* Before profits are ascertained 

and divided, 5% interest is allowed upon Partners* Capital* Deprecia¬ 

tion at the rate of 5 percent, is written off the Plant Account, and a 

Provision of 5 per cent, is made for Bad and Doubtful Debts. One 

year’s interest, at the rate of 4J per cent, is due upon the Loan on 

Mortgage, and has not yet been passed through the books* The stock 

on hand, as on 31st December, was valued at £3,225. The following 

are the final balances as oq the 31st December re¬ 

purchases . £ 1G.450 Stock (as on first Jan- 
Manufacturing Wages • •• 21 150 uary) ... ... ... £3,000 
Sales . _ 21,800 Salaries ... , . .*. 820 
Black’s Capital Account 5,000 Rates and Taxes ~~ 325 

„ Drawings Account Freehold Land and 
(including interest) 550 Buildings ... _ 8,000 

Trade Charges .. ... 400 Plant Account . 4,000 
Premium on Lease-Ac- Reserve for Bad and 

count (6yean unexpired Doubtful Debts (as on 
as on 1st Jaouary) ... 2,400 1st Jan.) . 600 

Sundry Creditors ... 15,345 Sundry Debtors ... 13,100 
Loan on Mortgage ... 5,000 Cash at Bank ... ... 1,200 
White’s Capital Account.* 2,000 

„ Drawings Account 
(including Interest) ... 350 
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Prepare a Trading and Profit and Loss Account for the year ended 

31st December, and a Balance Sheet as on that date.— {London Chamber 

of Cotjtmeroe.) ■ 

90, Messrs. Lion and Unicorn are in partnership as chemical 

manufacturers. Profits or Losses are divided equally* Under the deed 

of partnership the following adjustments are necessary before the 
division of profits :— 

Five per cent. Interest is allowed on Partners' Capital; 10 per cent. 

Depreoiation is to be written off Plant Account and Barges Account ; 

6 per cent provision is to be made for Bad and Doubtful Debts. 

Od 31st December the Ledger balances of the firm were as follows:— 

Purchases Account ... £ 63,000 Rent, Rates and Taxes •• 
Sundry Creditors ... 

£ 873 
Barges Account • •• 3,250 3,860 
Repairs and Replace- Insurance . 265 

ments ... ••• 3,205 Bad Debts ... — 341 
Freight aod Marine ,, „ Reserve Account 

Insurance 312 (1st January) . 385 
Allowances from Credi- Advertising. 982 

tors . ••• 2,420 „ Suspense Ac¬ 
Coal _ #it 4,404 count _ ... ^ 5 800 
Gas and Water ... Mt 302 Cottage Rents Received... 117 
Machinery and Plant Cash in band . 325 
Account. ... 25,000 R. Lion, Capital Account. 59,400 

Wages ... 6,221 „ Drawings 
Land aod Buildings Ac- Account (including In¬ 

count ... .M ... 13,840 terest) ... M. _ 4,250 
Salaries . ... 858 P. Unicorn, Capital Ac¬ 
Sundry Debtors ... ... 7,940 count •«« ... ... 30,000 
Sales . ... 74,441 ,, Drawings Ac¬ 
Cash at Bank ... ••• 2,185 count (including 
Stock (1st January) ... 25,220 Interest) 2,050 

Stock was taken as on 31st December, and was agreed at £30,342, 

It was also agreed to write off half the advertising Suspense Account, 

and to transfer to Building Account £3,003 from Purchases Account, and 

£250 from Wages Account, representing cost of materials and labour 

spent upon new buildings erected during the year. Prepare Trading 

and Profit and Loss Accounts for the year ended 31st December aod a 

Balance Sheet as on that day.— (London Chamber of Commerce.) 

91. G. Sykes and R. Simpson trade as the Simplex Manufacturing 

Co. The following was the Trial Balance of their books for the twelve 

months ending December 31st, Prepare Trading Account, Profit and 

Loss Account aad Balance Sheet. 

Make the following Provisions and Reserves. Profits or Losses 

to be shared equally. Interest at 5 per cent, on Partners' Capital 

Accounts* ignoring Drawings. Transfer £75 from Purchase Account, 
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mod £115 from Wages Account to Additions to Plant; Depreciate Plant 
Aocount 5 per cent, off balance and 25 per cent off additions; Depreciate 
Furniture aod Fittings Account 5 per ceot ; add to Leasehold-Premises 
Redemption Account. 2 per cent. Interest on balance and Annual 

Instalment of £37 IQs. Od.; reserve for Bad and Doubtful Debts 5 per 
cent, on Debtor. 

Before dividing profits, J. Smith, the Works Manager, is to receive 
a Bond on the net profits of 2 per cent, up to £2,500, and 1} per cent, 
on any profits over that amount. 

Trial Balance, , 31st December. 
D'r. Cr. 

G. Sykes, Capital A/c. 1st Jan. ••a 8,500 1 0 
Drawings A'c. • 9 1,000 0 0 

R. Simpson, Capital A/c. 1st Jan. ... 6,444 1 0 

Drawings A/c. • M 750 0 0 
Leasehold premises _ • • • 3,270 10 6 

„ ,, Redemption A/c... 675 0 0 
Plant, Machinery, and Tools, 1st Jan. 6,012 11 8 

„ i, ,, Additions 
during the year. ... 252 17 4 

Furniture, Fittings and Fixtures 873 14 6 
Cash Account . ... 35 17 2 

Lloyds Bank, Ltd., Current A/c. ... 1,014 16 7 

Bills Receivable Account ... ... 1,173 16 2 

,, Payable Account . •» 4,573 19 10 

Sales . _ 38,350 2 6 

Purchases. ... 22,753 14 8 
Wages A/c. Producers ... ... 7,642 12 9 

„ ,, Non-producers ... ... 1,013 10 6 
Discounts received and allowed 1,975 14 6 1,162 8 '10 

Carriage and Freight. ... 457 16 9 
Sundry Trade Expenses ... 282 12 8 

Ground Rent, Rates, and Taxes ... 472 16 9 
Coal, Gas, Water Works A/c. ... 522 19 7 

,,. ,, ,, Office A/c*..* ... 89 17 1 
Bank Charges ... 54 13 9 

Creditors ... _ ... 5,003 16 2 
Debtors .. ... 9,872 12 6 

Bad Debt Account (Reserve) ... .... 152 12 9 
Repairs to Plant . 63 18 10 

Stock Accouot, 1 Jan. .... ... 5,274 16 10 

64,862 1 1 64,862 1 1 

Stock, 31st December £6,378 12s. 6d.-(C7won of Educational 
Institutes,) 
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92. Owing to two amounts being placed on the wrong sides of 

the following Trial Balance, the casts do oot agree* (1) Correct the 

errors which are obvious, (2) prepare the Trading Account, (3) 

prepare the Profit and Loss Account, and Balance Sheet, as oa 31st 

December. 

£ J. d. £ s. d. 

Stock, 1st Jan. 1,072 19 4 Sales - . 10,462 2 1 
Purchases 4.852 17 5 Discounts 141 14 11 
Wages . • 1,471 16 8 Loan A/c • 1,500 0 0 
Rent, rates and Taxes 360 7 3 Sundry Debtors 4,176 15 4 
Salaries • 521 6 6 Smith-Capital 1,570 0 0 
General Expenses . 86 13 3 Jones ,, 1,000 0 0 
Commission on Sales 381 11 4 Reserve for Doubt- 
Discounts m 53 4 0 ful Debts. • 280 0 0 
Plant and Machinery 1,080 0 0 
Sundry Creditors # 2,036 10 1 
Horses and Vans 742 18 3 
Cash at Bank 467 17 3 
Smith-Drawings • 650 0 3 
Jones v. m 500 0 0 
Return on Sales • 201 0 6 
Cost of lease 1st Jan. 371 0 0 

£ 14,850 1 10 £ 19,130 12 4 

The Stock on the 31st December was £*83 10s. lOd. Write off 

10 per cent* depreciation on Plant and Machinery, 15 per cent, 

depreciation on Horses and Vans, and transfer £69 12s. Id. to the 

debit of Bad Debt Reserve Account and write up to the credit of Bad 

Debt Reserve Account the sum of £ 70. 

The Lease of premises expires in seven years' time. Write off an 

amount for the current year, so that by writing off a like amount 

annually the cost of the Lease will stand ia the books of the firm at 

nil by the time the Lease expires. 

Allow interest on the following accounts 

5 percent for the year on Loan Account. 

5 per cent per anoum on Smith’s Capital Balance as appearing 

in the Trial Balance, and the same for Jones, and transfer 

interest to the respective accounts. 

Transfer five-eighths of the net profit to Smith's Capital Account 

and three-eighths to Jones' Capital Account, and debit each Capital 

Account with the amount drawn, placing the net balances on the 

Balance Sheet.—(Civil Service, Second Division Clerks,) 
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93. William Jamas and Edward Jones eater into partnership oa 

the 1st January under the style of James and Jones, as Wholesale 

mod General Iron-mongers. On the 1st January, James paid in as 

hie Capital, £3,000, and oa the 1st March, Joocs paid in as his 

Capital, £ 2,000. The profits were to be divided in proportion to the 

capital brought in. Interest at 5 per cent was to be charged 

upon their respective drawings, and Jones bad to be charged Interest 

at the same rate upon his Capital from 1st January to the 1st March. 

On 31st December Stock was taken (which amounted to £ 2,478), and 

the book-keeper took out the Trial Balance of the Book, which was 

as follows 

£ 
Plant, Tools, etc. • . • 750 

Office Furniture and Fittings • 250 

Horses, Carts, and Harness • • 225 

Purchases . • . • • 

Sales ...... • • 

5,750 

Rents, Rates, Taxes and Insurance • a 187 

Office and General Expenses • • 125 

Freight and Carriage • . . 115 

Horse Keep «... 95 

Discounts and Allowances • 45 

Interest, Commission, and Bank Charges • 32 

Printing, Stationery, and Advertising • 15 

Travelling Expenses 120 

Salaries and Wages • • 

William James—Capital Account 

Bdwsrd Jones—Capital Account 

William James—Drawings :— 

1,020 

1st March • 80 

1st June • 100 

1st September a 50 

1st December • • 120 

Bdward Jones—Drawings ;— 

1st April • • • 60 

1st July • 0 • 75 

1st October • • • 75 

1st December • 75 

Trade Debtors • « • • 1 • 2,514 

i, . Creditors • • • • # • 

£ 

6,020 

3,000 

2,000 

848 

£ 11,868 £ 11,868 
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Prepare, by Journal entries, the Profit and Loss Account having 

first dealt with the interest referred to in the preliminary paragraph, 

pass the Profit or Lbss, (as the ease may be) to the Partoers* Accounts 

and then prepare a General Statement of Assets and Liabilities as at 

the 31st December.—(London Chamber of Commerce). 

94* Wm. Smith and Joseph Thompson trade in partnership as 

Metal Merchants under the style of Smith, Thompson & Co., William 

Smith’s Capital being £15,000, and Joseph Thompson’s £12,000. 

The Ledger shows the following Balances 

£ B« d. £ 8. d» 
Office Furniture & Fit¬ Purchase of Copper ...40,170 12 0 

tings . 473 8 2 ,, Tin ... 8,426 18 9 
Rent .. 200 0 0 ,, Iron ...86,983 7 2 
Sales of Copper ...37,445 7 1 „ Pig Iron...75,636 14 1 

•« Tin ••• ••• 9,476 3 8 
,, Iron .... _87,753 11 6 Stock on hand at 1st 
,, Pig Iron ...76,942 8 0 January — 

Discounting Bills ... 829 7 3 Copper.12,008 0 3 
Bills Receivable _ 9.814 15 0 Tin ••• ... ••• 875 11 4 
Discounts allowed Less Iron ... ... _ 3,026 14 0 

Discounts received.. 4,423 9 11 Office and Warehouse 
Cash in hand 23 2 11 Expenses ... 574 19 7 
Sundry Debtors 7,618 4 10 Carriage .1,463 13 7 
Sundry Creditors 6,028 7 10 Wra. Smith, Drawings. 618 4 2 
Salaries & Office Staff 316 4 0 Joseph Thompson 
Warehouse Wages ... 226 0 0 Drawings ... _ 429 8 6 
Bank Interest <x Com¬ Midland Bank, Cr. ••• 2,941 7 5 

mission _ 332 12 4 Bills Payable •». ... 6,784 2 6 

The Stock on hand at 31st December were 
Copper ... . £22,111 14b 2 

Tin . £ 617 18 10 

Iron . £ 6,513 4 1 

From the foregoing make out Profit and Loss Account and Balance 

Sheet, charging 5% Interest on the Partners* Capital, and credit Part* 

acre with £500 each, salary.—(Union of Educational Institutes)• 

95. H. Shepherd and G. BLkington entered into co-partnership as 

Builders and Contractors at Northampton on January l9t. Blkington* s 

capital was £1,000, Shepherd’s was £4,000. Profits or losses were to 

be shared equally, 5 per cent was to be credited to each Partner in 
respect of his capital, and 5 per cent was to be charged on their respec¬ 

tive drawings. Blkington was to be credited with £25 each quarter as 
salary for management. The following is a copy of the Ledger 
Balances of their books on December 31st, but no Interest ha9 been 

charged either upon the capital or upon drawings, nor hdd Blkington 

been credited with his salary* 

7 
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The Stock was taken and amounted to £3,750* The Drawings of 

the partners had been as follows : Shepherd, February 1st, £50 ; April 

l8tt£100 ; June 1st, £50 ; August 1st, £50; October 1st, £100 ; Dec* 

ember 1st, £59 ; Blkington February 1st, £25 ; March lstf £37 10s., 

May 1st, £32 10s. ; June 1st,* £50 ; August 1st, £25 ; September 1st, 

£37 10s, *, November 1st, £62 10s, ; December 1st, £50, 

£ 8, d. £ a, d« 
Sales ... ^ ... 9,756 10 7 Interest and Discount 
Purchases . 3,857 6 6 Dr, ... _ ... 260 3 7 
Cash . 365 2 11 Salaries. 457 10 0 
Bills Payable. 421 3 4 Wages _ ... 1,504 2 6 
Creditors ... _ 1,062 7 1 Carriage & Freight ... 255 4 7 
Rent . 525 7 6 Repairs and Deprecia- 
Baok Cr. _ .... 664 19 9 tion. 212 5 7 
Taxes and Insurance... 224 12 6 Plant and Tools ... 1,437 14 5 
Ceneral Charges ... 108 2 2 Shepherd's Drawings 400 0 0 
Buildings ... 2,600 0 0 Elklngton’s Drawings 360 0 0 
Shepherd's Capital ... 4,000 0 0 Debtors. 4,657 8 6 
Elkington’s Capital ... 1,000 0 0 

Prepare a Trading Account, Profit and Loss Account for the year, 

and Balance Sheet, giving effect to the respective partnership terms 

as to Interest on Capital and Drawings, Partners’ Salary, and division 

of Profits and Losses.— (Union of Educational Institutes). 

96* John Green, Henry Richards, aod Reginald Everitt trade 

together under the title of Green, Richards & Co.; each partner is 

entitled to a salary of £500 per annum* 

John Green's Capital is £8,000 ; Henry Richard's, £7,000 ; and R« 

Everitt's £6,000* 

At the end of the year the balances were as follows 

£ i i. d. £ 8. d. 
Debtors • * • 6,162 11 1 Discount ... Dr..~ 394 11 8 
Creditors *•« 4,721 15 2 Interest on Loans ,, 12 10 0 
Bills Receivable 365 10 0 Insurance _ 63 4 0 
Bills Payable ••• 918 19 11 Consignments 198 10 0 
Stock ... .- • •• 7,017 13 8 Bad Debts _ ... 17 2 6 
Purchases ... ... 62,169 7 3 Sundry Trade Charges 2,838 18 9 
Wages 9M 3,013 4 4 Reserve for Bad Debts 100 0 0 
Salaries of 8tafl 618 13 8 Sales. 73.488 10 10 
Office Expenses •a# 493 8 6 Loans at 5% borrowed 
Property. Works 6,500 0 0 30th June Cr. ...* 600 0 0 
Machinery ... 10,000 0 0 Reserve for Discounts 
Cash h. «•* 16 14 11 Cr« ... 183 11 6 
Bank. • •• 1,029 17 7 

The Stock at December 31«t amounted to £8,816 19s, lOd. Write 1 
per cent Depreciation off Machinery and 3| per cent off works. Make 
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out Profit and Loss Account tod Balance Sheet, crediting each partner 

with 6 per cent interest on hie capital(Lancashire and Cheshire 

Union). 

97. On December 31, 1914, Jones, Brown, and Smith are in Part¬ 

nership* No good-will is included in their accounts, but by agreement 
the business is divided into 100 “ shores,” of which Jones is 

entitled to 50f Brown 30, and Smith 20, the good-will value of a share 

being £200* The capital Is £4,000 contributed in the above proportions 

and represented by tangible assets. There are no liabilities. 

They admit into partnership their managing clerkt Williams, as from 

January 1, 1915* Jones, is to sell Williams IS shares and to Smith 5 

shares, and Brown is to sell to Williams 5 shares, the capital to be 

contributed in the new proportions* Williams pays in cash £2,400, 

being one-half of the total sum he had to pay, and Smith pays for his 

new shares in full. Out of the amounts so paid in, Jones and Brown 

draw the proportions to which they were entitled* 

Each partner has a separate fixed Capital Account and a Current 

Account, and the above transactions are all shown, as on January 1, 

1915, in the books of the firm. 

No interest is charged on capital or drawings, but 5% per annum 

is charged to Williams and credited to the partners entitled thereto 

on the amount unpaid by him. They draw during the year £ 60 in 

respect of each share held* The profit for 1915 was £9,000* 

Show the partners1 Capital and Current Accounts for the year 1915 

and the final position, when Jones, Brown, and Smith have drawn tho 

balances to their credit on Current Account, which leaves the assets, 

other than the amount due from Williams, at £4,000*—(Chartered 
Accountants.) 

98. A and B were in partnership as manufacturing Ironmongers, 

Their Capitaf Accounts as on 31st December 1910, were equal in amount 

at credit* The partnership agreement provided that A should take 

£300 of the profits before B received any share* The balance was to 

be divided equally between them. During the year ended 31st Decem¬ 
ber 1911, drawings were made by A at the rate of £50 a month, and 

by B at the rate of £6 a week. On December 31st,*1911 the Ledger 

Balances, in addition to those of the Partners9 Capitals and Drawings 
Accounts were as shown below- Stock 31st December 1911 £6,928 4s. fid • 

Work in Progress £301 6e- ld«; Loose Tools £408 13s* 2d. Prepare 

Trading, Profit and Loss Accounts and BaUnoe Sheet after takiog the 
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following into consideration;—(1) the Auditors called the partners9 atteo* 

tiou to the fact that the Leasehold Premises had not been depreciated 

in the past. The Lease has 15 years to run and it is decided to write off 

the book value in equal annual instalments. (2) 10% Depreciation is 

to be written off Plant and Machinery as on 31st December 1910, and 

5% off the additions made during the year. (3) £50 depreciation is to 

be written off Furniture and Fittings. (4) Wages Account is found to 

include £ 47, paid to men during the time certain repairs were being 

made by them to the machinery ; and it is decided to transfer to its 

proper account and also to put through a transfer of £ 121 2s. 7d. as 

representing the cost of material used out of stock for such repairs ; 

(5) The unexpired portions of Rates and Insurances were, on 31st 

December 19llt £ 27 2s. 3d. and £ 14 Os, Id. respectively. (6) Create a 

Reserve for Bad Debts, 5% on Sundry Debtors. 
£ s. d. 

Cash at Bank. 280 2 8 
Cash in hand.  37 15 2 
Plant and Machinery (including additions during the 

year of £345 2s.).4,018 2 1 
Furniture and fittings. 273 14 7 
Discount Account (Debit Balance) . • . • 47 3 1 
Manufacturing Wages ...... 7,649 12 10 
Salaries. 962 13 6 
Purchases. 20,747 16 11 
Carriage. 467 4 9 
Office expenses.212 6 2 
Postage and Stationery.42 15 1 
Sundry Creditors.2,136 19 0 
Leasehold Buildings. 1,500 0 0 
Sales. 34,242 12 7 
Sales Returns. 347 13 7 
Purchase Returns. 742 12 0 
Stock 31st December 1910 ...... 6,738 0 2 
Sundry Debtors • . . . . . . . 9 261 12 6 
Work in Progress 31 December 1910 .... 276 14 11 
Advertising.117 17 1 
Bad Debts.  135 2 7 
Interest on Temporary Loan (Repaid November 11) . 6 7 10 
Loose Tools 31-12.10.431 14 3 
Rent, Rates and Taxes • . . , . . • 346 15 2 
Insurance • «....*•• 9242 
Commission .114 911 
Lighting and Heating .  10£ 4 7 

(R.S.A.) 
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99. A was ia business as a manufacturer and on the 1st January 
1913 he admitted his manager, Bf as a salaried partner, on the following 
conditions :—(a) A good-will Account was to be opened in the books of 
the new firm, and debited with £ 5,000 and this amount was to be cre¬ 
dited to the Partners’ Capital Accounts in the proportions of g to A and 
J to B* The share of good-will credited to A, was equal in amount to 
one-third of the balance standing to the credit of his Capital Account 
before the admissioo of B as a partner* (b) The Partners’ Capital Ac¬ 
counts were to be credited with interest at 5% per annum, (out of 
profits)* (c) B was to receive (out of profits) a salary of £500 per 
annum, payable monthly, he was also to be credited with £ 10 % of the 
profits shown by the Profit and Loss Account before charging his salary 
or any interest on Capital. The remainder of the profits (if any) 
were to belong to A* (d) B was entitled to draw (with the consent of 
A) during the year sums on account of his percentage of profits* (e) 
No interest was to be charged on the drawing of either partner* The 
entries required by clause (a) of the agreement were duly made on 1st 
January 1913f and during the year ended 31st December 1913 B drew 
bis agreed salary, and also £ 50 on account of bis percentage of profits- 
In addition to the amount standing to the credit of A’s Capital Ac¬ 
count before the admission of B as a partner, and the balances repre¬ 
sented by the above-mentioned transactions, the balances, stated be¬ 
low, appeared in the books of the firm as on 31st December 1913, 
Stock £ 4,945 15s. fid. Prepare Trading, Profit and Loss Accounts and 
Balance Sheet, after taking into consideration the following adjust¬ 
ment:—(1) Depreciate Plant and Machinery 10%, additions made 
during the year 5%and Fixtures and Fittings £ 27. (2) One quarter’s 
Rent £ 75, was owing on 31st December 1913. (3) Rates and Insurance 
uoexpired, and paid in advance, were respectively £12 6s. 2d. and 
£ 10 on 31st December 1913* 

Cash at Bank .*..•**.£ 490 12 4 

,, in hand « ... . * ,, 14 7 3 

Fixtures and Fittings * - * • . • ,, 327 0 0 

Plant and Machinery (including additions during 
the year of £ 97) . .. 4,524 12 6 

Purchases.. ,, 17,420 14 4 
Sales.. 31,921 10 6 

Carriage Inwards.. 214 21 21 
,, Outwards.„ 246 24 5 

Manufacturing Wages.. 5,426 10 0 
A* Drawings Account.. 1,275 0 0 
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Office Salaries • • . £ 641 16 8 

Sundry Debtors • „ 8,942 14 10 

,, Creditors . • • • ,, 2,337 15 9 

Discount Account (Cr. Balance) ♦ 8 0 1 

Postage and Stationery . • • „ 51 12 9 

Office Expenses • „ 197 14 7 

Manufacturing Expenses • • „ 439 2 1 

Stock, 3)st December 1912 . • „ 5,064 4 8 

Bad Debts • e • 271 16 0 

Rent ... e • „ 226 o 0 

Bills Payable • • „ 1,324 10 0 

Rents, Taxes and Insurance „ 127 2 10 

Fuel and Power • « • „ 102 4 7 

Lighting and Heating • • „ 49 6 4 

Purchases Returns . » e „ 987 14 1 

Sales Returns • • „ 1,326 12 6 

(Royal Society of Arts*) 

100* From the following balances of Messrs. Collar and Cuff at 

Slat December, 1902, construct a Trading and Profit and Loss Account 

and Balance Sheet after making the undermentioned adjustment 

(1) Post a further £ 100 for goods bought (invoice not having been 

received when balances taken out.) 

(2) Provide necessary depreciation of lease. 

(3) Write off depreciation of 5% from finished Stock at home and 

abroad, 6% from Machinery and Plant and 15% from Loose Tools. 

(4) Allow 5% interest on Partners' Capital (interest on drawings 

not to be charged). 

(5) The Stock at the balancing period consists of finished goods 
£6,000 and goods in process £ 2,000. 

Travelling Expenses  £ 1,240 

Sales., 60,000 
Rent, Rates, and Taxes.„ 300 

J. Collar Capital ........ ,,20,000 

R. Cuff ••«.« 5,000 

Book Debts.  16,000 

Mortgage on Lease .1,000 

Agent’s Commission.  760 

Discounts (Cr.).,100 

Coal and Coke ..i,50Q 
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Bank interest and charges a £ 70 
Bills Receivable . • • a »# 890 
Cash in hand • . • a a 10 
Cash at Bank « . . • a »» 800 
Electric Light Installation • a »* 400 
Carriage outward • • a i* 230 

,, inward • a »» 400 
Wages (productive) • • »» 10,000 
Repairs and Replacements • • a *» 100 
Salaries and Wages (Staff) • a *» 900 
Machinery and Plant e a *• 10,000 
Lease (5 years to run) • a ft 5,000 
Goods on consignment (Calcutta) • a % f 2,100 
Purchases «... • • a tt 42,000 
Bills Payable • . * a a a «• 1,000 
J. Collar Special Loan Account . a *» 2,000 
Sundry Creditors . . . • a it 13.0C0 

Fixtures and Office furniture e • a »» 200 
Loose Tools • a a »» 1.200 

j. Collar Drawings Account e a a it 4,000 

R. Cuff „ • a tt 1,000 

Stock (January 1920) . • • • tt 3,000 

(Incor. Acott.) 

101* From the following particulars prepare Trading and Profit 
and Loss Accounts for the six months, ended 30th June 1914 and 

Balance Sheet at that date for Blackwell and Whitewell merchants:— 

B. Blackwell Capital Account a £ 5,000 

W, Whitewell ,» „ a a M 3,000 
Purchases . • a tt 22,000 

Returns Inwards . e a • « 200 

Rents . e a tt 100 

Salaries a A It 600 

interest on Investments • a t» 125 

Carriage inwards . . • a it 500 

Returns outwards • a It 300 

Sales • • • a e »t 21,000 

Rates . • « « a a 
>» 30 

General Expenses • a tt 500 

Office Furniture . « e a M 100 

Fixture and Fittings . a a 
It 100 
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Standpy Creditors.  £ l,00d 

Investments.„ 4*000 

Plant .„ 300 

Sundry Debtors.,* 3,800 

Bills Payable.„ 4*500 

Cash at Bank.. 1,675 

Allow Interest on Capital at 5 per cent, per annum. Blackwell is 

entitled to salary of £ 500 per annum out of profits* Write off £ 60 

of Reserve for Bad Debts ; and allow for depreciation 10 per cent, off 

Office Furniture* £ 15 off Fixtures. The partners share profits and 

losses equally and have drawn on account, Blackwell £ 600 and 

Whitewell £400. The Stock at 30th June 1914, was valued at 

£5*000. The investments at Stock Exchange Prices on 30th, June 

1914 were worth £ 3,900 and Bills accepted by customers had been 

discounted with the Bank for 2,770.—(C. A, A,) 

102. The following is the trial balance of Harlow and James* on 

30th September, 1912 

£ 8. d. £ 8. d. 

Freehold Land and Building a 5*500 0 0 

Plant and Machinery • • 2,676 15 0 

Stock, 30th March, 1912 
Sales . . . 

* 

• 

• 

• 
8,345 8 7 

41,567 9 4 

Purchases . • s 25,467 8 3 

Carriage . • • 945 10 4 

Wages 2,454 10 0 

Bad Debts written off 450 0 0 

Reserve for Bad Debts 

Debtors • • 10,891 8 5 
1*350 0 0 

Creditors . 4,908 7 2 

Discounts • • 1,647 9 1 1,476 5 6 

Furniture • . 

Capital—W. Harlow . 

• • 384 10 6 

10,428 6 6 
,, J. James 

General Expenses 

• 

m 2,676 4 6 

9,543 10 0 

Bank . * • % 3,749 13 10 
Rates . . . • 376 10 0 

Drawings—W. Harlow • 2,040 2 5 

„ J« James 0 • 1.370 7 7 

£ 69,273 18 6 £ 69.273 18 6 
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The stock At 30th September, 1912, was £ 8,840-15-10; interest on 

initial capital accounts is to be credited at 5 per cent., depreciation 

on plant etc., to be written off at 10 per cent* The rates are paid for 
the period 1st January—31st December, 1912* Reserve 6 per cent, 

further for bad and doubtful debts. The value of unexpired insurance, 

etc., is £ 125 14s* 6d. The profits are to be divided, two-thirds to W. 
Harlow, and one*third to J* James. The land and buildings were 

valued at £ 7,000 on 5tb August, 1912. Prepare Trading Aocount, 

Profit and Loss Account and Balance Sheet as at 30th September, 1912. 

103* The following is the list of balances of a Partnership busi- 

ness as on March 31st 1902 

Dr. 
Partners' Drawings 

W. Allport, June 30th, 1901 . • • • * £ 600 

E. Edward, September 30th, 1901. • • • 560 

A. Smith, December 31st, 1901 • • , • 600 

A. SmitbB Capital Accounts as at March 31 st, 1901 1,090 

Salaries 1,125 

General Expenses.. • 640 

Bad Debts •••••••• 141 
Discount. . .    310 

Rent, Rates and Taxes. 650 

Stock, 31st March, 1902. • • « « . 5,116 

Lease and Cost of extra Premises • • » 1,786 

Book Debts. 5,880 
Bills Receivable 1,290 

Cash at Bank and in hand . • • • • 4,172 

£ 23,930 

Cr. 
W. Allport Capital Account 7,470 

Edwards ,, ,» • • • • • 6,900 
Lease Renewal Fund being £ 50 per annum with Inter¬ 

est at 5 per cent, for 12 years to 31st March, 1901 # 796 

Reserve for Bad Debts as at 31st March, 1901 • , 272 

Reserve for Discounts „ «• *, • • 130 

Sundry Creditors ••••••• 1»116 
Gross Profits • •»••••• 7,140 

£ 23,930 

6 
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Calculate interest on Capital nod Drawings Accounts at ft per 
cent* 

Bring up Bad Debts Reserve to 5 per cent, on Debts and Bills 

Receivable* 

Bring up Reserve for Disoount to 22 per cent, on Debts and Bills 

Receivable* 

Increase Lease Renewal Fund for the 13th year* 

Reserve for one quarter’s rent at £ 600 per annum Less Income 

Tax, Schedule A (or the year to date already paid. Credit A. Smith 
for extra services. £ 200 Divide balance of Net Profit in equal 

shares. Draw up a Balance Sheet* 

104* A partnership consisted of A, B, C, D and the Deed contained 
the following special provisions as to the accounts 

“ Either partner may, by consent of the others, advance to or 

borrow money from the firm, and the amount or amounts so advanced 

or borrowed shall be placed to his loan account, and shall bear interest 

at 5 per cent per annum, free of Income Tax*” 

4‘The balance of the total interest on the Loan Accounts and the 

net balance of the Profit and Loss Account of the business shall be 

separately apportioned to the Drawing Accounts of the partners in 

proportion to the share of each in the working capital of the business.*' 

The following is a list of the balances shown by the firm’s books 

at the closeof the half year ended 30th September 1908* 

Freeholds at cost • * * * • 

Buildings subject to depreciation at 2 per 

cent, per annum. 

Plant and Machinery subject to depreciation 

at 7 per cent* per annum • . 

Book Debts . 

Stock on hand at cost , . . . 

Cash at Bankers. 

Partners’ Loan Aocounts :— 

C. Cash 80th June 1908 • « • 

D* ,, it * • • • 
i 

Partners' Drawing Accounts 

> A Cash 80th September 1908 . . 

B II 99 • • • • 

C „ ' 99 • • • • 

£ 8,000 

6,000 

99 2,500 

>9 3,300 

9 * 3,000 

9> 2,800 

#> 600 

99 500 

99 500 

99 400 

99 300 
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O Cub 30th September 1908 

Salaries . 

Rates and Taxes . . 

General Charges . • , 

Bad debts written off • . 

Creditors— 

Partners* Loan Account • . 
A : Oasb 30th June , . 

•i 30th July . • 

« £ 300 

• „ 500 

• „ 250 

• 250 

• •» 50 

• 1,000 
• 1,000 

B; Cash 30th June 1908 

,» 30th July 

500 

500 

Reserve for Bad Debts, (this is to be raised 

to 5 per cent, on outstandings) . • 

lix 

3,200 

2,000 

1,000 

50 

Working Capital 

a 
B 
C . . 
D . . 

Gross profit as per Trading Account for the 

half year to date;.. 

£ 5,000 

» 4,000 
•t 3,000 
„ 3,000 

- 15,000 

3,000 

£ 24,250 

Follow the instructions on the list of balances and in the partner* 
ship deed and draw up the following :— 

Profit and Loss Account for the half year. 

Interest Account „ „ 
Partners* „ „ „ 

Balance Sheet, (C. A.) 

105* On 1st January, 1902, Andrew Smith takes a long lease of 

some business premises, upon which he pays out £4,275 in putting up 

new Plant and Machinery. Ho purchases stock to the extent of £3,515 

and opens a Banking Account with Bullion and £o. by paying in £2,210, 

the foregoing three outlays constituting his Capital in the business. He 

then admits Benjamin Brown into partnership and the latter brings in 

£5,000 cash as bis Capital, the firm being Smith, Brown & Co. The 

partners at the end of the year are to be credited with 5 per cent in¬ 

terest on their Capital, but are not to be charged with interest on their 

drawings. Brown is to have a manager's salary of £400 a year apd 
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to take onc-third of Hie net profit, while Smith who draws no salary, 

takes the remaining two-thirds of the net profit. At 81at December 

1902 the gross profits amounting to £5,692. 17s# 3d. subject to the follow¬ 

ing closing entries for the year, (a) Interest on Partners’ Capitals, (6) 

Brown's Salary as managert (o) 5 per cent Depreciation off Plant and 

Machinery, (d) Provision for Bad and Doubtful debts £320 16s. 2d. (e) 

Reserve for the last quarter’s rent and other charges unpaid at 31st 

December 1902, £375 9s. 64* While on the other hand there must be 

taken into account the following items viz., (/) The proportion of cer¬ 
tain fixed charges paid in advance, amounting to £242 10s. 6d., and 

belonging to 1903* Smith has drawn out during the year, on account 

of profits, the sum of £600, while Brown has drawn out during the same 

periods on account of profits, and his salary as Manager £700. Give 

effect to the above closing and transfer-entries, and then show the 

following final results (a) Net profit and how divisible. (6) Financial 

position of Smith and Brown respectively.—(Institution of Bankers )• 

106. .What do you understand by ‘‘Goodwill'’ and how would you 

deal with this item isp the successive Balance Sheet of a Manufactur¬ 

ing Company.—■( Inst. of Secretaries.) 

107. The articles of partnership of Williams and Watson include a 

clause that either partner may retire from the firm on the undermen¬ 

tioned terms by giving six months’ notice 

(1) That the retiring partner shall be repaid his Capital, also, 

(2) His share of profits to date of dissolution. 

(3) Half the value of the goodwill of the business. 

The profits (which are shared equally) are to be taken on the basis 

of the average profit of the firm for the three completed preceding 

years. The good-will is to be valued at three times the average profit 

of the three completed preceding years. The profits were as fol¬ 

lows 

Year ended 30th June 1912 ... £2,500 

ti f «, 1913 ... „ 2,100 

i, ,i 1914 ... ,i 3,050 

Williams gave notice to retire at 31st December, 1914, his capital 

then being £ 4,500. 

Wi)*t Amount is due to him for goodwill, Capital and profits ? 

(Incor* Aoctts* X915%) 
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108* What do you understand by the term “Goodwill*’ as applied • 

to book-keeping ? How would you advise a trader to deal with the' 

asset in his books ?—(N» 17. T.) 

109, Dickson and Bell, having Capitals of £2,000 and £1,500 

respectively, admit Peters into partnership on terms that he shall con- 

tribute £ 1,000 as capital, and pay them £ 1,400 for his share of the 

goodwill* Interest on capital to be 5% per annum (charged to Profit 

and Loss Account), and profits to be shared in the proportion of 4, 3, 

and 2. Peters has only £ 1,000 which he pays in as capital; and, in 

ah attempt to meet the position, the partners raise a “Goodwill 

Account” for £ 1,400, which is credited, £ 800 to Dickson’s capital 

and £ 600 to Bell’s. You are called in at the end of the year, and find 

they have closed off the Profit and Loss Account as follows :— 

To Interest on Capital— 
Dickson... ... ... 140 
Bell . ... 105 
Peters ... ... .. 50 

o Profits divided— 
Dickson ... 980 
Bell _ ... 73o 
Peters .... ... 490 

By Profit. 

— 2,205 

£ 2,500 

2,500 

£ 2,500 

Correct the error made bf|the partners, and the effect thereof, by 

journal entries, which should be fully explanatory. Show the true 

position of the Partners’ accounts.—(Chartered Acoounts.) 

110* The Balance Sheet of X* Y, Z & Oo., on 30th June 1919 stood 

as follows:— 

Liabilities. Rs. Assets. Rs. 

Sundry creditors ... 31,107 Sundry debtors _ 43,990 
Loans.«• ... ... 40,500 Furniture, etc. 7,637 
Capital . 83,204 Leasehold property.. 9,000 

Horses, Carts, etc - 4,020 

Stock-in-trade 87.164 
Cash ... ... ... 3,000 

1 54,811 1.54,811 

The Company wish half-yearly accounts prepared as at 31st 

December 1919. It is not possible to take stock, but this can be esti¬ 

mated by taking into account their recognised percentage of profit on 
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turnover* The following figures represent the six months' 

transactions: — 
Departmental 

Purchases Sales. Expenses. Profit on Sales* 
Rs. Rs. Rs* Rs. 

46,887 53,926 4,822 33} per cent* 

The rent, rates, taxes aod other management and personal expenses 
amount to Rs* 6,558. Partners* drawings amount to Rs* 1,500 and 
personal expenses alone come to Rs. 562. 

Allow interest on Capital and Loan (due) at 5 per cent per annum* 
Write off depreciation on Furniture 2} per cent*, Leasehold property 
1} perceot*y and Horses, Carts, etc., 12} per cent* 

On 31st December 1919 Debtors stood at Rs* 38,718, Creditors at 
Rs, 31,500 and Loans at Rs* 40,500* 

Work out the Stock and Cash balances. Draw up Trading and 
Profit and Loss Accounts for the half-year, and Balance 8heet as at 
31st December 1919.—(G. D.A.) 

Ill* A, B, and C were partners, dividing profits in the propor¬ 
tions of one-half, one-third, and one-sixth respectively* Their capitals 
were: A £10,000; B £8,000; and C £3,000* They arrange to take 
into the firm D, who is to pay in £ 6,500, of which £ 5,000 is to be bis 
capital, and the remaining £ 1,500 is to be paid for goodwill, and is to 
be credited to A, B and C in the proportions in which they share 
profits. 

In the new partnership D is to hav&one-fifth of the net profits, and 
the remaining four-fifths is to be divided between A, B and C in the 
proportions above named* 

Show the Capital Accounts of the four partners, and state in what 
proportions they will share profits.—(Chartered Accounts.) 

112* You are required to deal with the following points arising in 
Partnership Accounts* In each case state clearly the reasons for the 
method you adopt, and where necessary give also the journal entry* 

(1) X aod Y bad been in partnership for a considerable time, and 
by way of providing for Bad Debts and other risks of trading had, each 
year, written off to a Reserved Fund 1 per cent* on their turnover. At 
December 31st, 1910, the account so built up amounted to Rs. 7,000* 

On 1st January 1911, Z is admitted into the business oo the basis 
of receiving one-fourth share of the profitsf the accounts being con¬ 
tinued in the same way as hitherto. On 1st January 1914, it is agreed 
to discontinue the Reserve Fund, it being no longer needed* Uoder 

what circumstances can Z make good bis claim to one-fourth of the 
whole account. 
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(2) Z brings into business an amount of Capita! agreed at 
Rs. 15,000, Rs. 10,000 cash and Freehold property valued at Rs. 10,000 
on which there is a mortagage of Rs. 5,000* Draft the necessary 
journal entry and state the position of X and Y with regard to the 
mortgage. 

(3) Distinguish between a premium paid for admittance into a 
Partnership and the introduction of an amount of Capital. 

! 13. Given below is the Balance Sheet of Mr. Dalai, 

Liabilities• 
Rs. 

Assets* 
Rs. 

Creditors ... 3,000 Cash ... 500 
Mr. Dalai's Capital ... 13,500 Debtors 

Stock 
Furniture 
Buildings 

... 4,000 

... 5,000 

... 760 
... 6,000 

16,500 

Investments 250 

16,500 

Mr. Dalai wants to extend his business, and as such opens negoti¬ 
ations with Mr. Mehtaf who Bnally decides to become ao equal partner 
with Mr. Dalai. The arrangement made between them is as follows . 

A Reserve of 15 per cent, to be created on Debtors. 

Stock to be taken at Rs. 4,500. 
Furniture to be taken at Rs. 500. 

Buildings to be taken at R». 7,000. 
Investments not to be taken over by the new partnership, 

Ao amount of Rs. 1,700 to be brought in by Mr. Mehta as a 
premium. 

Mr. Mehta to bring in further cash, to make his Capital ac¬ 
count equal to Mr. Dalai’s Capital Account after making 
therein the abovesaid adjustments. 

Pass the journal entries necessary to record the above transac¬ 
tions, and prepare the Balance Sheet of the new firm as at its com¬ 
mencement.— (£• If.) 

114. The following was the Balance Sheet of A, B and C sharing 
profits and losses in the proportion of 6/14, 5/14 and 3/14 
respectively 

Rs. 
Creditors... ... 9,000 
Bills Payable . 3,000 

Rs. 
A _ 19,000 
B ...16,000 
C _ 8,000 

- 48.000 

Rs, 55,000 

Land and Building 
Furniture 
Stock .M ... 
Debtors 
Cash _ 

Rs. 
— 24,000 
• •• 3,500 

14,000 
12,000 

900 

Rs, 55,000 
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They agreed to take D into partnership, and give him a share of 
two annas in the Rupee on the following terms 

(a) That D should bring in Rs. 4,200 as Goodwill and Rs9 7,000 
as his Capital 

(b) That furniture be depreciated by 12 per cent* 

(c) That stock be depreciated by 10 per cent. 

(d) That a Reserve of 5 per cent, be created for doubtful debts* 

(e) That the value of Land and Building having appreciated be 
brought up to Rs. 31,000. 

(f) That after making the above adjustment the capital accounts 
of the old partners (who continue to share in the same proportions as 
before) be adjusted on the basis of the proportion of C’s capital to his 
share in the Business (*, e.. actual cash to be paid off to, or to be 
brought in by the old partners, as the case may be.) 

Pass the journal entries necessary to give effect to the above 
arrangement and prepare the Cash Account, the ProBt and Loss Ad¬ 
justment Account, and the opening Balance Sheet, of the Brm as newly 
constituted.—(B. U.) 

115* On 1st January 1918 A and B who were trading in partner* 
ship sharing 7/12 and 5/12 respectively, take in C, giving him 1/6 share. 
Over and above his Capital C brings in Rs. 24,000 as his Goodwill for 
the Jth share which he has acquired, 1/24 from A and 1/3 from B. The 

cash brought in by C as his capital as well as for his share in Goodwill 
is credited in one separate account in his personal name. On 31st 
December 1918 their Trial Balance stood as follows :— 

Rs. Rs. 
Machinery ... ... 1,50,000 A’s Capital. 84,000 
Furniture ... ... 10,000 B’s Capital ... ... 60.000 
Stock ... 3u,000 C’s account (personal) 56,000 
Debtors ... 50,000 Creditors _ 12,000 
A’s Drawings 8,000 Current year’s profit 58,000 
B’s Drawings 
C’s Drawings 

13,000 
2,000 

... 7,000 Cash on hand 

2,70,000 2,70,000 

Interest on drawings is to bs ignored but Interest on Capital 

accounts is to be allowed at 5 per cent per annum after the necessary 

adjustments therein as regards tbe Goodwill cash brought in by C« 

Prepare the Balance Sheet of the firm as on 31st December 1918, show* 

tag full details in the Capital accounts of the three partners.—(8.17.) 



EXAMINATION PAPERS. 1*T 

Company Accounts. 

116* Make the necessary entries in Journal Form to record the follow¬ 

ing transactions in the Books of Account of a Limited Company. 

(a) January 1st, 1915. The Company purchased from Vendors 

Plant and Machinery valued at £ 5,000, Stock-in-Trade valued at £ 2,500, 

and Patent Rights valued at £ 3,000. 

(b) January 10th, 1915. The Company allotted to Vendors, in part 

payment of purchase of these assets, 800 fully paid Ordinary Shares of 

£10 each, and issued 25 Mortgage Debentures of £ 100 each in satisfaction 

of the balance of Purchase money. 

(C) January 15th, 1915. The Company allotted to Applicants 1,000 

Ordinary Shares of £ 10 each, having received on same date £ 2 per Share, 

the amount payable on application and allotment. 

(d) February 15th, 1915. First Call of £ 2 per Share Made on 1,000 

Ordinary Shares. 

(e) February 20lh, 1915. Payment of First Call received in full. 

(I) March 1st, 1915. The Company received £ 2,500 in respect of 

Books Debts due to Vendors, agreed to be collected on their behalf. Ven¬ 

dors agreed to accept 30 Mortgage Debentures of £100 each in payment 

thereof, and these Debentures were issued to them on this date. 

(g) April 1st, 1915. Certain Shareholders, being desirous of paying 

up the balance due on their Shares pending further Calls, the Company 

agreed to allow them 5 per cent, per annum interest, on the Calls paid 

in advance. £ 3,000 was received on this date from Shareholders under this 

arrangement. 

(h) April 15th, 1915. The Company applied the sum of £ 2,300 in 

redeeming 20 Debentures of £ 100 each at a premium of 10 per cent., with 

£ 100 interest thereon to date of redemption. 

In addition to the entries in the Books of Account, state briefly what 

other entries must be made in the records of the Company in respect of the 

above transactions, tfneor. Acctt. June 1910). 

117. You are appointed book-keeper to an old established business 

which has recently been converted into a public Limited Company. Give 

rulings of any books which it would be necessary for the new Company to 

keep, other than the ordinary books of account which are already in exis¬ 

tence, and need no amendment. (London Chamber 1902). 

9 
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118. A Limited Co. issued £50,000 Debentures, in bonds of £ 100 

each, at £ 95 per bond; which were all subscribed and paid up. Make 

the necessary Journal, Cash Book, and Ledger entries, and draw up Trial 

Balance and balance Sheet. 

119. What is a Joint Stock Co. ? In addition to the usual Financial 

Books of a Joint Stock Co., what other books are Compulsory ? (N. U. 

T. 1903). 

120. Briefly define the following: (a) Nominal Capital, (b) Subscribed 

Capital, (c) Issued Capital, (il) Paid-up Capital, (t) Ordinary Shares. (/) De¬ 

ferred Shares, (g) Preference Shares. (//) Founders Shares. (N. U. T. 1904.) 

121. Give a ruling suitable for a Combined Register of Members and 

Share Ledger. (N. U. T. 1911). 

1 42. What books a Company registered under the Companies Acts 

is required by statute to keep ? 

123. What entries would you make recording the forfeiture of shares 

on which two calls had been paid. 

124. Is it advantageous or not to convert a business into a limited 

liability Company ? Give reasons for your answer. 

125. What is the meaning of (<i) forfeited shares, (&) premium on 

shares. How are they dealt with in a Company’s Accounts? 

126. What are the rights and privileges of the holders of Mortgage 

Debentures, Cumulative Preference Shares, Deterred Shares. (M. C. U. 

1910). 

127. The Reserve Fund of a Limited Company is invested in Con¬ 

sols, the market price of which varies from time to time ; how would these 

fluctuations be dealt with in preparing their Balance Sheet. (M. C. U. 

1909). 

«... 128. In case of the death of a Share holder what do you require 

before paying any dividends on account of the holding ? (M. C. L\ 1910). 

129. It is usual for preliminary expenses to appear in a Company’s 

Balance Sheet during the first few years of its existence. What justifi¬ 

cation is there for the practice, and what different kinds of expenditure 

come fairly under this heading? (Chartered Secretaries.) 

130. The Articles of Association of a company permit the directors to 

receive from shareholders payment in advance of their calls, allowing them 

interest on such advances. Is such interest necessarily dependent upon 

profits, and how should interest due and paid under such an arrangement be 

treated in the Profit and Loss Account? (Chartered Accountants.) 



EXAMINATION PAPERS lxyii 

131. Rule a Form of Register of Members and Share Ledger for 

Brown, Jones & Company, Ltd., and record the following transactions:- 

August 1, 19_—Henry Jones, ironmonger, Philpot Street, London E. C., 

applied for 10, 000 Ordinary Shares of £ 1 each, and paid 2s. 6d. per share 

on application. 

August 10th.—The directors allotted Henry Jones 8,000 shares, on 

which 5s. per share was payable on application and allotment. 

August 20lh.—Henry Jones paid the balance due from him in respect of 

the shares allotted to him. (Chartered Accountants.) 

132. The recent Report of a banking company referred to the fact 

• that “the reserved liability amounted to £ 10,000,000.*' 

Explain the significance of this statement. (Chartered Accountants.) 

133. Briefly describe the uses and contents of the undermentioned 

registers as employed by limited companies, 

State the occasions, if any, upon which the auditor is concerned with 

them: (a) Register of Probates; (b) Register of Mortgages; (c) Register 

of Balance Certificates; (d) Register of Sealed Documents. (Chartered 

Accountants. ) 

134. A Limited Company issued, at par, 100,000 Ordinary Shares of 

£ 1 each, and £ 10,000 Debentures, in bonds of £ 100 each; which were all 

subscribed and fully paid up. Make the necessary Journal and Cash Book 

entries, post to Ledger, draw out Trial Balance, and make a Balance Sheet. 

135. A Limited Company with a registered capital of £ 500,000, in 

shares of £ 1 each, issued 200,000 of such shares, payable 2 s. 6 d. per 

share on application, 2 s. 6 d. per share on allotment, 5 s. per share 

three months later, and the balance as and when required. All moneys 

payable on allotment were duly received. But when the call of 5 s. pef 

share was made, one shareholder failed to pay the amount due on his 250 

shares: and another shareholder, who held 200 shares, paid them right 

up in full. Make the necessary Journal and Cash Book entries in the 

Company’s books to record the above transactions, and show the Com¬ 

pany's Balance Sheet. 

136. Laurent Carle, Ltd., a newly formed Company, issued 50,000 

-Ordinary shares of £i each and 50,000 6% Preference shares of j£T each. 

Of these, 51,650 Ordinary Shares were applied for, 50,000 of which were 

allotted; and 48,500 Preference Shares, all of which were allotted. 
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Briefly describe the procedure necessary in order to carry out the 

issue and allotment of these shares, and give rulings of any special books* 

Of papers*you would recommend. 

Both classes of shared were payable : 2s. 6d. per share on application, 

January 3,19...; 5s. per share on allotment, January 5, 19...; 12s, 6d. per 

share, first and final call, January 31, 19...(Royal Society of Arts). 

137. The West African Rubber Company, Ltd., which was registered 

with a capital of £100,000 divided into 1,000,000 shares of 2s. each, invited 

applications for its capital, payable 6d. per share on application. Is. per 

share on allotment, and the remainder one month after allotment. On 

April 1, 19 , 1,200,000 shares were applied for, and the deposits thereon re¬ 

ceived. On April 6th following, applications for 800,000 shares were ac¬ 

cepted in full, while applicants for the remaining 400,000 shares were 

allotted half the number they had respectively applied for. 

The balance due on allotment was in each case received on the follow¬ 

ing day, and the final instalment was received on May 6, 19 . . . You are 

asked to show the record of the following accounts in the Ledger: (ay 

Applications Account: (b) Alloltinent Account; (c) Call Account; (d) Share 

Capital Account. (Chartered Institute Secretaries.) 

138. Journalise the following transactions of a limited company:— 

The company was registered on January 1, 19 • . . with a Nominal 

Capital of £120,000, divided into 120,000 shares of £1 each, of which 40,000' 

were issued as fully paid to the vendor as part purchase consideration, 

40,000 offered for subscription to provide working Capital, payable as to 

5s. per share on application, 5s. per share on allotment, and the remain¬ 

der in two calls of 5s. each; 40,000 shares to be held in reserve for future 

issue. The vendor also received £10,000 in 5 per cent. Debentures, being 

the balance of the purchase consideration. 

Jan. 5. Applications were received for 35,000 shares. 

,, 6. Allotment made of 35,000 shares. 

,, 10# Amount due on allotment of 35,000 shares was received. 

Feb, 10. First call of 5s. per share was made, payable on February 

24th. 

10. 40,000 fully paid shares allotted to vendor. 

,, 10. 5. per cent. Debentures issued to vendor for £10,0C0, 

balance of purchase money. (Chartered Accountants.) 

139. How should premiums received on the issue of the Capital of a 

limited company be dealt with in the books? Give your reasons. (Chartered 

Secretaries). 
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14©» The Oriental supplies Company, Ltd., made an issue of £50,000 

Ordinary Shares of £1 each at a premium of 2s. per Share, 2s. 6d. per 

•share payable on application, 4s. 6d, (including the premium) on allotment 

and 5s. on first call, due three months after allotment, and the balance as 

required. 

The Application List was closed on March 25, 19 . . . when it appear¬ 

ed that applications had been received for 60,000 shares. 

On March 31st the Directors met and allotted shares as follows : 

Applicants for 40,000 shares in full; applicants for 15,000 shares, 10,000; 

applicants for 5,000 shares, nil, their application money being returned on 

April 1st. 

The whole of the amounts due on application and allotment were 

received by April 10th. 

The first call became due on June 30, 19..., and was received by 

July 8th, with the exception of the call due on 1,000 shares. 

The call on these 1,000 shares not having been received, the shares 

were duly declared forfeited by the Directors on September 30, 19..*. 

Make the necessary entries in the Cash Book and Journal of the 

Company to record the above transactions. (Chartered Accountants.) 

141* How should money received in respect of shares which have 

been forfeited and reissued be treated in the accounts of a company ? 

(Chartered Accountants.) 

142. The Directors of a limited company forfeited 1,000 Ordinary 

Shares of £1 each owing to non-payment of the final call of 10s. per share. 

The shares were subsequently reissued to another shareholder for a cash 

payment of 22s. 6d. per share. 

(1) Are these proceedings intra vires ? 

(2) What steps should you take to enable you to arrive at a decision ? 

(3) How should the transactions be dealt with in the Balance Sheet 

which you are asked to certify ? (Chartered Accountants.) 

143* A & Co. Ltd., bought their freehold premises in the year 1862 

f(>t £ 50,000. In the year 1910 they employ Valuers who certify the pre¬ 

sent value to be £ 100,000. The asset stands in the Balance Sheet at 

£ 50,000. The directors seek your advice as to dealing with the increase 

•of £ 50,000 in the accounts. What would you propose ? 

144. What do you understand by the term “posting from original 

•documents’*? Describe the manner in which this system can be carried, 

out. (In. Acctt. December 1910). 
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145* A Limited Company, issued 50,000 Debentures in bonds of 

£ 100 each, at a premium of 10 percent, payable £20 on application 

(including the premium) and 90 per cent on allotment. All the money was 

duly received. Make the necessary Journal and Cash Book entries, post to 

Ledger and draw up Trial Balance and show also the company’s Balance 

Sheet. 

146. You are appointed to undertake Accountancy work. What pre¬ 

cautions should be taken in order to prevent misunderstanding as to your 

duties and at the same time safeguard 3'our legal position ? (Incor. Acctt. 

June 1910). 

147* How is a transfer of Shares made by a Limited Company? Des¬ 

cribe the process from the receipt of the transfer deed to completion of 

transaction, and mention the necessary precautions that should be taken by 

the Company. (In. Acctt. June 1910). 

148. The Golden Hill Co. Ltd. has a balance of £ 18,000 to the credit 

of Profit and Loss Account on 31st December 1908. On 1st February 1909 

it was resolved to appropriate the amount as follows:—;£ 3,600 to Reserve 

Fund. Dividend of 10 per cent, (less income tax 1 shilling in the £) on 1,0001 

Pre. Shares of £5 each fully paid. Dividend of 15 per cent, (free of income 

tax) on 1,000 Ordinary Shares of £ 5 each fully paid, and carry the 

balance forward. Make out (1) Profit and Loss Appropriation Account 

(2) Dividend Account (3) Income-Tax Account (4) Reserve Account. 

(N. U. T. 1909). 

149. The Endless Vein Colliery Company produced during the year 

1914, tons 200,000of coal. From the following particulars prepare a Cost, 

Sheet for the year and Trading and Profit and Loss Account for the same 

period. The Stock of Coal on hand at 1st January 1914, was tons 10,000, 

valued at 7 shillings per ton. The closing Slock was priced at the total cost 

of production for the year. 

Sales (tons 175,000). £ 65,625 

Wages . 50,000 

Timber . ... 1,000' 

Ropes. 400' 

Other underground expenses ... .. 2.350 

Royalty . 1,250' 

Rent Rates, and General Expenses. . 3,600* 

Salaries . 1,400** 

(C. A. A. Final, June 1915). 
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ISO. John Dean sells his business to a Limited Company for £ 75,000; 

payable as to 55,000, ordinary and 20,000 preference Shares of £ 1 each. 

The Company takes over book debts £ 18,000, plant and machinery 

£ 21,000, and Stock 14,000. Dean disposes of all Preference Shares at par 

and invests half the sum in the Company taking a debenture bond. 

Show the transactions. 

1st. In Dean’s book. 

2nd. In the books of the Company. 

(Incor. Acctt. June 1915). 

151* From the following figures prepare Trial Balance, Profit and 

Loss Account and Balance Sheet of the A. L. Co. Limited, as at 30th June 

1914. 

Capital (50,000 shares of £ 1 each) 

Sundry Debtors . 

Directors' Fees . 

Salaries . . 

Kent and Kates . 

Office Expenses .. 

Income Tax. 

Office Furniture . . 

Creditors . 

Purchases ... ... ... ... ••• 

Sales ... 

Stock 30-G-13 

Cash at Bank . 

Bills Keceivable . 

Bills payable . 

Reserve Fund . . 

Profit and Loss Account 30-6-13 (Credit Balance) 

£. s. d. 

50,000 0 0 

70,300 10 0 

800 0 0 

1,850 15 0 

1,100 0 0 

1,000 0 0 

515 0 0 

650 0 2 

54,150 10 0 

173,700 16 0 

190,416 2 5 

65,247 15 0 

2,126 15 7 

1,000 0 0 

7,570 0 0 

24,000 0 0 

2,154 9 2 

The Stock on Hand at 30th June, 1914, was £ 64,150 10s. Od. 

Depreciate the Furniture at 10 per cent. 

Subscribed Capital 5,000 Ordy. Shares of £10 each upon which £9 

per share has been called. Ten shares have been forfeited upon which 

£40 had been received in payment of calls. The calls in arrears amount 

to £390. 

The Lease of the Land upon which the works are erected expired 

on 31st March 1912 and included the fixed Plant and Machinery. Depre- 
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elation on Lands and Buildings (Free-bold) may be calculated 

on Loose plant and Tools £ 500 at 3 %. 

Provide for:— 

Half year's Rent ... £ 160. 

Unpaid wages ... £ 90. 

Discount off debts due to the Company at 2i%. Further allowances for 

Bad and doubtful debts, £ 100. 

152* The Patents Development Co., Ltd., was formed and registered 

for the purpose of purchasing certain patents for the sum of £ 20,000. 

The Nominal Capital of the Company was £ 100,000, in shares of £1 each. 

The agreement with the vendor provided, that he should receive 3,000, 

fully paid shares and a debenture for £ 2,000, charged on the patents. 

The Memorandum and Articles were signed by A., B., C., D„ E., F„ and G., 

each for ten shares. The Company was registered on 21st June 1907. 

During July applications were received for the following additional shares— 

from A. for 5,000, B. 8,000, C. 5,000, D. 130, and E. 200. A deposit of 2s. 

per share was received with each application. At a meeting of the Directors 

held on 1st August all the above-mentioned shares and the debentures were 

allotted and ordered to be registered in the books of the Company. 

Make the requisite Journal and Cash Book entries in respect of the 

above transactions. (C. A.) 

153. A Syndicate purchased the business of an Electrical Engineer 

and sold it to a Limited Company on the following terms :— 

All expenses upto allotment to be borne by the Vendors :— 

Cost to Company. Cost to Syndicate. 

£. s. d. £. s. d. 

Stock in Trade . 45,000 0 0 40,000 0 0 
Lease and Trade Fittings ... 8,000 0 0 5,000 0 0 
Plant and Machinery 25,000 0 0 20.000 0 0 
Good will . 15,000 0 0 7,000 0 0 
Patents . 7.000 0 0 10,000 0 0 

The Company's Capital was £ 120,000, in 100,000 fully paid shares 

of I £ each which were issued and wholly subscribed for, and 20*009 

£ 1 deferred ordinary shares which the Syndicate agreed to accept in part 

payment of the purchase price, the balance being payable in cash. 

Open the books of the Company by Journal entries only in accordance 

with the foregoing. (Incor. Acctt. June 1910). 
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154. The Profit and Loss Account of the M A11 Company Limited for 
the year ended 30th June last shows a Credit Balance of £ 13,647, 12s. lOd. 

At the General Meeting, held on the 10th August last, it was resolved to:— 

1. Declare a dividend of 7 per cent, upon the issue of 100,000 Prefe¬ 

rence Shares of £ 1 each. 

2. Transfer one-third of the balance to Reserve Fund. 

3. Declare a devidend of 4J per cent. (Free of Income-tax upon the 

issue of 20,000 Ordinary Shares of £ 5 each.) 

4. Carry forward the balances. 

You are required to show, in Journal form, the entries necessary to 

give effect to these resolution. 

155. The New Manufacturing Co., Limited acquires the business of 

Brown & Co. for £ 100,000, Payable half in Cash and half in Shares. The 

assets taken over are as follows :— 

Freehold Premises... 

Plant and Machinery 

Stock-in-Trade 

Book Debts. 

Good will . 

£ 20,000 

12.500 

24.000 

33.500 

10,000 

The Nominal Capital of the Company is £ 200,000 in Shares of £ l 

•each. In addition to those issued to Brown & Co. as part payment 

120,000 Shares have been issued to the public, upon which on 1st January 

1898, 15s. per Share had been called up and duly paid. The cash considera¬ 

tion was paid to Brown & Co., on 31st. December 1897. You are required 

to prepare the Company's Balance Sheet as on 1st, January 1898. (Incor. 

Acctt. Dec. 1915). 

156. Messrs. Broadbent, Brown & Co’s. Balance Sheet on December 

1909 was as follows:— 

Liabilities. Assets. 

£. s. d. £. s. d. 

•Creditors . 7,000 0 0 Debtors . 18,000 0 0 

Capital . 43,500 0 0 Plant . . 17,000 0 0 

Stock . . 15,000 0 0 

Band . 500 0 0 

£ 50,500 0 0 £ 50,500 0 0 

10 
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The business is sold as from the above date to Broadbent, Brown & 

Co., Limited, for £ 50,000, payable as to £ 6,000 in Cash, £ 6,000 in fully 

paid 5 per cent. Debentures, and the balance in fully paid shares, 

the Company taking over all assets and liabilities. The authorised 

Share Capital of the Company is registered as £ 100,000 in £ 1 share pay¬ 

able Is. per share on application, 10s. per share on allotment and 9 s. per 

share when required. Applications are received on January 1st 1910, and 

all the shares are taken up. The Company goes to allotment on January 

3rd ard deposites on allotment are received on January 5th and the final 

balances of share Capital are all received on January 19th. The transfer 

of the private business to Broadbent, Brown & Co., Ltd. takes place on 

January 20th, when £ 6,000 cash is paid by cheque to the old firm, and the 

shares and debentures are duly allotted. Enter these transactions in the 

Company's book and prepare a Balance Sheet as on January 20th. 

157. The following is the Balance Sheet of the A. Company, Limited, 

on the 31st December 1902 

Balance Sheet. Liabilities~ 

Capital 70,000 Shares of £ 2 each . £ 140,000 

Calls unpaid ... ••• ••• ••• , 5,000 

- £ 135,000 

Trade Creditors. ... ... „ 15,000 

Reserve Fund . ••• ... ,, 5,000 

£ 155.000 

Assets. 

Goodwill ... • •• ... ... ♦ • • „ 50,000 

Premises ... ... ... ... ... ,, 20,000 

Stock-in-Trade ... ... ... ... ... „ 15,000 

Sundry Debtors ... .. • ... ... „ 30,000 

Cash . ... ... • 0 » ... ,. 5,000 

Profit and Loss Account „ 35,000 

£ 155,000 

The Capital of the Company is reduced to £ 70,000, in fully paid 

shares of £ 1 each. Show the amended Balance Sheet, giving effect to this 

reduction of Capital, and show the Journal Entries necessary to record 

the alterations in the books. 
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158. The Balance Sheet of the Trading Company, Limited, at 30th- 

September, 1914, was as follows :— 

Liabilities. 
£. £. 

Share Capital issued 
500 Ordinary Shares 
of £ 5 each, fully 
paid ... ... ••• 2,500 

500 Ordinary Shares 
of £ 5 each £ 3 per 
Share paid up 1,500 

-- 4,000 
Bank Overdraft (se¬ 

cured by Mortgage 
Debenures for £ 1,000) 500 
Sundry Creditors ... 3,500 

£. 8,000 

Assets. 
£. 

Plant. • • • ••• 1,500 
Sundry Debtors . 1,200 
Stock . 
Profit and Loss Account 

1,000 

Loss to date ... 4,300 

£, 8,000 

The Company having decided to go into Voluntary Liquidation appoint 

you Liquidator. You sell the plant for £ 1,200, collect the Book Debts, 

which realise £ 1,000, and dispose of the Stock lor £ 750, the Company’s 

Bankers, who hold the Debentures for £ 1,000, having agreed to leave the 

realization of the Assests in your hands. You ascertain that there is a de¬ 

ficiency of Assets to meet claims of Creditors and you make a call on 

those Shareholders who are liable as contributories. On 31st March, 1915, 

having realized all the Assets and received payment in full of the call made 

upon contributories, you proceed to distribute the Funds in your hands as 

Liquidator. The Creditors include £ 100 Rates for the half year ending 30th 

September, 1914; and the costs of Liquidation, including your Remuneration 

amount to £ 500. Prepare, for issue to Creditors and contributories, a 

Statement of your Receipts and Payments as Liquidator, showing how you 

would distribute the Funds in your hands on the 31st March, 1915, and the 

amount of Dividend in the £ to Unsecured Creditors. Interest accrued on 

Bank overdraft to date, when it was paid off, amounted to £ 50. 

159. Prepare Trading Account, Profit and Loss Account, and Balance 

Sheet from the following Trial Balance of the books of Messrs. John Wel- 

beck and Co., Ltd., Manufacturers:— 

Trial Balance 31st December, 1905* 

Dr* Cr* 

£. £. 
Issued Capital • •• MM .«« ••• 100,000* 

Freehold Land and Building . 40,000 
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£ £ 

Debentures ... •a. ... ... MM MM 20,000 

Machinery and Plant ... ... IM 48,000 

Loose Tools ... ... »•« III ... 5,000 

Stock at 1st January 1905 ... ... .. 175.000 

Materials Bought ••• • • • ... ... 23,750 

Wages ... • M ••• ... 9,000 

Office Salaries and Travellers ••• • •• 2,500 

Coal and Coke ... ... MM Ml ... * 1,300 

Rates and Takes • #• •mm ... * ... *•* 430 

Discounts ••• tf« ... MM M.. 820 

Blankshire Banking Co., Ltd. • •• • • 3.600 

Sundry Debtors . ... ... 6.800 

Sundry Creditors ... ... ... ... ... 2,000 

Bills Payable . ... ... ... 4,500 

Cash in hand ••• ... ... 90 

Profit and Loss Account ~~ ••• .M. ... 500 

Bad Debts ••• Ml ... ... 125 

Sales ... MM 53,000 

Sales Returns . ... ... 1.880 

Repairs ••• ... 405 

Interest on Debentures Ml ... • •• 800 

Patents (cost) ... n. • • # ... mm 18.000 

£ 180.000 £ 180.000 

Write off depreciation on Patents and Machinery and Plant at 10 per 

cent, per annum, and on Loose Tools at 7j per cent, per annum, Reserve 

£ 150 for Doubtful Debts. The Stock on 31st December, 1905. amounted 

to £ 18750. (C. A. A. 1906). 

160. From the following Trial Balance of the Alpha Manufacturing 

Company, Limited, for the year ended 31st December last, prepare Trading 

Account, Profit and Loss Account and Balance Sheet, after providing a 

Reserve of / 150 for Doubtful Debts, and for Depreciation of Plant and 

Machinery at 7J per cent. ; also making allowance for £ 50 rates paid in 

. advance. 

Trial Balance, 31st December 1906. 
£ £ 

Sales . 48,000 

Materials Purchased . .. 32.000 

General Expenses.. ... 1,750 
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£ £ 

Repairs . ... 1,600 

Returns ... . ... 200 

Fuel Consumed ... ... 2,400 

Lighting . ... 150 

Trade Creditors. ... • • • 2,000 

Plant and Machinery . »»• 14,000 

Wages ... ... ,,. ... 6,200 

Land and Buildings . ... 7,600 

Salaries . ... 500 

Trade Debtors . ... 4,000 

Bank ... ••• ... ... ... 1,800 

Transfer Fees . ... ... 50 

Stock on 31st December 1505 :— 

Materials. ... 4,500 

Finished Goods . ... ... 8,000 

Stores ... ... ... ... 100 

Rent, Rates and Taxes. ... 600 

Capital Account—400 shares of £ 10 each ... 40.000 

Bad Debts. ... 250 

Store Purchased. ... 400 

Interim Dividend. ... ... 4,000 

£ 90,050 £ 90,050 

The Stock on hand 31st December last was as follows : — 

Raw Materials . ... ... £ 8,000 

Finished Goods . ... ... 7,000 

Stores . ... ... 150 

(C. A. A. 1907). 

161. The Khaki Cloth Manufacturing Company, Limited, has a 

Nominal Capital of £ 30,000 divided into £ 20,000 ordinary shares of £ 1 

each and 10,000 6 % Preference Shares of £ 1 each. Below is set out the 

Trial Balance for the year ended 31st December 1914, you are required to 

prepare Trading Account, Profit and Loss Account, and Balance Sheet 

after making the necessary adjustments, in regard to the terms named 

below. The various divisions of the final Account are to show:— 

(a) Gross profit, 

(b) Profit on Trading, 

(c) Net profit. 
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The adjustments referred to are as follows :— 

(a) Wages owing, £ 6U 

(b) Rates and Insurance Prepaid, £ 38. 

(c) Reserve Z\ % of the Book Debts for Bad Debts. 

(d) Depreciate— 

1. Plant and Machinery at per annum on additions for six months 

only ; 
2. Leasehold Property at 2\% ; 

3. Freehold Property at 1% ; 

The Stock on hand, in addition to yarn, are as follows : 

(a) Piece goods, £ 4,896 ; 

(b) Work in progress. £ 1926 ; 

(c) Wool, Mungo, &c„ £824 ; 

(d) Packing Cases, £ 25 ; 

(e) Mill Furnishing, £271-1-6; 

(f) Coal, £12-12 11. 

The Preliminary Expenses are being written off in three equal annual 

instalments. The first instalment was written off at the end of 1913. 

Trial Balance. 
£. s. 

Freehold Property . 5,000 0 

Leasehold Property at a ground rent 

of £ 50 per annum. 7,000 0 

Stock of piece Goods, 1st January 

1914   5,239 10 

Work in progress 1st January 1914 ... 1,769 2 

Stock of Wool, Mungo. 769 4 

Manufacturing Wages.4,271 18 

Purchases of Wool, and Mungo &c ... 7,470 17 

Rates, Taxes, Gas, Water and 

Insurance . 627 7 

Carriage on Sales . 177 19 

Out work . ... 991 9 

14 Shares of £10 each in Box and 

Cox, Limited at cost . 

Rent received from leasehold property, 

Ground rent . 

Preference Dividend ... 

Yarn used in Manufacture . 

Yarn in Stock, 31st December 1914 ••• 

‘Sales ••• ••• ••• «,{ 

140 0 

326 17 

50 0 

150 0 

2.004 18 

764 0 

d, 

0 

0 

4 

2 

3 

3 

6 

3 

8 

5 

0 
4 

0 

0 

2 

0 

£. s. d. 

20,681 12 6 
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£ s. d. £ 3. d. 
Wool and Mungo returned to 

Creditors.. 134 17 6 

Returns Inwards . 126 1 6 

Discounts on Purchases 423 7 10 

Sundry Debtors ... . 2,683 7 5 

Plant and Machinery . 5,197 9 0 

Additions to plant and Machinery . 55 0 0 

Discount on Sales 471 6 3 

Sundry Creditors . 4,303 8 10 

Mill Furnishings 526 15 3 

Warehouse and Office Salaries ... 275 4 0 

•Ordinary Share Capital, 15,000 

Shares of £ 1 each 15,000 0 0 

Preference Share Capital, 5,000 

6% Shares of £ 1 each 5,000 0 0 

Loan from John Greenwood at 4% 

obtained 1st, July, 1914. 2,000 0 0 

Motive power, Coal, Oil, &c. 660 0 0 

Interest on loan ... . 40 0 0 

Dividends on investment. 16 2 0 

Bad Debts written oft . 40 0 4 

Purchases of packing cases, in¬ 

cluding Stock of cases on 1st, 

January 1914 ... ... ••• 225 0 0 

Travelling and incidental Expenses. 240 0 0 

Preliminary Expenses . 500 0 0 

Bank. 80 4 2 

Goodwill ... . 1,500 0 0 

Profit and Loss Account, 1st, 

January, 1914 . 1,000 0 0 

£ 48,966 10 5 £ 48,966 10 5 

(M. C. U. 1915). 

162. The Engine and Motor Company, Limited, has a nominal Capi¬ 

tal of £ 1,00,000, divided into 75,000 ordinary share* of £ 1 each and 2,500 

<6% cumulative preference share* of £ 10 each. The books of the Co., were 

balanced on 31st March, 1908, on which date a T/B., containing ihe 

following balances, was extracted. Before closing the books the following 

adjustments are necessary :—(1) A portion of the premises has been sublet, 

*ince 1st January, 1908, at £ 80 per ann., and the rent due to date has not 
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been paid or passed through the books; (2) The Insurance unexplred' 

amounts to £ 30; (3) Eleven months only of the Office Salaries have beer* 

paid; (4) Make the Reserve for Bad Debts equal to an amount representing 

5% on the Sundry Debtors (excluding sundry debtors for rent); (5) Write 

off the whole of the Preliminary Expenses; (6) Write off the following 

depreciations(a) Plant and Machinery 10%; (6) Office furniture 10%; 

(c) Patterns 15%; (d) Patents 20%. Stock on hand on 31st, March, 1908, 

was valued at / 23,995, and the Loose Tools at £ 2,730. Prepare Trading, 

Profit and Loss Accounts and Balance Sheet for the year ended 31st*. 

March, 1908. 

Dr. Balances:— 

Freehold Premises. 

£. 

12,675 

Plant and Machinery ... ... ... 11,595 

Calls in Arrear ... • • • ... 2.000 

Stock, 31st, March, 1907 ... ... ... ... 14,665 

Office Furniture . ... 545 

Loose Tools, 31st March, 1907 ... ... • t • 3,125 

Pattern* . ... ... «*» 3,155 

Patents . ••• 1,535 

Goodwill Account . ... ... 3,000 

Sundry Debtors . ... 31,215 

Cash at Hank, Current Account ... • • * 985 

Cash at Bank, Deposit Account ... ... 10.000 

Cash in hand ... ... 45 

Sales Returns . ... • t • 975 

Purchases ... ... 71.245 

Manufacturing Wages ... ... • • • 25,595 

Repairs and Renewals of Plant ... ... ... 1,245 

Coal. ... ... 2,765 

Gas and Water . ... 475 

Rates, Taxes and Insurance ... • • • 865 

Office Salaries . ... • • • 750 

Trade Expenses . ... • • • 2,165 

Bad Debts Written off ... 615 

Directors' Fees . ... ... 300 

Carriage . ... ... 4,155 

Audit Fee and Legal Expenses ... ••• 205 

General Expenses . •»/ • M 945 

Discounts Allowed. ... 1,235 

Prelimiary Expenses ... ... 350 

Travelling Expenses. ••• ... 465 
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Cr. Balances— 

Ordinary Share Capital (50,000 Shares). 

Preference Share Capital (2,500 Shares). 

Profit and Loss Account (Balance 31st March, 1907) 

Sales 

Purchase Returns . 

Sundry Creditors . 

Bills Payable 

Reserves for Bad Debts (31st March, 1907) 

Interest on Bank Deposit Account. 

Discounts Received . ... 

... 50,000 

... 25,000 

... 1,545 

107,015 

1,675 

12.805 

8,765 

1,165 

45 

875 

What dividend, if any, would you recommend the Directors to propose 

taking into consideration the fact that the dividend on the Preference Shares 

for the year ended 31st March, 1907, has not been paid ? 

163. The pure Gold Mining Company was registered on January 1st 

1913 with a nominal Capital of 50,000 shares at £ 10 each divided into 

25,000 5% Preference Shares and 25,000 Ordinary Shares, to acquire as 

going concern the business of Jackson Jones & Co. the purchase price being 

£200,000. The Shares allotted for cash were 10,000 Preference and 5,000 

Ordinary ; £ 1-5-0 per share was paid on application on January 10th 1913, 

and £ 2-10-0 per share was payable on allotment on January 25th 1913 the 

allotment money was all paid by February 1st 1913. A first call of £ 3-15-0 

per share was made on March 1st 1913 and a final call on April 1st 1913. 

On may%25th a holder of five Ordinary Shares had failed to pay his two 

calls and his shares were forfeited. A holder of five Preference Shares had 

on that date not yet paid the final call on his shares. The forfeited shares 

were re-issued for Cash at £ 7-10 per share. The Company completed the 

purchase of the business on April 30ih 1913 as to one half in cash and the 

other half in equal proportion of Preference and Ordinary Shares. The 

Assets taken over by the Company according to the Vendor’s Agreement 

were in addition to goodwill :—Machinery and plant £ 50,000 ; Book Debts 

£ 10,000 ; Stock £ 20,000; Land £ 100,000. Give effect to the transactions 

in the books of the Company by Journal and Cash Entries and prepare a 

Balance Sheet as on May 31st 1913. 1C. A. A.). 

\> 164. A Limited Liability Co. has Debentures of £ 100,000 bearing 

interest at 8 per cent and redeemable at the option of the Co. at any 

time on 3 months’ notice at a premuim of 5 per cent, and an authorised 

share Capital of £ 450,000 in shares of £ 1 each, of which 300,000 have 

been issued and paid up, on which a dividend at the rate of 12$ has been 

II 
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regularly paid. The Company decides to redeem the Debentures and to 

issue the remaining 150,000 shares to its shareholders at 25 sh. per share. 

Give the journal entries recording the transactions, shew the position 

of the Debenture and Share captial accounts when the transaction is 

completed, and state what is the amount of the additional financial resources 

available to the company by the operation. (Incorporated Accountants, 

Intermediate, December 1922.) 

165. A Client disposes of his business to a Limited Company for 

£250,000 payable as to £100,000 in Cash, £75,000 in Debentures and 

£75,000 in an equal number of Ordinary and Preference Shares of £ 1 each. 

The assets taken over are as follows : — 
£. 

Plant and Machinery ... ... . 25,000 

Stock. 150,000 

Book Debts. 30,000 

Patents ... ... ... ... ... ... ... 10.000 

Goodwill . 35,000 

Record all the transactions in the Books of your client and the 

Company. (Incorporated Accountants, Intermediate, December, 1922) 

166. The Broadstairs Cafe, Limited, issue 25,000 Ordinary Shares of 

£ 1 each, and enter into a contract with A. Bleak, who underwrites the 

whole issue at 5 per cent with an over-riding commission of 1 per cent. 

A. Bleak obtains sub-underwriting contracts from C. Dickens and U. 

Heap for 10,000 and 5,000 shares respectively. 

You are asked to prepare a statement showing the division of the 

amount paid by The Broadstairs Cafe, Limited, between the respective 

parties. (Chartered Accountants, Intermediate, December, 1924.) 

167. A Company issued on 1st January, 1923, (at which date the 

standard rate of Income Tax was at 5 in the £, subsequently reduced on 5th 

April, 1923, to 4/6 in the £) 2,000 6 per cent Mortgage Debentures of £ 100 

each, at a premium of 1 16 per cent the interest being due and payable half- 

yearly on the first January and 1st July, ta full half year’s interest on such 

issue to be paid on 1st July, 1923), the Company 's financial year ending on 

the 30th September each year. 

The whole of the issue was applied for by the public and paid for; the 

expenses attaching to such issue having l/15per cent of the issue price. 

Show by use of the Journal what entries should have been passed through 

the books during the year ended 30th September, 1923, to provide for the 

liability of the Company to the Debenture holders. (Chartered Accountants, 
Intermediate, December, 1924), 
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168. The Managing Director of a Limited Company is entitled to a 

salary and 5 per cent of net profits. Difficulties arise in the interpretation 

of the phrase “net profits/' and the following points are submitted to you 

for advice 

(1) Whether the Managing Director's salary is to be charged, 

before arriving at net profits ? 

(2) Whether depreciation should be charged, and if charged whe¬ 

ther the lump sum charged in the accounts should stand ? 

(3) Whether expenditure in removal and rehousing of a depart¬ 

ment of the factory should be charged ? 

(4) Whether the Managing Director’s valuation of stock for pur¬ 

poses of the accounts should be binding, where this provides 

a reserve by under-valuation? 

Your opinion is requested on the matters set out, and you are further 

asked to assist the solicitor to the Company with advice upon any alteration 

in the form of the agreement which may obviate, as far as possible, differ¬ 

ences of opinion upon these and similar matters in the future. Give your 

opinion and advice accordingly. (Chartered Accountants, Final, December 

1024). 

169. What are the provisions of Table A as to a company’s lien on 

shares? What provisions as to lien are usually inserted in Articles of 

Association ? 

The articles of a company gave it a first and paramount lien over its 

shares for sums in which the shareholder might be indebted to the compa¬ 

ny. A shareholder deposited his certificate with a bank as security for 

an overdraft. The bank gave notice to the company. The shareholder then 

became indebted to the company for advances. The company claimed 

priority over the bank on the grounds that it had a first lien by agreement 

and that it was not bound to take notice of any trust. How did the Court 

determine the priorities ? ( Chartered Accountants, Final, December 1924.) 

170 The credit side of the La la nee Sheet of X. & 

December 31st, 1923, was as follows : - 

Freehold Land and Buildings at cost 

Fixtures, Fittings and Furniture at cost, less deprec 

ation . 

Plant and Machinery at cost less depreciation 

Investments in Subsidiary Companies at cost 

Stock in trade at valuation . 

Sundry Debtors. 

Balance at Bankers and Cash in hand 

Profit and Loss Account . 

Co., Ltd., on 

£. 
123,132 

7,254 

83,235 

158,900 

73,564 

80,216 

379 

137,212 

£ 663,892 
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The paid up Capital of the Company is £ 500,000, made up of 300,000 

10% Cumulative Preference Shares of £ 1 each, and 400,000 Ordinary 

Shares of 10s. each. The arrears of Preference Dividend amount to 

£ 120,000. 

A scheme for reduction of Capital has been duly approved and 

authorised. It provides as follows :— 

(1) The shareholders are to receive 

(a) For three 10% Preference Shares, one 7% Cumulative First 

Preference Share of £ 1, one 10% Non-Cumulative Second 

Preference Share of £ 1, and one Ordinary Share of 2/-. 

(b) For each £ of accumulated arrears of Preference Dividend one 

Ordinary Share of 2/-. 

(c) For each old Ordinary Share of 10/— a new Ordinary Share 

of 2/-. 

(2) . The debit balance of Profit and Loss Account is to be extingui¬ 

shed; and assets are to be written down to the following respective 

values 

Freehold Land and Building . ..110,000 

Fixtures, Fittings and Furniture . 6,733 

Plant and Machinery. ... 65,000 

Investments in Subsidiary Companies . 90,000 

Show by iournal entries the necessary records in the Company’s 

books. (Chartered Accountants, Final, December 1924). 

171. L. M. & N. traded in partnership as equal partners. On the 

death of M., his executors desired to realise his interest in the firm. It was 

arranged that the assets and liabilities on 30th June, 1924, other than cash, 

should be taken over by the L. N, Co, Ltd. 

The purchase consideration was fixed at £ 25,000, to be satisfied by 

the issue of 15,000 fully paid Ordinary Shares of £ 1 each, and cash 

£ 10,000. It was agreed that, to meet the executor’s wishes, M/s share, 

should be paid out in cash, L. and N. proportionately taking the shares 

which should be valued for the purpose of distribution at 17/- each. 
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The firm's Balance Sheet on 30th June, 1924, was as follows 

£. £. £. 

Sundry Creditors 12,300 Plant and Machinery ... 4,000 

Capital Accounts Stock ... ••• ... 12,000 

L . 5,200 Sundry Debtors ... 9,900 

M . 5,400 Cash ... ... 1,400 

N . . 4,400 

15,000 

£ 27,300 £ 27,300 

Shew the position of affairs as between L. M. & N. after the settlement, 

and the opening Balance Sheet of L. N. Co., Ltd., (Chartered Accountants, 

Final, December, 1924.) 

172. The Books of the C. D. Rubber. Co., Ltd., with an authorised 

share capital of 3,000,000 shares of 2s. each, show the following Balances as 

at 31st December, 1923. Prepare Trial Balance, Profit and Loss Account, 

and Balance Sheet. 
£. 

Capital issued 2,920,000 shares at 2s. fully paid 

Unclaimed Dividends. 

... 292,000 

260 

Sundry Creditors . ... 5,500 

Profit as at 1-1-1923 . ... 17,000 

Proceeds of Rubber Sold and of estimated realisation 28,275 

Interest Received . ... 200 

Transfer Fees. ... 46 

Cost of Estate as at 1-1-23 . ... 291,000 

Developments of Estate during year ... 5,891 

Buildings and Machinery 31-12-1923 9,900 

Rubber in transit and in hand 31-12-1923 ... 7,975 

Revenue Expenditure . ... 8,100 

Proportion of General Expenditure. ... 6,200 

Sundry Stores ... . ... 150 

Sundry Debtors . ... 775 

Balance at Bank . ... 10,500 

Cash in hand ... .. ... ... 460 

Loss on Exchange ... . ... • «* 450 

Proportion of London Office Expenses 1,680 

Manager’s Commission . • • • ... 200 

(Incorporated Accountants, Intermediate, December, 1924.) 
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173. The Atkins Co., Ltd., and the Perkins Cofl Ltd., both being 

engaged in the same trade agreed to amalgamate. 

The agreement provided that the Atkins Co, Ltd. was to take over all 

the assets of the Perkins Co. Ltd., and to discharge all their liabilities and 

debentures, the consideration being the issue by the Atkins Co. Ltd. of 

£ 100,000 fully paid shares of £ 1 each, and the payment of £ 20,000 in cash 

to the Perkins Co. Ltd. 

The agreement also provided that the Atkins Co. was to defray the 

liquidation expenses of the Perkins Co., which amounted to £ 1,000. 

The balances in the books of the two companies on the date of the 

amalgamation were as follows : — 

■ 
Dr. 

Atkins. 
Dr. 

Perkins. 
Cr. 

Atkins. 
Cr. 

Perkins. 

Nominal Share Capital 
Atkins Co., Ltd., 500,000 
shares of £ 1 each. 

£. / £ £ 

Perkins Co., Ltd.. 150,000 
share of £ 1 each. 

Issued Capital . 400,000 100,000 

Debentures. 100,000 20.000 

Debtors . 50,000 15,000 

Creditors . 20,000 5,000 

Bank. 20.000 ! 2,000 

War Loan (£. 50.000) 47,500 
! 

Good-will . 80,000 10,000 
1 

Freehold Property. j 120,000 
i 

35,000 

Plant and Machinery 60,000 20,000 

Stock . 227,000 55,000 

Bills Receivable . 5,500 

Reserve Account . 50,000 

Profit and Loss . 40.000 8,000 

Total ... 610,000 135,000 610,000 135,000 
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In order to carry out the arrangement, the Atkins Co. sold one half of 

its War Loan at 101± and made arrangements with its Bank for any 

overdraft that might be necessary in order to complete the transaction. 

Prepare the Balance Sheet of the Atkins Co. Ltd., after the amalgama¬ 

tion had been completed. (Incorporated Accountants, Final, December, 

1924.) 

174. On 1st July, 1918, A. B., Ltd., issued Debentures for £ 5,000 

redeemable at par on 1st July, 1923. It was decided to establish a Sinking 

Fund for the purpose of redemption. 

Shew the Ledger Accounts for the five years assuming the annually 

invested amounts to earn, 5% interest, net, and that the amount annually 

set aside for the purpose is £ 904 17s. 6d. (Incorporated Accountants, 

Final, June 1924.) 

175. The following is the Trial Balance on June 30th, 1920, of the 

X. Y. Z. Manufacturing Co., Ltd. :— 

£. £. 
Stock (July 1st 1919)   20,000 

Purchases . 84,000 

Wages. 9,000 

Directors’ Salaries [£ 1,500 each). 3,000 

Kates . ••• . 300 

Coal and Coke . 1,800 

Repairs. 1,000 

Insurance . 300 

Bank Charges. 250 

Carriage . 500 

Motor Expenses . 750 

General Expenses . 240 

Sales . 100,000 

Commission ... ... . ... 5,000 

Final Dividend on July 15th 1919 :— 

10,000 Preference Shares 6 per cent... 210 

20,000 Ordinary Shares 6 per cent ... 2,000 

Income Tax Schedule A, net ... ... 150 

Income Tax Schedule D, ... ... ... 1,200 

Interest on Loan . 175 

Capital 5 per cent, Preference . 10,000 

„ ,, Ordinary . 20,000 

5,000 Loan 
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Property . 

Fixed Plant . 

Machinery . 

Motor Waggons . 

Bank . 

Debtors .. 

Creditors . 

Profit and Loss Account July 1st 1019 

£ 

3,000 

2,000 

4,000 

1,500 

125 

15,000 

10,000 

2,500 

152,500 152,500 

The Stock at June 30th, 1920 was / 30,000. 

Prepare Trading and Profit and Loss Account and Balance Sheet 

write off Depreciation at the following rates :—Plant 5 per cent, machinery, 

per cent, motor waggons 15 per cent, the same as allowed for Income 

Tax purposes; also 2£ per cent off the property. ( Incorporated 

Accountants, Final, December 1920). 

176. The following balances appear at 21st March, 1923, in the books 

of the Enterprising Press, Ltd., a private company whose authorised capi¬ 

tal of 250 Ordinary Shares had been increased during the year by the 

creation of 12,450 Preference Shares of £ 1 each :— 

Ordinary Share Capital . 250 0 0 

Preference Share Capital ... ... ... ... 6,250 0 0 

Cash at Bank . 1,167 10 11 

Cash in hand . 7 12 7 

Sundry Debtors, as per Sales Ledger . 6,075 10 2 

Reserve for Bad and Doubtful Debts . 800 0 0 

Office Furniture and Machinery .. 466 13 2 

Goodwill ... ... ••• ... ... ... ... 1,200 0 0 

Commission payable in respect of additional Share 

Capital subscribed . ,. 207 10 0 

Stamp Duty and Registration Fee payable on 

Increase of the Capital of the Company. 130 10 0 

Motor Car, Balance as at 31st March, 1922 ••• 571 15 2 

Profit and Loss Account-Debit Balance as at 31st 

March, 1922 . 1,120 3 10 

Sundry Creditors, per Bought Ledger . 2,748 19 11 

Loan Creditor. 1,000 0 0 

Revenue from Advertisements ... ... ... 13,103 10 4 
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Discounts received 
£ 
5 

8. 
2 

d. 
7 

Printing ... ... ... 2,370 7 7 
Paper *„ ••• ••• ... ... 587 1 1 
Blocks and Drawings ... ... ... 113 2 9 
Rent, Lighting and Heating ... • • • 200 13 8 
Telephone . ... ... 92 13 11 
Subscriptions received for periodicals ... 47 4 8 
Salaries. ... ... ... 2,898 1 1 
Travelling and Entertaining Expenses ... ... 1,701 10 3 
Commission . ... ... ... 813 2 5 
Translators, Contributors and Editorial Charges ... 1,193 15 0 
Stationery and advertising ... ... ... ••• 163 10 3 

Bank Charges . ... ... 5 16 1 

Transfer Fees . ... ... ... 1 2 6 
Legal Expenses • • • ... ... 21 0 0 
Audit Fee . • •• ... ... 31 10 0 
Postages ... ... 1,310 15 4 

Wrapping Charges ... ... 250 17 7 

Bad Debts . ... ... 492 17 7 

Trade Expenses— ... ... ... ... 408 1 7 

Assurance Premium on Life of Managing Director 
(payable by the Company under Special Agree¬ 
ment) ... ... ... ... ... ... 121 9 2 

Directors* Fees. ... ... • « • 190 13 4 

Interest on Loans ... Ml ... ... 195 12 6 

Income Tax—Schedule ,4D • i 
MS £ 75-18-0 

Income Tax—Schedule " A 1* • • • £ 20- 5-0 
96 3 0 

Stock of Paper on hand at 31st March, 1923, estimated at £ 100. Pro¬ 

vide Depreciation on Office Furniture and Motor Car at 10 per cent and 

20 per cent per annum respectively, and increase Reserve for Bad and 

Doubtful Debts to £ 1,000. 

The following amounts were owing by the Company at 31st March 

1923, in addition to the liabilities shewn by the books .— 

Directors’ Fees ... 

£ 

78 

s. 

0 

d. 

0 

Salaries ... ... • •• ... ... 111 13 4 

Trade Expenses*.• ... ... ... ... ... 86 4 6 

Prepare a Trading and Profit and Loss Account for the year, and 

Balance Sheet as at 31st March, 1923. (Incorporated Accountants, Inter¬ 
mediate, June 1923). 

12 
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177. Criticise the following Balance Sheet and re-draft it in the form 

you would be prepared to certify it. Taking assumed figures for the 

purpose of splitting any item, state concisely the information and explana¬ 

tions you would require as Auditor, and draft your Report to the Share¬ 

holders. 
Liabilities. 

Capital issues : — 

6,027 Six percent. Cumulative Preference 

Shares of £1 each 

3,100 Ordinary Shares.. 

£. s, d. £. s. d. 

... 6,027 0 0 

... 3,100 0 0 

Deduct:— £9,127 0 0 
Uncalled Capital £. 162 10 0 
Calls Unpaid 257 10 0 

——- 370 0 0 

Sundry Creditors on Open Accounts, Bills 
Payable, and Reserve for Sundry Expenses ... 
Suspense Account . 
Payments made by Customers for Work in 

progress ... ... ... ... ... ... 
Reserve for Depreciation... . 
Profit and Loss Account. 1,960 7 3 
Less 

Income Tax £.15 0 6 

Law Costs 60 6 0 
-■■■—- 75 6 6 

8,757 0 0 

2,385 4 1 
259 II 5 

113 1 0 
138 16 5 

1,885 0 9 

ASSETS. 
£• 13,538 13 

Machinery, Fixed and Loose Plant, Fixtures, Fittings 

and Office Furniture ... ... ... 

Sundry Debtors, including loans to Directors 

Loans ... ... ... ... 

Stock, including Work in progress 

Insurances and Salaries paid in advance ... 

Purchase Account 
Forfeited Shares 

Shares held in Trust • M ••• 

Cash at Bankers and in hand ••• ... 

£ s. d. 

7,007 16 2 

2,056 3 6 

43 0 0 

2,018 14 4 
248 7 4 

966 14 8 

50 0 0 

100 0 0 

1,047 17 3 

3 

£ 13,538 13 3 

(Incorporated Accountants, Intermediate, June 1923*) 
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178. The following is a copy of the Balance Sheet of the A. B. Manu¬ 

facturing Corapay, Ltd., as on December 31st, 1922 :— 

BALANCE SHEET. 

Liabilities. 
£. 

Nominal Capital- 
50,000 Ordinary Shares 
of £l each ... ... 50,000 

Issued Capital 40,000 
Shares of £l each, fully 

paid ..." . 40,000 
Sundry Creditors . 10,000 
Reserve Fund . 30,000 
Profit and Loss Account ... 8,600 

£, 88,600 

Assets. 
£. 

Sundry Debtors ... 25,000 
Cash in hand ... 50 
Cash at Bank. 5,000 
Investments. ... 20.000 
Plant and Machinery 8,050 
Fixtures and Fittings 500 
Land and Buildings ... 20,000 
Stock . ••• 10,000 

£. 88.600 

It was decided to wind up the Company (which consisted of four 

shareholders, holding equal numbers of shares) and to form a new limited 

Company to take over the business as a going concern as from January 

1st, 1923, with a nominal capital of £ 100,000 in Ordinary Shares of £l 

each. The consideration for the sale was 80,000 fully paid shares in the 

new Company and £ 10,000 in cash. 

The new Company took over all the assets of the old Company except 

the investments (which were shared equally between the shareholders), 

discharged all the liabilities and paid the costs of Liquidation of the old. 

Company, which amounted to £ 500. The preliminary expenses of the 

new Company amounted to £ 1,250. 

The new Company offered for subscription 20,000 shares at 25/-and 

all were subscribed. The assets were revalued as follows 

Plant and Machinery 

Fixtures and Fittings 

Land and Building 

£ 15,000 
1,000 

30,000 

You are required to close the books of the old Company and prepare 

the initial Balance Sheet of the new Company. (Incorporated Account¬ 

ants, Final, December 1923). 

179, The Patent Lever Lock Company, Limited, is formed with a 

Capital of 150,000 £l Ordinary Shares to purchase the following Assets at 

the value set out 
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Freehold Premises •• 

Stock in Trade 

Plant and Machinery 

7 * Sundry Debtors 

Goodwill • • 

The Vendors agree to accept £. 75000 in Cash and the balance in fully 

paid shares. The balance of the shares are issued to the public and fully 

subscribed, being payable as follows 

2s. 6d. per share*on Application. 

78. 6d. „ ,, „ Allotment. 

5s. Od. M ,, three months after Allotment, 

5s. Od, ii ,i Six .1 ,t 

You are required to make the necessary journal and opening entries in 

the books of the Company. (Incorporated Accountants, Intermediate, 

June 1921). 

180. A Lands Development Company, Ltd., seeks and obtains from 

Financiers, Ltd., on January 1st, 1919, a loan of £ 50,000 for 2 years at 8 

per cent, per annum interest, payable half-yearly. The loan is secured by 

the issue of £ 58,000 1st Mortgage Debentures as collateral security. What 

do you understand to be the meaning of the term “collateral security,” as 

thus used ? Draft the entries recording in the books of Lands Development 

Co. Ltd., the transactions during the period and show how the loan and 

collaterals should appear in the Balance Sheet. (Incorporated Account¬ 

ants, Intermediate, December 1921). 

181. J. Green's Balance Sheet at December 31st, 1920, was as 
follows: — 

Liabilities. £. Assets. £• 

Sundry Creditors «.. 10,000 Debtors ••• »m 60,000 
biMs Payable ... 40.000 bank ... ... ... ... 5,000 
Capital:— Stock . 150,000 
J. Green ...315,000 Plant and Machinery ... 50,000 

Property . 100,000 

Total ... 365,000 Total ... 363,000 

A Limited Company was formed to purchase the business for the sum 

of £ 300,000 payable as follows :—5 per cent. Debentures, £100,000; 8 pef 

cent. Preference Shares, £100,000; £150.000 Ordinary Shares and the 

balance in cash, the Company agreeing to take over ail liabilities. 

• M 

• •• 

£. 30.000 

23.000 

15.000 

10,000 

20,000 
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The registered capital of the Company was £. 500,000 divided into 

K 200,000 Preference Shares and £. 300,000 Ordinary Shares of £ I each. 

50,000 Preference and 50,000 Ordinary Shares were offered for subs¬ 
cription to the public. 

The Preference Shares were issued at par, payable 5s. on application, 

5s. on allotment, and the balance one month after allotment. 

The Ordinary Shares were issued at 25s. per share, payable 5s. on 

application, 10s. on allotment, and 10s. one month after allotment* 

The issued capital was fully subscribed, and the shares and debentures, 
including the vendor's, were allotted. 

All calls were duly paid except the amount due on allotment and final 

instalment on 500 Ordinary Shares which were forfeited. 

The Company paid the vendor the amount due to him in cash, and 

also £ 7,000 preliminary expenses. 

Record the above transactions in the Company's ledger and prepare 

Balance Sheet showing the position of the Company. 

182« The X Co., Ltd., having an issued Share Capital of £ 200,000 in 

shares of £ 1 each, the market price of which is 30s., buys all the Shares in 

Y. & Co., Ltd., which has an issued capital of £ 50,000, the consideration 

being 75,000 shares of £ 1 each in the X Co. Lfd., credited as fully paid. 

How would you set out the transaction in the next Balance Sheet of the 

X Co., Ltd. ? (Chartered Accountants, Final, June 1919). 

Self-Balancing 

183* Briefly describe the use of a Journal: and give particulars of 
the entries you would find in the journal of a business in winch the "Sales'* 

and "Bought" Ledgers were balanced independently, by means of 

adjustment accounts.—(London Chamber of Commerce.) 

184. Give suitable rulings for the Sales Journal of a wholesale 

business comprising three departments, vis. : " Mantles," " Dress Mate¬ 
rials " and "Felts." There are two Sales Ledgers in use, vfc: "Town" 

and " Country " and each Ledger is kept upon seif-balancing principle.— 
(London Chamber of Commerce.) 

185. Rule a form of Cash Book which would be necessary in a busi¬ 
ness in which a General Ledger, two Bought Ledgers and two Sold Ledgers 
are in use, all these ledgers being " Self-balancing." Explain briefly how 

you would put into practice the principles of " self-balancing " ledgers in 

connection with the Cash Book.—(London Chamber of Commerce). 

186. What do you understand by the " Sectional " system of balanc^ 

ing Lodgers? 
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In the business of X, Y, Z & Co., the following books are in use 

1 V Bought Ledger, •• 2 "Sold” Ledgers (” Town M and "Country”), X 

" Private and Nominal " Ledger, 1 "Bank” Cash Book 1 Petty Cash 

Book, 2 Sales Books (" Town ” and *' Country "), 1 Purchase Book and 1 

Journal. Explain briefly what alteration (if any) it would be necessary to 

effect in these bodks in order to introduce the " sectional M system of 
haUhcing.'u~(4<>ttd<»i Chamber of Commerce), 

V181 John Garside keeps his M Sales Ledger M upon the “Self-balanc- 
thfi** i>rfnclplo. 

- Prepare the necessary " adjustment account " as on Jan. 31st, from 

the undermentioned particulars :— 

. £ 

Jan. 1. Total Debtors’ debit balances at this date were ... 12,542 

„ 31. Total goods sold to customers tor the month. 21,658 

Total goods returned by customers for the month ... 942 

Tolal cash received from customers for the month ... 15,621 

Total discount allowed to customers for the month... ' 968 

Total acceptances received from the customers dur¬ 

ing the month . 3,471 

Total acceptances dishonoured by customers during 

the month . ... 542 

—(Royal Society of Arts), 

198. The undermentioned particulars have been extracted from the 

books of Messrs. James & Co,, who keep only one Sales Ledger. You are 

required to prepare the relative " Sales Ledger "and " General Ledger ” 

Adjustment Accounts as on December 31st. 

Rs. 

Jan. 1. Debtors’ Balances . 54,924 

. pec. 31. Transactions for the year ended : — 

Sales (credit) ••• •«» ••• ••• ••• 93,201 
Discount allowed to Debtors. ... 193 

Acceptances received from Debtors . ... 6,590 

Returns from Debtors. ... 9,729 

Cash received from Debtors ... .. 89.599 

Accepla rices returned dishonoured . 2,190 

Bad Debts written off ... ... ... . -7,981 

Sundry charges debited to debtors ... #*• ... 895 

Bad Debts recovered . ... ^ 2,560 

Notary's charges on dishonoured Bills . 450 
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Draw up the necessary adjustment account for (a) a Purchase Ledger, 

(b) a Sales Ledger, where the same are kept on the self-balancing prin¬ 

ciples, showing the correct working of the system.—(Incorporated Account¬ 

ants). 

189. From the following particulars write up Patel's Bought Ledger 

for the month of January, and make it self-balancing. Take out a Trial 

Balance in order to prove the accuracy of your work. 

Ledger balances as at 1st Jan. :—Keshav, Rs. 602-8-7 ; Narayan 

Rs. 516-4 ; Madhav, Rs. 78-11-5 ; Gopal, Rs. 56-3-8: Rathan, Rs. J.68-6-5; 

Ambekar, Rs. 202-5-9. 

His transactions for the month were as follows :— 
Rs. a. P. 

Jan. 2. Bought goods of Keshav . ... ... 67 13 2 

4. Paid Ambekar (Discount Rs. 9-4-6)... ... ... 150 6 8, 

9. Bought of Narayan, goods . ... ... 431 14 7 

10. Returned goods to Madhav. ... ••• 13 8 6 

11. Paid to Rathan on account ... ... ... 69 7 4 

13. Accepted Narayan’s draft (Discount Rs. 3-4-9) ... 98 10 0 

16. Bought of Madhav, goods . 55 11 4 

18. Paid Gopal (Discount Rs. 6-2-8) . 50 1 0 

20. Bought of Gopal, goods . 66 4 9 

23. Paid Madhav on account . 82 5 8 

25. Accepted Rathan's draft . 48 6 10 

28. Returned goods to Ambekar. 16 5 7 

29. Bought of Ambekar, goods. 212 6 9 

31. Paid Keshav (Discount Rs. 10-8-6) ••• ... ••• 190 6 5 

/ ISO. You are required to write up, from the following particulars, 

Gordhandas’ Sales Ledger for the month of June, Make it self-balancing, 

and prove the accuracy of the work by means of a Trial Balance at the 

end of the mouth. 

The opening Ledger balances on 1st June were :—Ananth, Rs. 126-7 ; 

Bramankar, Rs. 137-10-8 ; Chintamani, Rs. 85-4-8; Eswaran, Rs. 97-12-4; 

Fakirchand, Rs. 175-2-8 ; Ganpalh, Rs. 186-5-9. 

The following were his transactions for the month :— 

Rs. a. p. 

June 2. Sold goods to Ananth ••. 62 10 4 

3. Ganpath returned goods . 23 4 8 

4. Received from Ganpath (Discount Rs. 5-6-9) 120 2 6 

5. Fakirchand accepted our draft (Discount Rs. 8) ... 75 6 8 

9, Sold goods to Bramankar . .. 74 2 1 
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Rs. a. p. 
12. Received cash from Fakirchand — _ 50 6 8 
17. Sold goods to Chintamani.  165 12 2 

19. Received from Eswaran (Discount Rs. 4-5-6) ••• 95 6 10 

21. Sold goods to Eswaran ••• ••• ••• — 120 13 6 
23. Bramankar returned goods ••• ... ••• 36 12 9 

24. Sold goods to Fakirchand ••• ... ••• 88 13 8 

25. Received from Bramankar.  54 2 9 

26. Ananth accepted our draft (Discount Rs. 3-6-7) ... 63 9 10 

27. Sold goods to Ganpath . 99 4 8 

30. Received from Ananth ... ... ••• ••• 40 0 0 

191. From the following particulars draw up, in two forms, the 

Balance Sheet of Ramanicklal and Kashidas, who are equal partners, as at 

31st December 

Bills payable . ... SSS see 
Rs. 
247 

Bills receivable . • •• see sss 844 
Stock-in-trade s.s ••• s.s 1,200 
Sundry creditors . Mt • . • sss 1,140 

Furniture and fixtures less depreciation at 5% per annum 120 

Sundry 13ebtors ... ... ... SSS • •• sss 2,800 
Ramanicklal’s Capital, 1st January S.S ess s.s 3.440 
Kashidas Capital 1st January SSS • it s.s 3,440 

Cash in hand . • •• • •• sss 29 

Cash at Bank . SSS • •• sss 820 
Cash on Deposit . ... ess ess 150 

Loan from Abraham . SSS s# . sss 750 

Premises less depreciation Rs. 50 ••• ... sss 2,050 
Outstanding Expenses . SSS s.s 32 
Plant and Machinery less depreciation 

per annum ••• ... ... »•* 
at 10% 

1,400 
Unexpired insurance, Telephone rent 

scriptions 
and trade sub- 

... 27 
Goodwill less amount written off Rs. 200 es s ... 730 
Investments . see ess ... 500 
Consignment Account . • • • •#• ... 450 
Reserve for bad debts . • M ... 140 
Reserves for discount on debtors • •• ... 133 
On creditors ... SSS ... 57 
Partners' drawings.. ... each 500 

Net profit for year after charging the above reserves 
and depreciation ahd interest on capital at 0% ... 2,050 
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192. Show how you would combine the balance sheets and interchang¬ 

ing accounts of a concern having separate trading centres in London, 

Liverpool, and Manchester. (Chartered Accountants). 

195. A. Hartman & Co., whose head office is in London, are retail 

tobacconists. Branches have just been opened by the firm in Birmingham 

and Sheffield, You arc asked to advise the partners as to the books and 

returns which arc necessary to record the transactions between the Head 

Office and the Branches. 

194. Western Wheeler, a retail trader, has three shops. His books 

show the following particulars at the close of his financial year on March 

31st 
Bath Birmingham Bristol. 

Stock, April 1st previous year *••£ 2,000 £ 3,000 £ 1,000 

Wages.. 350 250 300 

Rent ,, ,, ,, ,, ... 200 350 250 

Sales ,, M .. .. ... 5,000 4,000 3,000 

Stock, March 31st.. ... 2,000 4,000 1,500 

His total purchases were £10,500 and general expenses £480. His buyer 

fixes the selling price ot the goods by adding to the cost price of the goods 

the same percentage throughout the Branches. His general expenses are 

borne by each shop in proportion to its turnover. Show the net profits of 

each shop. (Central Association Accountants). 

195. The London and Westminster Grocery Co., Ltd., has a retail 

Branch in Manchester which is supplied with all goods from London. The 

Branch shop keeps its own Sales Ledger, receives cash against Ledger 

accounts, and remits the whole of the cash received daily to the Head 

Office. All wages and Branch expenses are drawn for by cheque weekly 

from the Head Office upon the imprest system. 

From the undermentioned particulars supplied by the Branch Mana¬ 

ger, show how the Branch accounts would appear in the Head Office 

books, and prepare a profit and loss account for the Branch shop for the 

6 months to December 31st : — 

6 months credit sales • *•£2,387 

Returns Inwards ... 20 

Cash received on Ledger 

A/cs.2,384 

Cash sales .1,214 

Stock, July 1st . 720 

Stock, Dec. 31st.1.121 

Debtors, Jul^r 1st *..£1,227 

Goods received from 

Head Office.2,178. 

Rent, Taxes etc. paid 375 

Wages and sundry ex¬ 

penses paid ... IM 396 

—(London Chamber of Commerce), 
13 
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196. Four partners, A, B, C andD, have business working independ- 

antly in London, Swansea and Glasgow, a and B manage the London 

Branch, each receiving one-third of the profits from the London business, 

the balance being shared equally between C and D. 

C manages the Swansea house, receiving half of the profits from the 

business there, the balance being shared equally between A, B, and D. 

D manages the Glasgow business, receiving one-third of the profits 

arising therefrom, the balance being shared equally between A, 3 and C. 

At the end of each year a combined statement is prepared showing the 

general position of the firm and the condition of each partner's account. 

From the following separate statements make up the combined 

account (without interest) and also the general Balance Sheet of the Firm. 

London House. 

Creditors £15,000 Debtors ...£23,000 

Swansea House ... 3,000 Glasgow House ••• 2,000 

A's capital ... 10, Stock ... ... ... 13,000 

B*s ,. ... 10,000 A’s Drawings ... ... 1,000 

Profit and Loss ... 9,000 B* ... 1,000 

Cash *•* mm ... 7,000 

[£ 47,000 £ 47.000 

Swansea House. 

Creditors ...£ 9,000 Debtors >• ...£11,000 

Glasgow House ... 4,000 London House ... ... 3,000 

C’s capital ... 5,000 Stock . ... 3,000 

Profit and Loss ... 6,000 C’s Drawings ... ... 1,000 

Cash ~ ... 6.000 

£ 24,000 £ 24,000 

Glasgow House. 

Creditors . -. £ 7,500 Debtors ••• ...£ 9,000 

London House ... ... 2,000 Swansea House ... 4,000 

D s Capital ... 5,000 Stock ... ... ... 5,000 

Profit and Loss ... 7,200 D's Drawings ... ... 500 

Cash *~* ••• ••• 3,200 
£ 21,700 

£ 21,700 

—(Chartered Accountants)* 
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197# Messrs. J. Silkstone Sc Sons, coal merchants of London, opened a 

branch business at Maidstone, on 1st January. The Trial Balance of the 

books of the Maidstone branch, as on 31st Dece ber, was as follows 

Trial Balance. 

Head Office Adjustment . £ 1,574 

Coal Sales . 1,750 

Sundry Debtors. ...£ 640 

Horses, Carts, etc. . ... 280 

Salaries, Rent and expenses . ... 620 

Cash in hand . 78 

Coal from Head Office (as invoiced) ... ... 1,748 

Sundry Creditors... • . 42 

£ 3,366 £ 3.366 

The stock of coal at Maidstone on 31st December was valued at £ 984. 

Prepare a Profit and Loss Account showing the result of the working of 

the Maidstone Branch for the year ended 3lst December, and draft the 

entries necessary to incorporate the above figures in the Head Office books, 

—(London Chamber of Commerce). 

198- The Head Office of the Surrey Dairies Ltd., supplied *iheir 

Branches for 6 months ended 31st December, with the following goods, and 

paid cash on their account as under :— 

Branch. K P Q 

Goods to Depots .£ 700 £ 600 £ 900 

Returns from Depots . 10 9 21 

Rates Sc Taxes paid by Head Office 31 29 40 

Wages Sc expenses „ ,, 39 40 45 

The Depot Sales were . 1,000 900 1,350 

Returns from customers were 50 36 60 

Depots collected cash from cus¬ 

tomers and despatched same to 

Head Office 850 720 1,200 

The stocks on hand at 31st Dec. were 100 120 110 

Frame the proper journal entries to record the above transactions 

the Head Office books, and 

Write up in the Head Office Ledger the accounts necessary to show 

the profit or loss made by each branch and the balance due at each 

brunch from Sundry Debtors.—(Citil Service 2nd Division Clerks) 
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199. The Southern Confectionery Co. Ltd., London, ha9 a Branch at 

Bristol. Goods are invoiced to the Bristol Branch at selling prices, being 

cost plus 25 per cent. The Bristol Branch keeps its own Sales Ledger and 

transmits all cash received to London daily. Alt expenses are paid from 

London. 

From the following details prepare a Profit and Loss Account of the 

Bristol Branch for the year : — 

Stock, 1st January (at in- Cash received from Ledger 

voice prices) .£ 1,250 A/Cs.£ 3,300 

Stock, 31st December (at in¬ Goods invoiced from London 9,100 

voice prices) . 1,500 Rent and Rales (paid from 

Sundry debtors, 1st Jan. .. 700 London) . 400 

Sundry debtors, 31st Dec .. 900 Wages (paid from London) 340 

Cash sales for the year ... 5,400 Sundry expenses (paid from 

Credit sales for the year ... 3,500 London). 80 

—[Chartired Accountants). 

200. Compile the Profit and Loss Account for the year to December 

31st, and the Balance Sheet (as on that date) of the A. B. Merchant Trad¬ 

ing Company, Ltd,, from (a) London Trial Balance and (b) Brar.il Trial 

Balance, combined : — 
( a ) 

Share Capital (Nominal) ... £ 100,000) Dr. Cr. 

Issued, 5,000 5% Preference Shares of HO 

each, £5 called up and paid, and 50.000 

Ordinary Shares of £1 each, 10s. called up 

and paid. 

London Factory . 

... ... 

...£ 10,000 

£ 50,000 

Sundry Debtors ... ... 300 

Directors' fees . ... ... ... 500 

Salaries . ... ... 850 

Office rent and expenses... 150 

Office furniture . ... 300 

Outstanding expenses 

Purchases . 

... ... 

... 60,000 

150 

Sales Brazil Shipments ... 

Stock, January 1st 
— 

... 15,000 

80,000 

Brazil Remittances ... 78,000 
Brazil Local Office ... ... 113,700 

Sundry Creditors. ... ... 4,000 
Bank ... «•« ... • •• ... ... 2,550 

Bills receivable . • t • ••• ... 10,000 

Profit and Loss Account (previous year) ... 1.200 

£ 213,350 £ 213,350 
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Head Office, London . 

Sales 

Goods from London 

Factory building and furniture ... 

Purchases ... 

Sundry Creditors. 

Salaries . 

Landing charges. 

Bank ... ~~ . 

Sundry Debtors. 

Stock, January 1st. 

Office expanses 

) 

. 35,700 

. 105,000 

.£ 80,000 

. 6,000 

. 3 000 

. 1.500 

. 2,500 

. 8,000 

. 2,000 

. 27,000 

... ... * 12,000 

1,700 

£ 142.200 £ 142.200 

The stock on December 31st are given as: London, £ 16,000, and 

Brazil £ 13,000.—{Chartered Accountants), 

201. Messrs. Fernet Dticher & Co., Ltd., London, have a branch office 

in a South American Republic, where the exchange fluctuations are consi¬ 

derable. The books of the branch are kept in local currency only, and, at 

the close of each financial year, a Trial Balance, Profit and Loss Account, 

and Balance Sheet are sent to the London Office. 

Briefly describe how you would amalgamate the branch figures with 

those of the Head Office. 

At what rates would you convert (1) the Profit and Loss Account 

Balance, (2) the Floating Assets, (3) the Fixed Assets, and (4) Remit¬ 

tances from London ?—(London Chamber of Commerce). 

CHAPTER. XI. 
Insurance. 

202. Differentiate between Assurance and Insurance. Explain the 

following terms : Surrender Value, Premium, Insurable interest. Re¬ 

insurance.— (Central Association Accountants). 

203. What do you understand by an "insurable interest*’ in 

contracts of life insurance ? Has a man an insurable interest in the life of 

(a) his wife, (b) his son ? Has a son an insurable interest in the life of his 

father ?—(Incorporated Accountants), 
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204. Explain the following classes of policies in connection with 

Assurance : Endowment; Whole Life; Without Profits,—(Central Association 

Accountants), 

205. Explain briefly the meaning of the undermentioned terms as 

applied to Assurance Companies .—Quinquennial Valuation ; Loading; 

Half credit Policy; Industrial Policy ; Re-assurances; Bonus. 

If any of the above items would affect the annual accounts, explain 
briefly where they would appear.—(Royal Society Arts), 

206. Under what Act arc the accounts of Assurance Companies 

regulated ? Explain wher eyou would expect to find the undermentioned 

items in the accounts of a Life Assurance Company : (a) Final call upon 

the share capital of the company, £50,000 (b) Re-assurances, £12,468; (o) 

Income tax on investments ; (d) Claims admitted but not paid,—(Royal 

Society Arts), 

207. Briefly explain the method of ascertaining the profits of an 

Assurance Company, and illustrate your answer with a pro forma example. 
—(Chatrercd Accountants), 

208. How is the profit or loss ascertained of (a) a Life Assurance 

Company (b) a Fire Insurance Company ?—(Chartered Accountants) 

209. If you were auditing a Life Assurance Company’s accounts, 

what evidence would you require as to the items of '* unpaid interest " and 

" accruing interest " on investments, and where woutd the totals thereof be 

placed in the Balance Sheet.—(Chartered Accountants). 

210. In the accounts of an Insurance Company, what arc the chief 

"errors of principle" which should be avoided ?—(Incorporated Accountants). 

211. A Life Insurance Company pays £1,500 to purchase an agent's 

interest in renewal premiums. What is the correct treatment of such 

expenditure ? Explain fully.—(Incorporated Accountants). 

212. Explain the meaning of the undermentioned items which appear¬ 

ed in the annual accounts of a Life Assurance Company, and state where 

they should appear in the published accounts of the Company. Life Assurance 

Fund at the beginning of the year, £4,099,971 ; Income Tax (less rebate) 

paid on interest, dividends, etc., £8,958 ; Claims, £198,487 ; Consideration 

for Annuities granted, £36,452 ; Deposit with the High Court £20,440; Mort¬ 

gages on Properly within the United Kingdom, £409,489; Claims admitted 
bat not paid, £66,431.—(Chartered Accountants). 

213. Explain the following terms as applied to Insurance: "Insurable 

interest" ; "Surrendervalue" (upon what is this based ?) " Mutual •• and 
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11 Proprietary Companies n ; "Re-insurances.1 * Also slate and define the 

principal classes of Insurance business.—(Chartered Accountants). 

214. From the statement below make out the Revenue Account and 

Balance Sheet of the Imperial Life Assurance Company:—Life Assurance 

and Annuity Fund at beginning of year, £5,612,488; Premiums, less Re¬ 
assurances £360,220; Consideration for Annuities granted, £10,140; Claims 

by death, £307,657; Claims by survivance, £62,524; Interest and Dividends, 

£220,189, Surrenders, including Bonuses for Cash, £30,383 ; Annuities, 

£37,609; Commission, £14,445; Expenses of Management, £40,743; Fines for 

Revival of Policies, £172; Fees for recording Assignments, £183; Sharehold¬ 

ers’ paid-up Capital, £75,500; Shareholders’ Extra Dividend Fund, £5,000 ; 

Investment Reserve Fund, £55,000' Dividends and Interest to Shareholders, 

£10,899; Bonuses in reduction of Premiums, £8,730 ; Income Tax, £18,000 ; 

Mortgages within United Kingdom, £962,800; Mortgages out of United King¬ 

dom, £94,361; Loans on Company’s Policies, £406,596; Deposit with the 

High Court, £20,000; British Government Securities, £875,375; Municipal 

Loans in United Kingdom, £300,000; Indian and Colonial Securities, 

£755,250; Railway Stocks and Debentures, £1,822,330; Freehold Ground 

Kents. £453,175 ; Claims admitted but not paid, £65,400 : Annuities due 

not applied for £525 ; Agent’s Balances, £5,500 ; Premiums Outstanding. 

£75,500 ; Interest accrued not payable, £70,000 ; Cash in hand and at 

Bank, £33,940.—(X at ion a! Union Teachers.) 

215. Prepare Revenue Account and Balance Sheet, as on December 

31, 1916, of the Popular Mutual Assurance Company, the following being 

the Ledger Balances ; Assurance Fund, December 31, 1915, £739.100 ; As¬ 

signment Fees, £50 ; Annuities, £2,500 ; Agents’ and other Debit Balances. 

£2,750 ; British Government Securities, £119,600 ; Consideration for Annui¬ 

ties granted, £6,200 ; Claims paid and outstanding, £51,800 ; Commission, 

£1,600 ; Claims admitted but not paid, £8,500 ; Cash at Bankers, £9,355 

Cash in hand, £75 ; Deposit wilh the High Court, £20,000 ; Expenses of 

Management, £4,700 ; Foreign Government Securities, £33,800; Freehold 

Ground Rents, £29,400 ; Income Tax on Dividends and Rents, £6,650 ; 

Indian and Colonial Government Securities. £15,700 ; Interest accrued but 

not yet payable to the Company, £6,500 ; Loans on Reversions, £5,200 ; 

Loans on Policies. £53,100 ; Mortgages in the United Kingdom, £211,800 ; 

Outstanding Premium, £8,420 ; Outstanding Interest, Dividends and Rents, 

£700 ; Office Fixtures and Furniture, £l,200; Premiums, £52,600; Railway 

and other Debenture and Debenture Stocks, £137,200 ; Railway and other 

Preference Stocks and Share** £12,000 ; Surrenders, £3,400 ; Sundry 

Creditors, £2,600.—(Chartered .Accountants), 
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216. Make out in the form prescribed the accounts of the Samaritan 

Assurance Society from the following : Assurance Fund, January 1st, 

£260,042; Assurance Fund, December 31st, £258,999 ; Premiums, £18,195 : 

Outstanding Premiums, £2.335 ; Loans on Society's Policies, £14,767 ; 

Consideration for Annuities granted, £850 ; Claims by death, £19,698; 

Commissions, £544 ; Expenses of Management, £2,344 ; Reductions allow¬ 

ed to members on their Premiums, £1,850 ; Interest, Dividends, and Rents, 

£9,050 ; Annuities, £l,173 ; Mortgages on Property, £70,369 ; British 

Government Securities, £57,634 ; Railway Shares, £112,746 ; Profit on 

Reversions fallen in, £2,156 ; Outstanding Interest and Rents, £1,081 ; 

Balances due by Agents, £66 ; Claims admitted but not paid £4,177 ; 

Depreciation on Investments, £3,975 : Surrenders, £l,700 ; Sundry credi¬ 

tors, £836; Loans on Personal Security, £687; Accrued Interest, £2,269: 

Cash in hand, £2,058.—(t Via tiered Accountants). 

217. From the following Ledger balances of a Life Assurance Office 

prepare a Revenue Account and Balance Sheet: Claims (less Reassu¬ 

rances), £77,897 8s. Id.; Mortgages on Property within the United Kingdom 

£334,400; Endowment Policies matured, £28,914, 15s. 4d.; Endowment. 

Policies matured but not paid, £9,145 19s. 4d.; Mortgages on Parochial 

and Borough Rates, £360,685 15s. Id,; Annuities due but not paid, £200; 

Policies Surrendered, £8,692 8s. 3d.; Consideration for Annuities 
granted, £2,014 Is. 9d.; Annuities, £12,670 15s. Id.; Interest and Dividends 

received, £64,709 2s.; Loans on Policies within their Surrender Value, 

£121.563 13s. 6d ; Claims outstanding from previous years, £833 9s. 3d.; 

Medical Fees, £800; Agent’s Balances, due by Office, £127 13s. 3d. ; 

Premiums on Credit Policies fully secured, £l,300; Directors’ Remunera¬ 

tion, £2,381 12s. 6d.; Funds at beginning of year, £1,730,292 11s. 5d.; 

Premiums (less paid for Re assurance), £132,302 8s. 8d.; Auditor's Fees 

£152, 10s. Actuary's Fees (Consulting), £35; Agents' Balances, £17,898; 

Commission due but not paid, £123 Is. 6d. Funds at end of year, £1,694,853 

11s. 5d.; Outstanding Premiums, £ 2,258 8s. 4d.; Salaries and Income 

Tax, £8,155 6s. 6d.: Printing, Rent, etc., £4,998 17s. 8d. Cash Bonuses 

paid, £85,841 2s. lid,; Commission, £4,004 10s.: Life Interests and 

Reversions, £8,763 18s. Id.; Claims admitted but not paid, £8,766 4s. 7d. 

Cash in hand and at Bank, £2,791 13s. 2d.; Outstanding Interest, due to 

Office, £18,263 4s. 8d.; British Government Securities, £54,852 17s. 10d.: 

Indian and Colonial Government Securities, £121,300; Fines and Fees 

received, £79 11s. lid. Railway and other Debentures, £125,553 7s. 4d.; 

Railway Stocks, Preference and Ordinary, £333,790 8s.; Freehold and 

Leasehold Property £210,628 13s. 4d.—[CharUnd Accountants), 
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CHAPTER XII. 
Doable JLoooant System. 

218. The City and Suburban Gas Company rebuild and re-equip part 

of their works at a cost of £50.000. The part of the old works thus super¬ 

seded cost £30,000. The capacity of the new works is double than that of 

the old, £2,000 is realised by the sale of old materials and old materials 

valued at £1,000 are used in the reconstruction and included in the cost of 

*550,000 above-mentioned. The cost of labour and materials is 10 per cent, 

higher now than when the old works were built. 

Give the journal entries for recording the above transactions in the 

books of the Company, showing particularly what amount you consider 

should be charged to Capital Expenditure and stating your reasons for your 

decision. 

219. Draw up from the following figures a Revenue Account, Net 

Revenue Account and General Balance Sheet of the East and West Railway 

on the 30th June 1900 in the prescribed form :— 

Maintenance of Way . ... ... ... ... 7,033 

Locomotive powers . ... ... ... 9,909 

Passengers carried . ... ... ... 18,418 

Parcels carried . . ... ... ... ... 4.078 
Rates and Taxes . • • • ... 2,056 

Rent Charges and Chief Rent paid ... ... ... 533 

Mails carried . ... ... 669 

Merchandise carried . ... • • m 13,651 

Minerals carried ... . ... ... ... 14,348 

Traffic Expenses . ... ... ... 9,235 

Rent paid on Leased Line . ... • • • 2,062 

Carriage and Wagon Repairs . ... ess 2,580 

Interest on Debenture Stock . ... ... ... • •• 4,217 

Credit Balance brought from last half-year’s Revenue Account ... 576 
Forged Transfers Fund ... — • * • ... ••• ... 597 

Compensation (Accidents and Losses) .*• ••• ... see 439 

Debts due to other companies. ... ... ... e e • 569 

Rent Charge Stock Guarantee Dividend ••• ... ... • •• 2,602 

Sundry Out-standing Accounts (Creditors) • •• ... ... 11,994 

Invested in Consols . • •• ... 502 

General Stores—'Stock on hand •» ... ... eee 10,653 

Cash at Bankers .... ••• ••• eet ••• 11,038 

Bankers and General Interest.. 

14 

... ... •#e 80 



otl HIGHER ACCOUNTING. 

£ 

Fire Insurance Fund • •• ... ••• ... 1,716 

Traffic Accounts due to the Company IN • •• ... ••• 7,269 

Balance at Credit of Capital Account . — 3.432 

220. The Electric Light and Power Co., Ltd., December 31st 1912. 

£ £ 

Ordinary Shares ... ... 54,900 

Debentures. ... ... 20,000 

Lands to December 31st 1911 ... Ml ... 15,000 

Lands, expended during 1912 ... ... • M ... 500 

Machinery to December 31st 1911 ... ... 60,000 

Machinery, expended during 1912 ... 500 

Mains, including cost of Laying ... ... 20.000 

Mains, expended during 1912 ... ... o
 

o
 

Sundry Creditors on open accounts ... III 100 

Depreciation account _ ... III 25,000 

Sundry Debtors for current supplied ... _ 4,000 

Other Debtors . ... 50 

Stores on hand . .... 500 

Cash ... ... ... ... 500 

Cost of generation of electricity ... ... 3,000 

Cost of distribution of electricity .... ... ... 500 

Rent Rates and Taxes . ... 500 

Management . ... 1,200 

Depreciation ... ... ... 2,000 

Sales of current . ... ... .... 13,000 

Rent of Meters . • M ... 500 

Interest on Debentures — • •• ... ... 1,000 

Interim Dividend. ... .... 2,000 

Balance Net Revenue Account 31st December 1911... 2,850 

£116,350 116.350 

From the above Trial Balance, prepare Capital Account, General 

Balance Sheet, Revenue Account and Net Revenue Account. 

221. Make out from the following Trial Balance as on 31st Decem¬ 

ber 1908 of the Trent Valley Water Co. (1) Capital account. (2) Revenue 

account. (3) Net Revenue account. (4) Reserve Fund account. (5) Gene¬ 

ral Balance Sheet, l*he Reserve Fund is to be raised to £500, and 

National War Loan Stock increased to a like amount at par, to be known 

in future as Reserve Fund Investments. 



EXAMINATION PAPBB8. 

£ £ 
Expended on purchase of land . 3,000 

11 M construction of work. ... 1,02.330 

Expended on Mains and Service pipes .11.920 

.. .. Meters ••• ••• ... ••• ... 1.0 50 

,, Parliamentary Expenses ... ~~ ... 2.000 

Sundry Debtors . 48 

Debtors for Water Rates due ... 1.242 

Stores on hand .   340 

Investments—National War Stock, at par . 250 

Cash in hand ...   60 

Cash at Bank.   3,353 

Salaries       600 

Printing . ... _ . 50 

Incidental Expenses ••• ••• •«« 89# ... 37 

Maintenance of pumping station . ... ... 1,705 

,, ,, Reservoirs. . 500 

,, Filter Beds ... ... ... 150 

Repairs to Mains ... . 220 

General Repairs ... •- . 155 

Directors’ Fees .  400 

Auditor's Fees . 50 

Kates and Taxes .  ... ... 2,500 

Int. on Debenture stock to date ... . 1,000 

Dividend on Preference Shares to date . 1,200 

Interim Dividend on Ordinary Shares 1/8/08   3,000 

60,000 Ordinary Shares £l each .. 60,000 

20,000 6% Preference Shares of £l each. 20,000 
Premiums on Shares   20,000 
Sundry Creditors .   841 
Reserve Fund .. 258 
Water Rents . •. 14,667 
General Rents ... ... ... ... 150 
Transfer fees ••• ••• ... ... ... ... 24 
Unclaimed Dividends . ... 20 
Balance of Net Revenue account 1/1/08 ... «•* 1,000 

222. The following balances relate to the Lunar Electric Supply Co. 
Ltd., for the year ended 31st December 1912. Make out Capital Account, 
Revenue Account, Net Revenue Account, Depreciation Fund account, 

. Sinking Fund Account and Balance Sheet as on that date. Of the balance 
of profit, appropriate £2,000 to Depreciation Fund, and £3,000 to Sinking 
Fund before ascertaining the amount available for shareholders' dividend. 



QYiii HIGHER ACCOUNTING' 

£. 
20,000 Ordinary Shares £5 

each fully paid •« ... 100,000 
Debentures Stock ... —- 320,000 
Lands & Charges incidental 

to acquisition ••• 136,092 
Buildings & Works ••• •• 113,418 
Machinery Plant etc. ... 143,175 
Mains & Close of Laying ... 39,817 
Tools & Loose Plant ... 2,194 
Accumulators . 1,023 
Office Furniture & Fittings. 245 
Electrical Instruments 200 
Artesion Well _ 350 
Law & Preliminary Char¬ 

ges re Company's Act ... 6,000 
Coal, Carriage etc. 13,404 
Oil Waste & Other Stores . 1,813 
Salaries of Engineers and 

Officers . 1,147 
Wages at Station. 3,347 
Repairs and Maintenance ... 780 
Rent Rates & Taxes 2,500 
Management Expenses 2,230 
Law Expenses . 150 
Insurance & Special Charges 480 
Interest on Debenture 

Stock ... — 12,800 
Cash in hand and at Bank. 4,500 

£. 
Int. on Bank Loan ... ••• 250 
„ „ Sinking Fund Invest¬ 

ments . 150 
Receipts for sale of Current. 45,700 
Meters & Other Rents 

receivable ... ... 1,705 
Transfer Fees . 5 
Discounts on Purchases ... 70 
Received for sale of old 
Materials. 10 

Bal. to Cr, of last Net Re¬ 
venue Account ... ... 5,402 

Depreciation Fund Bal. to 
credit . 3,000 

Sinking Fund Balance to 
Cr. ... ... ... 5,000 

Sundry Creditors . 6,873 
Bank Loan ... ... 20,000 
Capitat Reserve . 4,000 
Stores on hand—Coal ... 2,900 
Oil Waste etc. 1,200 
Sundry Debtors . 16,500 
Rates & Insurance paid in 

advance ... 400 
Investments on account of 

Sinking Fund . 5,000 

223. The following are the balances of the Great Southern Railway 

for the half year ending 31st December 1909. Make out in the prescribed 

form :—1. Capital Account, 2. Revenue Account, 3. Net Revenue Account, 

and 4. General Balance Sheet. 
£ 

Ordinary Stock £51,192,500; 4% Preference Stock . 2,702,711 

Debenture Stock £1,526,258; Premiums received ... .... 55,653 

Expended upon lines open for traffic to 30th June 1909 . 9,181,704 

„ the above during current half year . 44,304 

„ Working Stock to 20th June 1909 — ... 616,961 

„ during current half year ••• 654 

», Maintenance of Way, station etc. . 38,373 

,, Locomotive power ..  93,008 

„ Carnage and Wagon Repairs ««* ... ... 14,853 

„ Traffic Expenses £61,098; General charges ... 13.342 

#, Dock and Harbour Expenses & Repairs ... 9,371 

„ Shipping Expenses £18,199; Law charges .. 2,697 

„ Parliamentary Exps. £3,834; Compensation 354 

M Mileage and Demurrage £447 ; Rates & Taxes... 31,060 
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£ 
Expended upon Government Duty . _ . 395 

Receipts from Parcels, Carriages Horses ... ... 9,578 

„ „ Passengers £106,400; Mails . 2,641 

M Merchandise £43,508; Minerals £280,448 

Shipping . 19,355 

„ „ Docks and Harbours. £39,501; Rents • »»■. 3,977 

Interest on Debenture Stock ... . . 22,894 

Rents payable on Leased Lines, Guarantees, etc.... _ ... 31,876 

Balance to credit of Net Revenue Account 30/6/09 see ••• 62,666 

General Interest Account Credit Balance ... . 290 

Cash in hand and at Bank . ... 45,528 

General Stores—stock on hand . _ ... 39,363 

Traffic Accounts due to the company . 73,658 

Amounts due from other companies ... ... ... ... 12,356 

Amounts due from Post Office, £1, 446 ; Sundry Debtors ... 25,103 

Unpaid Dividends and Interest ... ... ... ... 2,612 

Debts due to other companies ... ... ... ... 59,730 

Amount due to the clearing house ... ... ... ... 12,417 

Sundry Creditors and Suspense Account ... ... ... 1,96,806 

Fire Insurance Fund £23,945 ; Reserve Fund ... ... ... 22,419 

Employees* Savings Bank Deposits ... ... _ 17,467 

224. Provide for the undermentioned depreciation, and prepare a 

Revenue Account, Capital Account, and Balance Sheet from the following 

Trial Balance. A call of £l per 9hare was payable on the 31st December 

and arrears are subject to interest at 5 per cent per annum. 

Depreciation to be provided for on ; Buildings 2i%, Machinery 7$%, 

Mains 5%, Transformers etc. 10%, Meters and Electrical Instruments 

15 per cent. 

DYNAMO ELECTRIC LIGHTING Co^ Ltd. 

Amount Trial Balance 30th June, 

last, Capital Nominal 10,000 Shares of £10 each. 

£ £ £ 

20,000 Subscribed 5,000 shares £5 paid ... 25,000 

15,000 Debentures 6 per cent Interest ••• ... 15,000 

1,000 Depreciation Fund ... ••• ... ... 1,000 

Calls in arrears ... _ — ... 1,000 

9,300 Freehold Land ... ... ... •- 9,300 

4,000 Buildings ••• ... ... 5,000 



ax BICKH2B ACCOUNTING, 

£ £ 
6,000 Machinery at station ... ... ••• 10,000 

5,000 Mains ... ... ... ... ... 8,000 

1,000 Transformers, Motors, etc ... ... ... 2,000 

500 Motors «. ... ... ... ... 1,500 

300 Electrical Instruments ... ... ... 400 

1,600 General Stores, (Cables. Mains & Lamps) stock... 2,350 

250 Office Furniture ... ... ... ... 250 

Coal and Fuel ... ... ... ••• 1,000 

Oil Waste and Engine Room Stores ••• ••• 750 

Coal oil waste etc. in stock .... ... — 100 

Wages at station ... ... ... 3,000 

Repairs and replacements .... ... 500 

Rates and Taxes — ... HI 300 

Salaries of Secretary, Manager, etc. ... ... 1,500 

Directors* Fees ... ... ... ... 1,000 

Stationery, Printing and Advertising .... 600 

Incidental Expenses ... MW ... ... 100 

Law charges — ... ... 200 

Sales by Meter ... ... ... ... 8,750 

„ „ Contract ... ... ... 5,000 

Meter Rents .«• ... — .. 300 

Sundry Creditors ... ... ... .. 1,000 

„ Debtors ... ... ... 3,000 

Cash in hand and at Bank ... ... 3,300 

£56,050 £56,050 

225. The following are the balances of the Foreign Railway Com¬ 

pany for the half-year ended 31st December. Prepare in the prescribed 

form (a) Capital Account; (b) Revenue Account; (c) Net Revenue Ac¬ 

count ; (d) General Balance Sheet: 

£ £ 

Mortgage Debenture Interest . . 30,000 

,. „ ,, accrued ... .... ... 11,400 

Prior Lien Debenture Interest .. . 14,000 

i, „ ., accrued ... ~ ... 3,600 

Cash at Bankers and in hand— 

London 

Abroad 

••• 11,000 

4,000 
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Interest received t»t ••• ••• • •#« l#i 

Investments • •• ••• ••• ••• ut ••• ... 25,000 

Loss on Exchange . . 3,000 

Income Tax. . ... 2,200 

Miscellaneous Receipts . .. 

Passenger Receipts ... . . 

Freight Storage etc. 

Steamboat Service . 

General Reserve Account. 

Special Trains ••• ... . 

Renewal of Plant Reserve Account . 

Traffic Expenses . 

Maintenance of Way, Works, etc.— 

Transfer Fees . 

Capital Receipts (Share and Debentures) 

Locomotive power ... . 

Capital Expenditure to June 30th ... _ 

Capital Expenditure h year ended 31st December 

Government Subsidy for half year ended 31st Dec. ... 

Repairs and Renewals of Carriages and Wagons 

Remuneration of Trustees for debenture holders 

Compensations . 

General Charges . • •• . 

Net Revenue account balance 30th June. 

Dividend Account, Balance of Dividend paid for half 

year ended 30th June . 

Stores on hand and in transit, 31st December ... 

Interest and Discount . 

Bills Receivable . 

Bills Payable . 

Sundry Debtors— 

London . 

Abroad . 

Sundry Creditors— 

London . 

Abroad . 

Unclaimed interest. 

16,000 

8,000 

. 10,000 

1.400,000 

. 27,000 

1,900 

400 

200 

.. 12,000 

5,000 

25,000 

1.000 

3,000 

8.000 

15,500 

cxi 

£ 

35 

150 

22,000 

71,000 

2.400 

2,000 

1,500 

2,000 

50 

1,463,000 

24,000 

6,065 

2,850 

2,000 

8,000 
150 

H,622,200 £1.622,200 
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CHAPTER XIII. 

Bank Account*. 

226. Explain the meaning of the following items extracted from the 

balance sheet of a Bank : (a) Rebate on bills not due (liability side) ; (b) 

Money on short notice (assets side) ; (c) Liabilities of customers on accept¬ 

ances as per contra (assets side); (d) Liabilities by endorsement on foreign 

bills sold (liabilities side).—(Chattered Institute of Secretaries). 

227. In the balance sheet of a banking company you find the following 

items :—Assets : Cash at call and short notice ; Bills Discounted ; Liabili¬ 

ties of customers for acceptances as per contra; Indorsement as per contra. 

Liabilities : Rebate on bills not due. 

Explain clearly the meaning of these items.—(Chartered Accountants). 

228. In the case of a bank, how should the discount on bills still 

running at the date of closing the books be treated in the Balance Sheet and 

Profit and Loss Account 1—(Chartered Accountants). 

229. From the?following figures prepare the Profit and Loss Account 

and Balance Sheet of the B. C. Banking Company, Ltd., at December 31st: 

Capital. £ 2,000,000 ; Reserve Fund, £ 1,000,000 ; Cash at Head Office, 

Branches and Bank of England, £4,685,459 14s. Id. ; Loans at call, 

£ 2,910,183 14s. 8d. ; Interest paid to customers, £ 67,599 11s. 7d. ; Profit 

and Loss Account Balance, June 30th, 1916, £ 61,685 12s. ; Investments : 

Consols, £ 6,950,248 17s. Id. ; Colonial Stock, £ 950,127 3s. 9d. ; Corpora¬ 

tion Stock, £ 1,209,246 18s. ; Other Securities £ 12,732 11s. 5d. ; Salaries 

and Expenses £217,196 11s. 6d. ; Current and Deposit Accounts, 

£ 31.450,116 7s. lOd,; Liabilities on acceptances £ 3,234,502 18s. 6d.; 

Discounted Bills current, £ 10,140,079 14s. 4d. ; Advance to customers 

£ 10.434,135 12s. 4d.; Rebates on bills not due carried to next account 

(debit profit and loss account), £ 27,207 6s. 2d. ; Liabilities of customers 

for drafts accepted by the Bank (as per contra), £ 3,234,502 18s. 6d. ; 

Freehold premises, Fixtures and fittings, £ 488,127 5s. 2d. ; Amount now 

written off Premises Account, £20,000 ; Gross profit for half year. 

£ 553,335 14s. Id .—(Incorporated Accountants). 

230. The following items represent the position of a Bank on Decem¬ 

ber 31st, and the whole of its transactions during the ensuing year. 

Open up the necessary accounts and prepare a Profit and Loss 

Account and Balance Sheet at December 31st following 

£ 
Capital paid up, December 31st . 500,000 

Balance of Profit and Lost Account from last year... 9,756 
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£ 

Liabilities to customers on Current Accounts ... 325,000 

Liabilities to customers on Deposit Accounts. 236,500 

Advances on Current Accounts and Loans. 688,606 
Bills of Exchange in hand . 157,650 

Investments . 150,000 

Cash in hand . 25,000 

Cash at call and short notice. . 50,000 

Cash paid in by customers on Current Accounts ... 2,500,000 

Cash paid out to customers on Current Accounts ... 2,440,000 

Cash paid in by Depositors . 755,000 

Cash paid out to Depositors .. ... 677,000 

Bills receivable discounted ... ... £300,000 

Less discount charged thereon... ... 10,500 
- 289.500 

Cash paid out on bills discounted ... 10,000 

Balance credited to customers’ Current 

Accounts . ... 279,500 
289,500 

—(Incorporated A ccountants). 

231. Prepare from the following particulars the Balance Sheet of the 

London and South Coast Bank as on June 30th ; Authorised Capital, 

£ 10,000,000 ; Subscribed capital, 400,000 shares of £ 20 each, £ 5 paid ; 

Investments. £ 7,000,000 ; Bills discounted £ 15,000,000 ; Bank premises, 

£ 1,000,000 ; Acceptances for customers, £ 5,000,000 ; Rebate on bills not 

due, £ 50,000 ; Circular notes and Letters of credit, £ 2,000,000 ; Advances 

to customers, £ 22,000,000; Liability of customers for acceptances, 

£ 5,000,000; Endorsements on Bills negotiated, £ 100,000 ; Reserve, 

£ 3,000,000 ; Current and Deposit Accounts, £ 56,000,000 ; Investment 

Depreciation Account, £ 100,000; Bills negotiated, £100,000; Cash in 

hand and at Bank of England, £ 10,000,000 ; Cash at call and short 

notice, £9,000,000; Profit and Loss Account, Credit balance, £85,000.— 

{Central Association Accountants). 

232. From the following details prepare the Balance Sheet and 

Profit and Loss Account of the N and M Bank. 

£ £ 

Capital . ... ... 114.430 
Reserves . • • » ... 145,210 
Notes Issued . ... ... 39,705 

Customers' Credit Balances ... ... ... 897,530 
Unpaid Dividends ... ... 240 

15 



HIGHER ACCOUNTING. 

Gross Profit . 
Bad Debts . 3,000 

Expenses . 11,505 

Interim Dividend paid.  5,720 
Balance of Profit and Loss Account brought forward 

Cash on hand .    38,135 

Cash at call . 44,230 

Investments ...   328,465 

Stamps in hand   505 

Premises   37,250 

Customers' Debit Balances .. 762,355 

32,490 

i 1,231,165 1,231,165 

-(Chartered Accountants). 

233. The Trial Balance of the New York National Bank, Ltd., as on 

31st December 1921 stood as follows ;— 

Paid up Capital 

Local Bills discounted 

Reserve Fund . 

Cash Credits and Overdrafts 

Unclaimed Dividends 

Loans 

Current and Savings Deposits 

Furniture .. 

Fixed Deposits . 

Profit and Loss account credit balance 

Stamps and Stationery . 

Cash on hand . 

Cash at Banks . 

Investments . 

10,00.000 

9.00,000 

385,000 

14,00,000 

5,000 

23,00,000 

25,00,000 

20,000 

20,00,000 

1,10,000 

5,000 

2,50,000 

6,50,000 

4,75,000 

Out of the total debts, Debts for Rs. 2.85,000 were considered doubtful 

and the balance was considered good. Out of the debts, considered good, 

debts amounting to Rs. 24,000 were fully secured and for debts amounting 

to Rs. 4,00,000 (including Rs. 1,15,000 due by a director) the Bank held 

personal securities of one or more persons over and above the personal 

securities of the Debtors and for the balance the Bank held no other 

security than the personal security of the Debtor, 



EXAMINATION PAPEBB CXT 

The Directors require the Bank investments to be shown in the 

Balance Sheet at market value on 31st December 1921 which is Rs. 525,000. 

Prepare the Balance Sheet of the Bank as on 31st December 1921 in the 

form prescribed under the Indian Companies Act 1913. 

234. The authorised capital of the Indian Banking Corporation Ltd., 

is Rs. 1,00,00,000 divided into one lac shares of Rs. 100 each. From the 

following ledger balances prepare a Balance Sheet as on 30th June 1920 

in accordance with the Indian Companies Act of 1913. 

Rs. 

Capital (Rs. 50 called up on each share) ... ... ... 50,00,000 

Calls unpaid ... ... ... ... ... ... 9,925 

Bank's Liability for acceptances on behalf of customers ... 10,02,982 

Office furniture and fittings ... ... ... ... 1,11,150 

Stamps and Stationery ... ... ... ... ... 73,228 

Branch adjustments (Debit Balance) ... ... ... 3.26,745 

Clients' liabilities on acceptances ... ... ... ... 10,02,982 

Current and Fixed Deposits — ... ... ... 957,72,266 

Bills payable ... ... ... ... ... ... 21.007 

Provident Fund ... ... ... ... ... ... 61,808 

Unclaimed Dividends ... ... ... ... 10,725 

Rebate on Bills discounted ... ... ... ••• 32,298 

Cash credit and overdrafts ... ... ... ••• 289,07,089 

Loans and Demand advances ... ... ... ... 206*86,683 

Bills discounted and purchased ... ... ... ... 47,35,620 

Investments (at market rate) ... ... ... ••• 325,47,495 

Money at call and short notice ... — ... ••• 3,50,000 

Cash at Bankers ... ... ... ... ... 32,04,458 

Cash in hand ... ... ... ... ... ... 116,60,870 

Reserve Fund ... ... ... ... ... ... 14,00,000 

P. and L. account ... ... ... ... ... 3,15,159 

For the particulars required under the form prescribed by the Act fill 

in imaginary figures opposite the respective headings making up the total 

of the book debts. 

235. The Trial Balance of the Commercial Bank Limited as on 31st 

December stood as follows :— 

Rs. 

Paid up Capital . ~ ... — 10,00,000 

Local Bills discounted ... . 9,00,000 

Reserve Fund . .. 3.85»000 
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Rs. 
Cash credits and overdrafts. 14,00,000 
Unclaimed Dividends .. 5,000 
Loans ... ... ... ... ••• ... 23,00,000 
Current and Savings Deposits . 19,00,000 
Furniture . . — 20,000 
Fixed deposits ... . ••• ... 20,00,000 
P. and L. account Credit Balance . 1,10,000 
Stamps and Stationery . 5,000 
Cash on hand .   2,50,000 
Cash at Banks . . - 6.50,000 
Investments at market value on 31st December 1916 ... 4,75,000 
Loans (against repledgement of customers* securities)... 6,00,000 

Out of the Loans, Cash Credits and overdrafts, the Bank holds secu¬ 

rities (which are repledged) for debts amounting to Rs. 26,00,000 and the 

personal security of one or more persons for the balance. Debts (good) 

due by directors amounted to Rs. 1,15,000 and the doubtful debts amounted 

to Rs. 2,85,000. The Rebate on Local Bills discounted, amounted to Rs. 

5,050- Credit is taken for Rs. 19,950 as interest on doubtful debts. The 

Directors require the Bank’s investments to be shown in the Balance 

Sheet at market value on 31st December 1917 which is Rs. 5,25,000. 

Prepare the Balance sheet of the Bank as on 31st December 1917 in 

the form prescribed under the Indian Companies Act after making the 

necessary adjustments. State also your views as to the Bank’s practice 

of borrowing against repledgement of customers’ securities and as to the 

manner in which you would treat the appreciation in the value of the 

Bank's investments. 

236. While closing the books of a Bank on 31st December 1921 you 

find in the Loan Ledger an unsecured balance of Rs. 2,32,000 in the account 

of a merchant whose financial condition is reported to you as doubtful. 

Interest on the same account amounted to Rs. 24,000 for the year. How 

would you deal with this item of interest in 1921 accounts. In the year 

22 the Bank accepts a composition of 15 annas in a rupee on account of 

the debt upto 31st December 1921. Prepare the necessary accounts show¬ 

ing the ul timate effect of the trasactions in the 1922 books of accounts. 

CHAPTER XIV. 
Cost Accounts. 

237. From the following particulars make out the monthly Cost Sheets 
of a Coke and By-product Company :— 

April. May. June. 
Coal used 6,000 tons 7,200 tons 7,300 
Coke made 4,700 4,725 4,775 
Tar made 325 340 325 
sulphate of Ammonia made 90 100 95 
Sulphuric Acid used 75 95 20 
Benzol made 12,300 galls. 13,900 galls. 14,000 
Creosote Oil used 7 tons 8 tons 8 
Wages £550 £560 £565 
Stores etc. £55 £75 £75 
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The prices of the above materials and products were : Coal 8 sh. per 

ton; Coke 14 sh. 6d# per ton; Tar 13sh. 3d. per ton; Sulphate £10 15s« 

per ton; Sulphuric Acid 45sh. per ton; Benzol 3|d. per gallons; Creosote Oil 

3Jd. per gallon (1 ton-220 gallons ). 

Show the percentage (to two places of decimals ) of Coke made, of 

Tar made, and of Sulphate of Ammonia made to the weight of Coal used. 

( Chartered Accountants.) 

238. From the following information prepare Pig Iron Production 

Account, showing the cost per ton of each class of expenditure and the 

Pig Iron produced :—Sundry Stocks on hand, July, 1st: Coal, £4,720; 

Coke, £3,580; Limestone, £l,450; Ironstone, £3,930; Sundries £2,700. Pur¬ 

chased during the year: Coal, £21,880; Coke, £29,470; Limestone, £5.080; 

cronslone, £18,690; Sundries, £7,810; Sales of Slag, £10,400; General Works 

Charges, £4,400; Wages, £17,600; Production of Pig Iron, 32,000 tons. 

Stock on hand, June 30th in the following year: Coal, £3,800; Coke, 

£2,650: Limestone, £1,730; Ironstone. £3,420; Sundries, £2,910. 

(Chartered Accountants.) 

239. From the following Account, work out a percentage statement, 

calculated on the basis of (a) the turnover, (b) the cost price of goods sold, 

(c) the gross profits. Compare the three methods and advise as to which 

is best. 

£ £■ 

Jan. 1 To Stock at cost 3,300 June 30 By, Sales . 25.280 
June 30 ,, Purchases 10,700 i 

,, Productive Wages 8,200 ,, Stock at cost 4,600 
,, Non-productive 

Wages 1,320 
,, Salaries 740 
,, Kent, Kates A' 

Taxes 1,260 

■ * i ,, Carriage 
Outwards 480 ■ 

,, Bad Debts 120 
,, Travelling and 

Commission 840 
,, Postages and 

Stationery 220 
,, Other expenses 600 
,, Profit 2,110 

£ 29,880 £ 29,880 

(Incorporated Accountants.) 
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240* Carefully define the words " Stores *' as employed in Costing 

Systems. Describe in detail the method of charging out Stores, including 

raw materials and finished parts, in Costing Systems. Should the Stores be 

charged out at cost or current market prices ? In the latter case, how do you 

propose to reconcile your Stores account in the Costing System with your 

Stock account in your financial statement ? (Incorporated Accountants.) 

241. Taking an ordinary financial trading account, marshal the items 

into groups representing;— 

(a) Manufacturing Expenses. 

(b) Administrative Expenses. 

(c) Selling Expenses. 

(Incorporated Accountants.) 

242. DEPARTMENTAL COSTS DISTRIBUTION. 

— 1 Tolal. A. Dept. 
i 

13. Dept. C. Dept. 

£ £ £ £ 

Meterial Consumed . ... 
Stores . 
Wages—Direct. 

20,000 
4,000 

15,000 

9,000 
1.500 

! 10,000 

7,000 
1,000 
3,000 

4,000 
1.500 
2.000 

Prime Cost . 
Works Charges: 

Rent, Rates, etc, 
Insurance: 

Plant . 
Stock ... ... . 

Power Charges . 
Depreciation . 
Indirect W'ages ... . 

39,000 

500 

50 
40 

700 
500 

3,000 

20,500 

250 

25 
10 

300 
200 

1,500 

11,000 

150 

20 
20 

250 
100 

1,000 

7,500 

100 

5 
10 

150 
200 

1 500 

Total Works Cost . 
Office and Administration Oncost ... 

43,790 
4,210 

22,785 
2,115 

12,540 
1,160 

mm 
■H 

48,000 24,900 wsm 
Output in Articles . 5,000 2.500 1,700 800 

From the above details which relate to a manufacturing concern, you 

are required to ascertain 

(а) The total and departmental cost per unit of output. 

(б) The total and departmental percentage of works oncost, cal¬ 

culated on the basis of direct wages. 
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(c) The total and departmental percentage of office and adminis¬ 

tration oncost, calculated on the basis of total works oncost. 

Assuming that departmentalization is impracticable, what 

would be the result with regard to each of the above per¬ 

centages ? (All calculations may be made to the second 

decimal place). 

CHAPTER XV. 

INDIAN INCOME TAX. 

Income Tax Accounts. 

243* From the following particulars ascertain the Net Tax payable 

by X, Public Accountant :— 

Rs. 

Audit Fees . — ... 20,000 

Legal Accountancy Work Fees . ... 4,000 

Office Expenses (Including Income Tax Rs. 1,000) ... 9,000 

Subscription to concerts .   20 

Rent from sub-letting office rooms .  100 

Annual Subscription as Fellow of his Society . 25 

Salary as Lecturer (taxed at source at 6 pies) . 2,325 

Gross annual letting value of his bungalow where he 

resides . 4,800 

Net Fire Insurance Premium and ground rent on above... 305 

Articled Clerk’s Premia ... ... . 2,000 

Dividends ... ... ... ... . ... 580 

244. Harilal, Framji and James are in partnership having interest in 

the firm as follows :— 

Partner. Share. Capital. 

Rs. 
Salary. 

Rs. 

Harilal ... ... 1/2 30,000 900 
Framji ■ * * ... 1/3 30,000 300 
James . 1/6 Nil 450 

Interest on Capital to be calculated at 5 per cent, per annum. The 

partners have no other sources of income. The Profit and Loss Account 

of the Firm is given below. Ascertain the taxable income of the firm and 

the amount of tax borne by each partner assuming that the partnership is 

unregistered. 
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PROFIT AND LOSS ACCOUNT. 

Rs. Rs. 
To Fire Insurance Premium. 90 By Gross Profit . 23,550 
,, Rent . ••• 2,700 ,, Bank Interest . 90 
,, Interest on Capital ... 3,000 ,, Profit on Sale of Invest- 
,, Salaries and Wages ... 2,370 | ments-*. . 150 
,, Partners* Salaries ... 1,650 I ,, Bad Debts, Dividends ... 210 
,, Office Expenses ... ... 2,880 i „ Discounts . 270 
,, Income Tax . 240 | 
,, Net Profits transferred to | 

Capital Accounts ... 11,340 i 

Total ... 24,270 | Total ...24,270 

245. The following is the Profit and Loss Account of A, 13, and C, 

who share profits and losses in proportion of 1/2, 1/3 and 1/6 respectively. 

You are requested to ascertain the statutory income of the firm as well as 

of each of the partners, for assessment of Income Tax and Super Tax 

assuming that the partnership is registered with the Income Tax Officer. 

Rs. Rs. 
To Salaries. 36,120 By Gross Profit .2,10,000 
„ Rent . 18,000 , 

Office Expenses 4,800 
„ Bad Debts . 2,400 
,, Interest on Loan ... 1,800 j 
,, Salaries :— j 

A ... 18,000 
B .12,000 

- 30,000 
,, Improvement to building 7,200 
I, Loss on sale of old 

machine . 1,080 
„ Interest on Capita] 

A .6,000 
B ... ••• 7,200 
C .3,t>00 

- 16.800 
,, Net Profits . 91,800 

Total ...2,10,000 Total ...2,10,000 

During the same year, A received Interest from Investments Rs. 34,800 

(net), B Rs. 2,175-0-0 (net), and C Rs. 1,740 (net). A had also assessable 

income of Rs. 24,000 from Property, and C incurred a loss of Rs. 18,000 in 

some other basinets. A and B pay an annual Life Premium of Rs. 3,000 

and Rs. 6,000 respectively.—(B. Com. 1926). 
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246. From the following particulars supplied to you by B. Vasanji, 

determine the amount of Refund claimable by him in respect of his income 

and expenditure for the last year 

He owns properties, the Municipal rental value of which is— 

Rs. 55, 134 ; He pays Ground Rent Rs. 4,912 and Insurance Premium 

Rs. 1,120 in respect of these properties. He received during the year 

Rs. 14,520 as Interest on Government Notes (free of tax); Rs. 708 as 

Interest on Government Notes (less tax) ; and Rs. 50,668 as Dividends from 

Joint Stock Companies on Shares owned bv him. He received Rs. 5,225 as 

income from a registered firm in which he is a partner. He received 

commission as an agent to an Insurance Company, Rs. 6,818 (not taxed). 

He received Rs. 75,728 from Debtors as interest and paid Rs. 1,78,342 

as interest to his creditors. His Household Expenses were Rs. 50,000.— 

(B. Com. 1927). 

247. What is “obsolescence allowance** under the Income-Tax 

Act, 1922 ? 

A bought a knitting machine for business use for Rs. 12,000 on 1st 

January 1920 and was allowed a depreciation allowance of 5 per cent, per 

annum by the Income-Tax Authorities up to 31st December 1923, when 

having failed in business, he sold the machine to B for Rs. 5,000. 

B used the machine in his business up to 31st December 1926, during 

which period he was allowed the usual 5 per cent, depreciation allowance. 

On 31st December 1926 he sold away the machine as having become obso¬ 

lete, for Rs. 2,000. 

What is the amount of obsolescence allowance (if any) that may be 

claimed by (1) A, (2) B ?—(B. Com. 1927). 

English Income Tax. 

248. A has an Investment Income of £200 (less Tax) and another of 

£100 ; he is a married man with 3 children, two under the age limit, one 

being the recipient of a scholarship of £40; the third, though of over age 

receives a full time training at school; he supports his aged mother ; his 

wife has a French Investment Income of £100 gross (French Tax 20%) ; 

she earns by part time tuition £75 ; A pays Life Premium on his wife’s 

life £50 ; A made a profit on sale of Investments £50 ; he owns a pro¬ 

perty major part being used for business purposes and part of it as a 

residence whose gross annual value being £100 : his business income as 

agreed with the Commissioners for the year 1924 is £2,000, 1925, £2,500 

the following is his 1926 income 

16 
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PROFIT AND LOSS ACCOUNT. 

£ £ 
To Salaries ••• ••• ... 500 By Gross Profit . 3,500 
,, Printing & Stationery 75 „ Bad Debts recovered 35 
,. Bad Debts . 50 i, 5% War Loan Interest ... 50 
,. ,, Reserve 25 
n Donation to Hospitals ••• 
„ Subscription as a member 

25 

of his trade association ••• 10 
„ Stock destroyed by fire 

(risk covered by insurance 
£400) ~ . 600 

,, Depreciation 10% 50 
„ Interest on Capital 100 
„ Net Profit. 2,150 

£3,585 3,585 

Salaries include £25 to his son for assistance ; depreciation rate 

allowed by authorities 5%; prepare a return for the fiscal year 1927-28. 

249. Schedule A Income Tax is generally charged on and paid by the 

occupier of the assessable property. Do yon know of any 

exception to this rule ? 

Where the tenant pays the tax, what are his rights as to recovery of 

the tax from his landlord. Illustrate your answer by two examples, 

assuming that :— 

(a) The rent is £80 per annum, payable quarterly, and the net 

Schedule A assessment £62. 

(b) The rent is £100 per annum, payable quarterly, and the net 

Schedule A assessment £112. 

250. It is a general principle of the Income Tax Laws that expenses 

on account of Capital must be ignored in estimating the pro¬ 

fits liable to assessment. 

Mention three headings of expenditure which you might expect to find 

in the Profit and Loss Account of a Limited Company which would be 

disallowed as a charge for Income Tax purposes in accordance with 

the above principle, and state in each case the grounds on which the 

item mentioned is regarded as * Capital ’ expenditure. 

251 (a) What are the various reliefs and allowances granted to an 

individual before arriving at the taxable income f 

(b) Explain: Statutory Income; Fiscal Year; Assessable In* 

come ; Taxable Income ; 
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(c) State where a husband and wife have applied for separate 

assessment, how you would apportion between them the 

various allowances and reliefs to which they are entitled t 

(d) State what you know about: Life Assurance Allowance, 

giving an example as to how it should be adjusted. 

(e) To what relief an Englishman resident abroad is entitled to 

in respect of his English Income ? 

252. A, B and C are partners, sharing profits and losses half, third, 

and sixth respectively. The profits of the business for the last year were 

£2,700 as agreed with the Inspector of Taxes. 

A is married and has six children under 16 years of age. He pays a 

Life Assurance Premium of £22 on a policy dated 1912, and has private 

investments, taxed at source, producing £204 per annum gross. B is a 

bachelor. He pays a Life Assurance Premium of £5 on a policy dated 

1911. C is a widower with one child under 16 years of age, and his sister 

resides with him to take care of the child. He pays a Life Assurance Pre¬ 

mium of £12 on a policy dated 1915, and has a private income of £40 per 

annum gross, taxed at source. 

Prepare statements showing the net liability of each partner for In¬ 

come Tax for the current year. 

253. D and E are equal partners. The agreed assessable income 

from the business for Income Tax purposes for the current fiscal year is 

£1.080. D is a bachelor who has a private income of £80 per annum which 

he receives free of tax. E is married, has two children under 16 years of 

age and owns his house, assessed at £70 net. Prepare a computation 

showing the liability of each partner for Income Tax for the current year. 

254. F is a bachelor. His income as an Incorporated Secretary is 

£900 per annum with an annual bonus of 10 per cent., added. His life is 

assured for £2,500 under a policy dated 1st May, 1914, on which he pays a 

premium of £180 per annum. Show his liability for Income Tax for the 

current fiscal year. 

255. John Jones carries on a business as Outfitter. He lives over his 

shop and owns the premises himself. By agreement with the Inspector of 

Taxes, two-thirds of the rental value is allowed as a deduction from his 

profits, two-thirds of the rates, and one half of the charges for heating, 

lighting and water. 

The Profit and Loss Account prepared by Jones for the year 1925 was 

as follows 
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PROFIT AND LOSS ACCOUNT, 1928. 

£ £ 
ro Stock 31-12-24 2,517 By Sales ••• ... ... 15,175 
,, Purchases ...11,322 „ Stock 31-12-25 ... ... 3,190 
,, Carriage ... ... 127 ,, Dividends. ... 115 
„ Wages ... ... 1,940 
M Rates ... 72 
„ Water 14 
„ Heating and Lighting ... 66 
„ Shop Expenses ... ... 155 
,, Discount — ... 81 
„ Income Tax ... ... 243 
„ Net Profit .... ... 1,943 

18,480 £18,480 

The wages included £500 drawn by Jones as his own salary. The net 
schedule " A ” valuation of the premises was £99. The dividends were all 
•• less Tax,’* the " gross " income from this source being £140. 

In addition to the above sources of income, Jones owned Leasehold 
Property bringing in a rental value of £80 per annum (net shedule "A M 
valuation £64), subject to a ground rent of £12 per annum. 

Jones is a married man with three children under 16. 

Assuming the profits of the business, adjusted for the purpose of 
schedule “ D ” Tax, were £1,751 and £1,494 in 1923 and 1924 respectivly, 
you are required to submit, as nearly as possible in the official form, a 
copy of Jones' Income Tax Return for 1926-27,-and a copy of the schedule 
"D" Assessment for the same year. 

256. An English Company carrying on trade with France had 
money invested in several French Companies and also owned a block of 
French Government Bonds. The following is a summarised statement of 
the Company's Profit and Loss Accounts for the years 1923. X924 and 
1925. 

CREDIT. 

— 1923. 1924. 1925. 

£ £ £ 
By Gross Trading Profit . 15,193 12,074 14,365 
,, Dividends from French Companies. 
,, Interest French Government Securities— 

4,384 5,120 3,473 

24,000 hrancs @ 60 ... ... ••• 
24,000 ,, @ 80 ... ... 
24,000 „ @ 100 . 

400 
300 

240 
„ Bank: Deposit Interest (London). ... ... 35 25 

19,977 17,529 18,103 

You are required to calculate the amount of the assessment on the 
Company's profits for 1926-27, assuming the French Exchange for that 
year is expected to average 160. 
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257. Explain briefly the important change made by the Finance Act, 

1926, in the rales as to the basis of assessment of certain descriptions of 

income under Schedule (' D/) 

Show by means of simple examples the old and new methods of 

calculating assessable income under- 

fa) Case I, 

(b) Case IV (Foreign Securities). 

258. Explain shortly the provisions of the Income Tax Acts as to-*» 

(a) Wear and Tear of Machinery ; 

(b) Obsolescence. 

A Company, making up its accounts annually on 31st December, was 

granted a M Wear and Tear ” allowance of 5 per cent on the ‘'written 

down ” value of its machinery. On 31st December 1922, the written down 

value of the machinery was £35,000. On 31st December, 1923, a new 

machine was purchased for £3.000. On 31st December 1924, a machine 

bought on 31st December, 1918 for £2,000 was sold for £500 and not re¬ 

placed. On 31st December, 1925, a machine bought on 31st December, 

1918 for £4,C00 was scrapped as obsolete, realising £350, and replaced by 

a new machine costing £5,500. 

Calculate the Wear and Tear Allowances for the years 1923 to 1926 

and the allowance for obsolescence in respect of the machine replaced. 

How is this latter allowance made ? 

259. A Company has various Bonds deposited with its Bankers for safe 

custody, and on the respective interest dates the bank cashes the coupons 

and credits the proceeds to the Company’s account, less Income Tax. 

At what rate will this Tax bo deducted ? Illustrate your answer by 

giving examples of bonds or debentures of— 

(a) A British Company ; 

(b) A Company carrying on business abroad but registered in 
London; 

(c) A Foreign Government. 

CHAPTER XVI. 
MISCELLANEOUS. 
Average Due Date* 

260. A company is entitled to li% discount on quarterly accounts 

if paid within 7 days of the close of the quarter. It has been in the habit of 

accepting 3 months’ bills dated on the last day of the quarter for all these 

accounts. 
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The company on 1st January 1929, borrowed £900 at 5 per cent, with 

a view to saving the discounts. Assuming that the creditors at the end of 

the each quarter were 

March . £ 800 September . £ 960 

June — £1,120 December .. £1,000 

What advantage, if any, did the company gain during the year by 

this arrangement ? 

261. A merchant desires to ascertain the average date on which to 

draw for the total amount due, as follows :— 

June 5th, £355 9s. lOd.; July 8th, £466 16s. 8d. ; September 11th 

£229 14e. 7d, 

State the average due date, and show the process of working. 

262. A merchant has purchased goods the due dates of which are 

as under;— 
August 12th, £155 15s. 9d„ due on September 12th. 

Aug. 21st, £298 4s, 5d., ,, „ October 1st. 

September 23rd, £127 17s. 2d., „ ,, Novjpnber 1st. 

October 9th, £395 5s. 8d., ,, ,, November 19th. 

Payment is arranged to be made for the total amount at the average 

due date. What is this date ? 

263. E. Ellis, a partner in the firm of Forest & Co., has, during the 

year, drawn for his own use the following sums 

January 11th £25; February 15th, £15 ; March 18th, £28 ; April 13th 

£25 ; May 17th £22; June 20th, £25; July 23rd, £24 ; August 12th, £26 ; 

September 14th, £21; October 16th, £23 ; November 15th, £28 ; December 

21st, £35. 

He is to be charged interest at the rate of 5 per cent, per annum on 

the total amount at the average date. Ascertain this interest, and verify 

your answer:— 

(1) By means of the product method as in accounts current; 

(2) By calculating the interest on each item separately. 

Account Current. 

264. Jones and Brown dissolve partnership on 1st January and their 

Balance Sheet, after ail adjustments, was as follows 
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Balance Sheet as at 1st January. 

Liabilities. 
Rs. 

Sundry Creditors ... 1,277 12 6 
Capital Accounts 

Jones ... ... 3,000 0 0 
Brown . 2,000 0 0 

6,277 12 6 

Assets. 
Rs. 

Cash . ... 1,565 10 5 
Sundry Debtors ... 4,281 10 10 
Fixtures and Fittings .. 430 II 3 

6,277 12 6 

Brown is to take over the Fixtures at their book value, to allow Jones 

£ 700 for his share of the Goodwill, and to pay him the amount due as 

and when realised, interest to be brought into account at the rate of 5% per 
annum. The Debtors were realised at an average date of eight months, 

and the Creditors paid at an average date of five months, from the date 

of dissolution. Brown paid Jones £ 650 on 15th March, £ 650 on 15th 
June, £ 650 on 15th Sept, and the balance on 31st Dec. Draw up the Ac¬ 

count Current, and show the final payment made to Jones. 

265. From the following particulars construct an Account Current as 

at 25th April, reckoning interest at 5% per cent per annum, and show 

amount of cheque in settlement: 

M. Northoote in Aocount with S. Anderson & Co. 

£. s. d. 
' 

£. s. d, 

To your Draft 250 0 0 Apr. 18 By Cash as per 355 2 10 
at sight. Account sales J 

,, Charges as 22 ,, Ditto. 75 16 4 
per Account 127 17 11 
sales. 22 „ Proceeds as 

per Account 
,, Advertising. 1 15 6 sales due 238 18 11 

15th May. 
,, Our Com¬ 33 9 11 

mission. 

266. M. Bressloff of Liverpool dispatched goods to his agent, M. Good 

man of Calcutta, and the agent forwarded sale sheets as under:— 

Jan. 12th, £. 420 10s. 6d; Feb. 15th, £. 356 9s. lid; Mar. 21st, £. 238 

18s. lOd ; April 10th, £. 127 2s. 8d. 

The terms of payment were net cash in Liverpool two months from 

date of sale sheet. Remittances were made as follows :— 

March 10th, £250; April 10th, £150: May 6th, £250; June 15th, £350. 
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Settlement was to be effected half-yearly, on the basis of an Account 

Current with interest at the rate of 5% per annum. Draw up the Account 
Current and show balance due on June 30th. 

Capital Expenditure and Revenue Expenditure. 

267 A Limited Company has removed its business to now works, which 

have cost, including freehold land, £30,000. A portion of the Machinery 

and Plant, at an estimated value of £14,000, has been removed to the 

new works at a cost of £18,000. The remainder has been sold, showing 

a loss on the total book value of the Machinery and Plant of £3,200. The 

profits for the year, including the balance brought forward from the pre¬ 

vious year, after making provision for depreciation of 7£ % on the Machi¬ 

nery and Plant, are £4,500, without taking into account the above-named 

loss, and are about the normal amount of profits in previous years. 

State your views as to the proper mode of dealing with the cost of re¬ 

moval and the loss on the sale, and whether, apart from financial considera¬ 

tions, the Directors would be justified in declaring a dividend. (Chartered 

Accountants.) 

268. A fire destroyed part of the factory of George Dickson. The 

damage sustained was as follows :— 

Cost. F3ook 
Value. 

Amount 
Claimed. 

£ £ £ 

1. Machinery destroyed. • •• 3,500 2,950 3,200 
2. Machinery damaged. ... 1,200 1,100 360 
3. Stock destroyed . ... 4,850 4,000 4,750 
4. Stock damaged ... 1,000 1,000 400 
5. Expenses incurred in extinguishing 

fire ... ... ... ... 35 ... 35 

The claim was settled with the Insurance Company for £8,185 made 

up as follows: (1) £3,000; (2) £350; (3) £4,500; (4) £300; (5) £35. 

How should you record this settlement in George Dickson’s books ? 

(London Chamber of Commerce). 

269* A fire partially destroys a factory and damages a quantity of stock. 

The Insurance Company settles the claim thus : By a lump sum in lieu of 

rebuilding. By a further sum in respect of the beneficial interest of the 

insurers in the property during rebuilding. By selling the damaged stock 

to the insurer at an agreed sum, deducting such sum from the gross claim 

for loss of stock. The rebuilding is effected at a lower cost than was anti- 
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cipated, and a surplus remains. The damaged stock is disposed of at a 

profit. How would you deal with the results of these transactions if you 

were certifying as to trading profits ? (Chartered Accountants). 

270. State differences between Capital and Revenue Expenditure, 

giving examples. 

Receipts and Payments A/c. Income and 
Expenditure A/c. 

271. Pine and Maple are equal partners in practice as Architects. A 

trial balance extracted from their books on 31st December, 1928, is as 
follows:— 

£ £ 

Pine Capital account . ... ... 3.000 
Current account ... 200 
Drawing account . ... 1,200 

Maple Capital account ... ... 3,000 
Current account. .... m. 60 
Drawing accout. ... ••• 800 

Debtors and Creditors. ... 2,600 240 
Cash at Bank . . ... 3,220 
Articled Clerks’ Fees ... 500 
Rent . ... ~ 1,000 

Investments at 5% . ... ... 1,000 

Professional Fees . ... 5,160 
Interest on Investments (less Tax) ... ... 40 

Office Furniture. 450 

Salaries . ... 1,400 

Drawing Materials ... . ... 150 

Travelling • •• . 170 

General Expenses . ... 90 

£ 12,140 £ 12.140 
SBTiTii SBi. 

Prepare Income and Expenditure Account for the year ended 31st 

December, 1928 , and Balance Sheet at that date. 

The following adjustments are necessary:— 

Articled Clerks* Fees unexpired ... ..£400 

Interest on Capital 3% .... 

Depreciation on Office Furniture . £ 50 

Work in Progress at 31st December, 1928 ••• £700 

17 
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272* Indicate the difference between:— 

>/(I) Receipts and Payments Account. 

•^(2) Income and Expenditure Account. 

' (3) Revenue Account. 

v(4) Profit and Loss Account. 

273. A war charity fund received for the six months ended December 

31, 1916, £14,676 9s. 7d., and interest on investments, £180 19s. 

The administrative expenditure amounted to £3,838 10s. 6d., and 

included £1,699 5s. 10d., the cost and expenses of making appeals for 

funds. The expenditure on Relief amounted to £5,213 9s. lid., and on 

Loans to £781. The latter were not regarded as recoverable, but it was 

deemed advisable to leave the accounts open. At the commencement of 

the period there was £2,000 invested in 4i% War Loan which cost £l,977 

5s., and this was unrealised at the date you are instructed to prepare a 

Balance Sheet and Income and Expenditure Account (January 1, 19171. 

The cash at the Bank at July 1, 1916, was £505, and at December 

31, 1916, the various committees were authorised to spend up to the 

following limits : A, £3,416 4s. 2d. ; B, £2,800 3s. lOd. ; C, £l,100 

5s. 2d. 

Add to the accounts a report expressing your opinion on the situation 

as disclosed by them. (Incorporated Accountants.) 

^274. From the following particulars compile the accounts for the 

year ending December 31, 1910, to be submitted to the annual meeting of 

the members of a golf club. 

£ s. d 

1. Entrance Fees and Subscriptions received on account of 

1909 (these were estimated at £9 9s.) . ... 10 10 0 

2. Subscriptions received on account for 1910   1,050 0 0 

3. Entrance Fees received on account for 1910 ... ... 73 10 0 

4. Entrance Fees and Subscriptions received on account for 

1911 • •• •». ... ... •«. ••• ••• 52 10 0 

5. Locker Rents received for 1910   35 0 0 

6. Green Fees received for 1910   120 0 0 

7. Expenses, including Rent, for 1910 (of these £800 have 

been paid) — . 900 0 0 

8* Liabilities of 1909, paid in 1910 (these were estimated at 

£70). . *•* ••• ••• 60 0 0 
9. Subscriptions owing for 1910* £21 taken as ... 12 12 0 
10. Stock (House Account), 1910 ... .- ... 160 0 0 
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£. e. d. 

11. Capital Expenditure, including Lease, 1909   1,000 0 0 

12. Capital Expenditure in 1910. . 200 0 0 

13. Capital Expenditure written off . 250 0 0 

14. Profit on House Account, including refreshments after 

providing for the Staff . 50 0 0 

15. Cash in hand . 124 18 0 

16. Renewals paid in 1910   91 3 0 

17. Interest paid in 1910 . -. 20 0 0 

18. Loan on security of the Lease. 500 0 0 

19. Surplus from 1909 account . ••• ... 494 0 0 

20. Fee to Treasurer’s Clerk for 1910, not paid . 20 0 0 

(Chartered Accountants.) 

275. From the following particulars, prepare Revenue Account and 

Balance Sheet of the “ Green Lanes” Golf Club for the year ended 31st 

December. The Club's Articles of Association provide that half of each 

original member’s subscription, and the entrance fees of other members 

are to be credited to Capital, and half of any surplus of Revenue is to be 

placed to a Reserve Fund. 

Receipts for the year.—Subscriptions from 140 original members at 

£5 5s. ; 220 Additional Members’ Entrance Fees at £l Is., and Subscrip¬ 

tions at £5 5s. Interest on deposit, less tax, £10 3s. 4d. Sales of Provi¬ 

sions and Liquors. £637 18s. 2d. Half-year's Grazing Rent to 30th June at 

£45 per annum. Loan, £900 at 4 per cent. 

Payments for the Year.—Club Manager’s Salary, £. 250. Greenkeeper’s 

Wages, £l50. Rent, £550. Interest on Loan £36. Cost of Annual Dinner, 

£100. Sundry Expenses, £53 8s. Id. Taxes and Insurance, £72 13s. 8d. 

Servants' Wages, £58 5s. Fuel, Lighting and Cleaning, £53 10s. lid. 

Liquors and Provisions purchased. £873 16s. 4d. Furniture purchased, £55 

13s. 6d. Furnishings purchased, £25 10s. 2d. Repairs as per plumber’s 

accounts, £5 2s. 7d. Repairs as per joiner’s accounts, £7 3s. 4d. Printing 

and Stationery, £38 15s. 9d. J. Jones, builder (Club Premises Account, 

£275 15s. 4d. A. Brown, junior (Club Premises Account), £520. 10s. 

R. Roe architect (Club Premises Account), £120. T. Tims, painter (Club 

Premises Account), £52 10s. 6d. 

On 31st December, the Cash in hand was £. 27 10s 8d., the Cash at 

Bank, £. 95 5s. 8d; the Cash on Deposit @ 4%, £. 270 ; the Stock of Provi¬ 

sions and Liquors, £. 286 14s. 9d. 

Charge Depreciation on the total cost of Club Premises at 3 per cent* 

on Furniture at 2£ per cent., and on Furnishings at 15 per cent* 
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276. Discriminate, in the following cases, between " capital" and 

“revenue" expenditure respectively 

(a) Purchase of Leasehold Premises. 

Annual Depreciation of Lease of same. 

Annual Repairs to same. 

Annual Ground Rent of same. 

(b) Installation of Heating and Ventilating Apparatus. 

Annual Charge for maintenance of same. 

(c) Purchase of Additional Furniture. 

Annual Depreciation of same. 

Annual Repairs to same. 

(d) Purchase of Patent Rights. 

Annual Depreciation of same. 

Annual Renewal Fees for same. 

(e) Sale of old Machinery (depreciated value in books. £275) for 

£80 and purchase of new Machinery £l,050 in place of it. 

(f) Purchase of Second-hand Pumps (additional). 

Wages paid to own workmen to fix same. 

Immediate Repairs to make same efficient. 

Coat of immediate painting of same. 

~/277. From the following particulars make up a Receipts and Pay¬ 

ments Account for the year ending 31st December :— 

£ s. p. 
Cash in hand and at bank 1st January. ... 274 13 0 
Subscriptions for the year . ... 46 10 6 

Purchases of Furniture during the year . ... 25 15 6 

Stationery and Printing during year ... ... 14 13 2 

Postages and Petty Expenses during year . ... 10 9 8 

Receipts from sale of Tickets for Annual Dinner ... 66 10 6 

Expenses of Annual Dinner and Entertainment ... 47 2 10 

Grants made for benevolent purposes. ... 15 15 0 

Engraving Coat of Arms. ... 3 3 0 

Interest on Bank Deposits . ... 3 10 5 

Hire Purchase System. 

278, A Colliery Company Hires Wagons on the Hire Purchase System 

over a term of two years starting on 1st January, 1907. The Instalments 

of Rs. 4,000 each arc payable half-yearly. The present Cash Value of 

the Wagons is Rs. 14,870, and the Wagon Company charge interest at the 

rate of 6% per annum, working on half-yearly rests. 
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Draft the necessary Journal Entries to record these transactions in the 

books of the Colliery Company. Prepare also the Wagon Account for the 

Four half-years. 

”^79. On January 1. 1923 the East West Colliery acquired on hire- 

purchase terms from the Bath Wagon Company fifty wagons on a five 

years’ agreement at £10 per wagon per annum, the instalments to com¬ 

mence on December 31, 1924. The rate of interest involved may be taken 

to be 6% per annum. Wagons are to be depreciated at 6% per annum 

on the diminishing balance. Show the wagons account and the account 

of the Bath Wagon Company in the Colliery’s books. 

280. A and B, colliery proprietors, take a twenty-one years' lease at 

a dead rent of £600 per annum, merging into a royalty of Is. a ton. The 

dead rents are recovered out of royalties paid within five years. 800 tons 

were raised the first year, 4,600 the second year, and 75,000 the third year. 

100 colliery wagons were purchased on the hire-purchase system, by 

which the wagons, at the end of ten years, became their absolute property 

in consideration of 15s. a month for each wagon. It was assumed by the 

firm that each wagon would be worth £40 at the end of the ten years. 

Show the Ledger Accounts for Dead Rents, Royalties, Purchase of wagons 

for the first three years. 

^81. A certain steam plant can be purchased for cash for £l,005, or 

by instalments as follows : — 

On delivery £200 ; after three months £300 ; after six months £400 ; 

and after twelve months £200. 

If A buys a plant on the instalment plan, what entries should he make 

in his books ? What rate of interest per annum is he paying by baying the 

plant on the instalment system ? 

282. The Hard Coal Colliery Company, Ltd., agreed to purchase 

from the International Wagon Company, Ltd., 100 railway wagons, at 

the price of £50 per wagen* paying for the same by half-yearly instalments 

of £300, such instalments to include interest on the unpaid purchase money 

at the rate of 7 per cent, per anuum. 

The date of the purchase was January 1st, and the first half-yearly 

instalment was due July 1st. 

Write up the Hard Coal Colliery Company's Account in the wagon 

Company’s books for three years, and also write up the Wagon Account 

in the colliery company's books for (he same period. (Chartered Accoun¬ 

tants.) 
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Contract Aoooant. 

283. State your views on the advisability or otherwise of taking esti¬ 

mated profits or losses on unfinished contracts into account at the close of a 

Company's financial year. 

284. The Contract Ledger of a Company showed the following expen- 
ditureon account of Contract No. 1 at 31st December, 1909:— 

Materials . 
Plant . 
Wages . 
Establishment Charges 

£ s. d. 
60,000 0 0 
10,000 0 0 
82.200 0 0 

4,300 0 0 

£156,500 0 0 

The Contract was commenced in January, 1909, and the Contract 

price was £300,000. Cash received on account to date was £120.000, 

representing 80 per cent, of the work certified for, the remaining 20 per 

cent, being retained until completion. The value of materials on hand and 

work finished but not certified for was £5,000. 

Prepare an account in respect of the Contract, showing the profit to 

date, assuming Depreciation on Plant at 10 per cent, per annum, and state 

the proportion of profit the Company would be justified in taking to the 

credit of Profit and Loss Account. 

Voyage Account. 

285. The S.S.Tukaram started on April 1st on a voyage from A to I 

and thence to London. Freights were earned as follows : — 

With timber to B, Rs. 2,946, with coal to C, Rs. 8,655, with sugar 

to D, Rs. 3,198, with cotton to E, Rs. 2,783. The Tukaram reached 

London on 31st October. The port charges and disbursements, and sundry 

expenses were:—At A, Rs. 856 at B. outwards, Rs. 1,316 at C, Rs. 516 

at D, Rs. 638 at C return, Rs. 61, at E, Rs. 10, at D return, Rs. 1,108, at F, 

Rs. 49, at G, Rs. 469, at H, Rs. 306 at I, Rs. 56, at London, Rs. 786. The 

managers* Commission amounted to Rs. 1,234. 

During the voyage the Wages amounted to Rs. 1,485 and the Coal 
bill to Rs. 2,365. The premiums for general insurance were at the rate 
of Rs. 2,520 per annum, and for leaving H late in the season an extra 
insurance of Rs. 372, was charged. The insurance on freights and other 
items was Rs. 326 for the whole voyage. 

A balance of Rs. 225 profit was brought forward from the previous 
voyage, and a sum of Rs. 187 (representing unused stores and provisions) 

is to be carried forward to the next voyage. 
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Make up the voyage account, and show the amount of dividend received 

by the owners. 

286. The "Glenisla Steamship" Co., Ltd., owns one "tramp steamer,** 

the ss. Glenisla, 2,211 tons gross register, which was chartered on 27th 

February as follows 

Cardiff to Genoa with Coal at 8s. 9d. per ton* 

NOTE.—The charter stipulates for an address commission to the 

charterers of 2 per cent, on the freight, payable on signing Bill of Lading 

together with a brokerage of 5 per cent to the charterers’ agents, of which 

one-third is repayable to the vessel. 

Agua Amarga (Spain) to Barrow with Ore at 8s. 3d. per ton. 

NOTE.—Address commission of 2\ per cent on freight payable to 

charterers, and a brokerage of one-third of 5 per cent payable to charterers 

agents on signing charter. 

The vessel was insured at Lloyd’s on the previous 29th April, the 

inclusive premium for one year being £1,952 10s. 8d., and the managing 

owners' remunertion was fixed by the Articles of Association at 2s. 6d 

per gross register ton per aunum. 

The voyage commenced on 9th March, and the following are the parti¬ 

culars from which the accounts are to be made up:— 

s. d. 

Freight on 3,190 tons Coal to Genoa, and freight on 3,660 

tons Ore to Barrow: — 

Stores Accounts. . 162 8 1 

Port Charges, Trimming, etc., Cardiff ..* ... — 121 2 3 

Captain's Accounts for Harbour Wages, etc., Cardiff ... 64 7 6 

Bunker Coals, as per Engineer’s Receipt-279 tons at 9s.; 

154 tons at 8s. Hid. 

Discharging at Genoa. 93 15 3 
Agents' Disbursements, Genoa, deducted from frcigR 

remitted (exch. 27.22), lire 3012.80 

Captain's Expenses, Genoa . — ••• 7 19 0 

Stevedore at Agua Amarga, loading 3,660 ton?Jrc — 10 0 

Dispatch Money     — 213 13 4 

Interest on Advance . ••• ••• *0 *9 9 

Captain's Expenses . . 5 15 9 
Agents' Accounts for Port Cha^8’ Agency, ctc., exclu¬ 

sive of address Commission Brokerage (exch.26.75), 

Pesetas 2,964.88. 
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Bunker Coals at Portland, 20 tons at 18s. 6d., and Port 

Charges, £3 2s* 

Port Charges, Discharging and Dispatch Money at Barrow 423 7 6 

Captain's Portage Bill.*     168 6 8 

Overlookers' Expenses.   4 5 0 

The voyage, terminated on 28th April. 

Prepare the Voyage Account, showing the net profit or loss. (Charter¬ 

ed Accountants.) 

Marine Insurance Fund* 

287. The Turbine Steamer Company, Ltd., owns a fleet of fourteen 

steamers trading to the Eastern seas. These boats are at present insured in 

the ordinary way at Lloyd's ; but the Company desires to effect its own 

insurance for the future. Explain briefly what steps should be taken to 

inaugurate an internal marine insurance fund, and state what entries 

would appear in the books and annual accounts of the Company when the 

fund was in operation. (Royal Society of Arts). 

Royalties* 

288. The lease of a colliery is granted upon the basis of a royalty of 

6d* per ton on the coal raised, subject to a minimum rent of £l,000 per 

annum;.the tenant has power to recoup short-workings during the first five 

years of the lease, but not afterwards. 

The output is as follows :— 

(1923) First year.- ••• — 20,000 
(1924) Second year .. 30,000 

(1925) Third year. 35,000 

(1926) Fourth year. 45,000 

(1927) Fifth year. — 50,000 

(1928) Sixth year. ... 100,000 

289. The Bengal Coal Company are lessees of a mine on a royalty of 

eight annas per ton of coal raised, with the " Dead Rent " of Rs. 40,000 

per annum, and power to recoup '* short workings " during the first five 

years of the Lease. The output for the first five years was as follows :— 

1st Year 

2nd „ 

3rd „ 

4th 

5th 
it 

M 

10,000 

48,000 

80,000 

120,000 

120,000 
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Write up the "Dead Rent,** the "Royalties,” the “Short workings M 

and the * Land Lord’s ’ accounts in the Company’s Ledger. 

290. A lead mine is leased by A to B for a period of years at the dead 

rent of £300 per annum, merging into a royalty of 10s. per ton on all ore 

gotten. In the first five years this tonnage is as follows : First year, 958 

tons : second year, 234 tons ; third year, 615 tons ; fourth year, 430 tons : 

fifth year, 28 tons. B pays on account in the first year £300, and in the 

second year £50 (and has made no further payments to A during the five 

years). Prepare the necessary personal and nominal accounts in B’s 

Ledger, showing these transactions, and bringing down balances, if any. 

(Incorporated Accountants). 

291. The Coal Mine Company Ltd., took a lease of a colliery from G 

Risch for 99 years from September 29th, at a ground rent of £50 a year, 

payable half-yearly, and a royalty of 6d. per ton, with a minimum royalty 

of £80 a year, payable half-yearly. During the first year the Company 

raised 2,500tons, and during the second year ended September 29th, 4,000 

tons. The several amounts to G. Risch were paid twenty-one days after 

becoming due. Write up both Personal and Xomintl Accounts, and 

balance them at the end of each year. (Chartered Accountants). 

292. A colliery company acquires a lease of a mineral area for a 

term of sixty years at a minimum certain rent of £500 per annum, merging 

into a royalty of 6d. per ton on coal worked in periods, each of three years. 

Assuming the royalties on coal worked during the first year amounted to 

£100, in the second year £400, and in the third to £700 (leaving £300 of 

certain rent forfeited), make Journal and Cash Book entries, and post to 

Ledger accounts on the basis of the first two years’ rent having been paid 

at the end of each year, and the rent of the last year being unpaid, showing 

the amount chargeable to Profit and Loss in each year. (Chartered 

Accountants*) 

293. The R Colliery company, Ltd., leased a properly from A at a 

royalty of Is. 6d. per ton, with a minimum rent of £2,000 per annum. 

Each year’s excess of minimum rent over royalties is recoverable out of 

the royalties of the next five years. 

In the event of a strike and the minimum rental not being reached, the 

lease provided that the actual royalties earned for the year discharged all 

rental obligation for that year. 

The results of the working were as follows: First year of the 

Company, ended December 31st 1905, actual royalties, nil; year ended 

December 31st 1906, actual royalties, £650 ; year ended December 31st 1907, 

18 
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actual royalties £1,850; year ended December 31st 1908, actual royal¬ 

ties, *$2,250; year ended December 31*t 1909, actual royalties £2,800; year 

ended December 31st 1910, actual royalties, £3,500; year ended December 

31st 1911 (strike), actual royalties, £1,900; year ended December 31at 1912, 
actual royalties, £3,000. . 

Write up the Minimum Kent Account and the Royalties Account, show¬ 

ing the amount charged to Profit and Loss Account each year. (Chartered 

Accountants.) 

Loose Leaf Ledger. 

294. State what you consider to be the advantages and disadvantages 

of Card Ledgers, giving particulars of the system and describing methods 

adopted for detecting missing and misplaced cards. (Central Association 

Accountants). 

295. What special precautions do you advise when Loose-leaf Ledgers 

are used ? (Incorporated Accountants.) 

Depreciation. 

296. From what different sources does Depreciation arise ? On what 

basis should it be calculated in connection with (a) Machinery; (b) 

Leases; (c) Loose Tools ? 

297. The A. B. Company, Ltd., purchase a lease for £1,000 which has 

'5 years to ran. It is decided to raise Sinking Fund on a 5% basis to provide 

for this depreciation. Show the necessary accounts in the books for the 

5 years (T80975at 5% for 5 years = £1). 

298. Your Directors desire to provide funds for the purchase of a new 

lease at the expiration of the current lease 15 years hence. 

Write a short report to your Board describing two alternative methods 

of providing the necessary funds, and state which method you would 

advocate, and why. 

299. The Company to which you are Secretary, has a certain sum ¥ 

money invested in different funds, the market price of which flu* ate*. 

How should these fluctuations be dealt with when preparing the /.rnraal 
Accounts ? 

300. Briefly describe three methods of providing for depreciation, and 

state which method you would apply to each of the under-mentioned 

assets, and why: Lease of factory (24 years unexpired). Printing machine 

(five years' expected "life"). Freehold building (in a good state of repair). 

(Chartered Accountants.) 
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301. In preparing the Profit and Loss Account of a manufacturing 

firm, what different methods are there of providing for the waste of an 

asset owing (a) to wear and tear, as in the case of machinery; or (b) 

effluxion of time, as in the case of a building erected upon lease hold land? 

What method do you favour for providing for such waste, and why ? 

State briefly what entries would be required to carry your suggestions 

into effect ? (London Chamber of Commerce.) 

302. State shortly, what considerations would guide you in arriving 

at the depreciation to be written off the following assets : Fixed Plant and 

Machinery ; Loose Plant and Tools Leasehold Property, the lease having 

thirty years to run; Models and Patterns. (Chartered Accountants.) 

303. What considerations should govern the amount to be provided (if 

any) for the depreciation of, or reserve on, the following assets appearing 

in a Balance Sheet; (1) Goodwill; (2) Leasehold Land and Works erected 

thereon; (3) Fixed Machinery and Plant, including engine power; (4) Loose 

Tools; (5) Book Debts; (6) Investments in gilt-edged and other securities; 

(7) Amount expended on partly completed contracts ? (Chartered Ac¬ 

countants.) 

304. State concisely what you understand by each of the following: - 

Sinking Fund; Debenture Redemption Account; Capitalised Profits; Re¬ 

serve Fund; Reserve Account. (Incorporated Accountants.) 

305. Enumerate a few assets, the wastage of which is, in your opinion, 

more suitably provided for by the creation of a Sinking Fund invested out¬ 

side the business than by the ordinary methods and application of 

depreciation. (Chartered Accountants.) 

306. The value of a lease which has five years to run is £500. Show 

the working of a Sinking Fund on a 5% basis in the books of the business, 

having regard to the fact that 0TS0975 of a pound annually invested at 

compound interest will amount to £1 at the end of five years. (Central 

Association Accountants.) 

Single Entry. 

307. You are instructed by W. Robertson who keeps his books by^ 

Single entry, to prepare a Trading and Profit and Loss Account for the 

year ended 30th September 1920, together with a Balance Sheet as at that 

date. 

Upon analysing the cash book for the year, you find the follow¬ 

ing vis.:— 
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Rs. 
Bank Overdraft at 1st October 1919 . 8,000 

Interest on above and Bank charges . 150 

W. Robertson’s Drawings  . 4,000 

Manager’s salary .   2,000 

Salaries and Wages. ... 15,000 

Other Business Expenses ...  15,800 

Paid to Trade Creditors . 30,000 

Balance at Banker’s 30th September 1920 ... 4,850 

Balance in hands of Cashier ... ... ... ... ... 150 

Received from Trade Debtors . 50,000 

Received from Cash Sales ... ... . ... 30,000 

W. Robertson—Capital at 1st October 1919 . 70,000 

His stock on hand on 1st October 1919 was Rs. 18,000 
and on 30th September 1920 ... ... . 20,440 

His creditors on 1st October 1919 was Ks 16,000 and on 30th 
September 1920  lliOOO 

His debtors on 1st October 1919 was Rs. 44,000 and on 30th 
September 1920   60,000 

His furniture on 1st October 1919 was Rs. 2,000 and on 3Cth 
September 1920     2,000 

His business premises on 1st October 1919 was Rs. 30,000 and 
on 30ih September 1920 . 30,000 

You are to allow 5% interest on the Balance of Capital at 1st October 

1919, to reserve Rs. 3,000 for Doubtful Debts, and to charge 5% deprecia¬ 

tion on Business Premises and Furniture. 

In addition to the salary of Rs. 2,000 already paid to the Manager he 

is entitled to a Commission of 5% upon thd Net Profits, after charging such 

salary and commission. 

Make provision for this commission, and prepare the accounts as 

instructed. 

^308. On January 1st 1919 A took B into partnership. A*s books were 

kept by single entry, and the following statement as on the above date 

showed his position as follows : — 

Liabilities. Assets. 

Sundry Creditors 
A’s Capital . 

£ 
... 1,600 

2,600 
Sundry Debtors 
Stock-in-Trade 
Fixtures and Fittings ... 
Cash at Bank and in hand 

£ 
... 2,500 
... 1,000 
... 500 
... 200 

/ 4,200 £4,200 
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It was agreed that B. should not draw on account of profits more 
than £250 per annum, until he had paid to A a premium of £400 out of 
his share of profits in excess of £250, A's capital was to be £2,600 as 
shown above, the new firm taking over the Assets and discharging the 
liabilities. B was to bring in £500, which he did on 1st January 1919, 
The partners were to receive 5 per cent, interest on their Capitals, and the 
profits or losses were to be divided—A two-thirds and B one-third. A's 
drawings were: 1909, £600; 1910, £540; 1911, £580. B drew £250 
each year. 

The position (apart from Capital) on 31st December 1909, 1910, and 

1911 was as follows:— 1909. 1910. 1911. 

Assets.£5,000 £4,950 £5,700 

Liabilities . 1,750 1,500 1,600 

Amounts due from B to A in respect of premium were to be trans¬ 
ferred from his Capital Account to A's Capital Account. 

Make out a statement showing profit or loss for each year, and write 
up the partners’ Capital Accounts. 

Also show the position of A and B as regards the premium. 

~/309. The following is the Balance Sheet of D, a manufacturer, on 30th 
June, 1916. 

Liabilities £ £ Assets £ £ 

Sundry Creditors for 
Goods (net) ... 6,500 

„ Wages. 140 
„ Travelling Ex¬ 

penses ... 85 
6,725 
2,400 

13,150 

Freehold Buildings.. 
Plant & Machinery.. 
Cash in hand 
Sundry Debtors ... 5,200 
Less estimated dis¬ 

counts . 400 

4,500 
3,300 

75 

Due to Bankers 
D's Capital. 

4,800 
9,600 Stock . 

£22,275 ' £22,275 

His books are kept by Single Entry, and the following is an 

of his cash transactions for the year ended June 30, 1917 :— 

analysis 

Receipts £ Payments. £ 

In hand, June 30th 1916 ... 
From Bankers . 

„ Customers. 
Additional Capital. 

75 
19,180 
20,645 

2,000 

Bankers . 
For Goods . 
„ Wages .~ 
„ Carriage Inwards 
„ Carriage Outwards 
Salaries. 

,, Travelling Expenses 
,, Trade Expenses 

Private Drawings ... 
In hand June 30, 1917, 

21,300 
. 9,125 

5,900 
440 
100 

. 1,250 
550 
750 

1,800 
85 

£41.900 £41,900 
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His bankers have debited him with £120 for interest and bankers’ 

charges not included in the foregoing cash statement. On June 30, 1917 

he owed to sundry creditors net for Goods £5,600 for Wages £70, for 

Trade Expenses £145, and for Carriage Outwards £100. The value of the 

Stock wag £10,400. The Sundry Debtors amounted to £6,500 but of these 

£400 were bad, and the estimated discounts on the good debts were £450. 

The discounts allowed during the year on receipts from customers amount¬ 

ed to £1,450. The rate of Depreciation on the Buildings was fixed at 2% 

per annum, and on the Plant and Machinery at 10% per annum. Prepare 

Balance Sheet on June 30, 1917 and Trading and Profit and Loss Account 

for the year, ignoring interest on Capital and on drawings. 

Hotel Accounts. 

310. Sketch a rough ruling suitable for a Visitors' Ledger at an hotel. 
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Free of Tax Dividends, 510 

Income from Property 512 and 

Trade, 515 

Interest on Loans and Deben¬ 

tures, 509 

Interest on Securities, 509 

Investment Income, 509 

Joint Hindu Family, 529 

Joint Stock Companies, 532 

Life Assurance Premiums, 507, 

518 

Partnerships and, 527 
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