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BOOK-KEEPING.

A COURSE OF LECTURES ON BOOKKEEPING, WITH SPECIAL REFERENCE TO JOINT STOCK
COMPANIES.

The first of a series of six lectures on “Bookkeeping'’ ucuvered at a meeting of the members of the Institute of
Secretaries, held Wednesday, Jan. 6, 1897, at Winchester House, London, by Mr. Lawrence R. Dicksee, F.CA.

In dealing with so extensive a subject
as bookkeeping in the limited time pre-
scribed by the present course of lectures,
it becomes necessary for me either to
leave unmentioned many points of con—
siderable importance which would be
particularly useful to you as company
secretaries, or else to assume a certain
amount of preliminary knowledge of
bookkeeping on your part. Itake it for
granted that I am justified in assuming
some such knowledge, but it is a very
difficult matter for me to fix the precise
amount, so that upon the one hand I
may not be occupying time needlessly
upon elementary matters with which
you are already well acquainted, while
on the other I do not commence my
course so over the heads of some of my
audience that it is impossible for them
to derive that benefit from this course of
lectures which is hoped for. Under these
circumstances I have decided, at the
risk of appearing tedious to the better
informed of you, to commence absolute-
ly at the beginning, but to cover the
earlier part of the ground very quickly.
By this means I hope that even those of
you who know very little of bookkeep—
ing may notbedeterred from continuing
your attendance on account of thecourse
being too advanced, while, should my
preliminary remarks not be exhaustive
enough to enable you to obtain that grasp
of the fundamental principles of book-
keeping which is so essential for the prop
er comprehension of its later develop-
ments, I may be allowed to suggest that
between this lecture and the next you

might with advantage study the first
two parts of my ‘‘Bookkeeping for Ac-
countants’ Students,” which I think will
give you all the information you require
and perhaps alittlemore, On the other
hand I venture to think that even those
of my audience who are already capable
bookkeepers will not really be wasting
their time if they bear with me to-night
while I deal briefly with the fundament-
al principles underlying every system of
bookkeeping by double entry. Book-
keeping may be defined as the science
of correctly recording in books transac-
tions involving the transfer of money or
money’s worth. In so recording these
transactions it is necessary (1) that the
record be so explicit that at any subse~
quent time the exact nature of the tran—
sactions may be readily perceived (2)
that the transactions should be so class-
ified that at any time the total result of
such transactions, or any particular
series thereof, during any given period
may be readily ascertained, (3) that the
amount of labor necessarily involved be
reduced to a minimum.

These various points are in reality all
vital and all equally important, and itis
therefore very necessary that the student
should bear them constantly in mind if
he wishes to follow the why and where—
fore of a good system of bookkeeping.

Having now ascertained to a certain ex-

‘tent the nature of the records it is nec-

essary for us to make, let us turn our
attention to the things in which we make
the records, viz , the books.

It goes without saying that the same
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books are not always equally suitable
for the record of all kinds of transac—
tions, or, in other words, that diff-
erent kinds of business each require
ardifferent set of books, in fact it is fre.
quently desirable that businesses of the

same kind should have their:accounts:

kept differently, in order to meet some
slight variation involved by a different
class of trade. But in all cases the
books are kept for the same purpose,
the record of transactions involving the
transfer of money or. money’s worth,
and consequently vary in matters of de-
tail only, the ruling principle being the
same in all. :

Books, then, are divisible into two
great ciasses:—

1. Books. of Account or Financial
Books.

2. Memorandum or Statistical Books.

Let us deal with Books of Account
first.

. The first book of account ever used
was probably a mere record of transac-
tions entered as they occurred, and con-
sequently in chronological order, being,
in. fact, little more than a memorandum
book. A very few moments’ considera-
tion will show that as soon. as these
transactions became either very numer-
ous orvery varied in their nature, a

mere chronological record would ‘be all.
but_useless, and some method of classi--

fication became absolutely necessary.
This being. perceived, it became the

custom to sort out the. various. transac--
tions into their several classes, and to

re-write them.. in. another book, the
Ledger, under separate headings, keep-
ing each class. of transaction under its
proper heading, and referring to .such
heading whenever any information was
required upon that class of transac—
tion.

. We may consider that bookkeeping
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itself dates from this time, for books of
account, properly so called, hardly ex-
isted before this period, while all that
has been done since has been to follow
up and improve upon the lines thus in-
dicated, and the complexity of modern
bookkeeping is due to the multiplicity
of detail required by the growth of mod-
ern commerce, rather than to any radi-
cal alteration of the.principle of the ori-
ginal design.

The two books I have named are in
fact the only books of account-in . use
even at the present time, the first,called
the Journal or ‘Daily Register"—so
called because it contains a record of
each day’s transactions in some form or
other—still retains all its ancient func-
tions, and although in the course of cen-
turies it has been found convenient to
divide the book: into sections, and call
the various parts Sales Book or Day
Book, Invoice Book or Purchase Book,
&c. yet in.fact they are really so many
journals, and to this day in all Conti-
nental houses-of - business, and even in.
some English ones, all transactions.are
carried through some form of Journal,
although  subsidiary books: are often
used to record the fuller details.

The second book I have named is the
Ledger, so called because in that.book
the-entries of all the transactions are
laid or stored up- for: future reference.

Most  businesses have also: a Cash
Book, but it will save:you a great deal
of confusion at a subsequent period ‘if
at this early stage.you : learn- to regard
the Cash Book asneither more - nor less
than an account in the Ledger, bound
up separately for the sake of conveni-
ence; :

The Ledger, as: I have already said,
contains a record in classified form of
transactions  involving . the transfer of"
money or money’s worth., Thus, if I
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sold John Smith goods to the value of;

say, 4£zo, there would be a page in my

ledger headed ‘‘John Smith,” showing
that he was my debtor for £zo, on ac-
count of goods sold to him. When he
paid me, say, £1o on account, that Lo
used to be subtracted from the £ zo.

JOHN SMITH.

1460. 4 s, d.
Jan. 1. Goods sold him 20 o o
** 20. Cash paid by him .... 10 o o
Lo o o

and the difference showed the amount
still owing by him. It was very soon
found, however, that there were too
weighty objections to this manner of
proceeding: 1, The bookkeeper was al-
ways liable to add instead of subtract-
ing, and vice versa, in which case the
error would not be specially obvious. 2.
Without reading the whole account, it
would not appear whether John Smith
owed the money to me or I to him To
meet this difficulty each ledger account
was divided into two. Upon one side
were placed the items for which. he was
“my debtor, and upon the other side—
the Contra account—those items for
which he was my creditor, the balance
being readily ascertainable at any time
by adding up the two sides and striking

a balance.
Dr.

JOHN SMITH. Contra. Cr.

s. d. | s.. d
o o

1500. ) 1500, £ s
Jan, 1. To goods 20 | Jan.zo.Bycashioo o

At first sight you may possibly have
some little difficulty in seeing how,when
Smithowes me £ 20,he becomes my cred-
itor upon payment of £10; butinbook-
keeping, as in many other things, we
must examine each transaction:by itself
as it arises, ,the time to set one off
against-another being after they have-
been.placed: side:by:side:in the Ledger.
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Now that the . Ledger-had been separ—
ated into two sides, it:became necessary
to distinguish in the Journal wpon which
side of the Ledger each tranmsaction
should appear, and thus two columas
soon found their way.into the Journal,
one for sums to be placed on the Dr.—
debtor—side of the Ledger account,and
one for the Cr,—creditor—side.

JOURNAL.

Dr. Cr.
£ s a. £ s d.

By this time it will be perceived that
bookkeeping had already become a mat-
ter of some little complexity; and doubt-
less, . at that remote. period. the errors:
made by the bookkeeper were a source of-
considerable annoyance and loss; it was,
therefore, but natural that men should
begin to see if they could not devise
some means by which sucherrorsshould
become self-evident, Then, doubtless,
they asked themselves what was the
exact nature of thetransactions they re-
corded in their books, and arrived: at the:
conclusion that the transactions they re-
corded were; as .l said at the: outset,
transfers, ’

Let us ask ourselves what is a trans—
fer? A transfer is a “‘conveyance of any-
thing from one person or place to an-
other.” A transfer thus—and, conse-
quently, the class of transactions with
which we deal in bookkeeping—involves
atwo fold act. If I pay John Smith £z2o0,
he, receiving the cash, is my debtor,but .
my Cash Account, being so much the
poorer, is—so far as that onetransaction
goes—my creditor. Thus I'am enabled
to record this one transaction on both
sides of my Ledger, and if I record all
my transactions on :both sides- of my.
Ledger you will readily see that, if at
any time I add up each side of my
Ledger, the: total.amount on the Dr.
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side must come to the same sum as the
total of the Cr. side. Here at once we
have a check, for if there be a mistake
it is unlikely in the extreme that the two
sides will agree.

At first sight, however, the advantage
seems to be more than compensated by
the extra labor, for certainly it nearly
amounts to keeping the books twice
over, But notwithstanding this, no
subsequent discovery has caused us to
abandon the principle of double entry
thus founded. Upwards of 400 years
have now elapsed since the first treatise
on Double-Entry Bookkeeping was
published, but although many modifica-
tions and improvements have been made
since then, by means of which the am-
“ount of labor involved has been enor-
mously reduced, the fundamental prin-
ciple of double entry has remained
unchanged. I may, however, go further,
and say it is only in English-speaking
countries that any serious attempt has
been made to lessen the extra labor in-
volved by double entry, and, bearing in
mind that ‘‘the whole is equal to the
sum of its parts,” attempt a form of class-
ification in the Journal by which a vast
number of small entries in the Ledger
may be obviated. . ‘

- My preliminary remarks upon books
would not be complete without some
reference, even at this edrly stage, to the
second class of books whichI have men-
tioned, namely, Memorandum or Statis-
tical books. Some such books as these
are generally to be found in every en-
terprise of any importance, but particu-
-larly 'so in connection with joint stock
companies, where the Register of Mem-
rbers, the Register of Transfers, and
other similar books come under this cat-
egory. The great distinction between
Statistical and Financial books is that
the latter form an integral part’ of the
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system of double entry, while the form-
er do not; their object being merely to
provide further detail in connection with
the records contained in the Financial
books.

As my immediate object is merely to-
give you a general, although necessar-
ily a superficial, idea of the scheme of
double-entry bookkeeping, it is unnec—~
essary for me to go into further detail in
this matter at the present moment, and
I will therefore, revert to a considera-
tion of the Financial books, and especi-
ally of the Ledger, which, I need hardly
remind you is #ze book, and try to con-
vey to your mind a rough idea of the
general principles upon which a balance
sheet is prepared.

A balance sheet is a statement show—
ing upon one side the assets of the
person or firm in question, and on the
other side, the liabilities,

If the assets exceed the liabilities, the
surplus is the capital of the person or
firm, and is entered on the liabilities
side, so that the totals of both sides may
agree. On the other hand, should the
liabilities exceed the assets, the differ—
ence is called a deficiency, or capital
overdrawn, and is eantered on the assets
side. At first sight this may appear
somewhat strange. ‘‘If I havea capital
of £1,000,” the student says, ‘“how can
it appear on the liabilities side; surely it
is an asset?”” True, but we must always
remember to look upon the business as
something quite apart from the person
or persons to whom it belongs. The
business has a surplus of {1,000,
which belongs to its owner, therefore
that owner is a creditor of the business
for £1,000.

It will thus appear that the business
makes no distinction between its owner
and any other creditor. Those of you
who have experience of Scottish mer-
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cantile law, which recognizes the exist-

ence of a firm as something distinct
from its individual partners, will doubt-
less grasp the situation more readily.

In the case of ]omt ‘stock companies,
however, I anticipate that none of you
will have much difficulty inappreciating
that from a bookkeeper's point of view
at least, paid up capital is a liability of
that company towards its. shareholders.
It is important, however, that even at
this early stage I should point out to

" you a very material difference between
the accounts of a joint stock company

and the accounts of a trader or private .

firm. The former is necessanly of
somewhat artlﬁmal ‘construction, gov-
erned by numerous Acts of Parhament
and these provxde that the amount of
capital contributed by the proprletors
shall be fixed at the outset, and remain
fixed throughout the company’s .career,
except in so far as it. may be increased
or reduced by the means duly appointed
by the Legislature. These questions.of
the increase and reduction of a com-
pany’s capital we shall have to consider
upon a subsequent occasion, but in the
meantime I should like to point out to
you that, subject to-these considerations,
the capital of a compaay is unalterable,
and any profits which ‘it may earn, or
losses which it may incur, 'are not al-
lowed to affect the amount of its capital.
Leaving on one side those few compan-
ies which may be formed for scientific,
artistic or social purposes, not for the
acquisition of gain, it may: be stated in
general terms that the primary object of
“every joint stock company is to earn
proﬁts for distribution among proprie~-
tors, therefore the aim of the accounts
of every company should be to disclose
what profits have been made that are
available for this purpose, for it is very
strictly laid down in the Companies

Acts that such profits only are divisible,
and that anything in the nature of a re-
turn of capijtal is not allowed. A com-
pany’s accounts are therefore so stated
as to show upon the face of the balance
sheet the amount of undistributed profit
which may be available, or, in the event.
of there being a loss, the aggregate
amount of that loss as it stands at the
date of the accounts, These, however,
are po'mts which it is only necessary for
me to deal with in general terms at the
present time, as I shall have to go into
them very much more fully later on,when
I come to consider the question of divi~
dends, etc. :

Now, inasmuch as the ledger contains.
in a classified form -a record of all the
transactions, it is obvious that from the
ledger we can at any time readily ascer-
tain both the assets and the liabilities of
the business. That is to.say, the ledger
keeps a continuous record of the amount
owing to the business, the amount owing
by it, of the property belonging to it,
and of the excess of assets over the lia-
bilities. If the latter at the end of.any
period is greater than-at the commence-
ment of that period, the difference will
be the profit made during that period,as-
suming, of course, that no fresh capital
has been brought in or withdrawn dur-—
ing the period, Similarly, if it has be-
come reduced, there will have been a
loss.

In taking out a balance sheet from the
ledger, however, we find numerous ac—
counts that represent neither assets nor
liabilities, but sources of expense or of
income, In this connection the follow-
in_g rules will be found most useful:

When an item is on the left-hand,
or Dr side of the ledger—
(@) If the amount will eventually
" be received it is an asset,.
-(4) If the amount will not eventual—
ly be received it is a loss.
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2. When the item is on the right-hand
or Cr, side of the ledger—

(@) If the amount will eventually
have to be paid it is a liability.
(6) If the amount will not event-

ually have to be paid it is a
gain.

This rule never fails, but of course the
question as to whether an amount will
eventually be received or not requires a
knowledge of the facts of a particular
case for its correct disposal; and even
then may be a point of much difficulty;
in fact, this is one of the difficulties of
correctly reporting upon the affairs of
any business, for, because A owes B
£ 100, it does not in the least follow that
B will ever receive his £ 100 from A, If
he does eventually receive it, of course
it was one of B's assets, but if not B
must look upon it as a loss.

For theoretical purposes, however, we
may readily suppose the distinction
made. That having been done, the losses
and gains are collected into oneaccount
usually called the Profit and Loss Ac-
count, .

In this account the losses will appear
on the Dr. side and the gains on theCr.
side; while the difference between the
two sides will show the total gain or loss,
as the case may be,

As every source of gain or loss has
been included in this account, the total
gain made during the period under re-
view, as shown by this account—or the
total loss, asthe case may be—will agree
with the corresponding figures upon the
balance sheet, and if there is no error
in the books it must so agree, and here
again we get the check of the double en.
try. It is here also that the special value
of the double entry shows. itself, for a
very few moments’ consideration will
show that the question, ‘‘How have we
made our profit?” is in reality almost
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more important than the question,
““What profit have we made?” Ashow-
ever, the point involved here belongs to
accountancy rather than to bookkeep-
ing, I will not pursue it further at the
present time,

Before closing my lecture to-night I
should like to draw your attention to one
or two points which are, perhaps, of
more practical importance than any-
thing which we have up the present con-
sidered, and which I think may usefully
be mentioned at this stage.

The first point to which I should like
to draw your attention is the extreme
importance which attaches not only to
the correct keeping of accounts in gen—
eral, but also with regard to that part
of a company 'secretary’s duties which
deals with the minutes, in so far as they
affect the accounts of the company. In
general terms it may be stated that the
following points should be dealt with by
a resolution of the directorsat their first
meeting after the registration of a com-
pany:

1. The fixing of a quorum.

2. Nomination of the company’sbank-

ers.

3. The method in which checks and
bills are to beindorsed and signed
on behalf of the company.

4. The appointment of auditors,

5. The appointment of other officers,
and the salaries to be allowed to
each,

6. The method to be adopted in re-
spect of moneys received at the
company’s office, in respect of
which a‘resolution should always
be passed that the amount be
banked forthwith.

7. The circumstances under which the
seal of the company shall be af-
fixed to any document.

All these, of course, are general mat-
ters, but the like care should be applied
to a complete record being kept of any
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resolution of the Board with regard to
any particular matter affecting the ac-
counts of the company, and it is the
more important that the Secretary
should be precise upon these points, in-
asmuch as in many cases directors are
apt to look upon them as questions of de-
tail with which they personally are not
concerned. In particular is it of the
greatest importance that all minutes re-
lating to allotments, &c,, should be very
carefully recorded, but thisis a question
which I shall deal with more fully at a
later stage.

The remaining point to which I should
like to draw your attention to-night, is
the distinction between fixed and float-
ing assets. In this connectionit may be
stated in general terms that thoseassets
which a company acquires for the pur-
pose of being fully equipped to carry out
the object set forth in its memorandum
of association are fixed assets, whereas
those which it acquires for the purposes
of resale in the course of carrying out
the objects for which it was registered
are floating assets. It will thus be seen
that whether or not a given asset is a
fixed or a floating asset will vary very
much according to the nature of the
business transacted ; thus with an ordin-
ary manufacturing business, or with
a mining business, the machinery nec-
essary for the purpose of carrying on
the ordinary processes is in the nature
of a fixed asset, but in the case of an
engineering company, whose business
it is to manufacture such machines, any
that may remain in stock are stock in-
trade, which is a floating asset, Land
and buildings with the vast majority of

companies are fixed assets, but in the
_case of a land company they are a float-
ing asset. Ordinarily speaking, invest-
ments in other companies or Govern-—
ment stocks, &c., are floating assets,
but in the case of a company whose bus-
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iness it is to invest its capital in such
securities, they become fixed assets.
This, perhaps seems a slight contradic—
tion of the definition which I have given
above, as it cannot be said to be a neces-
sary part of an equipment of an invest—
ment company that it should invest its
capital, rather is it pursuing the ordin-
ary objects of its formation when it does
so. The only explanation I can offer
for the discrépancy is that it has been
held in the courts that in the case of in-
vestment companies the investments are
fixed assets, but no doubt it has arrived
at this decision after taking into account
the fact that such assets are intended to
be held permanently, and are not ac-
quired for purposes of re-sale.

In a few classes of companies,in which
the form of accounts is regulated by Act
of Parliament, it is specially provided
that a separate balance sheet shall be
furnished, upon one side of which are to
be fixed assets, and upon the other the
share and loan capital of the company,
the difference between them only being
carried forward into the general balance
sheet, which deals with the floating as-
sets and liabilities. This modification,
although perhaps a little confusing at
first, is really a matter of detail upon
which we need not spend much time at
present, butI shouldlike to point out,
even at this early stage, that whenever
you find the “Double Account System”
—as this system is called—adopted, you
will find in conjunction with it that the
fixed assets are invariably stated in the
accounts at the actual amounts which
they have cost, without any deduction
being made for depreciation or fluctua-

tion in value. How, if at all, these points
are dealt with in the accounts of com-
panies of this description it will, how-
ever, be better for us to consider at a
later stage, when we discuss the question
of depreciation generally,
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BOOK-KEEPING.*:

A COURSE OF LECTURES ON BOOKKEEPING, WITH SPECIAL REFERENCE TO JOINT STOCK
COMPANIES.

The 2nd of a series of six lectures on *Bookkee
Secretaries, held Wednesday, Jan. 2¢,1897, at

The questions which are before us for
consideration to-night are:
~ The distinction between Capital and
Revenue?

What are Revenue Accounts and Trad.
ing Accounts?

What is the principle of -Adjustment
Accounts, by which each ledger of a sys-
tem of accounts may be balanced sep-
arately? and

What means of control can be exer-
cised by the books when the business is
carried on, not merely at headquarters,
but also at various branches?

I think you will agree with me that, if
T successfully cover this programme this
evening, we shall have advanced consid-
erably in our knowledge of the science
of bookkeeping.

Taking first of all the question of the
fundamental distinction between capital
and revenue, I would like to call your
minds back for a few moments to some-
thing which I said to you upon the last
occasion. I then pointed out that, in
taking out a balance sheet, and trading
and profit and loss accounts from a trial
balance, which had been prepared from
the ledgers, we found some accounts
represented assets or liabilities, and
others sources of expense or income, I
would now like you to look at this from
another point of view. Every entry
which is to be found on the debit side of
a ledger account implies that the own-
ers of the business have expended that
amount upon the person or account in-
dicated; while, on the other hand, every

ing" delivered at a meeting of the members of the Institute of
inchester House, London, by Mr, Lawrence R. Dicksee, F.C.A.

entry to be found on the credit side of
the ledger, implies that the owners of
the business have received from the per-
son or account indicated a benefit to the
extent stated. Everything which can
find an entry in the books of accournt
entails the receipt or the imparting of
a benefit, and what has to be considered
later on is, what is the effect, or'the con-
sequence, which will result from that re-
ceipt or imparting of a benefit; or, on
the other hand, what return can be ul-
timately expected from it? :

I pointed out to you also, on' the last
occasion, that, with regard to benefits
imparted, if an equivalent amount will
eventually be received they could be re-
garded ds assets, but if an eqmvalent
amount would not be eventually re-
ceived, they have to be treated as a loss,
In many cases, of course, the debit bal-
ance standing upon a ledger account
will consist pértly of the one and partly
of the other, and we have to discrimin-
ate between the two. That expendirture
which it is anticipated will eventually
be received is in the nature of capital
expenditure, while that which it is ex-
pected will not eventually be received is
in the nature of revenue expenditure.

The same remarks apply with regard
to the credit side of the ledger, or the
credit balances therein; these are all
prima facie in the nature of benefits re-
ceived. If there will not eventually have
to be a corresponding amount paid in
respect of these benefits they are profits,
or revenue, or income. If, on theother

*The first of these lectures was published in the May Journal.
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hand, they are benefits received which
are of a temporary nature, and which
will eventually have to be met by pay-

ment of an equivalent amount, they are.

in the nature of liabilities or capital re-
ceipts. Those amounts which are cap-
ital receipts or payments go to the
balance sheet; those amounts which are
revenue receipts or payments go to the
profit and loss account, or revenue ac-—
count, as itis sometimes called. In this
connection, however, 1 would like to
guard against any misconception as to
what I mean by ‘‘receipts’” and ‘‘pay-
ments.” Ordinarily speaking the term
is only used when cash actually passes,
but here I am not using it in this re-
strictive sense, I am usingit with regard
to benefits, whether they take the form of
cash or anything else. Another limita-
tion which it is necessary for me to add
in this connection.is with regard to those
companies that keep their accounts upon
what is called the Double Account  sys-
tem. I have just mentioned to you that
all debit balances which eventually will
be received are capital expenditure, and
all credit balances which eventually will
have to be charged are capital receipts.
I use the terms ‘‘Capital expenditure”
and ‘‘Capital receipts” in this connec-
tion for want of a better name, but I
hope that you will not confuse them
with the distinction between the capital
account and the general balance sheet of
a “‘double-account” company, Every-
thing that occurs in both these is in the
nature of a capital receipt or a capital
expense; and the distinction in the
double-account system is not between
the capital and revenue (for that distinc-
tion has to be observed in every set of
accounts), but between fixed and float-
ing expenditure and fixed and floating
receipts. That is to say, it is merely a
subdivision, which for present purposes
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we can afford to disregard, If the cap-
ital account and the general balance
sheet of an ordinary double-account un-
dertaking were amalgamated into one
balance sheet, they would be neither
more nor less than an ordinary (single~
account) balance sheet prepared in the
usual way.

I hope that by this time you will have
begun to gather. my idea of the general
distinction between capital and revenue.
The transactions which are continually
going on in a company, or any other
undertaking, are of two classes, or a
combination of those two. The one class
is a mere #ransfer of assets from one
person to another, carrying with it a
corresponding liability for the person
who has received the asset to repay its
equivalent to the first person. This
class of transaction affects only the bal-
ance sheet, and in noway the profit and
loss account. It is what we may call a
‘“‘capital” transaction. On the other
hand, there are several classes of trans-
actions which involve the payment of a
certain sum from one person to another,
which will not eventually have to be
repaid. These last are ‘‘revenue’” items;
that is to say, they affect the profit and
loss account alone. Many transactions,
of course, partly affect the balance sheet
and partly affect the profit and loss ac-
count. .

I take it that you are now sufficiently
acquainted with the general theory of
double entry for it to be unnecessary
for me to enlarge very much upon this
point, but I should like for the sake of
clearnessto give you one single example;
it is this:—

Supposing in the balance sheet of a
company, as it stands at present, the
stock-in-trade is stated as being £5o00;
then, supposing it sells L1oo of this
stock for 120, there is, of course, a
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debit to the purchaser to that. amount.
In practice 4120 is also credited to the
sales'account (or the stock account or
" goods account as the case may be,) in
each case the general principle being
the same, that eventually it comes to
the credit of the trading account, But
what, strictly speaking, takes place is
this, that the actual stock account has to
be credited with £100 in respect of as—
sets which Have been parted with (which
is a capital item), while the £zo0 is a
benefit received—from a bookkeeping
point of view without any corresponding
consideration—which will not have to be
again returned. and is therefore a rev-
enue item. Numerous other examples
of composite transactions, involving
both capital and revenue, will doubtless
readily occur to you; but Ido not think
I need stay to enlarge upon them at the
present time.

What is really of- more practical im-
portance in connection with this distinc-
tion between capital and revenue is with
regard to more unusual items, such as
whether a certain expenditure in im-
provements may be taken as being a
capital item, or whether or not a part of
it ought to be written off at once as rev-
enue. Here, again, the same principle
applies. We are entitled to treat as
capital expenditure anything which di-
rectly increases the value of our assets;
but anything which, after we have
spent it, does not really place us in a
better position than the position which
was shown by the books as they pre-
viously appeared must be treated as a
revenue item. That is to say, suppos-
ing we have a building worth, say,
A1000, and we afterwards spend money
in the improvement of that building
which comes to £zo00, then if the build-
ing, as it-subsequently stands, is really
worth £1,200 to us, we may treat the
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full amount as capital expenditure; but
if, on the: other hand, the building is
only worth £1,100 to us, the mere fact’
that its value has been increased at least
4200 by the expenditure of thatamount
does not, in itself, justify us in debiting’
the building account for this 4z00; or,
at all events, it does not justify us in
doing so unless at the same time we
write off £100 in respect of the excess
of the original amount at which the
value stood over the actual value at that
time.

Passing from this point I should like
to draw your attention to the fact that
the object of all balance sheets is to
show the real financial position of a
company as at the date of that balance’
sheet, while the object of all trading,
profit and loss, or revenue accounts is to
show the result of its transactions dur-
ing the period covered in such manner
as may be most useful to those who are
concerned in its finances, The conse-
quence is that balance sheets do not, (or
at least should not) vary very much in
their essential form, although they may
vary in details; but, on the other hand,
the revenue and other similar accounts,
will vary very materially according to
the nature of the transactions which-
have occurred. Shortly speaking, un-
dertakings may be divided into three
classes :(—

(1) Manufacturing undertakings,

(2) Trading undertakings,

(3) Non-trading undertakings;
by which latter I mean those undertak-
ings which are not engaged in a manu-
facture or a trade.

In manufacturing undertakings it is
usual to group the various revenue items
in various sections, on account of the
great value of such grouping to those
persons who are concerned in the man-
agement of the undertaking. The first:
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section, which is usually called the Man-
ufacturing or Trading Accounts, con-
tains on the one side those items which
have contributed to the cost of manufac-
turing the goods in question, and on the
other side the gross proceeds which
have been realized on such manufacture,
these figures being, of course, modified
by any difference in the start and the
close of the period. The next section,
which is generally called the Profit and
Loss Account, brings down upon the
credit side the gross profit upon the ac-
tual manufacture, and details upon the
debit side the cost of distribution and
various financial expenses in connection
therewith; any further sources of in-
.come appear to the credit of this ac-
count, and the result is the actual net
profit which may have been earned.

In the case of a private firm of manu-
facturers, this profit is carried direct to
the capital accounts of the various pro-
prietors in the proportions which have
been agreed upon between them; but in
the case of a company, the profit cannot
be allocated until a general meeting has
been held, and the shareholders have
decided what is to be done with it. The
‘balance is therefore carried forward, or
in practice transferred to another ac-
count, which is usually called the “Profit
-and Loss Appropriation Account,” or
the “Net Revenue Account” or some
such similar name. It stays upon this
account until the shareholders have de-
cided what dividend is to be declared,
and what amount is to be carried to the
reserve, when the necessary entries are
made, and any balance which is left
upon the account to be carried forward
to next year is actually left upon this ac-
count in the Ledger, so as to form a
starting balance te which the next year's
profits are added in due course. Ishall
.have something further to say to you
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with regard to the form of accountsand
the mode of making the necessary en-
tries for the payment of dividends, &c.,
at a later stage in our present course.
The case of a trading company is dif-
ferent only in degree from that of a
manufacturing company, Here, also,
the revenue account is divided into two
main sections, the first being mainly
directed to showing: the actual cost of
the goods which have been sold, as
against the gross amount which has been
received for those goods. The differ-
ence, which here again is called the
‘‘gross profit,” is carried down, and the
establishment and financial expenses
charged against it, the result being a
net profit, which is dealt with as before.
With regard to non-trading concerns,
there is usually no occasion for this di-
vision of the revenue account into two
sections. One account is amply suffi-
cient for all practical purposes in the
vast majority of cases, upon the credit
side of which will appear the items of
income, or profit passed, and upon the
debit all the items of expenditure or loss
incurred. These, of course, will, under
ordinary circumstances, be grouped un-
der convenient headings for the sake of
comparison. The net profit will be
dealt with in exactly the same way as
before, the only fundamental distinction
being that in the case of trading or
manufacturing companies there are vir-
tually three sections to the revenue ac-
count (viz, trading account, profit and
loss account, and net revenue account),
while in the case of non-trading com-
panies there are only the two latter
sections. But of course, you will under-
stand that all these are matters of detail,
it being really quite immaterial (so far
as the fundamental principles of book-
keeping are concerned), how many sec-
tions there may be in the account; as a
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whole it is a revenue account, and in-
cludes all .revenue items, whether of
income or expenditure; so that the result
shows a net increase, or a net decrease,
as the case may be,

The next question to which I invite
_your careful attention to-night is that of
Adjustment Accounts, which are intro-
duced into the various ledgers of a
system of bookkeeping for the sake of
making each ledger self-balancing.

I do not think it is necessary for me
to enlarge upon theadvantages of being
able to locate a clerical error in the bal-
ancing of books in the case of a system
which involves the use of a considerable
number of separate ledgers. No doubt
you have all of you had some experience
of such extended systems of bookkeep-
ing, and have realized the importance of
this for yourselves. The details in con-
nection with adjustment accounts vary
under different circumstances, but the
general principle is that each separate
Ledger should be so arranged as to pos-
sess within itself all the necessary ma-
terials for a complete trial balance.
That is to say, each departmental ledg-
er should contain a ‘‘General Ledger
Adjustment Account,” while the general
ledger should contain an adjustment ac-
count for each of the departmental
ledgers. To theadjustment accounts in
the various departmental ledgers are
posted contra entries for every single
entry that occurs elsewhere in that par-
ticular ledger; but, of course, these con-
tra postings are not made in detail, but
in fotals, as otherwise an enormous am-
ount of labor would be involved. In
the same manner the various adjustment
accounts which occur in the general
ledger each contain the contra entries of
such other entries as are entered in the
general ledger, and which, but for these
adjustment accounts, would not have
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any contra entry at all in that particular
ledger. Thus the total of the sales is
posted to the sales account in the gen-
eral ledger, the corresponding debit of
this entry would be the debit to the
customers in the Sold ledger, When
‘‘self-balancing™ ledgers are used, how-
ever, the practice is as follows: The
various items are still debited to the
customer in the Sold ledger, and the
total sales posted to the salesaccount in
the general ledger. In addition, how-
ever, the double entry of the Sold ledg—
er is completed by the monthly total of
the sales being posted to the credit of
the general ledger adjustment account
in the Sold ledger; while the double
entry of the general ledger is completed
by the monthly total of the sales, in ad-
dition to being posted to the credit of
the sales account, being also posted to
the debit of the Sold ledger adjustment
account in the general ledger. Allother
transactions are treated in a similar man-
ner. Where there is a considerable num-
ber of Sold ledgers, a separate adjust—
ment account is usually kept for each.
From what I have just said you will
see that the entries which occur in the
general ledger adjustment account in
the Sold ledger will be identical with the
entries which occur in the Sold ledger
adjustment account in the general ledg-
er; and that, therefore, the balance of
these two adjustment accounts will al-
ways be the same if the books are cor-
rect. But the balance will fall upon
different sides, namely, upon the credit
side of the account in the Sold ledger,
and upon the debit side of the account
in the general leager. If these two bal-
ances agree we may feel reasonably
satisfied that the postings are correct,
provided each ledger separately bal-
ances; but, in the event of their not
agreeing, it ought to be comparatively
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a very simple matter to trace the differ-
ence, because not only should the dalance
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make this clear, I have prepared an
example of these adjustment accounts

of the two accounts agree, but each sep- which I think you will find quite
arate item should be the same. To clear: ' :
Dr. GENERAL LEDGER (ADJUSTMENT) ACCOUNT. Cr.
1896. 4 s. d. 1896. 4 s. |d-
Oct. 31 |ToCash.......... 700 o [ Oct. 1 |By Balance.......... 1,500 ofo
- | * Discount...... 20 o o ““ 31 Sales..... ....... 1,200 [0 |0
‘“ Returns ...... 40 o o |[Nov.30i‘ « | ... ....... 900 |0 | o0
Nov. 30| *“ Cash.......... 800 | o o ||Dec. 31| ** L ............ 700 ol o
** Discount...... 25 o o
. ‘“ Returns ...... 20 o o
Dec. 31| *“ Cash.......... 600 o o
‘“ Discount...... 15 o o
‘“ Returns ...... 30 o o
*¢ Bills receivable 750 o o
‘ Bad debts..... 59 o o
‘“ Balancedown..|| 1,250 [o) o
44,300 | o o 44,300 tolo
1897. . -
| By Balance down.... ||£1,25¢c o0 o
Dr. SOLD LEDGER (ADJUSTMENT) ACCOUNT. Cr
1896. £ s. d. 1896. | £ s. d.
Oct. 1. |To Balance....... 1,500 | o o | Oct.31.|Bycash.......... 700 | o o
‘““ 3r.|‘ Sales......... 1,200 O o ** discounts. .... 20| o o
Nov. 30.{ ‘* ... ...... goo| o o ‘“ returns........ 40| o o
Dec. 31.|* " ........ 700 | o o |[Nov.30|* cash.......... 80| o [
‘¢ discounts ... . 28| o o
‘“ returns.... ... 20| o o
Dec. 31.| ** cash.... ..... 600| o o
‘¢ discounts ..... 15| o o
‘“ returns........ " 30 o o
‘“ bills receivable 750 | o o
‘“ bad debts..... 50| O o
‘* balance down. 1,250| O o
41,300 | o o 44,3001 o o
1897’ T —— —
. To balance down..| £1,250 o0 o)

Before leaving this question of adjust-
ment accounts as a means of balancing
ledgers separately, I should like to call
your attention to the following points,
which I think will help to clear up any
difficulties which you may have experi-
enced in understanding the application
of the general principle.

The mere fact that one ledger is
divided into two or more books does not
ipso facto alter its nature. The ledger,
as a whole, still records the double effect
of each transaction. At any time the

sum of its debits will therefore always
equal the sum of its credits. Conse-
quently a trial balance of a set of ledgers
can always be taken out by abstracting
every balance, and the total of the debit
balances will always equal the total of
the credit balances if the postings are
correct, There is thus no difficulty in
testing the accuracy of a set of ledgers
provided we extract all the ledger bal-
ances. On the other hand, when there
is more than one ledger, or at all events
when there are more than two or three
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ledgers, we very soon find the number
of balances is so large that when the
trial balance does not agree it is a very
difficult matter to localize the error.
Hence it becomes very desirable that we
should have some means of verifying
the accuracy of each ledger separately,
and it is for this purpose that the ad-
justment accounts are introduced. In-
cidentally I may mention, however,that
they are in practice particularly valuable
brcause by their means trade ledgers
{which usually contain the heaviest am-
ount of posting) may be separately bal-
anced, not only when a general balance
is being struck, but also from time to
time; in practice it is usual for them to
be balanced at least once a month, and
without adjustment accounts this could
not be done without balancing all the
books monthly.

With regard to the practical working of
the adjustment accounts it is necessary
that those subsidiary books from which
the various ledgers are posted should ei-
ther be in separate sets (one set for each
ledger)or-they should be of the columnar
order, a separate column being devoted
to the postings which have to go into
ezch separate ledger. In practice by
far the most convenient way is to have
separate day books for each ledger, but
with regard to the cash book it is some-
times best to have one of the columnar
type, while in other cases separate sub-
sidiary cash books are more convenient.
With regard to transfers from one ledger
to another, these may be conveniently
passed through a transfer journal, and
for all practical purposes it will be quite
sufficient if the contents of this transfer
journal are analyzed at the end of each
month and posted to the various adjust-
ment accounts.

The chief difference in the. system of
bookkeeping where adjustment accounts
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are used will be with regard to the gen-
eral ledger. Ordinarily speaking the
general ledger is posted up from. the
totals of the various day books and the
general cash book, and in the case of
most trading or manufacturing under-
takings the number of journal entries
will be very few. It is not really neces-
sary that the number should be increas-
ed because adjustment accounts are
used, as the necessary postings of day
book totals can still just as easily be
made from the day books direct as
through the journal; but as, in employ-
ing self-balancing ledgers, we do now
have to make two entries in the general
ledger itself, it is perhaps desirable that
journal entries should be made to enable
this to be done,

The remaining point which we have
to consider to-night is the means of con-
trol which a good system of bookkeeping
will enable us to exercise upon the
transactions occurring at the branches of
a business.

It is here, perhaps, even more than for
the fact of enabling us to balance ledgers
separately that the principle of the ad-
justment account is most valuable. You
will remember that I pointed out to you
just now, in connection with the balan-
cing of ledgers separately, that it was a
matter of detail as to whether or not the
accounts of an undertaking were keptin
one or more ledgers, The sameremark
applies with regard to the number of
branches at which the transactions are
carried on. It is a matter of detail how
many places of business an undertaking
has. Its transactions as a whole are
recorded in the books as a whole, and it
is quite immaterial whether some of the
books are kept, and some of the trans-
actions take place, at a distant part,
rather than at the headquarters of the
business itself. The great point, how-
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ever, is that those at the head office
naturally want to know what is going on
at the branches from time to time, and
they want a system of accounts devised
which will enable them not merely to
check the branches’ accounts but also to
weave them into the accounts which are
kept at the head office, This is done
by merely treating the ledgers of each
separate branch in exactly the same way
as a departmental ledger would be
treated; that is to say, in the general
ledger at the head office there is an ad-
justment account called ‘“Branch Ac-
count,” to which all transactions passing
- between the head office of that particu-
lar-branch are posted in the head. office
books. In the branch books there is
kept a similar adjustment account,called
the ‘‘Head Office Account” to which the
branch bookkeeper posts all the trans—
" actions : occurring between ‘the  head
office and the branch. The result, of
course, is that, if both these adjustment
accounts are correct, they will invariably
show the same balance, but upon differ-
ent sides. When balancing time comes,
therefore, if the branch remits a trial
balance of its ledgers, that trial balance
can be woven into the one extracted at
the head office by being merely used as
an explanation of the balance appearing
in the branch account in the head office
books. Usually, and indeed almost in-
variably, this account will appear as a
debit balance in the head office books,
representing the amount of capital in-
vested in the branch; but this, of course,
is modified from time to time, when the
“branch trial balance comes in, by trans-

fers to and from revenue accounts, For
- the sake of making this quite clear to
you, I have prepared pro forma trial
balances (in very simple form), of a head
office and branch, and an aggregate trial

balance showing how these two are’

amalgamated.
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BRANCH OFFICE TRIAL BALANCE.
31st December, 18g6.

Sundry Debtors (Sold
Ledger Account)....
Sundry Creditors (B't
Ledger Account)....

........... 200 0 O
Stock (On 3ist Dec.
1806) - eeentteriinaians 2,500 0 ©
Head Office Account.  ........... 4,350 0 o
Cash.veer vivininnnnnns 500 o o
Fixtures, &C....veuuue 1,000 0 ©
Trading Acc't (gross
o3 <3 & 4 N 1,200 0 o
General Expenses.... 500 0 o
£5750 0 o £3150 o o
HEAD OFFICE TRIAL BALANCE.

31st December, 1896.

Share Capital Acc’t.. 15,000 © O

...........

Buildings Account.... 2,500 0 ©
Fixtures, &C....0oeune 5,250 0 O
Branch Office Acc’t... 4350 0 o
StoCK..iivernriinsnsnss 5000 0 O
Cash ... civiinnnene 2,000 0 ©
Gross Profit......covee diiiiiiinn 3,000 0 o
General Expense 1,000 0 ©
Sundry Debtors. 3,000 0 ©

........... 2,0cO O O

Sundry Creditors.....

420000 0 o

AGGREGATE TRIAL BALANCE.

31st December, 18g6.
Share Capital Acc’t..  tiiviiniean 15,000 o o
Buildings Account.... 2,500 0 ©
Fixtures, &c. Account 2,250 0 o©
Stock Account..... 7.500 0 O
Cash Account......... 4500 0 ©
Trading Acc’t (gross
.......... 4,200 0 O
1,500 0 ©
Sundry Debtors...... 5150 © O

2,200 O O©O

421,400 o o

...........

A21,400 0 o

There is, however, a further point in
connection with these trial balances of
branch accounts which I should like to
consider with you here. As a matter of
fact it not infrequently happens that the
branch is in a foreign country, and that,
therefore, its transactions take place for
the most part in the foreign currency.
Then comes in the question as to how
these transactions in foreign currency
are to be treated at the head office
books, for, of course, the trial balance
of the branch office will naturally be in
the currency in which the transactions
have occurred; were it otherwise an
enormous amount of labor would be in-
volved.
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In order to exemplify this let me as-
sume that the branch accounts, of which
I have just given you a trial balance, are
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in respect of transactions which took
place in France, and let me rewrite this
trial balance in French currency, viz. :(—

FOREIGN BRANCH TRIAL BALANCE, 3ist December, 18q6.

Fr. c. Fr. C. £ S. d. £ S. d.. .
a Sundry debtors.......vveuieennens 1,598 o [ eeiees . 1,250 | © o
a Suadry creditors 3' .. 5,050 o ’5 . . 200 o o
a Stock...., 63,196 o || eeenn.. . 2,500 o o
6 Head offiCe...uunrvrirrnnneccernese || vrenns . 110,500 0 || eesen . . 41350 o o
a Cash....... 12,625 0 || eeeees . 500 o o !
¢ Pixtures......... 25,400 o | eeeies .. ,0c0 o o
d Trading account.......ceeeevusses ceeeen . 30,360 (-2 | N . . 1,200 o o
d General expenses.......oeeeeenn.. 13,091 o || seeen. . 517 8 2
Exchange account.......eevevnene )l ooen.. 00 0 Ll . . 17 8.1 2
fr 145,910 o fr. 145.910 o £ 5,767 8 2 £ 5,767 8 2
a. Ex. fr. 2525 = £1. 6. At actual rates of exchange at dates of remittances. ¢. Ex. fr. zs.40 = £1. 4. Ex. fr.

25 30 =

The only account which it is neces-
sary should be kept in sterling in the
branch ledger is the ‘‘Head Office Ac-
count.”. This account consists for the
most part of a record of transactions be-
tween the head office and the branch.
It is convenient, however, that the ac-
count should really be kept in two sec—
tions; that is to say, that the head office
account should be dealt with only when
the books are balanced, and the current
transactions should be posted to a head
office remittance account. The advan-
tage of this slight modification of this
system is that it becomes very much
easier to balance the branch accounts
with the head office books when the
branch trial balance is received at the
head office.

All that remains to be done after these
two have been balanced is to convert
the trial balance of the branch into ster-
ling, which is most conveniently done
by extending the amounts in further
columns added to the existing trial bal-
ance, There is, however, a general
question of principle which it is impor-
tant for us to recognize before we com-
mence these operations. The conversion
of the remittance account and the head
office account has already been done,
and these items must be extended at the
actual figures appearing in the branch

T.

books, which also agree with the figures
appearing in the head office books. The
remainder of the items in this trial bal-
ance are of three classes. They are:

1. Fixed assets and liabilities;
Floating assets and liabilities; and

3. Revenue items.

The fixed assets and liabilities may
safely be taken at the actual figure that
they cost in English money; that is to
say, they will be extended at the rate of
exchange of the day when they were in-
curred. The floating assets and liabil-
ities must, however, be extended at the
rate of exchange ruling at the date of
balancing, as this, of course, is the ster-
ling value of these items on that day,
and it is a-matter of principle that they
should be valued upon the basis of a
going concern, The revenue items, on
the other hand, are the totals of transac-
tions occurring over the whole of the
period, and are not figures in respect of
any one day; it therefore would not do
to convert them at the rate of exchange
ruling at the date of the accounts. We
should not by this means be getting any
proper idea of the effect of the transac—
tions. A far better method is to adopt
the average rate of exchange ruling
during that period, but many undertak-
ings prefer to adopt what they regard as
a normal rate of exchange. This latter

2,
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has the advantage of continuity between
the various accounts, butit is less theor-
etically correct than the average rate.

I need hardly point out to you that,if
more than one rate of exchange is used
for the conversion of the various items
in the foreign currency, the result will
be that the sterling columns of the. trial
balance will not agree, although the cur-
rency columns do agree.. The difference
must be inserted as being a ‘‘Difference
in Exchange;” it may be either a loss or
a profit, according to the circumstances
of the case. It is now possible for usto
amalgamate the various items of the
branch trial balance with the head office
trial balance, and out of the two there
can be struck a balance sheet and profit
and loss account for the whole under—
taking. In many cases it is desirable
that this should be supplemented by
balance sheets and profit and loss ac—
counts of the various branchesand of the
head office separately, but this,of course,
is a matter which can at all times be
easily performed. ,

I may add that in many cases the
transactions which occur at branchesare
not sufficiently numerous or complex for
it to be necessary that any really com-
plete system of accounts should be kept
out there, and in some cases (as for in-
stance in mine) it is desirable that the
accounts which have to be kept there
should be framed upon such lines that
they can be kept by one who is not a
skilled bookkeeper. This, however, in-
volves the remittance of periodical ‘‘re-
turns’’ to the head office, These returns
are, ordinarily speaking, merely in the
form of an account of receipts and pay-
ments, which are journalized in the head
office books in a summarized form, the
various items of receipt being debited to
‘the manager, and his payments posted

THE BANKING I.AW:- JOURNAL.

to his credit. When it-becomes neces—
sary to balance the accounts, this peri-
odical cash account is supplemented by
a statement of outstanding assets and

liabilities at the branch, and these are

incorporated in the head office accounts
by means of journal entries.

When this system is adopted it is, of
course, only necessary for a cash book
(or perhaps a wages book in addition)
to be kept at a branch; but, although
very suitable for mining undertakings
and others of a similar nature, it is quite
inadequate where any trade or manufac-
ture is carried on. In these latter cases
it is essential that proper books should
be kept upon the spot, and that they
should be controlled from the head office
in the manner which I have before indi-
cated. With regard to trades,however,
there is one other means of control
which I should like to point out to vou,
as up to the present time it does not ap-
pear to me to be utilized so much as it
might be. It is this: In the case of a
wholesale or retail firm employing vari-
ous depots for the sale of their goods,
all of which are purchased or manufac-
tured at the headquarters, if the goods
are invoiced out to the various depotsat
selling price, instead ot at cost price, then
the trading account of the branch should
in the nature of things, show zo balance
whatever, either to the debit or to
the credit. Any balance which it may
show represents either that -the goods
have been sold at more than the price
which it was intended they should be
sold at, or that they have been sold at
less than that price, or else that there
has been a waste. Thus a very useful
and reliable check upon the stock may
be obtained by the simple method of in-
voicing the goods to the branches at the
selling price..
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BOOKKEEPING.

ledger, but also an analytical Day Book;
no other, in fact, is kept, and it is here
that so much saving is effected. I need
hardly point out that this is a very ma-
terial saving of time, which is particu-
larly advantageous when the number of
items is large, and especially so in the
case of an hotel, where it is absolutely
necessary that the books should at all
times be kept up to date.

There are other uses for tabular ledg-
ers, however, which may perhapsreadily
occur to you when you consider the
distinct limitations which this form of
ledger possesses. You will see that,
whatever the period covered by one
page, or series of pages, if the number
of accounts be large, it is particularly
inconvenient for more than one transac-
tion of any particular class to be entered
during the period, therefore tabular
ledgers must be restricted to those
classes of business where, however nu-
merous the transactions may be, there
is only one of each class during the day,
or during the period -which is covered
by a page of the Tabular Ledger.

Undertakings which answer these con-
ditions, among others, are the follow-
ing:—

Gas companies,

Water companies,

Rate ledgers of local authorities,
and very often it is convenient to keep
the sales ledger of a colliery upon this
plan, because, although the number of
items during a period is frequently very
numerous, they are generally collected
into an immediate ledger, where they
are only posted in quantities, and at the
end of the month, when the statement
is made out, the quantities are added
and priced according to the contract
prices, and then converted into sterling,
so that in the Sold ledger itself there is
only one item for each month, When
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this system is adopted, of course a tab-
ular ledger will be found very conveni-
ent,

I need hardly add that it is also par-
ticularly useful for charitable institutions
and other similar undertakings, where
subscriptions or other periodical receipts
arise.

Before leaving this question I should
like to point out to you that the form of
tabular ledger which I have placed be-
fore you provides for the totals of the
various nominal accounts being carried
forward from day to day. At the end
of the month, however, they will be
posted to the nominal ledger, so as to
prevent the figures getting too cumber-
some by reason of their magnitude. In
some cases, however, it is found conve-
nient to post these totals daily into a
Summary Book, where they are collected
and the weekly or monthly totals con-
veyed from there to the nominal ledger,
There is no material saving of time by
using an intermediate summary book,
but, on the other hand, it is a very use-
ful book for comparing the takings of
the different days and upon the same day
in different years,

The next question to which I propose
to direct your attention is that of Or-
ganization in Accounts, but this I need
hardly point out to you is a very impor-
tant one, upon which the success of any
system of bookkeeping very largely de-
pends. You will see what I mean by
the term ‘‘Organization in Accounts”
when T give you the following sugges—
tions as to a system of organization
which, with slight modifications, would
probably be applicable to any ordinary
undertaking.

1. All cash received to be paid into
the bank daily without deduction,
the cashier to have no control
over any of the ledgers,
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2. All payments, other than petty
cash payments, to be made by
check, whatever the amount,

3. The Petty Cash Book to be kept
upon the ‘“‘Imprest System,” un-
der the supervision of the cashier,
The clerk in charge of the petty
cash must on no account be al-
lowed to receive any money for
sundry cash receipts.

4. Counterfoil receipt books to be
used for all moneys received, and
vouchers obtained for every pay-
ment.

5. The Cash Book and the Bank
Pass Book balances to be verified
weekly, or oftener, and the ad-
justment be recorded in a special
‘‘Balance Book,” or in the Cash
Book itself.

. 6. All ledgers to be rendered “self-

balancing,” and all Trade Ledg-
ers to be balanced monthly., A
maximum difference of, say, 1s.
to be allowed to any one Trade
Ledger, subject to the approval
of the head bookkeeper. All such
differences to be recorded from
time to time in a special book,
kept by the head bookkeeper,

7. Adequate systems of stock ac-
counts and of cost of accounts to
be provided where suitable for
the class of business transacted,

8. All invoices for goods purchased
to be passed by the Goods Re-
ceived Department, by the buyer
of the department concerned,and
by the counting house, before
being entered in the Purchases
Book.

9. Statements for trade payments
to be passed by some responsible

- person, preferably one of the part-
ners, or, in the case of a company,
by the managing director.

ro. The calculation of all sales in-
voices to be checked in the count-
ing house before the Sales Ledg-
ers are posted.

11. Each time the Sold Ledgers are
balanced a list of all accounts
more than ... days overdue to be
submitted to the head bookkeeper
and by him to one of the partners,
or one of the directors,for further
instructions. '

12. An efficient system of calculating
and paying wages to be intro-
duced, and closely adhered to.

13. The Minute Books to be fully
entered up, and kept indexed to
date.

14. All exceptional transactions to
be reported to the Board at the
next meeting for approvar or fur-
ther instructions,

15. The various books required by
the company’s Acts to be written
up, and the necessary returns
made to the registrar from time
to time as may be prescribed.

It is not of course pretended that the
above list is by any means exhaustive,
or thatit would apply in its entirety to
many undertakings, but I think you will
have been able to follow that the two
main points of any such scheme of or-
ganization are:—

1. To provide an “internal check”
against either error or dishonesty.
2. To provide that all the formali-
ties required of a company shall
be duly carried out and in order.

Upon the first point [ should like to
make a few further remarks at the
present time, asI shall not have to refer
to it again, probably, whereas the sec-
ond point is one which will call for a
considerable amount of further discus-
sion,

With regard to.the question of an
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internal check, then, it must be remem-
bered that in devising any scheme for
this purpose there are three matters
which should be particularly borne in
mind. The first is that the person in
charge of the cash should never be in
charge of any ledger, or at least of any
Trade Ledger, into which that cash has
to be posted. The second point is that
each separate ledger should be made
self-balancing, or at least should be so
arranged that it may be separately bal-
anced, and where this is, for any reason,
not altogether practicable, it is abso-
lutely essential that those ledgers which
it is proposed shall not be checked in
detail should be so arranged that they
may be balanced separately from those
ledgers that are fully checked. The
third point is that the clerks in charge
of the various Trade Ledgers should be
frequently changed about, so that no ir-
regularity can remain long undetected
without implicating the whole of the
staff,

Following on with this question of or-
ganization of accounts we may naturally
pass to the question of the ‘‘Returns”
which have to be made at Board Meet-
ings. Wherever there are branches of
the undertaking, returns from each of
the branches should also be submitted.

Itis very difficult to specify exactly
what these returns should contain, be-
cause naturally so very much depends
upon the class of business transacted.
For this reason I have not put before
you any form in which the return for a
Board Meeting should be stated, but I
may mention that all the following mat-
ters, in so far as they apply, should be
included, so the directors may be prop-
erly informed as to the position of affairs
and the progress of the business since
they last met.

The return, then, should show the
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total sales and purchases in each depart-
ment of the business carried on, details
of all contracts which have been entered
into, a summarized account of the re-
ceipts and payments,with a reconciliation
account, agreeing with the balance so
shown with the Pass Book, a statement
of the cash which it is expected will be
received between the date of the returns
and the date of the next meeting, a
statement of the payments which it will
be necessary to make and for which
checks are being required, a statement
of the total amount due from debtors,
together with a list of those which ap-
pear to be overdue, and a statement of
the total amount due to creditors
other than those for whom checks are
asked.

In the case of trading or manufactur-
ing undertakings that hold a stock, it is
also very important that Stock Accounts
should be submitted at each meeting of
the Board, or at least once a month,
Now, of course, you will readily under-
stand that in the majority of undertak-
ings, it is quite impracticable for the
stock to be actually ‘‘taken monthly;”
that would not only involve a consider-
able amount of time and expense but it
would also so interfere with the conduct
of the business as to be absolutely im-
practicable quite apart from the ques-
tion of cost. None the less it is very
desirable that those who are responsible
for the management of the undertaking
should be informed as accurately as pos-
sible of the amount of stock in hand
from time to time, and not only is this
information necessary for directors, but
it is also equally valuable to the heads
of departments who, as you may perhaps
be aware, are not usually conspicuously
good at accounts, and are very apt to
make quite erroneous deductions as to
the precise state of affairs in the absence
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of definite information bemg placed be-
fore them.

Now, if you look at the form of Stock
Sheet which is now before you, you will

FORM OF WEEKLY STOCK SHEET.

Department F,
: Week ending January 3oth, 1897.

StOCK itetiatteerenteceasiormcnseraiasasasenans Aus62 1 6
Purchases..eeceerinienionsensenaes cesresnanes 416 3 o
1,078 4 6
SaleS.iiuiieiiiiiiirestiisresiacinns £721 6 2
Less estimated gross profit (1o
percent.)....aeee eocieirersisnans 72 2 7
————— 64 3 7
Stock on this date...eivinrusan. £1,329 o 11

find that it starts with the stock which
was supposed to be in hand at the com-
mencement of the period covered by the
sheet. If this is the first period after
stocktaking, it will of course start with
“the actual stock ascertained to be in
hand. To this amount is added the
purchases made during the period, that
is to say, all additions that have been
made to the stock. Now, from this am-
ount we have to deduct the cost price of
the goods which have been sold, as near as
that cost price can be ascertained, and
the result will be stock remaining in
hand, at cost price. The only possible
way of arriving at the cost price of the
goods sold is to take into consideration
the general basis upon which the selling
prices are marked. In every trade, and
therefore in every separate department
. of alarge undertaking, there is a gener-

al recognized percentage of gross profit,
which,although not universally adopted,
is at least a good average, which it is
expected will be earned, and which the
head of the department is expected to
earn, If this percentage is deducted
. from the selling price of the goods that
have been sold, we arrive as nearly as
we can at the cost price of the goods

_ that have been sold, and thus we get the
best possible estimate of the actual cost
of the goods remaining unsold.

THE BANKING LAW JOURNAL.

Now, it is worth while to consider
what will be the effect on this “‘Stock
Sheet” if the percentage of gross profit
which has been expected is not actually
realized. Well, supposing a larger per-
centage of profit is realized, the effect
will be that the goods which have been
sold will be stated in the stock sheet as
having cost more than they actually did
cost, and therefore we shall be under-
estimating the actual cost of the goods
remaining unsold, On the other hand,
if the goods have been sold at a price
which does not realize the estimated
percentage of gross profit, we shall have
been underestimating the cost of the
goods sold, and therefore over-estimat-
ing the actual stock on hand. The re-
sult of this will be that, if toany serious
extent the anticipated gross profit is not
realized, there will very soon be a cause
for complaint at the way in which the
estimated amount of stock is increasing
from week to week.

This isa matter which naturally would
call for an explanation upon the part of
the buyer, and the only explanation that
he could possibly give would be either
that the stock was larger than it ought
to be, that it was not so large as stated
to be, or that there were special reasons
why it should be larger than usual. The
first, of course, is an admission that he is
managing badly, the second that he is
not making the profit he ought to be
making and only the third is any real

justification of his position. Therefore,
although there are limitatigns to the
usefulness of these stock sheets, they
certainly do enable directors to have a
good hold upon the departmental man-
agers, as to their trading’ from month to
month, which could not be obtained by
any other means.

Apart from this advantage of ena-
bling those with a practical knowledge
of the business to control the depart-
mental managers, these periodical stock
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sheets possess another very important
advantage, namely, that they make it a
perfectly simple matter for the secretary
to place before the Board from time to
time an Estimated Trading Account,
showing the result of each month. Of
course this accountisonly an“estimated”
one, because the stock is only estimated;
but, as I have just pointed out, it is only
within certain fairly reasonable limits
that the stock can be inaccurately stated
without the attention of the directors
being called to the fact, and thus these
periodical accounts will be sufficiently
accurate to form at least a very much
more reliable idea of the way in which
the business is going on than could be
obtained by any other means.

For practical purposes, it is probably
- only the trading account that it would
be worth while to take out in detail each
month. This trading account should
deal with each separate department,
showing the gross profit earned by that
department, and these gross profits can
be carried forward to an interim Profit
and Loss Account, against which it will
probably be sufficient for the expendi-
ture to be lumped in the form of an es-
timate.

I trust you will follow my meaning
here, because, in deference to a wish ex-
pressed that 1 should not take up too
much space in your valuable Journal
with my examples, I have refrained from
placing before you an example of this
interim Trading and Profit and Loss
Account upon the present occasion.
Should it appear, however, -from the an-
swers which [ receive to the questions
that I am about to put to you at the
close of this lecture that any consider—
able number of you have failed to grasp
my meaning, I will make a point of
placing an example before you next
time.

The only other point which I propose
to mention to-night, is the ‘‘Imprest”
system of petty cash, which I mentioned
to you some little time since as being
the best to be adopted by all classes of
undertakings. No doubt the majority
of you are fully acquainted with this
system, which is at once the best and
the most simple, but for the benefit
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of those. who may not hitherto have
heard of it, I may mention that the gen-
eral scheme is that at the end of each
week the petty cashier applies for a check
for the exact amount of the payments
which he has made during the week.
This check he receives in due course,
and his balance in hand is then restored
to the round sum with which he was
started, and which he is always debited
with in tke ledgers as being in his hands.
When ba'ancing time comes, however,
it is usual to require the petty cashier
to pay this amount again into the bank,
so that there may be no balance upon
the petty cash account in the ledger.

The great convenience of this system
is that it ensures a proper supervision of
the petty cash being made frequently,
that is to say, each time a check is asked
for, whereas, if checks on account are
being frequently given to the petty cash-
ier, the supervision of his accounts is,in
busy times, apt to be left over until,
perhaps,it is too late for the account to
be supervised with advantage. Another
point which is well worth considering is
that by this means the Petty Cash Book
becomes an entirely subsidiary book,
from which it is no longer necessary to
make any postings. It is usually kept
in columnar form, so that the totals of
the various classes of expenditure may
be kept separate. When a total isstruck
and the check applied for, it is quite a
simple matter to see how the total of
the payments is made up among the dif-
ferent classes of expense, and the check
may be conveniently entered in detail in
the General Cash Book and posted di-
rect to the various nominal accounts.
On the other hand, in order to save the
time of the head bookkeeper who usually
keeps the General Cash Book, the meth-
od is sometimes adopted of passing
Journal entries for the petty cash pay-
ments, debiting the various nominal ac-
counts, and crediting the ledger petty
cash account, which latter has already
been debited with the various checks
given to the petty cashier from time to
time. Personally, however, I very much
prefer to see the postings direct from
the General Cash Book to the various
nominal accounts in the ledger,
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BOOK-KEEPING.

A COURSE OF LECTURES ON BOOKKEEPING, WITH SPECIAL REFERENCE TO JOINT STOCK
COMPANIES,

The fourth of a series of 6 lectures on ‘‘Bookkeeping’’ delivered at a meeting of the members of the Institute of
Secretaries, held Wednesday, Feb, 17, 1897, at Winchester House, London, by Mr. Lawrence R. Dicksee, F.C.A.

In the course of my past three lectures
to you I have dealt with the general
principles of Double Entry, and most of
those points which arise in connection
with the designing of a system of ac-
counts applicable to the particular in-
dustry whose transactions have to be
recorded. I have further pointed out to
you the desirability of having, not only
a good system of accounts, but also a
proper system of organization, so that
the bookkeeping may be readily con-
trolled by the directors at their board
meeting by means of returns, )

I propose now to invite your attention
to the various questions that arise when
the ordinary half-yearly or yearly period
comes around, at which it is the custom
for the books to be balanced and a bal-
ance sheet and a trading and profit and
loss account prepared, showing respect-
ively the financial position of the com-
pany and the effect of its transactions
during the current period,

Now, the first point which has to be
thought of in this connection is to see
that all the books are properly written
up and posted. In a sense, of course,
this point always claims attention; but
when we come to balancing, it is more
than usually important, because we have
to be particularly careful to see that all
the transactions which have occurred
have been actually recorded in the
books. Those transactions which occur
in the ordinary course of trading will,
no doubt, have been recorded in the
usual way through the books provided

for that purpose, but at balancing, in
addition to this, we have to be particu—
larly careful to see that all outstanding
assets and liabilities are properly in-
cluded in the accounts. A considerable
number of these will usually be found
mostly affecting the various nominal
accounts. Thus, the rent accruing up
to date will have to be passed through
the books, together with any taxes that
may bedue. Onthe other hand,the taxes
may be paid in advance, and it may be
necessary to debit suspense account
with the proportion so paid in advance.
Again, very likely, the rates will be paid
in advance. On the other hand, wages
and salaries will probably only have been
paid up to some date previous to the date
of balancing, and here, again, a propor-
tion accruing to the end of the period
will have to be passed through the
books.

It is particularly important that all
these matters should be very carefully
attended to, partly because without
them a true statement of the position
of affairs cannot be arrived at, and,also,
because it is only the secretary, in many
undertakings, who is really in a position
to be sure that all such transactions
have been given effect to in the books.
An auditor can find out the omission of
such straightforward items as rent or
wages accruing, but there will often be
little items known to the secretary which
could not possibly become known to
anyone else connected with the under—
taking, least of all the auditor, who
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only appears upon the scene once or twice
a year,

With regard to balancing itself, if you

have taken advantage of the suggestions
which I put forward in my second lec—
ture, and adopted a system of self-bal-
‘ancing ledgers, you will, in all proba-
‘bility have no very great trouble about
balancing the books, as a whole. Those
ledgers in which the largest number of
.entries are made will have been separ-
ately balanced at least monthly, and the
probability is that the remaining ledg-
Azers, namely, the nominal ledger and the
private ledger—or, perhaps, all these
transactions may be kept in a single
general ledger,—will not be sufficiently
voluminous to give any great trouble,
Nevertheless, mistakes do sometimes
g':rop up, and it is well worth while, in
this connection, to pause for a moment
and consider how such mistakes are
likely to have arisen, and what is the
;:best means of detecting them.
. When any particular ledger does not
balance in itself, the first step towards
ascertaining the mistake is to compare
;t_-he adjustment account in that ledger
with the corresponding account in the
general or private ledger. These two
:accounts, as [ have before explained to
.you, should be absolutely identical, ex
«cep:t that the entries will be upon the
[reverse side of the ledger, and if we find
that there is any discrepancy between
.the two accounts we must trace it out
.and see where 1t arises, for naturally,
one of the two will have to be altered,
;and this will probably affect the balan—
.cing of that particular ledger. '

Assuming, however, that the adjust—
.ment accounts do themselves agree, we
.may take it (at all events for the mo-
Jment) that they are in themselves cor-
rect, and that the mistake which pre-
wvents the ledger balancing has oc-
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curred in some other account in that
particular ledger, If the balances have
not been brought down or ruled off since
the ledger was last balanced, it is a
very good plan to take out, instead of
the balances, the totals upon each side
of the ledger. The debit totals of all
the accounts, except the adjustment ac—
count should, in this case, be exactly
equal to the credit total ot the adjust-
ment account, while the total of all the
items posted to the credit of the various
accounts,except the adjustment account,
during the period should be equal to the
total of the debit entries to the adjust-
ment account. '

By proceeding thus we can fix the error
as being upon one side of the ledger or
the other, or we may, perhaps, find that
the apparent discrepancy in the balanc-
ing is really made of at least two mis-
takes,  thus: for instance a balance of
£5 10s. may be found to consist of ten
guineas too much upon one side of the
ledger, and £5 too much upon the other
side. Either way we shall have advanced
one step towards the truth, and it is
only by proceeding thus, slowly and
carefully, that we hope to arrive at a
true result, for there is no royal road to-
wards discovering errors in accounts.

It is just because there is no royal
road in discovering mistakes in balanc-
ing that it is so particularly important
that the original transaction should be
recorded with the greatest possible care;
but as, in spite of the utmost precau-
tions, mistakes will occasionally occur,
it is necessary,even in the best regulated
concerns, to consider what means may
be taken to detect discrepancies when
they arise.

As I have pointed out, the first stepis
to find out in which ledger the mistake
occurs, and the second step is to find
out upon which side of that ledger it is to
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be looked for. Having got so far as
this, it is probable that it will be mere
waste of time to go to any considerable
trouble in looking for an error of that
precise amount. It will probably be sim-
pler to go steadily through the whole of
the work upon that side of the particu—
lar ledger. [ may mention, however,
that a little hand book, entitled ““Errors
in Balancing,” is published by Messrs.
Gee & Co., 34 Moorgate Street, E, C.,
at the modest price of one shiiling, and
that this book may be useful to you for
the sake of the valuable general hints it
contains, if not for the sake of the rather
elaborate tables showing in what man-
ner almost every conceivable difference
in balancing may have arisen. My own
experience is that it is but a poor con-—
solation to know that a mistake, say, to
the extent of 7s. 4d., may have arisen
by posting 8d. as 8s. and vice versa,be
cause it generally takes quite as long to
find the mistake out when you have as-
certained this as it did before; but
sometimes the principle of *spotting”

mistakes is worth adopting, because it

occasionally happens that the amount is
a very unusual one, and can, therefore,
be readily traced.

Take a very simple example. In the
case of share accounts, the probability is
that no fraction of a shilling (except
perhaps 6d.) ought ever to occur in these
accounts at all, and if, therefore, the
share ledger trial balance shows the dif-
ference of anything but a multiple of 6d.
it ought to be a very simple thing to
look through and find the item which
accounts for the odd money. But, as I
have said before, I do not counsel you,
in endeavoring to fiad out mistakes in
balancing, to spend too much time in
trying to ‘‘spot the actual error” by
seeking to analyze its particular consti-
tution. Itis much better, in my opinion,
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to localize the error as far as possible,
and then to go thoroughly and carefully
through the whole of that particular
part of the work and discover where the
mistake has been made,

For this reason it isimportant that the
ledgers should be subdivided to a reas-
onable extent, so that the errors may be
localized into some comparatively small
space, otherwise you will readily per-
ceive that the examining of books for
an error in balancing might easily be-
come a work of considerable magnitude.

Before leaving this point I should like
to mention to you that there is another
method of discovering errors in balanc-
ing which is occasionally resorted to by
companies’ secretaries, but which I for
one should counsel you never to adopt,
for I think it is one that cannot be
adopted by a company secretary without
a considerable loss of self respect. The
method to which I allude is to simply
leave the matter for the auditors to find
out when they come to check the books,
This, I think you will agree with me, is
aclear admission of incompetency on the
part of the person in charge of the books.
It isvirtually astatementbyhim thatheis
nnable to balance his books, and that
he has got to ask somebody else to do
his work for him. This position of af-
fairs would, perhaps, be reasonable if it
were really part of the auditor’s work to
balance the books, but as a matter of
fact it is nothing of the kind. Thereis
no doubt a considerable amount of dif-
ference of opinion as to what an audit-
or’s duties and responsibilities are, and
neither accountants nor lawyers are ab—
solutely unanimous upon these points;
but so far as any particular company is
concerned, the duties of an auditor
are settled by the articles of asso-
ciation, subject to the provision of
the statutes, and you will find that in
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almost every set of articles of association
it is stated that it shall be the duty of
the auditor to examine an account which
has been placed before him, and that it
is the duty of the directorsto cause such
an account to be prepared, It cannot
be said that the directors or the secre-
tary are complying with this provision
if they place before the auditor an ac-
couut which they know to be wrong and
expect him to rectify it,

I think, however, you will all be suffi-
ciently zealous of the importance of the
office of a company secretary to assent
to my statement, that the secrctary is
responsible for the preparation of ac-
curate accounts for submission to the
auditor, and that it is his duty to see
that these accounts are in accordance
with the books and accurately balanced.
That being so, it is clearly the secre-
tary’s duty to balance the books, or
to see that they are balanced, but as
this is by no means all that has to be
done before the books and accounts can
be said to be ready for audit, it will
probably be found convenient if I ap-
pend the following summary of what an
auditor would ordinarily expect to find
done before he commences his examina-
tion.

1. All postings should be completed,
all additions inked in, all balances
extracted, and the trial balance
agreed.

2. Vouchers for all payments should
be arrarged in order and avail-
able.

3. A complete list of all books, with
the names of the clerks in charge
of each, should be prepared.

4. If possible, the cash in hand at the
date of closing the books should be
paid into the bank, and where this
has not been done the cashier must
have his books written up to the
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date of audit, and vouchers ready,
as otherwise it is impossible for the
auditor to verify the statement of
cash in hand.

5. The pass-book should be made up

" to date and obtained from the bank
together with a certificate as to the
amount of the balance.

6. A complete inventory of the stock,
priced, extended, added, and duly
certified, should be ready.

7. All bonds, bi.ls, deeds, and other
securities to be ready for produc-
tion when called for by the auditor
and a list thereof should be pre—
pared,

8. A hst of all overdue accounts,
showing the provision, (if any),
which it is deemed necessary to
make against possible loss, should
be prepared.

9. A memorandum should be kept of
any other matter to which it is
thought desirable to call to the au-
ditor’s attention.

10, A draft balance sheet and trading
and profit and loss accounts should
be prepared.

You will see from the above that in
my opinion the accounts should, in
every point of view be absolutely com-
plete before the auditor is advised that
they are ready for him to commence his
examination, but, on the other hand I
do not wish any of you to run away
with the false impression that auditors
are desirous of keeping themselves in
the background, and not rendering as-
sistance upon matters where their views
may be asked, whenever it seems expe-
dient in the interests of the company
that they should be consulted. In points
of doubt and difficulty it is always, I
think, expedient that the auditor should
be consulted at the time, or even before,
the entries are made, and this applies
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not only to entries which are in the na-
ture of closing entries, made when the

books are being balanced, but also to.

all entries recording transactions of an
unusual nature, which may occur from
time to time in the course of the
company’s operations. From all points
of view, it is very much better that these
matters should be attended to as they
arise than left to accumulate till the
time of audit.

One of the most important matters
which have to be got ready for the au-
ditor is the balancing of the cash. Un-
der ordinary circumstances I take it to
be. fairly assumed that the usual course
will be adopted of paying all receipts
into the bank daily, without any deduc-
tion, and making all payments (other
than petty cash disbursements)by check;
but, whether this course be adopted, or
the more old fashioned one of paying
into the bank round sums of money
from time to time which are in excess of
current needs, and making numerous
payments by cash through the cash
book, the fact remains that in either
case it becomes necessary at balancing
time, if not oftener, for the auditor to
verify the accuracy of the balance of
cash in the bank. Now, this isa matter
which should not, so to speak, be
“thrown at” the auditor for him to make
the best he can of. A proper ‘‘recon-
ciliation’” of the balance show by the
cash book and the balance shown by
the bank pass book should be prepared,
if not by the secretary, then at least by
somebody under his control, to be sub-
mitted to the auditor at the date of the
audit,
able, if it can be arranged, that the au-
ditor should verify the cash at the actual
date when the books are being closed
for balancing, but this is not always
practicable, and where matters have not

It is usually, of course, desir--
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so been arranged it will be necessary
that the accounts, so far as the cash is
concerned, should be taken up to the
actual date of the auditor’s visit. so that
he may verify the cash in hand on that
day. The only means of avoiding this
is for every thing that is in hand on the
date of the balancing to be paid into the:
bank, and then, of course, the pass book
will be a sufficient record as to what was
the balance at the bank upon that date,
and, there being no balance of cash on
hand, there is no necessity for the au-
ditor to attend for the purpose of count~
ing it.

For the benefit of the younger of my
audience, [ think that it is perhaps ex-
pedient that I should dwell at somewhat
greater length upon the method of rec-
onciling the balance of the cash book

~ with the balance shown by the pass

book. This is done by means of what.
is known to accountants as a “Reconcil-
iation Account,’* of which a form is be-
fore you.

RECONCILIATION ACCOUNT, December 31, 1896,.
£ s, d. A s d.

Balance, as per cash book 1.497 6 10-
Add Amounts notcredited:
Januvary 1,1897...... 56 1 ¢
‘e 2,1897.0000s 108 6 2
e 164 7 11
1,661 14 9
Less checks not presented:
Dec. 16, Jones.....cvvun 4 1 8
*¢ 27, Smith......... 101 10 ©
** 31, Robinson...... 16 o o
—_— 121 1z 8
Balance, as per cash book.......... Aus0 3 T

I think I need hardly point out to you
that, in so far as there is anything in it
at all, it is well worth the secretary’s.
while to save the auditor all the trouble
he can at an audit, because it is impos-
sible for him, by merely raising difficul-
ties, to expect the auditor to fall short
of that full investigation which it is only
right and proper that he should make.
In the long run it only gives additional
trouble to both if the accounts are not
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ready and in proper form, together with
all other documents necessary for their
investigation,

Among other things which in all prob-
ability would be asked for by an auditor
would be some certified statement that
the various additions which had been
made to the capital assets of the under-
taking were really incurred, and that
they were properly chargeable against
capital in the proportions which were
stated in the books of account. Upon
this point the certificate of the managing
director should be obtained, if there is
a managing director, and if not then the
certificate of the manager, or some <ther
competent person deputed by the Board
to certify the matter in question.

The same remarks apply to the value
of the stock in trade, which should be
very fully certified by the employees of
the company.

Next we come to the draft accounts
themselves, which have to be prepared,
-of course, from the trial balances that
have already been extracted from the
various ledgers.

It is not unusual for articles of asso-
ciation to provide that the accounts
should be signed by two or more direct—
ors, and by the secretary of the com-
pany, but [ should like to point out to
‘you that, whether or not the articles do
s0 provide, the fact remains that the
accounts which are being prepared are
really neither more nor less than the ac-
counts of the directors, which are about
to be submitted by them to their em-
ployers (the shareholders), but that,be-
fore this can be done, these accounts of
the directors (which have been prepared
for them by their secretary) must be
submitted by them to the auditor, who
is the servant of the shareholders, so
that they may be passed by the auditor
before being placed before the share-
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holders themselves for final approval or
rejection,

You may perhaps think that this is all
mere truism, but in so many individual
cases have I found that both directors
and secretaries have failed to appreciate
the real position of affairs that 1 have
thought it well worth while to dwell
upon the matter at length. That being
so, it follows from what I have said that
the directors,and they alone, are respon-
sible for the form in which the draft ac-
counts are prepared.

Indeed, it is sometimes expressly
stated in the articles of association that
the auditor shall have no control over
the system of bookkeeping adopted, or
the form in which the accounts are to be
submitted to the shareholders, but, al-
though it is rare for such provisions to
be actually contained in the articles,
they are always implied unless the con-
trary is expressed, which, so far as my
experience gocs, is never done.

In practice, however, itis not unusual
for the directors to invite suggestions
from the auditor as to the form which
the accounts shall take, but as what may
be considered the best form will natur-
ally vary very much under different cir-
cumstances, it is hardly profitable that I
should go into the matter at length here
beyond saying that in my opinion it is
desirable that the actualaccounts which
are submitted to the auditor should be
as full and complete as possible, but
that, on the other hand, it is usually in-
expedient that so much detail should be
submitted to the shareholders. Still,
there is a limit to the extent that a bal-
ance sheet should be condensed, and on
no account should assets which have
nothing in common be grouped together
under a single heading., For ordinary
purposes it is not easy to improve the
form of balance sheet appended to the
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Companies Act, .86z, and [ do not think
that you could do better than follow
those lines as far as individual circum-
stances permit.

With regard to the trading and profit

“and loss accounts, it is not usually ex-
pedient that the trading account should
be published at all, as it generally af-
fords information which might be used
by rivals to the detriment of a company
and it is by no means always that the
profit and loss account is printed in
full.

These, however, are matters which,
under the articles of association, are al-
most invariably left to the discretion of
the directors, and, that being so, they
do not in any sense fall within the du
ties of company secretaries,and need not,
therefore, be considered by me at the

- present time.

The only remaining point that I have
to consider to-night is that of submit-
ting the draft accounts after they have
been prepared. The usual course, and
as I think, the proper course, is for the
accounts to be submitted to the board
defore they are submitted to the auditor.
Theyshould then beconsidered by the di-
rectors and, subject to such modification
as may be found necessary or thought
desirable, a minute should be passed to
the effect that they have been approved
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by the board subject to audit.

The auditor may then properly be ad-
vised that the accounts are ready for
him to audit, and the accounts which
are then actually put before him will
really be the accounts of the directors,
which it is desirable that they should
bein fact as well as in law.

As you are, of course, aware, after
being audited the accounts have to be
submitted to the company in general
meeting, and do not become the accounts
of the company until they are adopted
by resolution of the company in general
meeting It is difficult to say, however,
what is precisely implied by this adop-
tion of the accounts by the company.
Many ariicles of association expressly
state that after being so adopted the
accounts are ‘‘binding upon all parties
concerned,” butI have never yet heard it
suggested that the mere fact of their

being adopted was a bar to the accounts

being reopened at a subsequent stage
when the company had gone into liqui-
dation, while it is equally certain that
the liquidator as such possesses no other
rights than the company itself would
have possessed.. This, however, is a
point which is only remotely connected
wlth our present subject, and which,
therefore, we are not now called upon
to consider.

SIGNATURE TO BOND.

A recent decision of the United States Circuit
Court of Appeals in Union Guaranty & Trust
Company v. Robinson (79 Fed. 420) is to the
effect that it makes no difference in what form
an obligor signs a bond, if it appears that the
purpose was to bind himself. And where the
name of a corporaticn, the principal in a bond,
appeared in full in the body of the bond, and
its seal was impressed opposite the attestation

clause, between the- obligatory part and the
condition, and at the close of the whole instru-
ment the names of the president and secretary
were signed, this being its customary method
of executing sealed instruments, it is binding;
and the surety cannot complain that the bond
was not executed by the principal, especially
where it recognized the signature as sufficient
by signing right below it,
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BOOK-KEEPING. .
A COURSE OF LECTURES ON BOOKKEEPING, WITH SPECIAL REFERENCE TO JOINT STOCK
COMPANIES,

The fifth of a series of 6 lectures on “Bookkeeping’’ delivered at a meeting of the members of the Institute of
Secretaries, held Wednesday, March 3, 1897, at Winchester House, London, by Mr, Lawrence R. Dicksee, F.C.A.

The various matters to which I pro-
pose to direct your attention to-night
are at once some of the mostinteresting
in connection with the accounts of joint-
stock companies, and at the same time
those which peculiarly relate to compan-
ies and to them alone. Shortly stated,
they are the various points which arise
in connection with the allotment of
shares and debentures, and any subse-
quent entries which may be necessary
in connection with the increase or re-
duction of these issues.

Dealing first of all with applications,
it is usual in the case of a company of
any magnitude, to employ the auditors
to carry through the necessary work up
to the point of the allotment of shares;
but. all the same, I have thought it de-
sirable in my course of lectures to take
a somewhat higher ground, and as faras
possible prepare you for doing the whole
of the work that might fall to a company
secretary, and not merely that which is
ordinarily deputed to him on account of
his perhaps somewhat limited experi-
ence. We will, therefore, deal with the
subject absolutely from the beginning,
and although in many cases it may be
that you will never be required to un-
dertake any work in connection with an
allotment,yet,on the other hand,you can
do no harm by knowing how this work
has to be performed.

The ordinary procedure, of course, is
for the prospectuses to be issued contain-
ing the form of application for shares.
i need not now trouble you with the
precise nature of this form, beyond

stating in general terms that it is
a definite undertaking, upon the part
of the person signing it, to acceptan al-
lotment of shares up to the number
stated in that form, or any less number
that may be allotted, and that it is bind-
ing upon the applicant unless he has
withdrawn his application previous to
the allotment being actually made.
These application forms have of course
to be arranged and tabulated in proper
form for the directors, so that they may
be saved trouble when they meet to de-
cide upon an allotment, and may, fur-
ther, be in a position to really under-
stand the effect of what they are doing.

‘Here, again, we find an instancé of the

utility of tabular bookkeeping. The
various application forms, as they come
in, are entered up upon sheets in a form
somewhat similar to that which is now
before you.

A separate sheet (or sheets) is em-
ployed for each letter, so that the appli-
cations are, from the first, automatically
sorted into alphabetical order; and,
where subscriptions are invited for more
than one class of share, it is best to em-
ploy separate application forms, printed
on different colored paper, and to keep
the applications and allotment sheets for
the two sets quite distinct.

Eveantually, when the whole of the al-
lotment has been completed, these sheets
will be bound up in a book, and form a
permanent record; but in the meantime
it is a great convenience that they should
be loose, as it is then possible to put a

larger number of assistants upon the
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work, This question of dividing the la-
bor is avery important one,inasmuch as
it is the usual thing for the subscription
list to be closed at 4 o’clock one day,and
it is then necessary that the applications
and allotment sheets should be ready for
the directors probably at an early hour
on the following morning; so that, even
when the best possible means of econo-
mising time are employed, it is often
necessary to make an all-night job of
this preparation for allotment. (See
Form 1.) '

Upon the form of Applications and
Allotments Sheet which is before you
you will see that upon theleft hand side
of the page are columns for all the vari-
ous particulars which it is necessary to
put before the directors in order to en-
able them to arrive at a conclusion upon
the subject, viz.: the name, address and
occupation of the applicant, the number
of shares that he has applied for, and
the amount which he has deposited
thereon. I need hardly mention to you
that the occupation of the applicant has
a material bearing upon the matter in
many classes of companies, because,
other things being equal, it is always de-
sirable to include upon the register of
members as many persons as possible
who are interested in the trade, so that
they may be induced to influence busi-
ness.

You will see that the next column in
the form is headed ‘‘Proposed Allot-
ment.”” This column will usually be
found of considerable utility; it is filled
in by the secretary (or by the person re-
sponsible for the preparation of these
forms) as a rough guide to the board
upon the course which they should pur-
sue, It is, of course, not filled in until
the list has been closed, although the
various sheets are, of course, being pre-
pared from hour to hour as the applica-

Form 1.

APPLICATIONS AND ALLOTMENTS BOOK.
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tions come in; but after the list hasbeen
closed and the number of applicaticns
ascertained, it is very desirable (in the
event of there being an over-subscription)
that someone who is able to bringacer—
tain amount of intelligence to bear upon
the subject should look through the ap-
plications, with a view to throwing out
those which may appear to be undesir-
able, either because they seem to come
from competitors (who might be un-
desirable members of the proposed com-
panyj, or because the applications are
for a very small number of shares,which,
in the event of an over subscription, are
naturally the first to be crowded out. It
does not, of course, by any means neces—
sarily follow that the figures contained
in this column will correspond with the
actual decision of the directors when
they come to consider the matter later
on; but, nevertheless, it is a useful
guide to them, and is merely intended
as such. It is the column headed “Num-
ber of Shares Allotted” that is the actual
result of the directors’ deliberations.

The allotment, I need hardly remind
you, is made by the directors by resolu—
tion. It is particularly desirable that
this resolution should be in due form,
and therefore, although strictly speak-
ing, it is a legal matter, I trust that I
shall not be considered as going beyond
the province of my present course of
lectures if I suggest to you a form of
wording for a resolution of directors
covering an allotment of shares. The
form which I would suggest is as fol-
lows :—

“The secretary reported that in re-
sponse to the advertisement of the pros-
pectus, offering 100,000 preference shares
and 100,000 ordinary shares of £t each
for subscription, applications had been
received, as appeared by the Applica-
tions and Allotments Book, for 162,500
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preference shares and 108,510 ordinary
shares, and that the subscription list
was closed at 4 p.m. on the 3d Decem-
ber 1896. Resolved, that 100,000 pref-
erence shares of /1 each and 100,000

ordinary shares of £1 each be and are
hereby allotted to the applicants in ac—
cordance with the number of shares ap-
pearing in the allotment columus of the
Applications and Allotments Book. The
secretary was instructed to prepare and
issue the necessary allotmentletters and
letters of regret forthwith, and to draw
checks for the return of application
money where necessary.” ,

Now that we have got as far as this,
it is desirable that we should revert for
a moment to a somewhat antecedent
period and consider the actual entries
which it will be desirable should be con-
tained in the books of the company.

In the first place, I should like to
point out to you that it is a greatsaving
of time for all defails in connection with
the share capital account to be recorded
only in the Share Books; but, on the
other hand, it is very desirable that we
should be in possession of a means of
readily ascertaining that the entries in
the Share Books are absolutely correct.
Here the principle of the adjustment ac-
count helps us vastly. I shall therefore
ask you to consider the Share Ledger as
a ‘‘departmental” ledger, in exactly the
same way as the Sold Ledger or the
Bought Ledger might be, but at the
same time to remember that the Private
Ledger will contain accounts which are
virtually adjustment accounts summariz-
ing the entries in the Share Ledger and
testing the accuracy of these entries. It
is a question of expediency as to wheth-
er or not there should be more than one
adjustment account, Unless the num-
ber of shareholders is very large, prob-
ably one account, called ‘‘Shareholders’
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Account” will be quite sufficient; but,
in the event of the company being of
considerable magnitude, it is desirable
that the adjustment account should be
subdivided into *‘Applications and Al-
lotments Account,” “First Call Ac-
count,” *“Second Call Account,” &c.
This, however is a matter of detail
which I need not dwell upon at any
great length, The main point is this:
When the applications come in they are
accompanied by a deposit, and the ap-
plication form and the deposit are both
left at the company’s bankers, who re-
cord the ertry of the deposit in the com-
pany’s pass book. Usually there is a
separate pass book for this particular
purpose alone, but sometimes there is
only one bank account, In any case,the
bank, in due course, hands over the ap-
plication forms to the company; and, in
addition to their being entered up in
the Applications and Allotments Book,
which I have already dealt with in de-
tail, the cash paid to the company’s
bankers has, of course, to be entered up
in the company’s cash book. 1t may be
thought desirable to enter the amounts
in detail in an inner column on the debit
side of the private ledger (or general
cash book), or it may be found conveni-
ent—and in the case of a large company
no doubt will be found necessary—for a
separate Share Cash Book or Share
‘Cash Books to be kept, in which these
details are entered and the daily or
weekly totals transferred to the general
.cash book. The principle in either case
will be the same, viz,, that the details
will be posted to the credit of the vari-
ous applicants upon the Applicatious
and Allotments Book in the columns
which you see are available for that pur-
pose, while the totals of the daily or
weekly receipts in respect of applica-
tions, &c. will be posted to the credit of
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the shareholders’ account (or the appli-
cations and allotments account, as the
case may be) in the private ledger.
When the allotment has been decided
upon and the amount due thereunder
paid, the Applications and Allotments
Sheets can of course be readily filled up,
and I think that a careful study of the
form will enable you to readily perceive
how the balances which have to be trans-
ferred to the Share Ledger itself are ar—
rived at. A form of ruling for a Share
Ledger will be found on the papers be-
fore you. (See Form 2.)

Some forms of Share Ledger show
preference and ordinary shares upon a
single opening, but it will usually be
found desirable to have separate Share
Ledgers for preference shares and ordi-
nary shares, This, however, is a matter
of detail and individual convenience.

Now, in order to complete the agree-
ment between our adjustment account
and the Share Ledger it is necessary
that we should make corresponding en-
tries in the Private Ledger for all those
appearing in the Share Ledger. These
entries will be passed through the Jour-
nal, the principle being that the share-
holders’ account (or the application and
allotments account, as the case may be)
is debited with the amount due on al-
lotment in respect of such allotment,
while the share capital accounts (one of
which must be opened in respect of each
different class of shares) are credited
with the actual amount due on allotment
in respect of the number of shares allot-
ted in each individual case. I have not
thought it desirable or necessary to put
before you the actual form of these en-
tries, inasmuch as they are perfectly
straightforward, but I hope that you
will be able to follow me from this short
statement of what has to be done. In
order, however to make the point a little
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clearer, I should like to point out to you
these two facts:—

(r) That the balance of the share
capital account (or of each share capi-
tal account, if there is more than one)
should at any time correspond with
the actual amournt called up in respect
of that class of shares.

(2) The shareholders” account, if it
shows a debit balance, will indicate
the amount of calls unpaid by share-
holders, less the amounts of deposits
received from applicants, which are to
be returned by reason of allotments
not having been made. If it shows
a credit balance,it must be because the
latter exceed the former; but this, of
course, is extremely unlikely, unless
the prospectus prescribes that the
amount of the deposits with applica-
tions shall be the full amount due
upon allotment.

I have now to deal with subsequent
‘“calls” upon shares which have already
been allotted. Some Applications and
Allotments Books provide further addi-
tional columns for these calls to be re-
corded in tabular form, and for payment
of the amount due to be also entered
therein; but this seems to me to be a
mistake, inasmuch as it delays the open-
ing of the Share Ledger, which is very
undesirable in most cases. The course
which I prefer to adopt is to have a
separate ‘‘Calls Book” which, for all
-practical purposes, is an ordinary day
book. The details recorded in this Calls
Book are posted to the right-hand page
of the Share Ledger whenever a call is
made; and at the same time a Journal
entry is recorded, crediting share capital
account with the amount of such call,
and debiting the shareholders’ account
therewith. If the number of sharehold-
ers is large, and there is any consider-
able amount of arrears upon the appli-
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cations and allotments account,however,
it is desirable that the debit of the call
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should be passed to another account, so
that these two matters may be kept dis-
tinct, and then the new account will be
opened called ¢ ‘First Call Account,” or
“Second Call Account,” as the case may
be, to which the amount of the call will
be debited, and against this account will
be posted the daily or weekly totals of the
sums of cash received from shareholders
in payment of calls. The resultin either
case is the same, viz., that if a list of
balances is extracted from the Share
Ledger, showing the amount due upon
allotment or upon calls, the total of such
list should at any time agree with the

corresponding adjustment account in the

private ledger.

Passing on to the question of transfers
I should like to point out to you that,
although in itself a most important mat-
ter, the question of transfers is relatively
unimportant, in the sense that it in no
way affects the financial position of the
company; it is merely a. registration of
a change of the ownership of certain
shares, and, therefore, does not affect
the financial books. It does, however,
affect the Share Ledger, and the proper
entry will be, of course, to debit the
transferor with the amount of the shares
transferred, and to open a new account
in the name of the transferee, crediting
him with the amount. These entries
are passed through a journal, called the
“‘Transfer Journal,” which is only used
in connection with the Share Ledger; it
does not deal with money as such, but
merely records the particulars of the
shares transferred.

The next point I have to deal with is
the ‘‘forfeiture of shares.” As you are
no doubt aware, most articles of associ-
ation provide that if any call is in arrear
for a certain number of days after due
notice has been given to the shareholder,
it is competent for the directors, by
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resolution, to declare those shares for—
feited to the company, without prejudice
to any rights that the company may
have against the shareholder in respect
of such calls. I may mention, however,
that it is desirable that the resolution
should explicitly state that the required
notice has been given and not complied
with, and that shares Nos... , standing
in the name of......... ... be and are
hereby forfeited. There are various
methods of dealing with the entry of
forfeitures in the books, but the one
which I would suggest to you as being
the best and simplest is as follows:—

In the Share Ledger, by means of the
Transfer Journal, transfer the shares in
question to the ‘‘Forfeited Shares Ac-
count.” When resold, transfer them
from this account to the account of the
purchaser in the usual way. Inthe Gen-
eral or Private Ledger pass, by means
of the Journal, an entry debiting the
share capital account, and crediting
“‘Forfeited Shares Account” with the
amount paid up upon those forfeited
shares. Until the shares are re-issued,
the balance of the forfeited shares ac-
count should be separately stated upon
the liabilities side of the balance sheet;
but when the shares have again been
disposed of the balance of the forfeited
shares account may, if thought fit, be
credited to reserve fund or the profit
and loss account., Directors may, how-
ever, re-issue such shares at a discount,
not exceeding the amount originally
paid up thereon, and when advantageis
taken of this power the amount of such
discount must be made good to share
capital account out of forfeited shares
account.

You are no doubt well aware that its
shares cannot legally be issued at a dis-
count, but they can be (and sometimes
are) issued at a premium. When this is
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so, the prospectus invariably states the
amount of the premium at which they

are issued, and which of theinstalments:

payable are in respect of the premium,
Almost the invariable practice is for the
premium to be paid in advance, along
with the first deposit; but whether this
is so or not the actual bookkeeping en—
tries assume a very simple form. There
is no occasion to record anything in con-
nection with the premium in the Share
Ledger. The Applications and Allot-
ments Sheets will contain a separate
column for the amount of the premium,
as distinguished from the deposit, and
the total of the premiums upon those
shares which are allotted, will be trans-
ferred from the credit of the sharehold-
ers’ account (or the applications and
allottments account as the case may be)
to the credit of a *‘Premium on Shares
Account,” or, perhaps more convenient-
ly, direct to the credit of the reserve
fund, which is the only place to which
these premiums on shares can ultimately
be properly taken, for undoubtedly they
are not profits which are available for
distribution among the shareholders.
Now, everything I have said to you as
yet will apply equally well to the issue
of debentures instead of shares. It is
true that the persons who apply for de-
bentures do not place themselves in the
position of being members of the com-
pany; on the contrary, they merely lend
the money upon certain terms, and in
almost all cases they have as a security
for the due repayment of these moneys
a floating charge upon the undertaking,
by virtue of which, under certain cir-
cumstances provided for in the form of
debenture, orin the trust deed, if there
be one, it is competent for them to ap-
ply to the court to appoint a receiver,
who may take possession of the under-
taking, when the ‘‘floating” charge
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“‘crystallizes” into a ‘‘fixed” charge,an@®
they become entitled to the property
which has passed into the hands of the:
receiver in preference to all other per-
sons. ,
In the meantime, the bookkeeping en-;
tries are practically identical with those:
which I have mentioned to you in re-
spect of shares, the only real difference
being that,unlike shares, it is quite com-
petent for a company, if it thinks fit, tos
issue debentures-at a discount; it is,
therefore, necessary for us to consider
what bookkeeping éntries are necessary"
when this course is pursued, The posi-
tion of affairs under these circumstances.
is really as follows: That if the entries..
have been passed through in the way
which I have already described, then the-
credit balance of the debentures account.
in the Private Ledger will be for the
nominal or face value of the debentures,
and a corresponding amount will have
been debited. to the debenture holders”
account, If, therefore, the debenture-
holders have paid less than the face value-
for their bonds, it will naturally follow
that this latter account will show a debit:
balance equal to the amount of discount:
allowed upon the issue, assuming that
(except i1 respect of the discount) alb
claims due from debenture holders have-
been paid in full. To correct this it is-
necessary to open anaccount in the Pri-
vate Ledger called ‘‘Cost of Issue of
Debentures Account,” and debit this.
with the amount of discount allowed,.
crediting the debenture holders’ account
with a like amount, and so balancing:
the latter

Any commission paid, to underwrit=
ers or otherwise, in respect of the issue-
of debentures, may also be debited to-
this account; which, unless the deben-
tures are redeemable, may fairly be-
treated as an asset, and brought into the:
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balance sheet by deducting it from the
amount shown under the head of “De-
bentures” upon the liabilities side, When
this course is pursued it is desirable,
however, that the nominal amount of
the debentures should also be stated, so
that no one may be deceived upon the
matter,

In the case of redeemable debentures,
however, it is necessary to remember
that these debentures will no doubt be
redeemable at par—that is to say, at a
higher price than that which the com-
pany received for them—and it will
therefore then be necessary that the dif-
ference between the two prices (which1s
aloss which will have to be borne by the
company) should be provided for by
a charge to profit and loss account,
which may of course be spread over
the term covered by the debentures
issued. This same reserve for loss
upon the redemption of the debentures
must also be made, even if they have
been issued at par, if they are afterwards
redeemable at a higher price.

The next point to which I should like
to draw your attention is with regard to
the necessary entries in the books when
debentures are actually redeemed. In
the Debenture Ledger it is desirable that
a ‘‘Debentures Redeemed Account”
should be opened, and, through the De-
benture Transfer Journal,all redemptions
should be transferred from the holders’
accounts to this account. In the finan-
cial books of the company the cash paid
upon the redemption of debentures
should be posted to the debit of a “‘De-
bentures Redeemed Account,” any pro-
vision which it may be necessary to make
against profit and loss, in the case of
debentures being redeemed at a higher
price than originally received for them,
must also, of course, be credited to this
account, and the balance should be peri-
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odically transferred to the debit of the
debentures account, thereby gradually
reducing the amount to the credit of the
latter,

Turning back again to the issue of
shares, I should like to call your atten-
tion to the fact that Section 25 of the
Companies Act, 1867, provides that
‘‘Every share in any company shall be
deemed and taken to have been issued,
and to be held subject to the payment of
the whole amount thereof in cash, unless
the same shall have been otherwise de-
termined by contract duly made in wri-
and filed with the Registrar of
Joint Stock Companies at or before the
issue of such shares,” This clause is of
considerable practical importance in
view of the fact thatin almost every case
the vendors of an undertaking to a com-
pany agree to take a certain number of
“‘fully- paid” shares as part consideration
of their purchase price, In respect of
these fully paid up shares it is necessary
that a contract in the terms of the above
section should be filed at Somerset
House with the registrar of Joint Stock
Companies ‘‘at or before’” the time of
the allotment. Primarily, of course, it
it is the duty of the company’s solicitor
to see that these formalities are duly
complied with, but, nevertheless, no
harm can be done by the secretary in
exercising a little independent super-
vision upon the point.

The actual entries in the books them—
selves are comparatively simple, A Jour-
nal entry will be required, debiting the
vendor’s and crediting the share capital
account with the face value of the shares
actually issued. These shares will or-
dinarily be posted into the Share Ledger
from an entry at the foot of the Appli-
cations and Allotments Book,with a note
to the effect that they have been issued
as “fully paid.”

ting,
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Before going further I should like to
point out to you that the Companies’
Act, 1862,requires that certain statistical
books should be kept by every company
registered under that Act. There are no
financial books prescribed,and therefore
it is only indirectly that the p2int con-
cerns us at the present time; but, for
the sake of completeness, it seems desir-
able that I should refer to it. These
books are as follows:

Register of Members,

Annual list of Members and Sum-

mary,

Register of Mortgages

Minute Book, :
and, in the case of companies limited by
guarantee, a Register of Directors and
Managers. ’

For the reason, however, that none of
these books in any way affect the finan-
cial accounts of the company, it is un-
necessary for me to deal with them in
detail here, beyond saying that,for prac-
tical purposes, it is usual to provide that
the Share Ledger shall contain such par-
ticulars as are required to be contained
in the Register of Members, so as toob-
viate the necessity for keeping a separ-
ate register.

The only other questions which I
propose to deal with to night—and those
very briefly—are with regard to the in.
crease or reduction of a company’s cap-
ital, Time does not permit me—nor
does it appear to be otherwise necessary
for me—to go into the legal aspect of
these questions; I shall, therefore, con-
fine myself merely to the bookkeeping
entries.

Upon the capital of a company being
increased by the issue of new shares,the
entries necessary in the books follow the
ordinary course pursued upon the allot-
ment of the original shares, and there is
no difference whatever in the procedure,
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But in the case of the reduction of a
company’s capital, the procedure is that
all the shares (or all the shares of a cer-
tain class) are considered to be of a less.
value than was originally the case, and
certain entries become necessary in the
financial books to give effect to this con-
sideration. These may be recorded as.
follows: In the Share Ledger, the sim-
plest and most convenient way is to pro-
cure a rubber stamp, briefly stating the
effects of the resolution reducing the
capital, and to impress it upon every
page affected. The share certificates
should also be called in and similarly
stamped. - !In the General Ledger, note
the reduction of theheading of the share
capital account, and, if the reduction
does not affect the paid-up capital, no
further entry is required. If, however,
the reduction has been made for the
purpose of writing off a balance to the
debit of profit and loss account,or profit
and loss apportionmeat account, as it is
sometimes called, then a Journal entry
must be made, debiting share capital ac-
count and crediting the first-named ac—
count with the total amount of such re-
duction of the paid up capital,

Before closing my present lecture, T
should like to point out to you that I am
fully aware that I have only been ablein
the time at our disposal to-night, to deal
with this very wide subject in a most.
superficial manner; I have, however,
endeavored to deal with those points
which appear to be of the most impor—
tance, and to leave either but slightly
considered or entirely ignored those
which are either of relative unimpor-
tance or with which you will probably
be already acquainted. Under the latter
head I have included such points as the
form of a call letter, the issue of certifi-
cates to shareholders, and the registra-
tion of transfers, All these, however, I
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think you will agree with me, are points
which do not strictly come under the
<category of bookkeeping; what I have
.endeavored to do is to deal as fully as
zhe time at my disposal renders possible
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with the questions of bookkeeping aris-
ing out of the issue of shares and deben-
tures, and I hope that upon these mat-
ters I have been able to give you a fair
dea of the best methods to adopt.

KEPORT OF COMMITTEE ON FORMATION OF BUREAU OF
EDUCATION.

Made to the American Bankers’ Association in Convention at Detroit, Mich., August18g7.

At a meeting of the Executive Coun-
il in March of this year, I presented to
- that body a suggestion that a Bureau of
‘Jaformation be formed, which should
.uadertake to educate the people as to
-«¢hat is the true character and operation
-of banks in the community,

I said, in substance, that if the bank-

«ers. of the United States would establish
.a bureau and employ speakers to pre-
.~seat the claims of the banks, properly,
before the public, men who could in
plain speech show the farmer and others
. that if the banks charge high for accom-
.amodation it is the fault of the legisla-
tion and not of the banks themselves,
much of the present hostility which ex—
ists against banks would be removed.
[n pursuance of this idea, the Council
_j-appointed a committee of three, con-
. sisting of Mr. Lowry, Mr. Hollister of
. 4Grand Rapids, and myself.
The Committee have been at work,
through correspondence, in furtherance
. -of thisidea, and are ready to report their
approval of the undertaking, and have
-dia bhand the preparation of a pamphlet
- to be widely circulated by Banks and
Savings Banks throughout the country,
.and also a plan for the organization of
- a Bureau of Speakers. The idea has
. anet hearty approval from all sources,as
. far as the committee have heard. One

authority, high in the financial-political .

world, writes:

“It has often occurred to me that the
Association could not do better than to
devise some method of providing a sim-
ple and not too prolix statement of the
functions that a bank discharges in its
relations to the welfare of the commun-
ity in production, manufacture and ex-
change of commodities, and see to it

_that this treatise is put into the hands of

thousands, if not millions, of pecple,
through local banks and bankers. There
is, as you know, very great ignorance
and very great prejudice concerning
banks and a blind hostility which grows
up out of a lack of apprehension of what
the banker is and what he does. Alarge
amount of money might, in my opinion,
be profitably spent in doing this kind of
missionary work, to the great advan-
tage of the banking interests of the
United States and to the welfare of the
social whole.”

The Honorable James H. Eckels,
Comptroller of theé Currency, has fre-
quently, in his speeches and writings,
emphasized this point. In an address
delivered at Philadelphiain May he says:

“Bitter opposition directed against
aggregated capital in the shape of bank
capital is a distinctive feature and a
harmful one in American political life.
It is not uttered against capital embark-
ed in schemes for insurance. It finds
no fault with capital embarked in many

. lines of trade and commerce, but it al-
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BOOK-KEEPING.

~ A COURSE OF LECTURES ON BOOKKEEPING, WITH SPECIAL REFERENCE TO JOINT STOCK
COMPANIES.

The last of a series of 6 lectures on “Bookkeeping

uenvered at a meeting of the members of the Institute of

Secretaries, held Wednesday,March 17, 1897, at Winchester House, London, by Mr. Lawrence R. Dicksee, F.C.A.

The points which I propose to deal
with in this my last lecture relate to the
vnrious questions which arise after the
books of a company have been bal-
anced and the balance sheet and profit
and loss account prepared, subject to
the final adjustment; that is to say,they
are all questions relating either to the
disposal of the balance available, or to
the treatment of such balance in other
respects.

I need hardly point out to you that,in
the case of a private trader, the pru-
dent man is he who does not spend the
whole of his available profits, but leaves
a portion thereof
gradually accumulate, so that in
course of time he becomes very much
richer than he was at first. There is, of
course, a limit to the practical advan-
tage of leaving funds in any one busi-
ness, and that limit is reached when it is
found that the funds cannot be usefully
employed in the business when left
there; but, within a considerable mar-
gin, it is practicable in.most instances
to increase the profits of a business by
increasing the amount of working cap-
ital, and particularly so in the case with
joint stock companies, as contrasted with
individual enterprise.

In the case of a firm or a sole trader,
when unforeseen contingencies arise
that make temporary demands for fur-
ther working capital, if the business is
in other respects a sound one, the pro-
prietor, or the proprietors, as the case
may be, will always put their hands in
their pockets and find further working

in the business to-

capital, or, if necessary, borrow it for
the sake of the business; but the same
cannot be said of shareholders. When-
ever contingencies arise which make
sudden demands upon a company for
further cash, it will almost invariably
happen that this is the particular mo=
ment when it is impossible for the com-
pany to issue further shares, except,
perhaps, upon very disadvantageous
terms, and although debentures are
sometimes resorted to for this purpose,
it may easily happen that in a perfectly
sound company the issue of first deben-
tures have already been made, and I
need hardly point out to you that sec-
ond debentures are a security that does
not usually find favor with investors.
That being so, a company is placed at a
disadvantage as contrasted with a pri-
vate undertaking, in that it is more
difficult for a company than for a pri—
vate firm to find extra working capital
on an emergency. It is, therefore, very
much more important that it should re-
tain within its control a certain amount
of reserve capital to be used should oe-
casion arise. Therefore, in the case of
a company, even more than in the case
of a private individual, it is very desir-
able that the whole of the profits should
not be taken out of the business. This
is a point which I want to put be-
fore you at some length, because it is
not generally appreciated what a reserve
fund really is. A reserve fundis neither
more nor less than an accumulation of
profits, which might have been distrib-
uted by the company in the form of
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dividends, but which it has been consid-
ered more expedient to retain as a pro—
vision against unforeseen contingencies.
Very commonly you will find that com-
panies build up what they cell a reserve
fund, to meet losses which will eventual-
ly be found to have arisen in respect of
bad debts, depreciation and the like;
but I should like to point out to you, in
the strongest possible terms, that these
are not reserve funds at all, and the test
of this is that they have not been accu-
mulated out of profits, The reserve fund,
" I need hardly say, appears as a credit
balance in the Ledger, and the corres—
ponding debit—if it is a frue reserve
fund—will have been against the balance
of profit and loss appropriation account.
If it is #not a true reserve fund, the cor-
responding debit will be against profit
and loss account. To fully appreciate
this difference, it is, of course,necessary
to consider what are profits available
for dividends, but for the moment I
think this distinction will be found suffi-
cient,

The next question that arises is this:
Assuming that it is desirable not to dis-
tribute the whole of one’s profits but to
set aside a certain portion each year as
a reserve fund, what is to be done with
the amount so set aside? I need hardly
point out to you that when it has been
decided to set aside a certain portion of
the profits available for dividends as a
reserve. fund, the only bookkeeping
entry that is necessary, oreven possible,
is one debiting the profit and loss ap-
‘propriation account, and crediting the
reserve fund with the amount which it is
decided to set aside. This is really all
that it is necessary to do in connection
with creating a reserve fund, and it is
all that it is possible to do. On the
other hand there isa general impression
and particularly with that part of the
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public which is not very familiar with
accounts, that a reserve fund is not
‘“‘real” unless one can point to certain
specific investments outside the business
as representing it, I trust that I shall
not be misunderstond by any of you
when [ say that there is absolutely no
connection whatever between a reserve
fund and any assets which may be said
to representit. A reserve fund is neither
more nor less than undivided profits,
and it is imposssible to say it is specifi-
cally represented by any asset.

It will generally be admitted that
when a company has had a good year,
and distributed dividends to a smaller
extent than its accumulated profits, the
balance of profit and loss account which
has to be carried forward is available in
the sense that, should the next year re-
sult in a loss, that balance will be the
first item to be wiped out, and that it
will be wiped out automatically. I
should like to draw your very particular
attention to the fact that the second
item to be wiped out by a loss—in the
event of this balance brought forward
from previous years on profit and loss
account being insufficient—is the reserve
fund. In the event of there being a
loss which the balance brought forward
on profit and loss account is insufficient
to cover, the next account to which this
loss must be debited is the reserve fund.
It is a contradiction in terms to state,in
the form of a balance sheet, a position
of affairs showing a deficiency or a debit
balance on profit and loss account and
a surplus or a credit balance on reserve
fund. It is absolutely impossible that
there should be both a surplus and a
deficiency. That being so, I should
like to further point out to you that the
mere investment of a reserve fund af-
fords absolutely no security for its con-
tinued existence; it can only exist so
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long as the company continues not to
make losses and no longer. That being
so, I think I have effectually disposed of
the impression which is so very current,
that a reserve fund is no real reserve
fund unless it is represented by invest—
ments,

On the other hand, it is well to admit,
and I do admit it freely, that although
the reserve fund in itself may have to be
wiped off because a company has had a
bad year, or a <eries of bad years, this
is in itself no reason why a company
which does not distribute all its profits
should not invest the amount which it
reserves in outside securities, so as to
distribute its risk. Of course, if all the
resources of a company are confined to
the particular business engaged in, the
shareholders have all their money em-
barked upon a single risk, and if any-
thing goes wrong with that risk, they
are in a very bad position. If, on the
other hand, part of their money is in-
vested in outside securities of a first-
class character, they have always a cer-
tain “nest egg’’ to fall back upon that
can be realized in times of need which,
as 1 just now pointed out, are the times
when it is most difficult to raise further
capital by any other means, For this
reason it is very desirable, when a com-
pany can afford to do so, that its sur-
plus capital should be separately in-
vested ; but this is quite another thing
from saying that a reserve fund is not a
“real” one until it is invested outside the
business, and I hope that I have been
able to make the distinction sufficiently
clear to you,

The next point that I would like to
pass on to is the distinction between a
reserve fund and a sinking fund. I
have already defined a reserve fund as
being a sum set aside out of profits to
meet unknown contingencies. A sink-

ing fuud, on the other hand, isa sum set
aside out of profits to meet 4nzown con-
tingencies, i.e., the redemption of lia-
bilities, like debentures, mortgages, &c,
The distinction may appear to you to be
a fine one, but it is less so than appears
at first sight. A reserve fund is a pure-
ly prudential measure, which 1t is
thought desirable to put aside, so that,
in the event of the company’s business
being less profitable at a later stage,
there may be something to fall back
upon to tide over the bad time, and itis
for this purpose that a reserve fund is
maintained. A sinking fund is set aside
out of profits because it is known that
at some future time a sum of money will
be required, not for the sake of making
good a wasting of assets or loss of any
description, but in, or to pay off, a lia-
bility which will become due at some
future date, such as when debenturesor
a mortgage which has been lent for a
definite time, mature, and it is desired
to redeem them out of the existing funds
rather than to seek afresh advance else-
where. The essence of the distinction
comes in this way, that, whereas it is
perfectly proper, and indeed financially
desirable that the reserve fund of a com-
pany which is short of working capital,
should be kept in the business so as to
increase the available amount of working
capital,and the consequent profits,it is es-
sential that a sinking fund should be in-
vested in securities outside the company,
so that when the time comes that the
amount is required to pay off the liabil-
ities it may be readily realized without
any embarrassment to the business,

The next point to which I wish to
draw your attention to-night is that of
depreciation. Thisis a verylarge ques-
tion indeed, and one which I cannot
hope to go into fully in the limited time
which is at my disposal to-night, but I
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should like to point out to you that the
amount to be written off for depreciation
is not, as some people seem to think, a
provision made out of the profits to meet
a loss which at some future date will be
ascertained, but rather one of many in-
stallments which, after a careful calcu-
lation, it is believed will eventually
aggregate to the value of certain assets
by the time those assets become useless
to the company. That is to say, the
amount set aside for depreciation, al-
though in a sense an estimate, is not an
arbitrary amount, but one of many in-
stallments which, taken together, are ex-
pected to eventually accumulate to the
capital value of the asset which is de-
preciating. :

I may put this another way. Such as-
sets of a company as are of a wasting
nature, either by effluxion of time or by
wear and tear, or by the fact that con-
tinual invention is reducing the value of
existing assets by decreasing the demand
for them in the market, are continually
becoming of less value, and this quite
irrespective of whether the company
which owns them 1s making a profit or
aloss. On the other hand, the precise
amount of such shrinkage in value from
time to time cannot be accurately ascer-
tained, and it is not altogether desirable
even if possible, that the actual loss
from time to time should be put down,
as this might have the effect of causing
serious fluctuations in profit withoutany
corresponding advantage.

It is therefore generally conceded that
the better method of dealing with the
matter is that the ‘‘life” of the asset in
question should, as far as possible, be
ascertained, and, having been ascertain-
ed, its original value should be spread
over the estimated term of its life, and
a proportionate amount written off
during each year. In this connection I
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should like to suggest that for all ordi-
nary purposes assets are written down by
means of a percentage, which may be
either a fixed percentage upon the orig-
inal value or a fixed percentage upon the
value standing to the debit of the assets
account at the commencement of the
year under review. There is a very ma-
terial distinction between these two
methods; thus, supposing it is estimated
that the life of a machine is twelve years,
and that at the end of that time the value
of the old metal that it contains will be
one per cent, of the original value, then,
if the system be adopted of writing offa
fixed percentage upon the original cost,
seven and a-half per cent. will be the
proper rate for depreciation; on the
other hand, if the system be adopted of
writing the percentage off the reducing
balances, it will be necessary that the
depreciation should be at the rate of
seventeen and a half per cent. It will
be seen that the latter method throws a
very much heavier installment upon the
earlier years, whereas the former keeps
the installments for depreciation always
uniform. But it must be remembered
that, in addition to depreciation, there
are always necessary repairs in connec-
tion with machinery, and these natur-
ally fall with increased heaviness upon
the latter years of a machine’s life, so
that, upon the whole, probably the sys-
tem of writing the depreciation off the
reducing balances effects a more equit-
able apportionment of repairs and de-
preciation taken together throughout
the different years, but it is very impor-
tant that the distinction between the
rate per cent. which must be adopted in
the two cases should not be overlooked.

With regard to the depreciation of
leases, however, it is not usual to adopt
the fixed percentage, unless the term of
the lease is very short, because it is
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“usually considered desirable that the ef-
fect of the interest upon the capital in-
volved should also be taken into account.
I need hardly remind you that when a
premium is paid for a lease it is because
the actual annual value of the property
is believed to be greater than the rent
payable under the terms of the lease;
that is to say, the premium is the present
value of a portion of the rent paid in
advance. The amount of the premium
should therefore be reduced annually by
transferring a fixed installment to rent
account or, if thought desirable, it may
be shown under separate headings as
depreciation. But the amount of capi-
tal invested in the lease is continually
decreasing, and whatever capital there
is invested in it from time to time it
should be bearing interest, and would
be bearing interest if invested in other
ways; therefore it is necessary that the
amount to be debited to profit and loss
account for excess rent or depreciation
should be such that when credited to the
lease account, it will reduce that account
to zero by the time the lease expires,
after the lease account has been debited
and interest account credited with a per
centage, say 4 per cent., upon the debit
balance of the lease account from year
to year, It is unnecessary for me to go
into the question as to how these calcu-
lations are made; in practice they are
usually arrived at by the use of tables
which are specially constructed for the
purpose, but the bookkeeping entries
are that the lease account is debited and
interest account credited with interest
upon the debit balance of the lease ac.
count at the commencement of each
year, and lease account is credited and
profit and loss account debited with a
uniform sum written off by way of de-
preciation, or rent paid in advance, I
may mention, however, before dismiss—
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ing this subject, that most leases contain
covenants by which the lessee isrequired
to leave the premises in a proper state
of repair, and these usually involve a
considerable outlay at the close of a
lease; that outlay will vary according to
circumstances, from perhaps six months’
to two years’ rent. Itis desirable there-
fore that the actual term of the lease
(for the purposes of considering the
amount to be written off for deprecia-
tion) should be taken as something
between six months and two years /Jess
than the actual unexpired term. The
result of this will be that the leases
account will he reduced to zero that
length of time before the lease actually
expires, and during the remainder of the
period the profit and loss account can be
charged with installments for deprecia~-
tion at the same rate as before, which
can be credited to a reserve created to
meet the cost of dilapidations when the
liability actually accrues.

Now, with regard to the question,
What are profits available for dividend?
I should like to point out to you that
this is a matter which is almost entirely
governed by the articles of association
of each individual company, There is
practically nothing upon the subject in
the Companies Acts beyond a general
statement that the capital of a company
must not be returned to the sharehold-
ers. It is only in Table “A” the pro
forma articles of association appended to
the Act of 1862, that we find a statement
that ‘‘no dividend shall be payable ex-
cept out of the profits arising from the
business of the company.” Most arti-
cles of association contain some similar
clause to this; but, on the other hand,
some companies expressly provide that
before arriving at profits available for
distribution it is not necessary that any
reserve should be made for the wasting
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of the capital assets of the company,and
it has been held by the Court of Appeal
in several cases, with the details of
which I need not trouble you, that when
such a clause is to be found in a com-
pany’s articles of association it is unnec-
essary for provision to be made for
depreciation. That, at least, isthe way
in which Iread these decisions; but they
are by no means clear, and it seems
doubtful really whether the judges who
gave them were really sufficiently ax fai?
with the position of affairs to give any-
thing more than a decision upon the
precise points which were placed before
them, and it is perhaps even doubtful
whether they wished to give decisions
which were of general application. But
it seems to me that, in any case, there is
this important reservation, viz.: that a
company cannot pay dividends under
any circumstances which will have the
effect of leaving its creditors out in the
cold; but so long as the creditors are
not defrauded, apparently, the courts
will not interfere to prevent profits being
distributed among shareholders which
do not provide for the replacement of
wasting capital. - How far this attitude
of the courts may be taken as a state-
ment of the law upon the subject, and
how far it is due to a disinclination to
interfere with the bona fide discretion of
directors and shareholders, it is, how-
ever, very difficult to say. Be it as it
may, however, I should like to point
out to you that no decision of the court
can really alter what are, and what are
not, net profits; and whatever may be
the dividend declared, it seems to me
that accounts should not be published to
shareholders stating as net profits some-
thing which does not provide a charge
against profits for any shrinkage in the
value of assets which has actually oc-
curred.
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On the other hand, it is practically
impossible in many cases to put a defin-
ite value upon the fixed assets of the
company which are practically of a per-
manent character; that is to say, thatso
long as a reasonable basis of depreciat-
ing the assets is arrived at and continued
in good faith, it is quite unnecessary to
take into consideration any possibility
of the fixed assets of a company fuctua—
ting in value from time to time. With
regard to the floating assets, however,
it is important that *he actual values at
the time should be taken into consider-
tion, as these assets are only held by the
company for the purposes of their being
converted into cash as soon as possible,
and therefore it is their cash values that
should be taken and not their cost. Itis
however, beyond the secretary’s prov-
ince to consider these questions in de-
tail; they belong primarily to the direc-
tors and the auditors, both of whom
have to independently arrive at a bona
fide opinion upon the subject, and to
place their views before the shareholders
who are the final arbitrators upon the
point,

This brings me to my next heading,
viz., the declaration and payment of
dividends. As you are no doubt aware,
this again is a question which is govern-
ed by the articles of association of each
individual company. Without articles
providing for the declaration and pay-
ment of dividends, it seems to me that
none could be declared; but this is per-
haps a point of only academical interest
inasmuch as this is one of the things
which is always provided for by the arti-
cles of association, and is, generally re-
garded as one of the most important. In
the absence of special provisions in the
articles, @ fortiori interim dividends
may not be declared by the directors;
but when the articles give the necessary
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power, directors may declare an interim
dividend, although they run a serious
risk if they do so without taking ade-
quate steps to satisfy themselves that
they are justified in so doing by the po-
sition of the company’s finances and
accounts., What I may call #2¢ dividend
however, has usually to be declared by
a vote of the shareholders in general
meeting; but meeting articles provide
that the shareholders shall not be al-
lowed to vote a larger dividend than
that recommended by the directors. It
is difficult to say what this ‘‘recommen-
dation” of a dividend by the directors
actually means, and I do not know that
it is really necessary for me to go into
this question; it may, however, I think,
be taken that it means nothing more
than the directors have gone into the
accounts—which, as I have told you in
a previous lecture, are the accounts of
the directors—and have satisfied them-
selves that these accounts justify the
declaration of a dividend at the rate
recommended. The auditor, as has been
decided in several recent cases, has
nothing whatever to do with the declar-
ation of the dividend, or the recommen-
dation of it, all he has to do is to satisfy
himself that the accounts submitted to
the shareholders show the true position
of affairs so far as it is possible for him
to ascertain that position by the exercise
of reasonable care and skill. An ordi-
nary resolution is all that is necessary
for the declaration of a dividend, and
in practice it is usually combined with
the resolution adopting the accounts and
the directors’ report. (See Form 3).
With regard to the actual payment of
the dividend, the sheets which are before
you show the form of the profit and loss
appropriation account and the dividend
account in the private ledger, and also
the Journal entries, which is necessary
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Cr.

March 3rd,

Profit and Loss Apportion-
ment Account..........

To Reserve Fund........
(Being the amount trans-
ferred to latter account

by resolution of Gen’l
Meeting held this day.)
Profit and Loss Apportion-
ment Account..........

To Dividend Acct. (Pref.
Sh. @ 7 per cent........

To Dividend Acct. (Ord.
Sh. @ 121 per cent.)....
(Being the aggregate am’t.
of dividends voted by
Sharebolders at Gen’l
Meeting held this day.)

Dividend Account,........
To Income Tax Account.
(Being 8d in the £ Income
Tax uponthe aggregate
amount of dividends
declared this day.)

2,500 0 ©
2,500 0 ©

9750 0 ©
3,500

6,250 o ©

325 0 ©

to give effect to the various transactions,
It is quite necessary that any detail as
to the payment of the dividends to indi-
vidual shareholders should appear in
the private ledger. The bestmethod in
my opinion is to draw one check for the
whole amount of the dividend, and to
pay it into a separate banking account,
against which checks—or warrants—for
the amount of each dividend are issued;
so that from time to time the balance on
this separate banking account will show
the amount of dividends unclaimed. On
the other hand, if there are a very few
shareholders, it may seem hardly worth
while to goto this length; and in that
case the simplest way is to enter up the
individual checks for dividend upon the
credit side of the cash bock, in an inner
column, and extend the total, which
total alone will be posted to the divi-
dends account in the private ledger.

Ia this connection we come to another
important point, namely, the question of
income tax. As you are no doubt aware
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a company is assessed for income tax
upon the average amount of its profits,
but it is quite competent for the com-
pany to deduct income tax from each
dividend paid, and in the case of inter—
est on debentures it is only right and
proper that it should do'so. The same
remark applies to the dividend upon
preference shares, when the fullamount
of such dividend is being paid to the
shareholders. It is quite optional wheth-
er the dividend upon ordinary shares.
should be paid subject to deduction of
income tax or not; but the term ‘“Free
of income tax” is somewhat misleading
in this connection, inasmuch as in every
case the company has already paid tax
on the profits earned, and a further tax
cannot be levied upon the individual
shareholders. It is merely a question
whether they are to be paid a dividend
of, say, ten per cent. gross, or ten per
cent. less income tax. The latter, of
course, takes a slightly smaller amount
to pay the dividend than the former,and
there is nothing else in the distinction.
The necessary Journal entries to give
effect to these deductions of tax are also
shown on the form before you, and I
think you will find them perfectly intel-
ligible. The dividend list (which has no
direct connection with the books)should
be prepared with three cash columns,
showing the gross dividend, the amount
of the income tax, and the net dividend
payable to each shareholder.

The last point which I propose to deal
with is the question of treatment of
losses. In the case of individaal trad-
ers or private firms, as you are no doubt
aware, the debit balance on profit and
loss account, representing the loss on
the year’s business, is transferred to the
debit of the various partners’ capital ac-
counts in the same proportions as they
would have been entitled to profits had
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any been earned. It is impossible, how-
ever, to adopt this treatment in the case
of a company, because, by legal fiction,
the capital of a company is supposed to
be ‘‘fixed.” It is therefore necessary to
leave the balance of the debit of the
profit and loss account, so as to be
brought down to the debit of the next
year's account, and it is not until this
debit balance has been wiped out by
subsequent profits that any further div—
idend can be paid, unless indeed there

is a reserve fund, to which recourse may.

be had for the purpose of writing off the
debit balance, or unless the company’s
capital be “reduced.”

We have now come to the end of our
prescribed course, After having dealt in
general terms with the system of double

“entry bookkeeping, and especially such
portions of it as are ordinarily in use in
connection with joint-stock companies,
we have passed on to consider the best
methods of organizing accounts, so that
they may be of use to the directors with
a minimum expenditure of personal
time. I have also shown you how these
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accounts are balanced and prepared for
audit, how the various formalities and.
the general work in connection with al-
lotments are best dealt with,and to-night
we have considered a few of the points
which come in after the accounts have
been balanced, and ‘between that time
and the payment of dividends. You will
thus see that we have very fairly covered
the ground prescribed for this course,
namely, “bookkeeping with special ref-
erence to joint stock companies;’’ but,on
the other hand, it is inevitable that we
should have had to pass lightly over
many points which are of considerable
importance, and which I should have
liked to dwell upon further had time
permitted. I trust, however, that my
lectures will not have been without value
to you, and that even those of you who
commenced their attendance with but a
slight knowledge of bookkeeping gener-
ally, will now feel that they at least
know enough to enable them to under-
take some of the very important and
onerous duties that fall upon company
secretaries,

COMPTROLLER ECKELS’ WESTERN TRIP.

James H. Eckels, Comptroller of the Cur-
rency, who recently returned to Washington
after an extensive trip through the West, has
stated his impressions of the trip to a represen—
tative of the Washington Star:

““I visited Montana, Colorado, Utah and
Nebraska.” said Mr. Eckels. ¢There is no
doubt that the condition of all classes of people
in those States has materially improved. The
improvement has come rapidly, and permeates
all lines of industry. It began with theagricul-
ural class. The farmers have large crops and
are getting good prices for them. The cattle
raisers are benefited by a substantial increase
in the price of cattle, and the same is true with
the sheep raisers. The improvement in agricul-
tural interests has had its effect upon the rail-
roads by increasing their earnings. It has put
money into circulation, and has enabled people
to discharge their debts, and thereby benefited
the merchants.

“In the course of my journey I saw a great
many bankers, and they all reported a good

buasiness. Bank clearings have increased very
materially, and bank deposits are larger.

““In Colorado there are actually more men at
work in the mines than ever before in the his-
tory of the State, notwithstanding the fact that
many silver mines have been compelled to
close. Some of the silver mines, however, are
running, and are doing well by getting out the
lead deposits. The price of lead has advanced
very sharply, and as a great many of the silver
mines are also lead-bearing properties their
owners are working them at a profit. * *

“‘Coming back by way of Nebraska, I found
the same gratifying conditions of business in
that section. Kansas, Nebraska and Oklahoma
have sold 130,000,000 bushels of wheat this year
at an advance price. Fortunately the producer
has been benefited by the advance, as the wheat
was in his hands when the rise in price came.
That is a great section, that western country,
and I think that the government officials ought
to visit these states more frequently and get in
closer touch with these people.”
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