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PREFACE

The volumes of the International Library of Technology are
made up of Instruction Papers, or Sections, comprising the -
various courses of instruction for students of the International
Correspondence Schools. The original manuscripts are pre-
pared by persons thoroughly qualified both technically and by
experience to write with authority, and in many cases they are
regularly employed elsewhere in practical work as experts.
The manuscripts are then carefully edited to make them suit-
able for correspondence instruction. The Instruction Papers
are written clearly and in the simplest language possible, so as
to make them readily understood by all students. Necessary
technical expressions are clearly explained when introduced.

The great majority of our students wish to prepare them-
selves for advancement in their vocations or to qualify for
more congenial occupations. Usually they are employed and
able to devote only a few hours a day to study. Therefore
every effort must be made to give them practical and accurate
information in clear and concise form and to make this infor-
mation include all of the essentials but none of the non-
essentials. To make the text clear, illustrations are used
freely. These illustrations are especially made by our own
Illustrating Department in order to adapt them fully to the
requirements of the text.

In the table of contents that immediately follows are given
the titles of the Sections included in this volume, and under
each title are listed the main topics discussed. At the end of
the volume will be found a complete index, so that any subject
treated can be quickly found.

INTERNATIONAL TEXTBOOK COMPANY
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ACCOUNTING METHODS OF
BANKS

METHOD OF WORK

INTRODUCTION

1. Bank bookkeeping, so called, consists principally of
making records of transactions on separate forms, and the
main part of the work, therefore, is bookkeeping only in a
limited sense. The forms used differ considerably and the
system followed varies, but the method in all banks is the same
in principle. The work of a bank is divided among the dif-
ferent departments, the number of which vary according to
the importance of the bank and the volume of business trans-
acted. In treating of bank bookkeeping, therefore, it seems
advisable to describe the work as it would be done in a bank
of average size and with an organization such as is found in
one of the smaller cities of the country.

2. For the purpose of description, we have assumed that
the bank under consideration is located in Hartford, Connecti-
cut, and that it is named the Equitable National Bank. It has
a capital stock of $500,000 and a surplus of $200,000 and does
. an ordinary commercial business. Its principal officers are
M. A. Bigelow, president, and J. E. Allard, cashier. It is a
member of the Hartford Clearing House Association and its
clearing house number is 6. The following is a list of the
names and numbers of all the Hartford banks belonging to
the Clearing House Association: (1) Hartford National

COPYRIGHTED BY INTERNATIONAL TEXTBOOK COMPANY. ALL RIGHTS RESERVED
§31
ILT 2342



2 ACCOUNTING METHODS OF BANKS §31

Bank, (2) Farmers and Mechanics National Bank, (3)
National Exchange Bank, (4) State Bank, (5) First National
Bank, (6) Equitable National Bank.

The Hartford banks not members of the Clearing House
Association are: Merchants Bank, Security Trust Company.

The principal correspondents of the Equitable National Bank
are the Eastern National Bank of New York and the First
National Bank of Boston.

3. The work of the bank is divided among seven depart-
ments, which are: (1) Receiving teller, (2) paying teller,
(3) collection clerk, (4) note, or discount, clerk, (5) proof-
- book clerk, (6) individual-ledger bookkeeper, (7) general-
ledger bookkeeper. This division of the work represents
merely what is considered to be convenient in carrying on the
work of this particular bank. The employes of the bank rank,
according to the importance of their positions, as follows:
Payin} teller, receiving teller, discount clerk, general-ledger
bookkeeper, individual-ledger bookkeeper, collection clerk,
proof-book clerk. '

4. In the worgk of the bank all checks and other items pay-
able at banks that are members of the Hartford Clearing House
Association are classed as clearings. Items payable at banks
not members of the Association are classed as non-clearings.

Each non-member of the clearing house carries an account
with a bank that is a member, and this bank clears for such
depositor bank all its checks drawn on clearing-house members.

Special arrangements are made by the Clearing House Asso-
ciation to clear each afternoon at a given time items drawn on
banks in near-by towns, known as foréign clearing-house banks.
By this arrangement all items drawn on the banks in one place
are sent direct to a town in one letter. Items drawn on banks
in distant places are sent to the correspondent banks in New
York or Boston.



§31 ACCOUNTING METHODS OF BANKS 3

BOOKKEEPING SYSTEM

5. The bookkeeping system followed here is known as the
loose-leaf strike-sheet system. By this system the records of
the receiving teller, paying teller, note teller, and collection
clerk are made on individual sheets designated as strike
sheets, and the work of each one can be proved by itself and
also by the figures in the proof book.

All items and checks from the different departments are
sent to one place, where they are entered in what is called the

Individual Ledger General Ledger | | Clearing House
A
Proof Book
Recelving Teller Paying Teller Discount Dept. Colection Dept.
Fic. 1

proof book under headings for each department. As an
equal debit or credit is made for each ifem received, the general
strike of the total amount and the amounts of the different
departments should agree. :

When a strike, or proof, is made of the work and it is found
that the debit and credit sides of the proof book agree, the
items are distributed to the individual-ledger bookkeeper,
general-ledger bookkeeper, local and foreign clearing houses,
and the correspondent clerk. The total of the items posted by
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the bookkeepers must agree with the figures shown by the
proof book. ‘

The day’s work of a bank is balanced when the total amounts
of all the different departments agree with the figures shown
by the proof book and the debit and credit sides of the proof
book agree.

6. The reiation of the departments of a bank to each other
will be seen by a reference to the chart shown in Fig. 1. It
will be seen from this that the proof-book department is the
central point in bank work, as all items go to this department
on their way to the ledgers and the clearing house. Of the
total amount taken in by a bank, about one-half is handled by
the receiving teller, one-fourth by the paying teller, and one-
eighth each by the discount and collection tellers. As already
stated, all transactions are sent to the proof-book department
and are distributed from there in about equal amounts to the
individual ledger, the general ledger, and the clearing house.

RECEIVING TELLER

7. The receiving teller ranks in importance after the paying
teller. It is his duty to receive the deposits of customers and
to enter the amount and the date in the pass book of each one.

M--_.
~name _Myers James

Autborized Siguature for EQUITABLE NATIONAL BANK, HARTFORD, CONN.

SIGNATURE & e’ .% LEAL L.
" 7
ADDRF’D /7 ‘ @4 )%

ps)
susinEss &M“

INTRODUCED -voAA'A/

Fic. 2

The record of the daily work of the receiving teller is made
on the receiving teller’s strike sheet and a daily balance sheet.
These sheets are dated and filed after the day’s work is
balanced.
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8. The transactions of the receiving teller involve the use
of the following forms:

On opening an account at a bank, each customer is required
to fill out a signature card similar to the one shown in
Fig. 2. The customer writes his name on this card in exactly
the same way it will be signed on checks, gives his home or
business address, the nature of his business, and the name of
the person by whom he was introduced to the bank. If the
depositor is a firm or corporation, the card shows the names of
the partners or those of the corporation officers authorlzed to
sign checks. After the card is
filled out, the date the account
was opened, and the name of the
customer is typewritten at the

OEPOSITED BY

top by the bank, and the card is itable Natiodal Bank
then filed alphabetically in a case | “o—— é’ vt &
located conveniently for the tell- S e
ers and bookkeepers to compare | SuRRency ol 00
signatures on checks. '3:::;:, - L < ;j_
Bl 50l 00
9. Deposit tickets, the v 82| Fo

. . . 7
form of which is shown in Jzuﬂ" Zeat_ ot ool oo

Fig. 3, are furnished for the AleiZsterd P
i Llate(CGurck s g2t} ¢ o

use of depositors, who are ex-
pected to make them out. This
saves the time of the teller but it A 4z
has a greater advantage of fa-
cilitating a checking of the items
by him. In making out a deposit ticket, the depositor writes
the date and his name in the spaces at the top and lists
the items of a deposit in the lines below. Currency, gold,
silver, and checks are listed separately as shown. Checks
drawn on the bank where the deposit is made are usually desig-
nated by the name of the drawer, those drawn on other local
banks by the name of the bank, and those drawn on out-of-
town banks by the name of the bank and the city or town and
state in which it is located or more frequently only by the name
of the city or town.

Fic. 3



6

ACCOUNTING METHODS OF BANKS

§31

When a deposit is received, the teller verifies the items by
counting the cash and comparing the amounts on the checks

Fic. 4

with the amounts listed on the deposit slip. Each check must
be examined carefully to see that it is made out in proper form
—that is, that it is dated, that the amount given in figures and
in words agree, that it is signed by a responsible person, and
that it is properly indorsed. If the amount of a check is not
expressed the same in figures and in words, the amount written
in words is taken as correct.

EQUITABLE NATIONAL BANK
HARTFORD, CONN.

F16. §

After the items of the deposit

slip are checked, the col-
umn of figures is added
and the total entered in
the depositor’s pass book.

10. A pass book, the
form of which is shown in
Fig. 4, is a book furnished
to each depositor when his
account is opened. It
serves as a receipt book and
is presented each time a
deposit is made. In mak-
ing an entry, the date of
the deposit is given on the

left-hand side of the page and the amount on the right-hand

side.

Proceeds of discounts and collections are entered from
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credit slips made out by the note or collection clerk, in which
case the initials of the clerk who made out the slip are entered
in-the column between the date and the amount columns.

If the pass book is not presented with a deposit, the receiv-
ing teller makes out a credit slip similar to that shown in Fig. 5.

11. The receiving teller’s strike sheet is of the form
shown in Fig. 6. Only the cash transactions of the teller are
shown on the sheet, the total amount of currency, gold, and

%W
£ Fro— RECFJVING TELLER'S STRIKE SHEET
7lrlest
/1A
3717175}
1570|009
6lAST4
- . .J"'"\J_——\

FiG. 6

silver of each deposit being entered as one item. Checks listed
on deposit slips are not considered as cash and are not entered
on the sheet, being disregarded in balancing the daily work of
the receiving teller. When more than one receiving teller is
employed, the work of each is distinguished by a pencil of a
certain color. After the cash part of a deposit is recorded on
the teller’s sheet, the deposit slip and checks are sent to the
proof-book department At the close of the day’s work the
receiving teller’s sheet is footed, the total showmg the amount
received during the day.
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§31 ACCOUNTING METHODS OF BANKS 9

12. The receiving teller’s daily balance sheet, shown in
Fig. 7, is a form used for recording the amount of cash in the
hands of the teller at the close of the day’s business.” The
various denominations are counted and the amount of each
entered in the column under the proper heading. In the column
headed Nickel is entered the amount in pennies and under it
the amount in five-cent pieces. In the Silver column are
entered in order, one under the other, the amounts in ten-cent
pieces, twenty-five cent pieces, and fifty-cent pieces, and finally
the amount in silver dollars. In the Gold column are entered

“the amounts in the various denominations of gold coins; and
in the Bills column are entered the amounts of each of the
various denominations of bills. After the cash is thus listed,
the columns are totaled and the totals carried to the recapitu-
lation column on the right-hand side of the sheet. The total
of this column shows the actual amount on hand, but in order
to compare this with the total of the teller’s strike sheet, Fig. 6,
the amount brought over from the previous day’s business must
be deducted. As shown in Fig. 7, the amount was $1,000, and
the balance agrees with the amount in Fig. 6. The $1,000
is again added to give the amount on hand, and from this sum
is deducted any amount turned over to the paying teller, which
leaves the amount to be carried over to the next day’s business.

.

TRANSACTIONS
13. The following were the transactions at the receiving
teller’s window on Tuesday, September 8, 19—:

Deposit of new customer:
James Myers,

Bills .oiiiiiiiiii i $ 60.00
(0047 L 11.25
Checks
J. H. Steele & Covovvvvvvvnnennnnnnn, 150.00
First, Boston .......ocovvevvnineannn. 287.50
First National ...................... 400.00
Hartford .......ccovvvviiiienin.. 5.00
Springfield, Mass. ................... 194.10
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Deposits of-regular customers:
W. H. Gillette & Co.,

CBills L $ 10644
Gold .iiviiiiiiiiiiiie ittt 40.00
Checks

Farmers & Mechanics ............... 984.90
Chattanooga «..eeeveveenerennccannns 1,564.00
Merchants .....ooviveieienenannnnnnn 10.00
$2,705.34
F. T. Peabody,
231 $ 320.00
Coin ........... e eteetaseeeeeneaeaans 57.75
Checks
W. H. Gillette & Co.....ovvvennnnnn. 400.00
James Myers .....oooiiiiiiiiiit, 158.80 .
National Exchange .................. 631.00
Security Trust ...... [ 1,040.61
. $2,608.16
Lucy B. Fostelle,
Bills ittt i i i $ 50.00
Checks
First National ................cvut. 10.00
National Exchange ................. 42.00
F.T.Peabody .........cccvvvvvnnn.. 30.00
$ 132.00
Cash on hand in detail at the close of business:
Gold coint vuvvvrvviinninnnnnn. e eerenaeee, $ 50.00
Bank notes ......covvviiiiiiiiiiiiiiiieena.s 1,536.00
Fractional silver .......ccvvviiiiiiiinnnnnnnns 58.75
Nickels and cents .....coovvvvuvvverrennnnns. .69
$1,645.44

PAYING TELLER

14. The paying teller of a bank ranks in importance next
to the officials. He has charge of the bank’s money, and it is
his duty to cash checks and make all other payments called for
by the business of the bank, including the settlement of the
clearing-house balances. It is necessary for the paying teller
to be in close touch with the accounts of depositors and he must
be thoroughly familiar with their signatures.
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15. Payment on account of a depositor is usually made on
presentation of an order, known as a check, the form of which

HARTFORD, CONN.“ML No.

quitable National Bank of Hartford, Conn.

Fic. 8

is shown in Fig. 8. When a check of a depositor is presented
for payment it is carefully scrutinized by the paying teller to
see that it is in proper form—that is, that itis dated, that the
amount as expressed in figures and in words is the same, that
the signature is genuine, that the check is properly indorsed,
and that the amount on deposit is sufficient to meet it. When
a check drawn on another bank is presented and the teller does
not know whether the indorser is financially responsible, he
usually calls by telephone the bank on which the check is
drawn to find out whether it is good. :

16. Checks of depositors are often presented to be certified,
which is a guarantee by the bank that it will be paid on presen-

CHECK CERTIFIED / .
) :

. 19
przem d ’/) %3’/@‘4 ok s 500 22

st et K srﬁ Dollars

Check No.
Check Dated.

tation. A check is certified by stamping on its face, usually
in red ink, the word “Certified” and the date, the certification

Charge accoun_l%&m ;

Fi16.9



12 ACCOUNTING METHODS OF BANKS §31

being signed by the paying teller or the cashier. The form of
certification is illustrated on the check shown in Fig. 8.

The certification of a check makes the bank responsible for
its payment instead of the drawer. Therefore, on certifying a
check, which must first be O.K.’d by the bookkeeper, the pay-
ing teller makes out a charge slip, Fig. 9, from which to charge
the ‘customer’s account with the amount, and a credit certified-
check slip, Fig. 10, from which to credit the certified-check
account in the general ledger.

17. When the teller pays a check, he stamps on its face
the date of payment to show a cash transaction and makes the
proper entry on his strike sheet, which contains a record of all

Credit Certtfted Check Account

19

Chegk Payable 1 %M So022

o{w(_/ / o J,f A <z -Dollars
Clmrged to

Folio _m&t_‘:év

Check No.
Check Date /9~

payments .made by him and is of the form shown in Fig. 11.
If the check is drawn on the bank at which it is presented, the
name of the maker is entered in the first column under the
heading Name, and the amount is entered in the next column.
If the check is drawn on another bank in the same or some
other city or town, the name of the bank and the city or town
and state is written in the first column instead of the name of
the maker. Certificates of deposit, when paid, are treated as
checks.

At the close of the day’s business, or oftener if desirable,
the teller makes an adding-machine list of the items in the order
in which the transactions occurred, notes the total amount on
the back of the last check of each lot, and delivers the lot

Fic. 10



§31 ACCOUNTING METHODS OF BANKS 13

to the proof-book clerk. The items are then entered in the
proof book and the column is footed. If the amount agrees
with the total as given by the teller, the items are distributed
to the proper accounts.

18. At the close of the day’s business the paying teller
makes out a daily balance sheet of a form shown in
Fig. 12, similar to that of the receiving teller. This sheet shows
the amount on hand in the different denominations of currency.
In the column at the left under the heading of Bills is

Sept. 8, 19 ?

RECORD OF PAYING TELLER'S CASH
PAID PAID
Name Amount P\,um Amount
Gtttz e dy
| 4
< Vdr jj J
el e ]
Chaee. 2t Nsteto ot }
/ F /
_&t M5lol o ol
AVERY: = \
From Clearing House| o ‘
4| Aol 251~ \
Paid Clearing House Bal. o
/A 25— l
- L L | 1| |/
Fic. 11

listed, first, the amount in twenty-dollar bills; second, the
amount in ten-dollar bills ; third, the amount in five-dollar bills ;
fourth, the amount in two-dollar bills; fifth, the amount in
one-dollar bills; sixth, the amount in bills of large denomina-
tions; and seventh, the amount in strapped bills, if any. In
‘the second column is listed the amounts in the several denomi-
nations of gold coins, beginning with the highest in value. In
the third column is listed the amounts in the various denomi-
nations of silver coins; and in the fourth column, the amounts
-in nickels and pennies. The fifth column, which is headed
Items, is for listing late checks—that is, checks presented by
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§31 ACCOUNTING METHODS OF BANKS 15

customers after the regular banking hours, which may be paid
as a special accommodation. Such items are considered as cash.

When all the cash is counted and the amounts are entered
in the proper columns, the columns are footed and the totals

im 721

Payment stopped on C'::c': of

Payable to.
To the Equitable National Bank
Dear Sirs
Please stop pay on (NO No for §
dated—______payable to

signed as follows

The undersigned hereby agrees to reimburse you for all damages, cost and
expense, to which you may be subjected by reason of refusal to honor said check
and to furnish due and suffici ity therefor wh d ded.

O

F16. 13

Date.

carried to the column headed Total on the right-hand side of
the sheet, and the footing of this column shows the total
amount of cash on hand. In the first line of the Total column
below the horizontal double-ruled line is entered the amount

for ing Payment :

Has duplicate been 1ssued and when?

Revoked

O

Fic. 14

carried over from the previous day, as shown by the balance
sheet for that day, and from this amount is deducted the
amount paid out during the day, the balance showing the cash
on hand. This balance, if no mistake has been made, will agree
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with the total of the cash on hand shown above. To this
balance must be added the amount turned over by the receiving

of.

Stop Payment On xore

CHECK

for$

payable to.

No.

dated

Fic. 15

teller, and the total shows the amount carried over for the next

day’s business.

19. During the course of the day’s business it may be
necessary for the paying teller to handle several other forms

To avoid delay, whenever possible send this list in
the day before the currency is required.
EQUITABLE NATIONAL BANK
HARTFORD, CONN.

Fic. 16

described following:

In Fig. 13 is shown a card
used when payment on a note
or check is to be stopped. If
payment on a check is to be
stopped, the matter is referred
to the paying teller, who crosses
out the word Note and fills out
the card or asks the customer
to do so, and the customer signs
it. The back of the card is
shown in Fig. 14. This side is
signed by the customer if the
stop-payment order is revoked.

Stop-payment. cards are filed
alphabetically in a case located
conveniently for the tellers and
bookkeepers, and a stop-pay-
ment slip of the form shown in

Fig. 15 is posted or filed in the cages of the tellers as a reminder
to be on the lookout for the presentation of the check.
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20. A form of requisition furnished free by banks to
customers is shown in Fig. 16. The customer specifies on this
form the denominations of currency required for pay rolls and
presents it with his check for the total amount. This requi-
sition is usually handed to the paying teller the day befcre the
cash is required, in order to give him time to put it up without
interfering with other transactions.

TRANSACTIONS

21. The following were the transactions at the paying
teller’s window on Tuesday, September 8, 19—:

Checks paid:

W. H. Gillette & Co., on Equitable............... $167.40

Lucy B. Fostelle, on Equitable.................. 12.10

First National Bank, Doston.................... 25.00

Chase National Bank, New York................ 155.75

State Bank, City...cooveineeinennnreannenneennns 250.00
Certified the following check:

W. H. Gillette & Co. to J. C. McCormack........ $500.00

Received $500 in currency from the receiving teller.
Cash on hand from yesterday, $1,610.25.
Detailed statement of cash on hand at the close of business:

51 $ 850.00
(7)1 BT+ PR 100.00
31 33 45.00
Nickels and cents ....ooovivniiinniiinennnennnns 5.00

$1,000.00

COLLECTION DETARTMENT

22. The collection clerk ranks in importance next to the
last of the bank clerks. It is his duty to take charge of the
drafts and other items received by the bank for collection and
to make the collections at the proper times.

A draft is an order generally made by one person on his
funds in the hands of another person. It may, however, be
drawn when the drawer has no funds in the hands of the
drawee if he has reason to suppose that it will be honored. A
draft may be drawn on demand, at sight, or on time. Drafts

ILT 2343 ‘
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drawn at sight and on time are shown in Figs. 17 and 18.
Acceptance of a draft makes the acceptor liable for its pay-
ment on the due date.

23. When a draft is received by a bank for collection from
one of its customers, he is notified of it on a form similar to

$50%2 Holfod, Qo Ol & 19

/Pm' to the ader o!WWﬁMWW
s Tike Dollas
@ufuc reeetved and cfwl_tge {he same fo account of

)

Fic. 17

the one shown in Fig. 19. If a bill of lading is attached to the
draft, a notice of the form shown in Fig. 20 is sent.

24. Asitems are received for collection they are entered in
a book known as the collection register, the form of which
is shown in Fig. 21. The illustration shows what information
is recorded, so that no explanation is necessary except to state
that the entry in the last column headed Disposition is not

§3¢2 Zr o Yo, Tl &
,pav to lhe ader of _@»ﬂ Vot rial 1Fant Fiu ;Vm/ -9/,@,
M /ALM&.{,%&; w72 Iﬂ)of&m
v@aﬂu imiycd and Jmu‘lc {he same do account a{

o L enlr — Yl Fattr

7

Fic. 18

made until after the item has been presented for payment.
In this case it is assumed that F. T. Peabody has paid the
amount by check before the presentation of the draft and that
the draft was returned the same day unpaid. Accordingly the
entry in the column headed Disposition will be as shown.
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When a draft or other item is returned unpaid to the sender,
the reason for non-payment is attached to it and a letter of
advice of the form shown in Fig. 22 accompanies it.

25. - In banks that handle a great number of collection items
on out-of-town banks for customers, the following system is

- MAKE ALL CHECKS PAYABLE TO ORDER OF
Equitable National Bank, Hartford, Conn.

HARTFORD, CON:

M-_ii@aér_-?.___
Plggse call and{ pay l} oy at .——_days (sight—— )

a %ﬂqwn
by. / IA 3L 44714

$.;26.LZ£_ EQUITABLE NATIONAL BANK

- Kindly Bring this Notice With You

Please reply at once

F16. 19

used: As items are received, they are entered on a collection
register made up of five sheets of paper of different colors and
bound together at the top. The first, or front, sheet contains
five divisions like that shown in Fig. 23 and is not perforated

Al Drafts are Payable in Money or Certified Checks to the order of
Equitable National Bank, Hartford, Conn.:
HARTPORD, CONN. 19
3.
Me. -
. Please call, ON ARRIVAL OF GOODS, and pay a draft, with Bill of Lading attached tor
Car No._ drawn on you by.
If payment is refused on arrival of goods, kindly notify us, stating the reason.
. EQUITABLE NATIONAL BANK
F16.20

between the divisions. The sheets underneath contain similar
divisions and are perforated so that each division can be readily
detached. .

When an entry is to be made, the set of sheets, with carbons
between, is put into a typewriter, and the five copies of the
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entry are produced at one writing, the entry being the same on
all, though the printed forms on the different sheets vary

EQUITABLE NATIONAL BANK

Hartford, Conn. [ —

We return the following unpaid items  Reasons for non-payment
accompanies each ilem.
Yours respectfully,
J. E. ALLARD, Cashicr

YOS RuRe T ON WHOM DRAWN AMOUNT

F16. 22

slightly. The first entry is made on the bottom division of
the register, and the front, or first, sheet constitutes the per-
manent record, the entry “Credited” or “Returned” being made
when the item is finally disposed of. The copy on the second
sheet, shown in Fig. 24, is filed to be used as a deposit slip to
credit the customer’s account when the amount has been
received. The copy on the third sheet, shown in Fig. 25, is

.-é%LZw EQUITABLE NATIONAL BANK .
HARTFORD, CONN.
MZ M_ Zo Protet
Date or No.
ynhk-l

Dnmw-l’-yn

Sent fo: CREDITED

o;, _2 : RETURNED—

-

F16.23

filed to be sent as a letter of advice to the customer when his
account is credited. The copy on the fourth sheet, shown in



19 EQUITABLE NATIONAL BANK .

HARTFORD, CONN.

CREDIT ’
—Protest
Customer Date or No.
Drawse or Payer Payablo at Due
Sent to: Dete Credited.
Fi6. 24
— 19 EQUITABLE NATIONAL BANK .
HARTFORD, CONN.
$
—— Protast
Customer Date or No,
Drawee or Payer / Payable at Due

YOUR ACCOUNT HAS BEEN CREDITED TODAY WITH THE ABOVE
DESCRIBED COLLECTION

Fra. 25

—— 19 EQUITABLE NATIONAL BANK .

MARTFORD, CONN.
$

o Protest

Customer Dats or No,

Drawee or Payer Payable at Due

TICKLER

Te:

FILE UNDER DUE DATE.

F16. 26
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Fig. 26, is the tickler copy, which is filed under the due date
of the item. The copy on the fifth sheet, shown in Fig. 27, is
sent as a letter of advice to the bank to which the draft is sent.

The four under sheets, being perforated, can be detached as

;> EQUITABLE NATIONAL BANK me "
HARTFORD, CONN.

$

- ——Protest
Customer Date or No. .
Drawes or Payer Payable at Due
Te. .
For Collection

DO NOT CREDIT OR REMIT UNTIL PAID.
PLEASE RETURN UNPAID ITEMS PROMPTLY.

Fic. 27

soon as a record is made. The front, or original, sheet, though
not perforated between the divisions, is perforated at the top,
so that when the five divisions are filled, the entire sheet can
be detached and filed as a permanent loose-leaf record of
transactions.

TRANSACTIONS

26. The following items were received Tuesday, Septem-
ber 8, 19—, for collection:

. James Myers, 10-day draft on John Harris Co., Boston, Mass., dated
Sept. 8, 19—, listed No Protest, amount, $50.

From Eastern National Bank, New York, sight draft of William E.
Foster, drawn on F. T. Peabody, dated Sept. 5, payable at the Equitable
National Bank, listed No Protest, amount, $362.72,

NOTE TELLER

27. The note teller, or discount clerk, ranks third in impor-
tance in a bank. It is his duty to look after the making of all
" discounts and loans, to compute discount and interest, and to
receive payment for all notes.
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Bank notes are of two kinds, one an ordinary note and the
other what is designated as a collateral note. The ordinary
note, the form of which is shown in Fig. 28, is a written
promise to pay to a certain person a stated amount at a given

X £ . }fea'd(o\d, @om.,é#- ' .__,19__

dfter date Lhaomise to fay b
" 5

. Dollas

AT THE EQUITABLE NATIONAL BANK OF HARTEORD, CONN.,

?wuﬂoul da{at«zﬁw fo\ value vecewed

\% ﬁ)m %%—e/;

F16. 28

time and place, and it is therefore a time, or promissory, -

note. When a note of this kind is discounted by a bank, the
interest for the period it is to run is deducted in advance. A
collateral note, the form of which is shown in Fig. 29, is
a promissory note secured by the deposit of securities with the

| S . HARTFORD, CONN..— 19
AFTER DATE PROMISE TO PAY TO THE ORDER OF

EQUITABLE NA’I‘]ON.AL BANK oF HARTFORD. CONN.

DOLLARS:
AT THE EQU]TABLB NATIONAL BANK OF HARTFORD, CONN., FOR VALUE RECEIVED.
g all right to stay of execution aud exemption of property in any sult
on this note  As have

whieh " opo holder hereof, on defaul nt on dem. h
muun.-a.....u. ...u:«"n‘.... hout oy eevious demand wponor Tetice o 2 e
ke ik of the 0 become 1 haser and abrolute ow
e e ee.

wdation. and of 81 imercat and cwts

e
Secure the pay pauor (uture ol hol " o
gemeral continwing collateral security for the whole of olligatiens, so that the deficiency on any ene shall be made .-4 rm -u oltateral ‘for the rest

F16.29

bank. Interest on a note of this kind is paid fnonthly or at
the time of the payment of the note, according to agreement.

28. When due, a note in the hands of a bank may be-

charged to the maker’s account, the same as a check, or be paid
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by cash or check, or it may be renewed in whole or in part.
Notes drawn on other banks in the same clearing house are

waxen l N2 5035

J.H.Steele & Co.

8

TivMe
----- CITILT

2

DISCOUNT

AMOUNT

REGISTER
ornoteniz  Mov,8

1NDORSEMENT OB COLLATERAL

James Myers

DISCOUNTES

Sept.8

PavABLE AT
THIS BANK

LOANS DISCOUNT

surear svenies rou conemarts_ine

F1c. 30

usually presented by the bank’s messenger the first thing in
the morning on the day due and if they are O.K.d by the book-
keeper of the paying bank they are sent to and paid through
the clearing house. If a note is not good in the morning, it is

presented- again at closing time,
and if good then it is O.K.’d, the
amount mnoted against the
maker’s account, and 1is sent
through the clearing house the
next day. Notes not good in the
afternoon are turned over to a
notary public, who presents them
for the last time, and if not good

they are protested by the notary

and returned the following
morning to the protesting bank.

29. The form of note reg-
ister used differs to some extent.
In recent years, however, many
banks have adopted the ome-
copy note register devised by

OEPOSITED BY

HARTFORD, CONN
~NO

équitable ﬁ:t'ional Bank

.yu

CURRENCY

coLLans

cants

GoLo

SILVER

CHECKS

\F_g

|

I

Fic. 31

e

M. J. Philbin, a banker of Olyphant, Pennsylvania. This form
of register has proved of such convenience that it is rapidly

coming into general use.
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The register consists of a set of five sheets of paper of
different colors, each sheet containing five divisions like that

CREDIToL.ocosunt cteer| | 7 oo

_440; / w8

Fic. 32

shown in Fig. 30, which provides for recording five trans-
actions, and five copies of each are made at one writing. Each
set of five sheets is bound together at the top, and the four
under sheets are perforated so that the copies can be detached
and filed separately. The top sheet is not perforated and when
all the divisions are filled the entire sheet is filed on a post
binder and the sheets become the permanent loose-leaf register.

~ The copy on the second sheet is a duplicate of the first sheet,
except that the date the note was discounted does not show

DEBIT SLIP CHARGE ‘45;44; g~

2

Zrryy)

a 4
%W*% Dollars

Charge Account of
Charge made by_M_

T1c. 33

on account of being written on a dark-printed space. This
copy is the notice of the due date, and is usually sent to the
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maker a week in advance of the date. The copy on the third
sheet is a duplicate of the first and is what is known as the
tickler, which is filed in a case under the due date of the note.
The copy on the fourth sheet is known as the indorser’s form,
and is filed in a case under the name of the indorser. The
copy on the fifth sheet is known as the maker’s copy, and is

¥nited HStates of America,
State of Gonnectirut,
Gity of Harrford, ss:

Ve it kuown, Tha;t, on the day of the date hereof, at the request of the

Equitable National Bank of Hartford, Conn,

the holder of th: hereto attached, I, CHARLES H. WILLIAMS,
Notary Public for the Commonwealth of Connecticut, by lawful authority, duly com-
missioned and sworn, residing in the City of Hartford, Hartford County, presented the

same at the bank where payable to. the

and demanded thereof, which was refused and answer made—

n, I, the said Notary, at the request aforesaid, have protested, and do hereby
solemnly protest against all persons and every party concerned therein, whether as Maker,
Drawer, Drawee, Acceptor, Payer, Indorser, Guarantor, Surety, or otherwise, howsoever
against whom it is proper to protest, for all Exchanges, Costs, Damages and Interests,

suffered and to be suffered, for want of ___ thereof, of all which

1 notified the.

Witness my hand and official seal, at the City of Hartford,
this day of ) 19—

[Norasy Sear)

My Commission expires Janvary 19, 19 Notery Public

Frc. 34

filed in a case under the name of the maker. The fourth and
fifth copies contain a space for recording payments that may
be made on a note. The amount due is written in the first space
on the two copies and if payment should be made on the note
before it is due the original amount is crossed out and the new
amount filled in.

When notes are paid, the filed copies are removed and filed
in the dead-file case.
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30. When a note is discounted for a customer, the pro-
ceeds are usually credited to his account by means of a deposit
ticket, as shown in Fig. 31, and the amount of the discount is
credited to the Discount account in the general ledger by means
of a credit slip like that shown in Fig. 32. The face amount of
the note is debited
to the Discount ac-

. _ | count in the general
Hartford, Conn ledger by means of
a charge slip like
that shown in Fig.

To.

A drawn 6;;.
33, which carries a
full description of
payable at the note. The note
Bank is filed in the note
of Hartford, Conn., for payment of 3 _ file under its due
at ) after date da’te'
dated B1. If a note is
and indorsed by not paid or other-
wise provided for at
having maturity, it is pro-
been duly presented this day, and payment being refused tested by a notary

upon presentation and demand made, was protested by me

JSor non-payment, and you il be looked to for payment of pu bli ¢ or other

the same. authorized public
Please forward enclosed notices, if any, to your indorser. officer for non-pay-
Respectfully yours, ment. Protest is a

CHARLES H. WILLIAMS,

Notary Public legal procedure by

which the bank
makes formal de-
mand for payment
by means of a cer-
tificate of protest, shown in Fig. 34. This certificate is attached
to the note, and formal notice of the protest is sent to the maker
and each indorser of the note on a form like that shown in
Fig. 35.

Fi1c. 35
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TRANSACTIONS

32. The following transactions took place in the note
teller’s department on Tuesday, September 8, 19—:

Discounted today the note of J. H. Steele & Co., dated Sept. 8, 19—,
for 2 months, amount $200, indorsed by James Myers. Proceeds, $198,
credited to the account of J. H. Steele & Co.

PROOF-BOOK CLERK

33. The proof-book clerk ranks last among the book-
keepers of a bank and a step above the bank messenger, which
is the position usually filled by the beginner in the banking
business.

The proof book is a sheet ruled in columns for the record
of the cash transactions of all the tellers of the bank. Itisa
general-balance ‘-book and serves as the bank’s own clearing
house for the redistribution of the items handled each day. It
balances in itself and all other books are balanced from the
figures furnished by it. At intervals during the day, usually
hourly, the items of the various tellers are sent to the proof
book, where they are entered in columns showing the trans-
actions of each, as illustrated in Fig. 36, which shows how the
work of September 8 was handled by the proof-book clerk.

34. As the items are received by the proof-book clerk he
checks up each deposit ticket to see that.all checks are properly
listed, that the footing is correct, and that each check is prop-
erly indorsed. If found to be correct, the cash amount is
entered in the column for the receiving teller, and the deposit
ticket is then placed on the credit side and the checks on the
debit side of the distributing case. At different times during
the day the proof-book clerk totals on an adding machine the
debit and credit items for the individual and general ledgers,
enters the amounts in the proper columns of the proof-book
sheet, and sends the items to the bookkeepers for entry in the
ledgers. Checks drawn on the bank at which they are paid
are entered on the proof-book sheet as individual ledger
charges, and those drawn on other banks are entered as general-
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ledger charges. Paid checks drawn on other banks are entered
in the ledger against the banks on which drawn, and the
total for each is listed on the form shown in Fig. 37 for
clearing-house exchanges.

HARTFORD CLEARING HOUSE ASSOCIATION
EXCHANGE LIST

35. At the close of the
day’s business the debit
and credit columns of the
proof - book sheet are
totaled, and each teller is
furnished with the total
of his day’s transactions,

From Bask

Hartford National Bank

1

2 Farmers and Mechanics Bank
with which his account 3 | National Exchange Bank
should agree. After these | 4 | stateBan
totals are proved to be | s | Fist Nationat Bank

6

correct, the proof-book
clerk makes out a recap- Total
itulation as shown under ——
the head of Statement, as
shown on the left-hand division of Fig. 36, and as there is
always an equal debit and credit amount for each transaction,
the debit and credit totals of the proof book must agree.

Equitable National Bank

Fic6. 37

INDIVIDUAL-LEDGER BOOKKEEPER

36. The individual-ledger bookkeeper ranks fifth in impor-
tance among the employes of a bank. He has charge of the
ledger in which the individual checking accounts are kept and
comes into personal contact with depositors when any question
regarding accounts arises. Entries in the ledger are made from
debit -and credit memorandum slips, the forms of which have
already been shown, and the bookkeeper must always be on
the alert, because the bank is liable for the amount when an
item has been posted to the ledger. He must therefore scruti-
nize each check carefully to see that it is correctly drawn, that
it is properly signed, that it is not dated ahead, that there has
been no alteration or erasure, that it has been properly
indorsed, and that no stop-payment notice has been given.
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37. What is known as the Boston ledger is the form of
ledger in general use for individual accounts. This ledger is
arranged in six divisions across each two facing pages, thus
providing for recording a week’s transactions. Each of the six
divisions is ruled into four columns headed Checks in Detail,
Debit, Credit, and Balance, as illustrated in Fig. 38, which
shows one of the six divisions and a part of another. In this
ledger the names of depositors are generally printed in alpha-
betical order when the ledger is made, enough pages without
printed names being added to take care of new accounts. All
checks drawn against an account are entered separately in the

et it
lﬁ‘:ltlci‘dl. . rmm CREDITS BALARCE
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column under the heading Checks in Detail and at the close of
business the total for each account is entered in the Debit
column. All of the columns are then footed, and if no mis-
take has been made the total of the Checks-in-Detail column
will agree with the total of the Debit column. All pages are
footed in the same way, after which the debit footings are
combined and carried to the individual-ledger account in the
general ledger and the credit footings are treated in the same
way.

After a trial balance has been taken, at the close of the day’s
business or the next morning, the balance for each account is
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filled in and the Balance column proved for each page. This
is done by adding the day’s credits to the previous balance,
deducting the day’s debits, and carrying the amount obtained
to the next Balance column. The total of the balance column
is proved in the same way from the totals of the Credit and
Debit columns. If an account is found to be overdrawn, the
entry in the Balance column is made in red ink, the amount
being deducted from, instead of added to, the total of the
column.

38. Many of the larger banks use what is known as the
posting-machine system, which is a system involving the
use of a loose-leaf ledger instead of the Boston ledger, one
sheet being used for each account carried. The entries to an
account are made by the posting machine, which is operated by
the bookkeeper either by hand or by electric power. The form
of the loose-leaf ledger is shown in Fig. 39. When an account
is opened, the name and address of the depositor is typewritten
at the top of the sheet, which is then put in the posting machine
by means of which the entries are made.

As items are received from the proof-book clerk, the
deposits, or credits, and checks, or debits, are listed separately
on plain sheets, from which they are posted to the account
sheets, the totals of which should agree with the proof-book
balance. Deposits are entered on the account sheet in the
column headed Deposits, and the paid checks in the column
headed Checks in Detail, as shown in the illustration, Fig. 39,
and the date must show for each day’s transactions for any
account. The new balance is found in the same way as for
the Boston ledger by adding on the machine the day’s deposits
to the previpus day’s balance and deducting the amount of the
paid checks.

39. The correctness of the balances of the accounts is
proved by taking off a statement of all the accounts on which
there were transactions during the day. The columns are
totaled and the lesser of the balances is subtracted from the
greater. If the total of the new Balance column is greater than
that of the old, the correctness of the balances is shown by
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the fact that the amount by which the deposits exceed the
withdrawals is exactly equal to the difference between the old
and new Balance columns; if the total of the new Balance
column is less than that of the old, the difference between

Equitable National Bank

HARTFORO. CONN., 19

According to our books your account appears overdrauwn
8. We therefore request that you examine your pass
book and advise us if we are correct. If you find that we are correct, please
deposit funds to cover, as it is contrary to the policy of this bank to carry
overdrafls.

Respectfully,

Fi1c. 40

the totals of the old and new Balance columns is exactly
equal to the amounts by which the withdrawals exceed the
deposits.

By this system statements of accounts are made once a
month or oftener if requested, and are receipted for by cus-

Dr. Equitable National Bank, wocomt i)~ (Lo e Hepeee” Cr.
14 J
leop 5T . 2582
[ Felarees ol ost
r07| 551 s|ro092| 261
<> ;9'? o5 7
—_— LA
Fic. 41

tomers: This system obviates the necessity of balancing pass
books, which are considered merely as receipt books for
deposits.

. 40. The duties of the individual-ledger bookkeeper include
the notification of depositors when their accounts have been
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overdrawn and the balancing of pass books of customers of
the bank. The form used for notifying customers of over-
drafts is illustrated in Fig. 40, and a balanced pass book is
illustrated in Fig. 41.

41. The debit entries in the pass book are made by the
receiving teller as the deposits are made and the credit entries
are made by the bookkeeper when the pass book is presented.
The credit entries are the charges against the customer’s
account since the pass book was last balanced and are made
directly from the paid checks or other memoranda. Usually,
when the credit items are numerous, only the total is entered
in the pass book with a notation of the number of vouchers, the
items being shown on an adding-machine list which accom-
panies the canceled vouchers.

TRANSACTIONS

42, The following debits and credits have been assembled
for entry on the individual ledger as a result of the trans-
actions in the different departments on Tuesday, Septem-
ber 8, 19—:

Deposit tickets from receiving teller:

Lucy B. Fostelle .......coooieeiiiiiiiinnnn.. $ 132.00
W.H.Gillette & Co. ...ovvviiieiiiiieniiannnns 2,705.34
James Myers ..., 1,107.85
F.T.Peabody .....covvvviiiiiiiiiiiiiiininnna, 2,608.16
Deposit ticket from note teller:
J. H. Steele & Co. oviniiviiiniiiinininnnnns $ 198.00
Checks from paying and receiving tellers:
Lucy B. Fostelle .....covviiiiiiiiiiiiiiinn.., $ 1210
W. H. Gillette & Co..vvvvinnrinniininnennnnnn 400.00
W.H. Gillette & Co. ..oevvvveeiiniinnenannina.. 16740
W.H. Gillette & Co. .....covviiriiiniiininnan.. 500.00
James Myers ....ooovvviiiiiiiniiiiiiiniinnen. 158.80
F.T.Peabody .......cooviiniiiiiiiiiiiiiiiine, 3000 -

T._ H. Steele & Co. .vvvvvvniriiiiiiinienianneas 150.00
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§31 ACCOUNTING METHODS OF BANKS 37

GENERAL-LEDGER BOOKKEEPER

43. The general-ledger bookkeeper ranks fourth in impor-
tance among the employes of a bank. He has charge of the
general books, among which are the general ledger, cashier’s-
check register, draft register, and certified-check register.

44. The general ledger contains all the general accounts
" of the bank. It is similar in form to the individual ledger in
general use, differing mainly in the fact that the pages are ruled
in two divisions, the upper half for resource accounts and the
lower half for liability accounts, as shown in Fig. 42. At the
end of the day the new balances are carried forward and the
columns for each half of the page footed. The resource bal-
ances are found by adding the amount in the debit column to
the previous balance and then subtracting the credit amount.
The liability balances are found by adding the credit amount
and deducting the debit amount. Every 6 months or oftener
the income and expense accounts are closed and carried to the
profit-and-loss account.

This form of general ledger shows the daily condition of
every account, and it is the work of but a few moments for the
bookkeeper to make a transcript of the accounts when called
for by the officers of the bank.

45. The draft register is a pook in which a record is
made of the drafts drawn on correspondent banks, a separate
account being kept for each. The form of the draft register
is illustrated in Fig. 43. As each draft is drawn an entry is
made to show the date, the draft number, in whose favor
it is drawn, the amount, the exchange charges, and the person
or purpose for which it was drawn. - At the close of the day’s
business the Amount column is totaled, the amount being
carried .to the Day Total column, and a credit ticket is made
out for the account of the correspondent bank in the individual
ledger.

46. The cashier’s-check register, which is illustrated
in Fig. 44, is a book in which all cashier’s checks issued are
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§31 ACCOUNTING METHODS OF BANKS 39

recorded. It shows the date of issue of each check, its num-
ber, the name of the payee, and the amount. At the close of
business each day the Amount column is footed and the total
entered in the Day Total column and a credit ticket is made
out to carry the amount to the Cashier’s account in the indi-
vidual ledger. The last column is for the entry of the date on
which the check is paid.

47. The certified-check register, illustrated in Fig. 45,
is a book in which a record is made of all certified checks
issued. It has columns for the entry of the date, the name of
the drawer, the name of the person to whose order it is drawn,

THE EQUITABLE NATIONAL BANK
CASHIER’S CHECKS
DATE NUMBER PAYEE AMOUNT DAY TOTAL [|WHEN PAID
F1c. 44

the name of the person it was certified for, as well as the
amount, the day total, and the date paid. As each entry is
made, a debit ticket is made out to charge the amount to the
account of.the drawer. At the close of the day’s business the
Account column is footed and the total carried to the Day total
column, after which a credit ticket is made out to carry the
total amount to the account of Certified Checks in the individual
ledger.

48. The general-ledger bookkeeper also handles a numbet
of forms, the most important of which is a remittance
sheet, illustrated in Fig. 46. This is a form used for listing
checks drawn on banks outside the limits of the local clearing



40 ACéOUNTING METHODS OF BANKS §31

house and is sent with
the items to a correspon-
dent bank for credit. A
carbon copy of the re-
mittance sheet is made
on an under sheet which
is wider than the top
sheet and contains an
extra column for noting
the name of the last in-
dorser for each item.
This is filed as the
bank’s record. The sec-
ond column on the sheet
is for indicating whether
a check is to be pro-
tested if not paid. No
protest is indicated on
the remittance sheet by
an X,

DAY TOTAL [ DATE PAID

CERTIFIED FOR

49. As a rule, items
of $10 or under are not
protested. Items of
more than $10 are pro-
tested unless they are
stamped otherwise by the
bank or bear the author-
ity of a preceding in-
dorser for no protest.
The total amount listed
on the remittance sheet
is debited to the account
of the correspondent
bank in the individual
ledger by means of a
debit slip. When a
similar notice of remit-

EQUITABLE NATIONAL BANK
CERTIFIED CHECKS
YO ORDER OF
F1c. 45

DRAWER

DATE
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tance is received by the Equitable it sends an advice of credit,
the form of which is shown in Fig. 47. When items are
received from another bank and are not to be credited to an
account nor sent to a correspondent bank, the receiving bank

~  Equitable National Bank

Hartford, Commco 19

1 enclose for credut stems as below.
Yours respectfully,
J. E. ALLARD, Cashter

0o not protest tems of $10.00 or under. or those bearing. on face or back.
thes stamp or similar authority of » preceding intorser.

ON WHOM DRAWN AMOUNT

L

Fic. 46

remits the amount to the sending bank with a letter of advice
of the form shown in Fig. 48. The carbon copy of this letter

Equitable National Bank of Hartford, Conn.

Hortford, Conn.
Your letter of the is received containing:
CASH ITEMS cquLactions
3 $

Remittances are credited upon receipt subject to collection of the items.

Fic. 47

of advice, which has a column headed Remarks, is filed as the
bank’s record. .

When checks that are received from another bank are not
paid they are returned to the sending bank, together with a
letter of advice of the form shown in Fig. 22.
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THE CLEARING HOUSE

50. Organization.—A clearing house is an organization
formed by local banks in cities of any business importance for

Equitable National Bank

Hariford, Conn., 19

We enclose herewith draft for $
Exchange,

Tolal,
in payment of ilems mentioned below.

Yours respecifully,
J. E. ALLARD, Cashier
YO RUMRR " ON WHOM DRAWN AMOUNT
|
e
Fic. 48 .

the purpose of satisfactorily effecting the exchange of checks
between them and also of enabling them to take united action
on any matter affect-
ing their interests.
Bank The organization is
. composed of a rep-
EXCHANGEITEMSS resentative of each

' EQUITABLE NATIONAL BANK | Member bank and

HARTFORD, CONN. ogera'tes under a con-
. stitution and by-laws.

i Its officers are a presi-
19— 1 dent, a vice-president,
a secretary, and a
e ——— ]

manager, who are
chosen annually. The
manager has charge of the daily routine business of the clear-
ing house, and the association meets at the call of the president

F1a. 49
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to pass on all questions affecting the policy of the organization.
The office of the clearing house is usually located in a central
bank building.

51. Preparation for Clearing.—Each bank prepares
for clearing by first making a list of all checks for the clearing
house and then entering the total amount on the proof-book
sheet shown in Fig. 36. The checks are then assorted into
groups for the various members of the clearing house, after
which a list is made of the items for each and the totals ascer-
tained. These totals are then entered in the clearing-house
exchange list shown in Fig. 37, and the column footed. The
total of the exchange list must agree with the amount entered
on the proof-book sheet as the total sent to the clearing house,
and when these amounts are found to agree, a duplicate adding-
machine list is made of the items and the total for each bank
of the clearing house. The original copy is sent to the clearing
house with the checks and the carbon copy is kept as the bank’s
record. The checks for each bank are then stamped with the
name and number of the sending bank as well as the date and
are enclosed in envelopes for the different banks together with
the list of items for each. The envelopes of each bank are
printed with the bank’s name and number, as well as a space
for entering the name of the bank with which exchange is

- made and also the amount of the exchange, as shown in Fig. 49.
The amount on the envelope for each bank must be the same
as the amount entered on the clearing-house exchange list
against that bank.

52. Clearing Operations.—Clearings are made each
business day at exactly 12 o’clock, noon. The envelopes con-
taining the exchanges are taken to the clearing house by bank
messengers, and a bank is fined for the failure of its messenger
to appear promptly or for any error in its exchange list.

The messenger of each bank delivers the adding-machine
lists of the items of exchange to the manager of the clearing
house, who enters the amount for each bank in the proper
column on the clearing-house exchange sheet, and the envelopes
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containing the items are then exchanged with the various
messengers for those sent by the other banks,

The form of the clearing-house exchange sheet is shown in
Fig. 50. A On this sheet, the banks are listed across the sheet
and down the left-hand column according to their clearing-
house number. The amount of the clearings presented by each
of the banks against each of the other banks is entered in the
column under the name of the bank against which it is pre-
sented and opposite the name of the bank presenting it. For
example, the clearing checks of the Hartford National Bank,
which is No. 1, against the Farmers and Mechanics Bank,
which is No. 2, would be entered in the column under the head-
ing Farmers and Mechanics and in the top space opposite the
name of the Hartford National. The amount of the Hartford
National against the National Exchange, which is No. 3, would
also be entered on the first line, but in the column under the
heading National Exchange, and so on across the page tor all
the banks of the clearing-house association against which the
Hartford National presents clearings. The clearings of all
the other banks are listed in the same way.

53. When the amounts of the clearings have been listed
they are totaled across the page for each bank and the amount
is entered in the column headed Total Sent to Clearing House.
Each of the columns is then footed and the amount for each
bank is entered as the total received from the clearing house.
If the total amount of checks sent to the clearing house by any
one of the banks exceeds the total amount received against that
bank, then the clearing house owes that bank and the amount
is efitered in the credit column opposite the name of the bank.
If the total amount of checks sent to the clearing house by the
bank is less than the amount received against that bank, then
the bank owes the clearing house and the amount is entered in
the debit column. As there must be an equal debit for every
credit, the debit and credit columns of the clearing-house
_ exchange sheet must balance.

54. Balances are settled at the clearing house and paid for
in currency unless otherwise arranged for. The debtor banks
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pay the clearing house each day between 1:15 and 1:30 ». M.,
except on Saturday, when payment is made between 11:15 and

HARTFORD CLEARING HOUSE

RECEIVED from No.

- Dollars, $

1n settlement of balance due Clearing House tkis d=y

Fic. 51

11:30 A. M., and the clearing house pays the creditor banks
between 1:30 and 1:45 except on Saturday, when payment is
made between 11:30 and 11:45 A. M.

When a bank pays the clearing house, the clearing house
issues a receipt of the form shown in Fig. 51, and when the
clearing house pays a bank,the bank issues a receipt of the
form shown in Fig. 52.

Errors in exchanges, or checks ngt good or improperly
drawn or indorsed, are adjusted directly by the banks con-

HARTFORD CLEARING HOUSE

Rectived from HARTFORD: CLEARING HOUSE

Dollars, $

in settlement of balance due
.

NOue—___, this day.

Cashier
‘

Fic. 52

cerned before 2 o’clock each day, except on Saturday, when
adjustment is made before 11:30 A. M.
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BANK STATEMENT
553, At certain times during the year the United States
Comptroller calls on each national bank for a statement of its

CONDENSED STATEMENT
COMPTROLLER’S CALL, MAY 10, 19—

RESOURCES : . _
Cash on Hand and in Banks................ $ 1,182,118.62
Loans and Investments. .................... 9,922,619.22
United States Government Securities........ 1,997,693.09
Due From Treasurer of United States........ 41,750.00
Bank Building and Other Real Estate........ 286,931.68
Customers’ Liability Under Letters of Credit. . 8,650.27
Overdrafts ...ovvviviiinniiiiiii e, 309.60
Other Assets Not in Above................. 47,525.76
$13,487,598.24
LI1ABILITIES ’

Capital ...t $ 750,000.00
Surplus .....ooviiiiii i 500,000.00
Undivided Profits ...........ccoviiuninn... 390,977.65
Reserve for Interest . ...............cu..... 60,000.00
Circulation ........ccoiiiiiiiiininnenn. 739,747.50
Dividends Unpaid ..........c.covvininnn... 684.50
Letters of Credit...........coiiiuvnn.. .. 10,537.30

Discounts and Rediscounts With Federal Re-
serve Bank .......... .. i i, 781,380.00
Deposits v.vvvviiiiiiiiiiii i 10,254,271.29
$13,487,598.24

Fic. 53

resources and liabilities on a specified date. This is furnished
in detail and a condensed statement, as shown in Fig. 53, is
published in the newspapers.

56. The resources of a bank, which are the cash and the
securities and property that can be converted into cash, are
listed in these statements under eight heads, as follows:
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1. Cash on Hand and in Banks, which consists of cash in
the vault and amounts on deposit with other banks.

2. Loans and Investments, which are discounted notes,
short-term investments, commercial paper, and bonds ‘other
than United States government bonds.

3. United States Government Securities, which are United
States treasury notes, certificates of indebtedness, and Liberty
Loan bonds. »

4. Due From Treasurer of the United States, which con-
sists of money sent to the United States treasurer for redemp-
tion and funds to the amount of 5 per cent. of the capital stock
of the bank held by the United States treasurer as a redemp-
tion fund.

5. Bank Building and Other Real Estate, which is the
amount carried on the books of the bank as the value of its
bank building and other real estate.

6. Customers’ Liability Under Letters of Credit, which
consists of cash, certified checks, notes, stocks, and bonds held
as security for letters of credit and traveler’s checks issued to
customers.

7. Overdrafts, which are obligations of customers of the
bank for overdrafts. _

8. Other Assets, which include all assets not listed under
the preceding heads. '

57. The liabilities of a bank, which are the amounts the
bank owes to stockholders, customers, banks, and the govern-
ment, are listed in the bank statement under nine heads, as
follows:

1. Capital, which is the amount paid into the bank by the
stockholders and used as the working capital.

2. Surplus, which is earnings of the bank held on deposit or
" invested. :

3. Undivided Profits, which consists of earnings set aside
for the payment of any debts of a bank.

4. Reserve for Interest, which consists of a fund set aside
from undivided profits to pay interest on money on deposit.
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5. Circulation, which consists of the national bank notes
of the bank in circulation and which may be equal to the bank’s
capital.

6. Dividends Unpaid, which consists of amounts due stock-
holders whose dividend checks have not been presented for
payment:

7. Letters of Credit, which consists of funds deposited by
customers to cover letters of credit or travelers’ checks issued
by the bank.

8. Discounts and Rediscounts With the Federal Reserve
Bank, which is the amount of the discounts and rediscounts
held by the Federal Reserve Bank against the bank.

9. Deposits, which is the amount of money on deposit with
the bank.

BANK EXAMINATION

58. All national banks are examined and checked up by
bank examiners under the direct control of the United States
government. The government has blocked off the states into
districts, and each district has a number of expert accountants
and bookkeepers who conduct examinations of every national
bank in a district at least twice each year.

State banks are under the control of the state in which they
are located and are examined at least twice a year by experts
who are employed by the state. The capital of each state is
the headquarters of the examiners and the reports of the con-
dition of each state bank are filed with the state authorities at
the capitol, while the reports on national banks are filed in
Washington, District of Columbia.

Some banks also conduct their own private examinations,
while others have examinations conducted by private auditing
companies, which is done usually twice a year. These exami-
nations, whether by national, state, or private examiners, are
conducted along the same lines, and the same system is always
employed. No notice is given to any bank when the exami-
nations are to be conducted.

The examination of a bank usually starts a few minutes
after the bank’s closing timé, when the paying and receiving

ILT 2345
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tellers are about to count up cash and strike a daily balance.
Three or four examiners take immediate charge of all the cash
in the tellers’ cages, count the cash, and strike the daily balance
for the tellers, which must agree with the tellers’ balance shown
by the proof book. The tellers must stay in their respective
cages until the examiners count their cash and strike a balance.

In larger banks, so as to avoid the possibility of changing
cash by one teller to another, the examiners usually start at
both ends of the row of tellers’ cages and work toward the
middle cage. The total amount of each teller’s cash is noted
on the examination sheet, and after the cash in the vault is
counted, the total of all cash must agree with the amount
carried on the general ledger under the heading of cash on
hand. The next step is to take charge of the credit, or note,
department. An adding-machine list is immediately taken off
of the promissory notes and another of the collateral notes.
These amounts are then checked back and must agree with
the amount charged up against the note department on the
general ledger. All notes are then carefully scrutinized by
the examiners in regard to form, signature, and indorsements
of each note and memorandum is made of all collateral held
as security on the collateral loan notes. The value of all the
collateral carried is later checked up to see that the market
value of the securities is sufficient to warrant the loan. .

The proof book is checked up next, and the amount of the
exchanges, and foreign and correspondent items or checks, are
totaled up and compared with the amount carried on the proof
book. The general proof of the proof book is then checked up.
The examination of the individual, or Boston, ledgers and gen-
eral ledgers are next taken in order. The bookkeepers must
balance their books as of the balance of the date that the
examiners start the examination, as these books are gone over
a day or two after the date that the examination begins. The
extensions of each account in the individual ledger are gone
over, the footings of the pages are verified, and each ledger is
checked up and rebalanced.

If the savings ledger accounts are kept separate, the items
of each account are run off on sheets on the adding machine
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and the totals are compared with those carried on the general
ledger. The totals of all the different departments of the bank
are compiled and this total must agree with the amount carried
on the general ledger.

The general ledger is the last book of the bank to be exam-
ined ; each heading carried is gone over and checked up. The
time required to examine a bank varies according to the size
of the bank. The averaged-sized bank takes about 3 days,
while the larger banks take from 1 to 2 weeks.






OPERATING ON THE NEW YORK
STOCK EXCHANGE

DETAILS OF BUYING AND SELLING

EARLY HISTORY OF EXCHANGE SYSTEMS

1. Introduction.-—In order to obtain a clear idea of the
why and the wherefore of the organization known as the New
York Stock Exchange, it is necessary to go back in history and
trace the evolution of the exchange.

2. Beginnings of the English Stock Exchanges.
One of the earliest records of a stock exchange as such, dates
back to about the year 1600, when the East India Company was
incorporated, and later, the Hudson’s Bay Company. These
companies were stock companies and their shares were traded
in about the latter part of the 17th century. At this time, the
stock market may be said to have been unorganized, and in the
year 1697 the English Parliament promulgated a law checking
the evils arising from speculation in the securities of the large
number of stock companies then existirig. This same law also
provided for the licensing of the stock brokers.

3. Beginnings of the French Stock Market.—At
about the same time that stock trading developed in England,
a stock market began to function in Quincompoix Street in
Paris. Here, as in England, active trading took place.

4. Earliest Panic.—Growing out of these early opera-
tions, a period of feverish speculation resulted, and in 1720 the

§32
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collapse of the South Sea Company, in England, and the Mis-
sissippi Company, in France, caused the first great panic
known to the stock market.

5. Formation of the London Stock Exchange.—On
July 5, 1773, the London Stock Exchange was founded. This
organization may be said to have grown out of the operations of
the curb brokers—that is, brokers who met on the curbstone—
in Change Alley in London.

6. Beginnings of the Stock Market in New York.
Along about the year 1800 a period of stock buying and selling
began in New York. In this market the first issue of United
States Government bonds, along with the shares of the United
States Bank and the Bank of North America, were actively
dealt in.

The usual meeting place of the brokers operating in this
market was near an old buttonwood tree in Wall Street, and
the stock market has continued in Wall Street or near by even
to this day, so that the New York stock market and ‘“Wall
Street,” or “the street,” have come to be almost synonymous
terms. .

In May of 1792 an agreement was entered into by a number
of brokers whereby it was agreed that a commission of } per
cent. of the specie value of the securities bought or sold should
be charged. This date may be regarded as the beginning of the
Stock Exchange in this country.

7. Foundation of the New York Stock Exchange.
In the year 1817, the same organization of stock brokers
founded in 1792 was organized into a body then known as the
New York Stock Exchange Board, and in 1827 this organ-
ization moved into the Merchants Exchange building.

In 1869 this Board and the Open Board of Brokers con-
solidated, forming the New York Stock Exchange as it aopears

today with its 1,100 members.

8. Government of the New York Stock Exchange.
The New York Stock Exchange is governed by the Governing
Committee, made up of the President and the Treasurer, who
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are elected annually, and forty other members of the Exchange,
who are elected for terms of 4 years, and classified so that ten
are elected each year. Any decision by this committee is final.
The forty members of this committee are so assigned that cer-
tain of them serve also on the subcommittees of the Exchange,
such as the committees on arrangement, arbitration, admissions,
finance, commissions, law, constitution, stock list, cléaring
house, and securities.

9. Membership.—A membership on the Exchange is
called a seat. This term relates to the time when each broker
had an individual seat in the Board Room, but now, owing to
the high-pressure business carried on, the seats have been
abolished.

The number of seats on the Exchange is limited to 1,100,
and each member must be elected to membership by the body
before he may have a seat transferred to him through pur-
chasing another’s privilege. As a member of the Exchange, a
broker is answerable to certain laws, and under certain condi-
tions may be expelled.

10. Value of Seats.—A seat on the Exchange is an
-asset of value; its price varies, often going as high as $96,000,
as in 1909. To own a seat, a man must not only have money,
but he must be of good business reputation and have no asso-
ciations that would bring discredit upon the Exchange.

11. Expulsion.—If found guilty of ‘fraud, any member
may be expelled by a two-thirds vote.

Any member may also be expelled if he should be in any
way connected with any organization in New York dealing in
securities similar to those listed on the New York Stock
Exchange.

12. Representation.—A member may represent only
one firm on the floor of the Exchange. Any member in New
York must have a place of business there where notices may
be sent and received.
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LISTING OF SECURITIES

13. Since the transactions on the Exchange consist of the
buying and selling of securities, which may be either stocks or
bonds, explanation will here be given as to how each security
is admitted for trading on the Exchange, since only securities
that have been listed on the stock list are dealt in on the
Exchange.

14. Requirements for Listing.—Before securities can
be listed on the stock list of the Stock Exchange, they must be
examined by the Committee on Stock List.

In order to have the Committee on Stock List consider a
stock for listing, the promoter must furnish this committee
with certain data. Were it a railroad, the following data would
be required:

1. Location of the property.
Description of the property.

3. A map of the property. .

4. Name of the company.

5. Date of organization and by what authority.

6. Route.

7. Portion of the road completed and in operatlon

8. Proposed extension.

9

Equipment.
10. Liabilities and assets statement.
11. Earnings.

12. Statement of indebtedness.
13. Number of shares of capital stock issued and the par

14. A list of officers and directors.

15. Location of the office of the company.

16. Location of a transfer office and registrar in New York
City.

In every case the data required by the committee contain
all the necessary details regarding the security that it is desired
to have listed.
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To sum the matter up, the corporation whose securities are
about to be listed is rigidly examined by the Committee on
Stock List before its securities and their listing will be con-
sidered by the Governing Committee. This latter committee
makes its investigation from the data provided as to capital,
resources, liabilities, number of shares outstanding, etc. This
committee and the previous committee having both passed
favorably upon the security, the security is then listed for
trading on the Exchange.

15. Value of Listing.—Since a security is subject to
such careful scrutiny by the Stock Exchange through .its
designated committees, listing should add a feeling of faith and
security regarding its value.

16. Special Rights of Committee on Stock List.
Under the ruling of the Exchange, the Committee on Stock
List may place on the list any national, state, or city govern-
ment’s bonds, without the consenting action of the Governing
Committee.

17. Listed and Unlisted Securities.—Previous to
1910 there were two kinds of securities dealt in on the
Exchange, namely, listed and unlisted. The listed securities
have just been explained, so it is only necessary to state that
the unlisted securities were those not having been passed on
and scrutinized by the Committee on Stock List and the Gov-
erning Committee. At the present time the unlisted-securities
department on the Exchange has been abolished.

18. Clearing House and Ex-Clearing House
Stocks.—According to the custom in the “street,” sooner or
later a stock listed on the Exchange may be what is called an
active stock and the buying or selling of it becomes voluminous.
When this condition becomes true, it will be referred to the
Committee on Stock List, and if they so decide it will become
a Clearing House stock, and all trades in that security would
be cleared through the operation of the Clearing House for the
New York Stock Exchange. Stocks not so listed are known as,
Ex-Clearing House stocks.
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OPERATORS ON THE EXCHANGE

19. Classes of Members.—The 1,100 members in the
Exchange are divided into the following groups:

Principals: A principal is a member of the Exchange who
does no buying or selling for himself, but one who employs
another broker to buy and sell for him.

Two-Dollar Brokers: These are brokers who operate as
brokers for brokers and charge a commission of $2 per 100
shares of stock for every 100 shares bought or sold by them.
For example, suppose that Broker A buys 100 shares of stock
for Broker B; then, Broker A would charge Broker B $2
commission for having executed his order for him.

Room Traders: These are men who are present on the
floor of the Exchange, and buy or sell securities for their own
account. They are professional speculators, who, being always
present on the floor, are able to take every advantage of an
opening to buy and sell securities and take a profit.

Specialists: Specialists are men who make a specialty of
buying and selling two or three securities, which are usually
securities of an investment class, and their business is to a
large extent with other brokers.

20. Commissions Charged.—When a broker buys or
sells stock for a customer he is allowed a commission of

(@) $7.50 per 100 shares on stock with a par value up to $10;

(b) $15.00 per 100 shares on stock with a par value from
$10 to $125;

(¢) $20.00 per 100 shares on stock with a par value of $125
or over; ,

(d) A minimum commission of $1.00 on all transactions.

However, should the customer be a member of the Exchange,
and a principal, then the broker would collect 5 per cent. if the
name of the principal were given; were it not given, then the
broker would charge 35 per cent. of the market price.
~ Any violations of the commission law are punishable by sus-

.pension for from 1 to 5 years; for the second offense the

penalty is expulsion.
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TRADING ON THE EXCHANGE

21. Opening.—On every business day the Exchange is
opened at 9:30 A. M., and at 10:00 A. M. sharp the chairman
announces the opening of the market; buying and selling then
begin. The Exchange remains open until 3:00 p. M. on every
business day except Saturday, when it closes at 12:00 o’clock
noon. Thus it is seen that 5 hours are provided for the active
buying and selling of securities. Should a broker do business
‘with another, either in the Exchange or publicly outside, before
10:00 A. M. or after 3:00 p. M., a fine of $50 is levied.

Naturally, when the market is just opened by the chairman
there is great noise and hubbub and the babbling of voices to
be heard; brokers are running here and there attempting to
execute the orders which have accumulated overnight. As
one stands in the gallery and watches this activity every little
while he will see a man emerge from the crowd around a post
and make a note on a small pad, and if the spectator should
be curious and ask the meaning of the procedure he would be
informed that the man was noting the data of a transaction
just closed.

22, Manner of Trading.—In rows, all about the large
room where the buying and selling is carried on, there are posts
erected, and on these posts are recorded the names of securi-
ties that can be bought or sold at that place. So it is seen that
each stock has its own place on the floor, where buying or sell-
ing takes place.

Therefore, should a broker have an order to buy 100 shares
of United States steel at the market price, he would go to the
U. S. Steel post, and cry out how much stock he wanted to buy,
and the price he wanted to pay. The other brokers round
about make their offerings, say one at the price of 105%,
another at 1054, and so on, and the trade would be arranged.
There are no written contracts exchanged. All that is neces-
sary to close a transaction is a simple word “taken” or “sold.”
Whenever a broker makes a sale or a purchase he merely
makes an entry on a small pad, showing the name of the broker
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to whom he sold or from whom he bought the security, along
with the price paid and kind of stock, together with the char-
acter of the bid or offer. An example is given in Fig. 1. The
data as there recorded means, Bought, 900 shares of U. S. Steel
at $149% a share, from H. 1. Smith and Co., and the broker’s
initials are signed to show who executed the order.

23. Character of Bids and Offers.—Under the laws
of the New York Stock Exchange, bids and offers may be made
on the following terms:

(@) For Cash: The security to be delivered on the day of
sale and payment made for it. ]

(b) Regular Way: The security to be delivered on the next
business day and payment received therefor.

(¢) At 3 Days: The security to be delivered on the third
day after making the contract.

(d) Buyer’s or Seller’s Options: Security to be deliverable
not sooner than the fourth day after the contract, nor later

B/900 U. S. Steel
149%
H.I.SMITH & CO.

Fic. 1

than 60 days. On these transactions written contracts are
exchanged, which draw interest at an agreed rate from the
_date of the contract till the date of delivery of the security.
Some do not carry interest, and are known as being “flat.”

Under these Buyer’s or Seller’s Options, the seller has the
right to make a delivery, or the buyer has a right to demand
delivery at any time within the stipulated time by giving one
day’s notice.
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24. Fictitious Sales.—Under the rules of the Exchange,
a broker who takes part in a fictitious sale on the floor of the
Exchange is punishable by suspension for a period of time up
to one year. Thus, should a broker make a fictitious sale to
another broker, the parties so engaged are punishable. The
Exchange rules that all sales shall be bona fide; that is, in good
faith.

25. Telephoning Orders From the Office to
Exchange.—Every firm having a membership on the:
Exchange has a telephone booth on the floor of the Exchange,
these booths being located at one side of the floor.

Orders for purchase or sale of securities are telephoned from
the broker’s office to the firm’s booth, where they are received
by a clerk in the firm’s employ and conveyed to the floor
broker of that firm, who executes them. When an order has
“been executed, the floor broker gives the .details to the tele-
phone clerk, who then telephones the result to the broker’s
office.

26. Short Sales.—A short sale on the Exchange is a sale
in which the broker’s customer, or person selling, sells some-
thing of value which he does not own. For example, suppose
the customer does not own 100 shares of United States Steel,
but gives his order to the broker to sell 100 U. S. Steel; that
would be a short sale by the customer, to the extent of 100
shares of U. S. Steel. '

The question now is, Where -does the broker get the security

"to make a delivery for the seller?

The answer is, he borrows that 100 shares of stock from
some other broker. When the seller’s broker borrows the
stock he immediately gives the other broker a check for its full
market value, and the broker lending the stock pays to the
seller’s broker interest on the amount of the check at an agreed
rate. The reason that the broker who is lending the stock pays
interest on the money paid him by the borrowing broker, is
that the lending broker has the use of increased capital, just
as if he had borrowed it at the bank; therefore he pays inter-
est for its use. In the long run, the transaction is resolved



10 OPERATING ON THIE $32

.

down to a loan of capital by one broker to another on collateral,
and the rule for interest applies. The term collateral means
stocks or bonds deposited as security for loans. Securities so
deposited are said to be hypothecated.

It is readily*seen that by lending stock in the street to another
broker, a broker may obtain the use of more capital than if he
had made a loan at the bank and deposited his stock as col-
lateral, for in the case of loans to other brokers he obtains the
full market value, whereas at the bank he obtains not more
than 80 per cent. of its market value.

Another advantage is that when a broker loans stock to
another broker, he can demand its return at any time after
one day’s notice, whereas at the bank he would have to make
a substitution in his collateral or else repay his loan to the
bank. .

Because of these facts, there are many lenders of stock, for .
by so lending they dre able to obtain the use of capital to the
full market value of the security, and at a lower rate of interest
than at the bank.

27. Reason for Short Sales.—Arn operator will sell
short when he believes that the market price of a security is
too high and that a decline in price is due. He does this with
the hope that by the time when he must make delivery or return
it to the lending broker he may be able to buy in the security at
a lower price than that for which it was sold ; if his judgment is
correct he will make a profit.

Because selling short indicates a belief on the part of the
seller that the price will decline, operators often sell short to
influence the market and thus bring about a decline by which
they may profit.

28. Handling of Stock Loans.—Since the lending of
stock includes the delivery of a stock certificate by the lending
broker to the borrowing broker, and the payment of cash by
the borrowing broker to the lending broker, it is readily seen
that this operation has all the elements of a sale. So, under
the rules of the Exchange, stock loans are treated as sales; the
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necessary comparisons and the delivery of stock and cash are
made just as with any other sale.

29. Arbitrage.—Arbitrage is that operation of buying in
the London stock market and selling short in the New York
market or vice versa, and making a profit. By this operation a
broker, through his agent in London, may buy a security at a
lower price than the price of that security in the New York
market. He then sells that security short in the New York
market and by so doing he has taken a profit from the operation.

30. Reports of Brokers.—When a broker has executed
a customer’s order on the floor of the Exchange, the broker
telephones the result back to his own office, giving all the data,
and then by means of the Exchange tickets of the Clearing
House system as operating in the “street,” his office compares
the data, as recorded, with that of the office of the other broker
who was a party to the transaction. In this way the data are
checked up and error is reduced to the minimum. This method
of comparison only holds good for Clearing House stocks.

With Ex-Clearing House stocks, comparisons are made by
each broker submitting a memorandum of the transaction to
the other broker by means of a clerk called a runner, whose
duty it is to carry these memoranda to the other brokers’ offices,
have them verified, and return them to his own office.

In every case these reports are compared by not later than
4:00 p. M.

31. Time of Delivery.—Under the rules of the Stock
Exchange it is provided that if a security is sold for cash it
shall be delivered before 2:15 p. M. of the same day. If sold
in the “regular way” then it must be delivered by not later than
2:15 p. M. of the following day.

32. Failure to Deliver.—If a broker fails to deliver a
security by 2:15 p. M. of the day due, then the buying broker
may close it out “under the rule” To do this, the buying
broker immediately notifies the Chairman of the Exchange,
who will read the notice from the rostrum the following day,
and proceed to buy that security in for the broker. Should the
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price be greater than the original contract price, then the buy-
ing broker has a claim against the seller, under the original
contract, for the difference. For example, should Broker A
fail to deliver 100 shares of stock to Broker B, then Broker B
would notify the Chairman of the Exchange, who would then
proceed to announce the notice from the rostrum, and then
buy in that 100 shares of stock at the best price obtainable. If
it was bought in at $91 per share, and the original contract
price was $90 a share, then Broker B would have a claim
against Broker A for $100, which is the difference.

33. Transfers.—As every stock certificate issued by-a
stock company to a stockholder bears the name of that stock-
holder, it is necessary that when a certificate changes hands it
shall be transferred from the name of the previous owner to
that of the new owner on the records of the stock company
issuing the stock certificate, and that a new certificate be issued
to the new holder. :

For this reason the usual certificate of stock has a form on
the back of it which may be filled out to assign it to the new
owner, and then the new owner may take the certificate to the
transfer office and have it transferred to his name.

34. Collection of Dividends.—Since dividends will
only be paid to the recorded holders of stock, as shown on the
stock company’s books, it is readily seen that some sales of
securities will be made when the transfer books of the com-
pany are closed. Some of these sales will be ex-dividend,
which means that the new purchaser does not have a claim on
any dividend declared before the stock is transferred on the
company’s books. However, should the sale carry dividend
the purchaser will receive a due bill from the seller for the
dividend.
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USE OF CREDIT IN THE STOCK MARKET

KINDS OF LOANS

' 85. Loans at the Bank.—The money and stock markets
are interrelated in the following manner:

(a) To secure personal loans, Stock Exchange securities are
deposited as collateral.

(b) To obtain working capital, bond houses and stock
brokers engaged in the sale of investment securities make
loans with banking institutions by depositing their unsold hold-
ings as collateral for such loans.

(¢) All speculative purchases of Stock Exchange securi-
ties are partly financed by time loans or demand loans arranged
with banking institutions, and secured by these securities as
collateral. '

These statements clearly show the manner of obtaining a
loan from a banking institution by securing that loan with a
collateral deposit.

36. Certification.—Credit is also extended to brokers
by the banks through the operation of a system of certification.
Certification may be defined as that operation whereby a bank,
through the signature of its cashier or paying teller on the face
of the check, guarantees that the.signature of the drawer of
the check is correct as well as that the bank will pay the amount
of the check on its presentation.

By means of certification, credit is extended to the broker
over and above that broker’s deposit in the bank. An example
will be here discussed :

Suppose that Broker Jones has on deposit a balance of
$75,000. Broker Jones buys securities for his customers to the
amount of $400,000. It is clearly seen that the broker’s avail-
able capital is insufficient tp pay for the securities thus bought,
so the bank, having previously investigated the broker and
established his line of credit, will certify the broker’s checks
for the amount sufficient to pay for the securities. This cer-
tifying of a broker’s check for more than his bank balance is

ILT 2346 ‘
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known as over certification. From this example it is clearly
seen that the operation of certificatiop is in reality a temporary
loan to the broker by the bank, and upon closer examination it
is readily seen that very little risk is taken in connection with
the operation in connection with Stock Exchange transactions..

In order to have the resulting benefits attached to over cer-
tification or temporary loans, it is necessary for the broker to
enter into a definite agreement with the bank as to the balance
which the broker will maintain at the bank. For example, a
broker may agree to maintain a daily balance of $75,000 at his
bank, and on that balance the bank may agree to certify his
checks up to the amount of, say, $1,000,000. It will be readily
seen that should the bank certify the broker’s check for the .
amount of $200,000, then the bank will be over certifying to
the amount of $125,000, that is, they would make a temporary
loan of that amount to the broker. From the discussion thus
far, it will be plainly seen that a broker’s credit is a most
important factor. It may be well to state now that the broker
is not expected to use the limit of his credit very often.

So far, we have seen how a temporary loan is made through
the operation of certification. And now it is necessary to go
" into some detail regarding a broker’s deposits at the bank in the
repayment of this temporary loan.

By the agreement with the bank, the broker is required and
expected to make his deposits to his account, as he receives the
checks from the sale of other securities than those for which
he has paid through the medium of the tempoprary loan from
the bank. Thus, should the broker deliver securities, for which
he would receive other certified checks, then under his agree-
ment with the bank he would be expected to deposit them to
his account at the bank.

When the broker has received his stock, for which he has
paid through the certification of his checks at the bank, he
proceeds to arrange for his loans of cash on them as explamed
in paragraph (¢) of Art. 35.

37. Morning Loans at the Bank.
customary of late for some of the banks to make what are
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called morning loans to a broker for an amount sufficient to
cover the probable amount of certification necessary for that
day. This custom has come about through the desire to do
away with the seeming violation of the National Banking Law,
which stipulates that it shall be unlawful for a national bank-
ing institution, or its representative, to certify a check for an
amount in excess of the amount on deposit to the credit of the
maker.

38. Loans Made in the Exchange.—As has been pre-
viously explained, there is a place in the Exchange Board
Room where money loans are arranged, and each loan so
arranged is secured by securities deposited as collateral.

At this place the money brokers arrange to lend money to
the brokers who may need it. These loans are usually call
loans and carry interest at the call rate, which fluctuates from
day to day, sometimes higher, sometimes lower. These money
brokers, who make it their business to lend money, are mem-
bers of the Exchange, and among them are representatives of
the banks.

'39. Interest Rates on Loans.—A time loan is a loan
that is made to extend over a specified length of time, as, for
example, 30, 60, or 90 days, and carries interest at an agreed
rate.

A demand, or call, loan is a loan that is made with the under-
standing that it is subject to call at any time, usually the fol-
lowing day, and that it shall carry interest at an agreed rate.

The interest rates on demand loans vary from as low a rate
as 2 per cent. to as high as (on July 9, 1919) 17 per cent. for
capital loaned on industrial stocks and 15 per cent. for capital
loaned on mixed collateral.

COLLATERAL FOR LOANS

40. Requirements.—As has been stated, when a loan is
made to a broker, that broker deposits collateral, which may be
made up of stocks and bonds, or stocks or bonds alone. When
the collateral is deposited, the bank examines it carefully to find
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out if each security deposited is readily salable, and if each
has a constant market. To a large extent, the most desirable
securities for this purpose are government bonds or stock and
bonds of railroad companies, which are listed as of high stand-
ing on the exchange. Very often a bank will refuse to make a
loan that is secured only by industrial stocks as collateral unless
an-increased rate of interest be charged, and more often they
require a certain amount of railroad securities to be included
in the collateral.

When government bonds are deposited as collateral, banks
will loan to the market value of the bonds, whereas with loans.
that have other collateral the bank will loan only about 80 per
cent. of the market value of such collateral, thus giving the
bank a margin of 20 per cent. on mixed collateral, and 25 per
cent. is required on industrial collateral.

Naturally, should the market value of the collateral decline,
then the bank will issue a call for more collateral to maintain
the required margin.

41. Substitutions,—To make a substitution in collateral
for a loan means to withdraw one security and in its place sub-
stitute another block of securities of equal value or more.

Thus, if a broker deposits as collateral for a-loan 100 shares
of Mexican Petroleum at 60 and 300 shares of Erie at 40 and
later finds that he needs the 300 shares of Erie to make a
delivery, hie would arrange with the bank to withdraw the 300
shares of Erie and substitute in its place, say, 200 shares of
New Haven at 62. Thus it is seen that the margin on the loan
at the bank remains practically the same as before.

42, Legality of Hypothecation of Customer’s
Securities.—No doubt the reader is wondering whether it is
lawf{ul for a broker to hypothecate the securities of a customer
when they are held on margin.

As has been seen, the customer only has an equity in the
securities held for his account to the amount of his credit bal-
ance as shown by his account. Therefore, if the broker still
retains securities for that customer in his office to the extent
of that customer’s equity, then the broker is within the law.
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This is the plan followed in the street by many firms operating
as brokers.

On the other hand many firms have an agreement with their
customers to the effect that the securities held for any customer
may be used as collateral for a loan at the bank or elsewhere.

CLASSES OF STOCK

43. Grouping.—The stocks of corporations may be said
to be in either one of the classes enumerated below.

(@) Railroads: Stocks of railroad corporations.

(b) Mining: Stocks of mining corporations.

(¢) Industrials: Stocks of industrial corporations.

44. Stock Certificates.—Certificates of stock are pieces
of tough paper on which is engraved the name of the corpora-
tion, kind of stock, and number of shares the certificate rep-
resents, and they are signed by the president and the treasurer
of the corporation. It is specified on each certificate that the
person whose name appears on its face is the owner of that cer-
tificate ; also that the shares are transferable only on the books
of the corporation. On the back is a printed blank form for
indorsement to a new owner, in the case of a sale, giving the
new owner power of attorney for the transfer of the stock to
his name.

45. Kinds of Stocks.—In the organization of a corpora-
tion, stock may be issued under the name of preferred stock
and common stock, and each has the following rights.

Preferred stock is stock that bears a fixed rate of dividend,
which must be paid before any dividend is payable on the com-
mon stock. The dividend may be cumulative or non-cumula-
tive. Should it be cumulative, then whatever dividend is not
paid this year must be paid out of future profits before the
common-stock holders will have any claim for dividend. At
all times this guaranteed dividend will be accumulating till
paid. From this it will be seen that the preferred stock is the
investment stock held for revenue from dividends, while the
common stock is the speculative stock.
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46. Bonds.—There are many forms of bonds issued, but
in every case a bond represents a lien, or mortgage, on some
part or all the property of the company that issues the bonds.
Some of these bonds are known as consolidated bonds, which
are bonds issued, after a reorganization, in place of previous
bond issues. When a consolidated-bond issue is made it con-
solidates the previous bond issues under one bond issue, which
covers all previous ones.

There may be convertible bonds issued, and they usually are
bonds which are convertible into stock.

Then again, should one corporation buy control of another,
a series of bonds might be issued, called collateral bonds. In
this case they would be secured by the bonds of that corpora-
tion controlled. .

Further, should a corporation issue bonds and record the
names of the holders of them, then these bonds would be
known as registered bonds.

Another form of bond is called a coupon bond. This is a
bond with coupons attached on which the interest due at cer-
tain dates is stated, and, as these coupons come -due, interest is
collected by clipping off the coupon due and presenting it for
collection. A good example is the Liberty coupon bond.

In every case it is to be remembered that a bond constitutes
a mortgage, or lien.

WALL STREET’S INSTRUMENTS

47. The Ticker.—On entering a broker’s office, practi-
cally the first thing to be noticed is the ticker as it is called.
This is an instrument that automatically prints on a tape (a

ST N:H TR
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long roll of paper about § inch wide) the prices at which

blocks of securities were sold on the Exchange. -
The data regarding the sales on the Exchange are gathered

by reporters for the New York Quotation Company, who
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report this information to their office, and it is then sent out
over the wires to the places where these tickers, or stock indi-
cators, are set up, and the machine automatically prints the
data in the form shown.in Fig. 2. The data as there printed,
read from left to right, mean:.
100 Crucible Steel was sold at a price of $136 per share;
2 shares Studebaker was sold at $113} per share;
100 Bethlehem Steel “B” was sold at $102f and 8 shares
at $103; '
100 Central Leather was sold at $110% per share;
100 Smelters was sold at $87 per share.
It should be understood that every stock listed on the
~ Exchange has an abbreviation, and for the purpose of illustra-
tion a few of them are here given.

ABBREVIATION NaME oF Stock
A K. Alaska Gold Mines
A.R. American Smelting and Refining Co.,
' or “Smelters”
B.S.B. Bethlehem Steel, Series “B”
Anc. Anaconda Copper
B.R.T. : Brooklyn Rapid Transit
_ Mnp. Mexican Petroleum
Aco. American Cotton Oil
Rbe. Republic Steel
Pa. Pennsylvania R. R.

Pr. means preferred stock; X means ex-dividend; U. R.
means under the rule. o

48. Clearing House Price as Shown on the Ticker.
Every day, just as soon as the last sale is recorded, the Clearing
House prices are made up and sent out over the tape to the
offices of the brokers. That price is the nearest whole number
to the last sale price. For example, should Anaconda Copper’s
latest sale price be 794, then the Clearing House price would
be 80, because 79% is nearest the whole number 80, so that
price of 80 stands as the Clearing House price.

However, the official Clearing House prices are compiled by
a clerk who goes from the Clearing House to the board room
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and compiles them. He then checks his prices as made up
with those as appearing on the ticker tape. Should a difference
in the prices be noted, then the brokers are notified of the
error appearing on the tape. A further discussion of the use
of the Clearing House prices will be given later.

49. Telephones.—Next to the ticker, the most important
instrument used in relation to the operation of the New York
Stock Exchange is the telephone. As has been explained, the
telephone is used in transmitting the orders of the customers
to buy or sell, from the office to the Exchange, and then, when
that order has been executed, the data of that transaction are
returned to the broker’s office. When one considers that in
one day alone the transactions on the Exchange may run as
high as 2,000,000 shares or over, it is readily seen that without
the telephone the Wall Street system would be badly slowed up.

50. Telegraph and Cable Systems.—The telegraph
and cable systems are of use in conducting out-of-town busi-
ness on other exchanges.

51. News Slips.—In Wall Street there are two news
agencies, one of which is Dow, Jones Co., and the other is the
New York News Bureau. These agencies provide news items
in the form of news slips every few minutes. These news
slips centain important news as to recent developments which
might have a tendency to affect the market. These slips are
delivered to subscribers’ offices by special messenger.

52. News Ticker.—The news ticker operates in a man-
ner similar to the ticker already described, only instead of
printing a series of stock transactions in abbreviation on a
narrow slip of paper, it prints a page on a sheet of roll paper
about 6 inches wide, and provides a series of news reports on
the condition of the market and of the hapnenings throughout
the world.
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LANGUAGE OF THE STREET

53. Meanings of Terms.—Wall Street has a distinct
vernacular all its own. To understand it, one must mix in the
life there and learn it. Some of the more common terms are
here explained.

A bull is one who is long of the market, one who is holding
securities and expects the market to rise.

A bear is a short seller, one who is short of the market, and
who is trying to force the market down by selling short.

To straddle the market is to icdge one’s account ; that is,
to be long of the market on certain securitieg and short in
others. :

A lamb is a person inexperienced in the stock market.
When he sustains a loss he is said to have been sheared.

Margin is the deposit required by a broker when a customer
gives him an order to buy securities or to sell them short.
Usually 20 per cent. of the amount of money involved in the
transaction is required. The amount by which the market
value of securities hypothecated exceeds the amount loaned
on them is also called the margin.

The persons operating in the stock market are called bankers,
brokers, principals, investors, manipulators, speculators, pro-
fessionals, lambs, plungers, room traders, bulls, bears, spe-
cialists, cliques, pools, syndicates, and the like.

When the market prices of securities change but little the
market is called steady. The market may take on other aspects
so that it is called weak, active, or inactive, it might be in boom
or a panic, and the prices shown are said to rise or fall, advance
or decline.

A strong market is one that shows substantial gains in
price. It is weak when the prices decline. It is said to be
stagnant when the volume of sales is low.

A pool is a group of operators who advance a contribution
to a common fund for the purchase of certain stocks, and when
the pool sells out each one takes his proportionate share of
profit or loss. A blind pool is one in which no one but the
one managing it knows what stock is being dealt in.
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An operation known as pyramiding is the act of buying
other securities from the fictitious profits of an initial invest-
ment. Thus, a man makes an initial investment on a small
margin in a rising market, or a bull market. Prices advance,
but instead of selling and taking his profit he still holds the
investment on the original margin and the broker accepts the
profit as shown on his books in lieu of cash to buy more securi-
ties on margin. Such profits are called fictitious, or paper,
profits, and the man is said to be pyramiding his holdings. This
pyramid is very likely to be upset by a decline in the market
and the investor will then sustain loss.

A wash sale is a fictitious sale for the purpose of creating a
fictitious market price.

RECORDING A PURCHASE AND SALE

54. The Broker.—As will be seen from the discussion
thus far, the broker may be regarded as the middleman, or the
one situated directly between the buyer and the seller. He is
the one who negotiates as agent for either the buyer or seller.

New York, July 2, 19

John Doe & Co.

Buy for my account and risk
200 U. S. Steel at the market

H. Appel -

Fi16. 3

Therefore it can be seen that a man of business ability is
required to occupy this position. It must necessarily be so, for
his advice on conditions in the market and recommendations to
customers are of vital importance.
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55. The Order to Buy or Sell.—Next to be considered
are the operations in the broker’s office when a customer gives
an order. The customer makes out an order in some such form
as shown in Fig. 3.

The order is telephoned to the exchange and there executed,
the data returned to the office, and a notice as shown in Fig. 4
is given to the customer.

As shown thereon, the customer is notified to the effect that
the Frank Moran Company has bought for his account and
risk 200 U. S. Steel at the price of $98 per share, and that a

New York, July 2, 19

John Doe & Co.

Sell for my account and risk

100 Swmelters at 93

H. Appel

- F1G. 5

commission of $30 has been charged, making the net price paid
by Mr. Appel $19,630. The broker from whom the security
was bought was W. H. Jones & Co.

When the order was given it was entered in the Customers’
Order Book, when executed it was entered in the Purchase and
Sales Book, then into the blotter, and from the blotter it was
posted to that customer’s ledger account, which was debited for
the net amount as shown on the notice.

Should Mr. Appel give an order to sell, it would be given as
shown in Fig. 5.

As before, the order is telephoned to the Exchange, executed,
and then the data telephoned back to the office, and a notice is
given Mr. Appel to the effect that his order was executed.
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The notice is given in the same form as that shown in Fig. 4,
and in this case is filled out to read: We have this day sold
for your account and risk, Shares roo; Securities, Smelters;
Price, $03,; Federal and State Tax, $4,; Net, $9,281; Name of
‘Broker, T. O’Keefe & Co. The net price received is made up
of the market price received less commission charges and
transfer tax to the state and federal governments; because
these are charges which the customer must pay, therefore they
are deducted.

As in the case of the purchase previously described, the
entries are made in the several records there mentioned and
the customer’s account is credited with the amount noted in the
net column.

The manner of handling each and every record used in the
broker’s office will be taken up in a later Section.

THE CURB MARKET

56. Beginning of the Curb Market.—As has been
previously explained, the stock brokerage business first began
to function on the curb stones of the streets of Paris and Lon-
don. Later on, the curb market began to function in New York
under an old buttonwood tree near 68 Wall Street. Securities
were bought and sold at this place in New York until about the
time of the Civil War, when the market was removed to Wil-
liam Street, between Exchange Place and Beaver Street. Trad-
ing in this market, just as in London and Paris, began at an
early hour and continued until 6:00 . M. on the curb, and later
in the hotel lobbies.

57. The Curb Association.—During the interval of
time as described above, the curb market might be termed
unorganized. However, in 1910, the New York Curb Associa-
tion was formed through the efforts of a few men who were
far-sighted enough to see the benefits accruing from an organi-
zation.’ :

There are two hundred and fifty members of this association
and the dues of each member are $100 per year.
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Under the existing laws of the association, the trading on
the curb is not restricted to the members only, but it is open to
all who choose to trade there. ‘

58. The Market Place.—The present meeting place for
the curb market is on Broad Street in front of the Wall Street
Journal building.

59. Business Hours.—Just as on the Exchange, the
business hours extend from 10:00 A. M. till 3:00 p. M. During
this time the firms who trade on the curb keep a representative
there, whose duty it is to execute the customers’ orders in the
open market. The manner of trading is similar to that on
the Exchange. The buyer finds the seller, a trade is arranged,
the order is executed, and the data returned to the office.

The broker notifies his office of the trades put through, by
means of telephones located in booths situated in the windows
overlooking the curb market. When an order is received from
a customer, the broker’s office notifies the telephone clerk in
this booth; he, in turn, notifies the curb broker by means of a
sign language, or signals, similar to those used by deaf and
dumb persons. The broker executes the order and by signs
notifies the telephone clerk, who notifies the office.

60. Method of Accounting.—The method of account-
ing is similar to that employed for recording Stock Exchange
transactions and will be explained in Stock Brokerage Account-
ing Methods.

61. Securities Dealt in.—The securities traded in on
the curb are those that have not as yet been admitted to the
Exchange for trading; and, accordingly, most Stock Exchange
houses maintain representatives on the curb.

In spite of the fact that the securities there dealt in are not
listed on the Exchange, there are many important issues dealt
in on curb. For example, up until July, 1919, the stocks of the
Standard Qil companies were traded in wholly on the curb.
In 1919, application was made to list certain of the securities
of that company on the Exchange. :
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From this brief discussion it will be seen that the curb
market plays an important part in the financing of new stock
companies, for, as has been explained, the security of a new
corporation is first dealt in on the curb market, and the security
will continue to be bought and sold there, by the pubhc and
others, untxl it is listed on the Exchange.






STOCK-BROKERAGE ACCOUNTING
METHODS

BOOKS AND METHODS USED

INTRODUCTION

1. As has been explained in the previous Section, the
transactions resulting from the buying and selling of securities
by a broker for his customers are numerous. For this reason
a system of books of account has come into use in brokers’
offices for recording all necessary data regarding any single
transaction, such as the kind of security bought or sold, the
quantity (number of shares) bought or sold, the price, for
whose account, from whom bought, to whom sold, and many
other important facts, which will here be taken up and
explained in detail. i

The books of account commonly used in a broker’s office in
Wall Street are as follows:

Order Book.

Purchase and Sales Book.

Margin Record.

Clearing House and Ex-Clearing House Blotters
Customers’ Ledger.

Private Ledger.

General Ledger.

Securities Ledger.

Stocks Borrowed and Loaned Book.

Money Borrowed and Loaned Book.
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11. Stock Transfer Register.

12. Vault List.

13. Revenue Tax Register (2), required by law.

The records just mentioned are to a large extent prescribed
by the laws of New York State or the Federal Government, or
by the laws of the New York Stock Exchange. It may there-
fore be safely stated that the same system of bookkeeping is
used by each broker, and each office does not follow a system
of bookkeeping that is entirely a product of the bookkeeper’s
own selection. ‘

The system of bookkeeping and accounting in operation in
Wall Street is very efficient, for it has been created to meet the
demands of that business, and is not a system forced upen it.

ORDER BOOK

2. Use.—The Order Book is a book in which the orders
of the customers are recorded. As has been explained in the
previous Section, when a customer gives an order to a broker
to buy or sell for his account and risk, he does so in writing.

SELL ORDERS%%L_A___IQZ_
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These orders, as soon as given, are written up in the Order
Book. If it is an order to sell, then it is entered under the sell
orders side, as in Fig. 1; if it is an order to buy, it is entered
under the buy orders side, Fig. 2.
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3. What Is Recorded.—The facts recorded regarding a

sell order are as follows:

The amount of security to be sold.

Name of security.

The price at which to sell.

When the order expires.
. Name of customer giving the order.

Name of broker to whom sold.

Qb N~

4, Stop Orders.—In Wall Street, a customer very often
sets a figure at which to sell certain of his holdings in case
of a decline in the market price. Such an order is called a stop
order. In the case of a stop order, if the customer tells the
broker to sell a certain security when the price falls to a certain
point, that price is recorded in the price column, Fig. 1. Then,
should that order be good till some other order takes its place,
it would be good till countermanded, and this information, rep-
resented by the abbreviation G. T. C., would be recorded in
the column headed Expires. Then again, a customer might
give an order that is to hold for, say, 3 days; in that case, the
date of expiration, 3 da., would be recorded in the Expires
column. The name of the broker to whom the sale is made is
recorded in the column headed Sold To.

In the case of a buy order, the facts recorded are the same,
with the exception that the name of the broker from whom the
security was bought is included in the Bought From column.

5. Example of Use.—To see -just how this record is
used, consider the following transactions, which are to be
entered as shown in Figs. 1 and 2. Suppose that on July 1,
192—:

1. W. A. Fordham gives Broker John Jones an order to
buy for his account and risk 100 shares U. S. Steel at the
market price (which is $98% a share).

2. W. A. Fordham gives Broker John Jones an order to
sell for his account 200 shares Rubber at $90 a share.

3. H. Aery gives Broker John Jones an order to buy for
his account and risk 10 shares Studebaker at $70 per share;
100 shares Sears Roebuck at $105 per share.
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4. H. Aery gives Broker John Jones an order to sell for
his account 10 shares Anaconda Copper at $85 per share, in
3 days; 100 shares Sears Roebuck at $108 per share on July 1.

It is here assumed that these orders were executed on
July 1, 192—, in order to proceed with the explanation. Just
as fast as the orders to buy or sell come in, the order clerk
enters them in the Order Book. Mr. Fordham’s first order to
buy 100 U. S. Steel at the market, which price was $98% per
share, is entered in the Order Book, Fig. 2, as follows: In the
Amount column is recorded the number of shares to be bought;
in the Security column is recorded the name of the stock; in
the Price column is recorded the price at which the purchase
takes place. In the Expires column is recorded how long a

BUY ORDERS Lty 7 192_
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time the order is good for—in this case it expires very
quickly—and in the Customer column is recorded the name of
the customer who gives the order to buy, in this case W. A.
Fordham. The making of all the entries to this point may be
considered as operation No. 1. '

When the order is received it is immediately telephoned to
the firm’s representative on the floor of the exchange. He
executes the order and telephones the result back to the office.
Then takes place operation No. 2, which consists of entering
the name of the broker from whom the stock was bought; in
this case the selling broker was J. T. Lamb. Then, since the
customer ordered the security to be bought at the market price,
whatever it might be, the price entry would be made in the



§33 ACCOUNTING METHODS 5

price column. If, however, the customer had ordered the
security to be bought when the market reached a certain price,
the price specified would have been entered in operation No. 1.

From this explanation, the entries of the other transactions,
as shown in Figs. 1 and 2, will be easily understood.

PURCHASE AND SALES BOOK

6. Use.—The Purchase and Sales Book is a book of
original entry. It is used to record all the purchases and sales
of securities by a firm of brokers, for their customers after the.
orders are given and executed.

In this record the following facts are recorded regarding a
given transaction :

Name of the broker who executed the order.
From whom bought or to whom sold.
Number of shares bought or sold.
Description of security.

Market price at which bought or sold.

For whose account bought or sold.

Time of delivery under terms of contract
The total amount paid.

PN G R LN

7. Since there are what are known as Clearing House and
Ex-Clearing House stocks, it would naturally be assumed that
there were two books used, one for recording each group of
items. On the contrary, there is only one Purchase and Sales
Book used, but in that book all Clearing House items are
usually segregated from the Ex-Clearing House items.

8. Bids and Offers.—For convenience, the provisions of
laws of the New York Stock Exchange regarding bids and
offers; which were given in the preceding Section, are here
repeated, and details of recording of bids and offers are
explained.

Under the laws of the New York Stock Exchange, bids and
offers for the purchase and sale of securities may be made as
follows :
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1. Cash: Security to be delivered on the day of purchase
or sale and payment made for it.

2. Regular way: Security to be delivered and payment to
be made therefor on the next business day following the pur-
chase or sale.

3. At 3 days: Security to be delivered on the third day
following the contract to buy and sell.

4. Buyer's or seller's options: TFor delivery of security
not sooner than the fourth day nor later than 60 days after the
date of contract. Contracts are exchanged on the day follow-
ing the transaction. Some of these contracts provide for inter-
est and others do not. Where the contracts do not provide for
interest they are known as “flat.”

Under these buyer’s and seller’s options the buyer may
demand delivery, or the seller has the right to deliver the securi-
ties at any time before the expiration of the option. On such
contracts, one day’s notice must be given at or before 2:15 p. M.
on the day before the securities are deliverable prior to the
maturity of the contract.

9. Abbreviations Used.—The information regarding
time of_delivery under the terms of the contract is recorded in
the Time column by means of certain abbreviations, as follows:

1. Cash, C.

2. Regular way, R.

3. At3days, BO*or S O3

4. Buyer’s or seller’s options, B O* or S 0%, -

The abbreviations for cash and for regular way explain
themselves; B O and SO mean buyer’s option and seller’s
option, respectively, and the exponent indicates the maturity of
the contract. Thus, if you were selling stock and agreed to
make a delivery on the third day after the date of contract,
then, since you were the seller, you would hold the" seller’s
option at 3 days, or, in abbreviation, S O®. On the other hand,
were you the buyer at 3 days, then you would hold the buyer’s
option at 3 days, or, in abbreviation, B O®. If the option were
for any other time, as 4 days or 30 days, it would be written as
shown, B O*or § 0%, as the case might be.
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l 10. Example of

Use.—As an example
of the use of the Pur-
chase and Sales Book,
Figs. 3 and 4 show the
entries resulting from
the transactions noted
in the Order Book, as
listed in Art. 5.

In the case of Mr.
Fordham’s order, for
example, it will be seen
that under Name of
Broker is recorded the
name of F. A. Downe,
the broker who bought
the stock ; under From
Whom Bought is re-
corded the name of
J. T.-Lamb, which was
obtained from the
Order Book, Fig. 2.
Under Number of
Shares is recorded the
number of shares
bought, in this case

N ; 100; under Description
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is the name of the
stock, in this case U. S.
Steel; under Price is
the market price paid;
under For Whose
Account is the name of
the person giving the
order, in this case
W. A. Fordham.

In the Time column
is recorded the time

FROM WHOM BOUGHT

NAME OF BROKER




b o1g

Vi

\kuw\&kx%N\.

i o

T

ooy

Vi K2 P 7
c..\Q @ § % \\i\Y\\v‘% (V4 \\}\w\w Q&é

{
000 \\ % \YA\.N\\J.\..N%& (\ﬂé o0 ¢ .ﬂnh\wrr\ﬁ JJA.R.‘A =55 uwﬁ
LNNOWY 3INIL ANNOJDV 3SOHM ¥OJ zo_t_romuo ”“mm”” Q@70S WOHM OL Y3408 40 INVN

Jr‘%“w\ JIvVa

V

SERLS




§33 ACCOUNTING METHODS 9

when the security will be delivered under the terms of the
contract. In this case the contract was made in the regular
way, and that fact is recorded by the symbol R.

The Amount column records the total cost under terms of
contract, in this case $9,887.50.

The other transactions are entered in a similar manner.

CUSTOMER’S MARGIN RECORD

11. Use.—As a customer may buy stocks and bonds on
margin, it is highly important that the broker have at hand a
statement of the amount of capital each customer has advanced
on his purchases which the broker is holding for him. There-
fore the Margin Record was introduced to fill that need.

This record is one of the most important kept in the broker’s
office. It is also the one most carefully watched by the broker,
especially when the buying and selling of securities is very
large and the market is very active.

The Margin Record is kept either on what are known as
margin cards or in some loose-leaf record, the latter being usu-
ally preferred. This record shows at a glance all the informa-
tion regarding a customer’s account as listed below :

1. The number of shares—long, short, hedged.

2. A description of the securities held.
*3, The net price of those shares.

4. The market price paid.

5. The margin deposit (ledger credit balance).

6. The margin remaining tc carry the holdings, stated

either in points or percentages.

12. Marginal Requirements.—Usually the broker
requires the customer to deposit 20 per cent. of the amount of
money involved in a given transaction, as a margin, on all
securities which that customer may have bought or sold short.
Thus, if an account were long, that is, if the customer holds,

*The net price 1s made up of the market price plus commission
charges, if a purchase; if a sale, the tax and commission charges are
deducted from the market price.
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say, 100 shares of stock costing $10,000, then that customer
would be required to deposit as a margin with the broker the
sum of $2,000. Likewise, if the customer had sold short (that
- is, sold securities which he did not own) a like amount of
securities with a value of $10,000, he would be required to
deposit a margin of $2,000 on his short sales.

It is readily seen that by means of this record the broker is .
better able to determine when more cash or margin must be
furnished by the customer in order to still maintain his account -
so that the broker himself will not sustain a loss, or so that he
will not be forced to sell the securities which he is holding for
that customer.

13. Manner of Use.—Whenever an entry is made in the
Purchase and Sales Book, a corresponding entry is made in the
same customer’s Margin Record. Thus, if a customer, John
Jay, buys 100 shares of Anaconda Copper at $50 per share, the
first entry would be made in the Order Book, then in the Pur-
chase and Sales Book, and then immediately the entry would be
made in the customer’s Margin Record, showing:

1. The number of shares bought or sold short.

2. The kind of stock.

‘3. The market price and net price.

4. The margin of deposit (credit balance).

5. The margin remaining after making the necessary
adjustments regarding any losses or gains sustained.

With this information it is an easy matter to find the margin
that a customer is maintaining on his holdings at any time. All
that is necessary is to find the market value of all securities
held long or sold short and compute 20 per cent. of it; for, as
has been stated, a margin of 20 per cent. is required by the
broker. .

Should thé margin fall considerably below 20 per cent., then
a call would be made by the broker on the customer for enough
more cash or securities to recover (that is, to make up) the
margin to the original 20 per cent. required.

14. Example of Use.—If Mr. Fordham’s orders as
recorded in the Purchase and Sales Book are his only trans-
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actions with Broker F. A. Downe, the standing of his account
as to marginal deposit would be determined by the following’
entries:

As the record of purchases shows that the broker is holding
100 shares of U. S. Steel for Mr. Fordham’s account, Mr.
Fordham is long of the market to that extent; therefore, an
entry is made on the long side of his Margin Record, showing
the number of shares his account is long, the kind of stock, and
the net price, which is the market price plus commission
charge of the broker and any additional expense. The market
price paid for the security is also recorded.

In the record of sales it is found that Mr. Fordham has sold
short 200 shares of Rubber, and the data regarding his short
sale are therefore recorded, showing the number of shares and
kind of stock short, the net price, and the market price of the
stock sold short.

Since all securities held long for a customer on a margin or
sold short are required to be margined by a deposit of 20 per
cent. of the value involved, and since Mr. Fordham is holding
$9,887.50 worth of stock on margin, he will be required to
deposit 20 per cent. of it, or $1,977.50, and on the 200 shares of
Rubber which he has sold short he will deposit with the broker
20 per cent. of $18,000 or $3,600, which will give him a credit
balance in the ledger of $5,577.50. As Mr. Fordham goes on
trading, his credit balance in the ledger will change from time
to time, as will the securities held long or sold short, so the
margin records are very changeable.

THE BLOTTERS

15. Use.—In the bookkeeping system the next book to be
used is the_Blotter. This record may be said to be a combina-
tion of the Cash Book and the Journal. Its ruling and arrange-
ment are such as to indicate whether an entry for a given trans-
action is only to show a transfer from one account to another
or whether an exchange of cash has taken _place.

There are usually two blotters kept, one for entering the
transactions in Clearing House stocks in r100-share lots or
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multiples thereof. This Blotter is called the Clearing House
Blotter. The other blotter in use is known as the Ex-Clear-
ing House Blotter, and it records transactions in Clearing
House stocks which are of less amount than 100 shares; it is
used also to record all transactions in stocks that are not Clear-
ing House stocks, as well as to record all transactions in bonds.
Each one of these blotters will be taken up in detail.

16. Alternating Blotters.—In brokers’ offices there are
usually two sets of blotters kept for each division of stock as
explained above. They have one Clearing House Blotter
known as the Monday, Wednesday, and Friday C. H. Blotter,
and it records all transactions that have taken place on Tues-
day, Thursday, Friday, and Saturday; also, one known as the
Tuesday and Thursday C. H. Blotter, and it records all trans-
actions in Clearing House stocks occurring on Monday and
Wednesday of each week.

In the same way two Ex-Clearing House Blotters are used
on corresponding days, for recording all transactions that are
Ex-Clearing House.

By means of the alternating blotters it is possible for the
bookkeepers to keep the customers’ accounts posted to date.

ENTRIES

17. By referring to the forms, Figs. 5 and 6, showing the
ruling of each blotter, it will be plainly seen that as to ruling
and arrangement the blotters are identical. So a description of
the manner of making an entry in one blotter will explain the
method of operating either.

When a transaction is entered in the Purchase and Sales
Book, the same transaction is journalized in the Blotter.
Should the transaction in question be a sale, then it would be
entered on the To Deliver side of the Blotter and the following
data would be recorded, namely :

1. To whom sold.

2. Number of shares sold (quantity).

3. A description of the shares sold.
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4. The price paid, on the market, per share.

5. The amount paid in settlement of contract.

6. The commission charged by the broker for his services
of selling.

7. Tax paid at the rate of $2.00 per hundred shares to the
state of New York and also at the same rate to the Federal
Government, on all stock sold with $100 par value.

8. The total amount received in settlement of each trans-
action, which includes the amount paid for the stock minus any
additional expense such as commission and tax and interest.

9. The name of the account affected.

On looking back to the forms, no doubt the reader wonders
where the interest items come from, which would be entered in
the column marked Interest. In the Clearing House Blotter
the interest items will come from interest on all borrowed and
loaned Clearing House stocks which have been called or
returned. So, should a broker have to borrow stock to make a
delivery for a customer on a short sale or for any other reason,
that broker would collect the interest coming from the trans-
action; for, it will be remembered that the broker borrowing
the stock will give his check for the full market value of the
stock borrowed, and he will receive interest on the amount given
at an agreed rate. On the other hand, should the broker loan
stock, then, instead of having an interest credit, he would have
an interest debit. ) :

In the Ex-Clearing House Blotter, interest items will arise
from money borrowed and loaned as well as from borrowed
and loaned stock of the Ex-Clearing House division of stock.

Should the transaction be a purchase instead of a sale, then
the data recorded would be the same as that for a sale, with
the exception that instead of to whom sold we would record
from whom bought; also, there would be no tax item, for no
tax is paid by the purchaser of securities. Interest would be
included, should any be due, from money loaned or stocks
returned.

18. Use of Blotter as a Cash Book.—So far, the
Blotter has been considered only as it records the data regard-
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ing transactions in securities. It will now be considered as it
records cash. . :

Rule.—Should cash be received, it is recorded on the Deliyer
side of the Blotter, while if cash be baid, 1t is recorded on the
Receive side of the Blotter.

The explanation of this seeming error is that the custom in
the street has established the fact that all sales and the cash
received therefor shall be recorded on the Deliver side, the
credit in this case being a credit to the customer and a-debit to
caslf

Also, custom has established that when a purchase is made
and paid for in cash, it is to be recorded on the Receive page
of the Blotter, the debit being a debit to the customer and a
credit to cash.

19. Posting to the Ledgers.—All posting to the ledger
accounts is done from the Blotter, and in posting the following
rule should be followed: ) _

Rule.—When posting to the ledger accaunt from the Blotter,
should an item appear on the right-hand, or Deliver, page, it
represents a credit to the customer and a debit to cash. Should
the item appear on the left-hand, or Receive, page, it represents
a credit to the cash account and a debit to the customer.

20. Ex-Clearing House Blotter.—On each morning
the bank balances from the previous day are entered in the
Ex-Clearing House Blotter on the Deliver side of that record.
At the same time the balances of stock from the Clearing
House Blotter of the previous day are entered on their respec-
tive sides. Thus, a Clearing House stock balance to receive
would be entered on the Receive side of the Ex-Blotter, as it is
often called, while a balance to deliver would be entered on the
Deliver side of the Ex-Blotter. Also, should a draft have been
submitted to the Cléaring House, it would appear on the
Deliver side of the Ex-Blotter ; likewise, a check would appear
on the Receive side of the Ex-Blotter.

21. Example of Entries in Blotter.—A transaction
having been executed, a copy of that transaction goes to the
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blotter clerk, who proceeds to journalize it in either the Clearing
House or the Ex-Clearing House Blotter, as the case may be.
Let us assume the position of the blotter clerk and journalize
the transactions that were shown in the Purchase and Sales
Book. )

Going over the sales, we pick out the items in 100-share lots °
of Clearing House stock and enter them on the Deliver side of
the Clearing House Blotter, giving the data as shown in Fig. 5.

We enter the items of transactions in Ex-Clearing House
stock in the Ex-Clearing House Blotter, recording the data as
shown in Fig. 6. ©

We then would enter the purchases on the Receive side of
each blotter as the case may be, being careful to record all
100-share lots of Clearing House stock, or multiples thereof, in
the Clearing House Blotter, and all other items -in the
Ex-Clearing House Blotter.

Let us assume now that the bank balance from the previous
day was $90,000, and that there had baen no stock balances;
then we would enter the bank balance of $90,000 on the
Deliver side of the Ex-Clearing House Blotter as the first
entry for that day.

Naturally, the reader is wondering how we are to enter cash
received as margin from customers. According to the rule that
all cash received is entered on the Deliver side, all that we need
to enter is the amount received, crediting the customer’s
account and debiting cash. Thus, the margin of $5,577.50 paid
by Mr. Fordham is entered in the Blotter on the Deliver side,
as shown in Fig. 6.

BALANCING THE BLOTTERS

22. Clearing House Blotter. — Having completely
entered the data regarding each individual transaction as
called foi in each column on the Receive side, to balance that
side it would then be necessary to total the individual money
colummns, then cross-foot the several totals, as appear in the
amountecommission, interest, and tax columns, and the result
should be the same as appears as the total of the Total Amount
column.
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The third step in the operation is to carry the total of the
commission column to the commission column on the deliver
side, add this amount to the total of the commission column on
that page, then extend that total obtained to the Total Amount
columng and the account to be credited is commissions.

The fourth step in the operation is to extend the total of the
tax column on the deliver side to the Total Amount column, in
which the amount is shown divided, the Federal tax account
and the New York State tax account being credited with their
respective portions of the tax collected on all sales or transfers.
The rates of tax in each case are the same, s wxll be -explained
later under Revenue Tax Register.

The fifth step consists in totaling the several columns on the
To Deliver sille as they appeared before steps three and four
were performed, then, by carrying over the totals of the com-
mission and the tax columns to the Total Amount column, and
footing the Total Amount column, the new total should agree
with the amount column and prove the correctness of the work.

The O in the Whose Account column is a symbol to show to

-the bookkeeper that the item opposite it in the Total Amount,
column is not to be posted to any account in the Ledger,
although the item is necessary in order to make the totals of
the Total Amount columns of the Receive arid the Deliver sides
agree.

- The sixth step is balancing the stock in order to know what
the stock balances consist of. The method of procedure is as
follows: Go over the Receive and Deliver sides of the Blotter
and set off against each other all transactions in the same stock,
and the balance to receive or to deliver can be arrived at. For
.example, suppose that we had bought 100 shares of U. S. Steel,
and sold 400 shares of the same stock for our customers, then,
setting off one transaction against the other, we would have a
balance of 300 shares of U. S. Steel which we had sold over
that which we had bought, so the Blotter would show a balance .
to deliver of 300 shares. Should the conditions have been
reversed and we had bought 400 shares of U. S. Steeband sold

" only 100 shares, then our balance to receive would have been
300 shares.
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Having balanced the stock, the seventh step is to carry the
balances to deliver to the Receive side of the Blotter, and the
balances to receive to the Deliver side; then, using the closing
price or the Clearing House price per shre, make the exten-
sion to the amount columns, on the Receive and the Deliver
sides, and extend the total of these to the Total Amount
columns on either side of the blotter.

The eighth step is to total the amount columns and the
total-amount columns on both the Receive and the Deliver
sides, and compare the results; that is, the total of the amount
column on the Receive side should be compared with the
total of the amount column on the Deliver side and the differ-
ence between these two totals should exactly equal the dif-
ference between the totals of.the Total Amount columns of
either side.

Should the cash totals on the Deliver side be greater than
the cash totals on the Receive side, then we know that a profit
has been made ; that is, the excess of value received for securi-
ties sold is greater than that paid for securities bought. There-
fore, since the Clearing House will make the adjustments for
us during ‘the operation of its system of clearing, we have a
Clearing House balance coming to us; so we note that and sub-
mit a draft on the Manhattan Company for this profit. This
amount is entered on the Receive side as Clearing House draft
in both the Amount and Total Amount columns. This having
~ been done, the Receive and ‘the Deliver sides of the Blotter are
in balance completely.

Should the cash total of the Receive side be greater than that
of the-Deliver side, then a loss has been sustained, so then we
would make note of the amount and submit to the Clearing
House a check payable to the Manhattan Company. This
would be noted on the deliver side of the Blotter as Check to
balance, as in Fig. 5. Then the sheet should be completely in
balance.

All this having been done, the final operation is to enter all
Balances in Stock, whether to receive or to deliver, along with
the cash balances, whether check or draft, in the Ex-Clearing
House Blotter in the manner already explained. .
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At this point it may be well to state that the sheet as sub-
mitted to 'the Clearing House for the New York Stock
Exchange is an exact copy of the Clearing House Blotter when
" it has been completely balanced.

23. Balancing the .Ex-Clearing House Blotter.
Having learned how to balance the Clearing House Blotter, as
already explained, it will be quite simple to balance the
Ex-Clearing House Blotter. The procedure is as follows:

1. Treat the tax and commission columns as you did in bal-
ancing the Clearing House Blotter, by totaling the two columns
and carrying the totals to the Total Amount column on the
Deliver side, crediting Commissions account with the total com-
mission, and the Transfer Tax and the Federal Tax accournts
with the respective taxes collected and paid to the Federal and
State governments as shown by the total of the tax column.

2. Toot the Total Amount colimns on the Receive and the
Deliver sides.

3. Deduct the Receive footing from the Deliver f{ooting,
and the result will be representative of the balance carried in
the bank accounts. This balance is proved by comparison with
the balances in the check books. Why the Receive footing is
deducted from the Deliver footing will be clear if we recull
the rule as to why all sales and cash received are recorded on
the Deliver side.

4. Carry the balance just obtained to the Receive side and
break it up into the several balances carried in 'the several
banks, if there be more than one bank account. In other words,
charge each bank with the balance on deposit.

REVENUE TAX REGISTER

24. Function.—The Revenue Tax Register is used to
record all sales or transfers of stock, and the payment of stamp
tax thereon, as provided under the amendment to the New
York State law, which became operative June 30, 1905, and
which provides for a tax of 2 cents per share, of $100 par
value stocl,, on all stock transferred or sold.
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This record provides for the recording of the date of sale
"or transfer ; name of stock ; the number of shares sold or trans-
ferred; par value of each share of stock ; the name of the pur-
chaser or the transferee; the number of stamps used, together
with the face value of each stamp; also a column for entering
the total value of all stamps affixed.

25. Importance.—Along with the fact that this record
is required by law, it is of great importance in alleviating the
tendency of employes to steal revenue stamps, for, by means of
the data provided, it is an easy matter to check up the New
York State Tax account.

26. Methods of Checking.—To check up the tax
account, all that is necessary is to foot the value column, and
add the amount of stamps on hand; which is found by inven-
tory; the resulting figure should equal the amount on hand
at the beginning of the period, as shown in the New York
Tax Account in the General Ledger.

At the present time the Federal Government has a tax which
is also collected on all stock sold or transferred. For this, a
separate tax register is kept. This record is an exact duplicate
of the one already described. This Federal Tax rate is the
same as that charged by New York State. To check up on the
Federal Tax account, the manner of procedure is the same as
described above, with the exception that the Federal Stamp
Account is the name of the account in the General Ledger.

27. Rates Charged.—Under the New York State law,
and also the Federal law, the following rates are charged on all
sales or transferring of stock. .

New York State rate: *

Stock with par value of $100, stamp tax is $2.00 per 100 shares
Stock with par value of $ 50, stamp tax is $1.00 per 100 shares
Stock with par value of $ 25, stamp tax is $ .50 per 100 shares
Stock with par value of $ 10, stamp tax is $ .20 per 100 shares
Stocks with no par value, the stamp tax is $2.00 per 100 shares

Federal rate: .

Stock with par value of $100 or less, tax is $2.00 per 100 shares

Stock with par value of over $100, tax is 2 per cent. of the cash
‘involved
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28. Example of Use.
Remembering the fact that the
taxes payable to the Federal
government and to the New
York State government are
alike, to explain the manner of
using one tax register will ex-
plain the other. The form of
the New York State Revenue
Tax Register is shown in Fig. 7.
The data for the entries are ob-
tained from the Deliver side of
‘the Blotters. Reference to the
Clearing House Blotter, shows
that on July 1 Mr. Fordham
sold 200 shares of Rubber; so
the state tax paid was $4, and
stamps for that amount were
used. This sale, therefore, is
recorded in the Tax Register
with” the data required, as
shown in Fig. 7. To pay the
New York State tax, there
would be required two $2
stamps to be affixed to the stock
certificate. It will be noticed
that only half of the amount
registered in the Tax column of
the Blotter is recorded; the
other ‘half is recorded in the
Federal Tax Register.

In the Ex-Clearing House
Blotter is a tax item of $4.40
which is divided in the same
way, one-half being recorded
in the New York State Tax
Register and the other half in
the Federal Tax Register.
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CUSTOMERS’ LEDGER

29. Use.—In order to record completely the transactions
of his customers, it is necessary for the broker to segregate all
the individual transactions entered into in the execution of a
customer’s order to buy or sell securities. For this purpose
the ledger known as the Customers’ Ledger is used; in it all
the transactions executed under a certain customer’s name are
recorded in the account bearing the name of that customer.

This ledger may truly be considered as a part of the General
Ledger, for there is no controlling account for the Customers’
Ledger appearing in the General Ledger.

Since this ledger is a part of the General Ledger, it naturally
follows that, in order to have a true expression of the business
conditions as shown by the Balance Sheet, it will be necessary

to see that the balances appearing in the Customers’ Ledger -
" also appear on the Balance Sheet.

30. Facts Recorded.—On the debit side are recorded:

1. All purchases of securities for the owner of the account;
these entries are posted from the Blotter, and in the Ledger are
shown the date of purchase, the number of shares and kind of
stock, the market price paid, also the total amount paid for the
stock, which includes the market price plus the commission
charge.

2. All cash withdrawn by the customer whose account it is.

3. All interest charges.

On the credit side are recorded:

1. All sales of securities for the owner of the account;
these entries are posted from the Deliver side of the Blotter,
and show the date of sale, the number of shares and kind of
stock sold, the market price received for the stock on the
market, and the total amount received by the customer after the
broker has deducted his commission charge and the tax charge.

2. All margin deposits made by the customer.

3. All short sales.

4. All interest allowed on margins deposited on short sales.
The usual rate of interest allowed on margins is 2 per cent.
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The broker may also divide equally with his customer the
interest that comes to him as a result of his customer’s short
sale. Thus, if a broker borrows stock to make a delivery on
his customer’s short sale, he must give that broker from whom
he borrows the stock a check for the-full market value. This
broker in turn pays the borrowing broker interest for the use
of the money which he has received from him as a result of
the borrowing of the stock, and it is this interest that the
broker often divides equally with the customer. --

31. Balancing the Ledger.—Once a month the Ledger
accounts are balanced as to cash and stock. This is done after
all interest items have been posted to the accounts. At this
time also the Customer’s Statement is prepared. This will be

‘explained in detail further on.

The procedure of balancing the Ledger is as follows: First,

- balance the account in the usual manner as to cash. Second,

\

balance the stock by comparison of securities noted as being
held long on the debit side of the account with those sold on
the credit side, and note how the account stands as to securi-
ties that are still held for that customer’s account, or, as they
say in Wall Street, of which he is long, and as to securities
which the customer sold without having owned them, that is,
short sales.

It is readily seen that if a customer buys 100 shares of
U. S. Steel today and sells that same 100 shares of U. S. Steel
tomorrow, there can be no stock balance, but if the customer
sold at a higher price than that at which he bought there will be
a cash balance in his favor.

Then, again, should that customer buy 100 shares of U. S.
Steel today and also sell short 100 shares of Chino Copper
stock, there would be a long stock balance in U. S. Steel; a
short stock balance in Chino Copper, and a cash balance, which
is determined by the price at which Steel was bought and
Chino Copper was sold. 4

32. Example of Use.—As has been explained, all post-
ing to the customers’ accounts is done directly from the Blot-
ters. The method of posting Mr. Fordham’s Ledger account,




ACCOUNTING METHODS 27

e Y Pl

SHEET NO

AMOUNT

2A5e

ValrdCalAY, de

213!

/343

PRICE

Fe

(2, Coned

( ./i/l ot ‘/0,(9

700&9 Ahen

tp Hout 38 Llrect W‘M

DATE

37

AD

AMOUNT

F Ao\ Se Qu&; /
|

PRICE

z
£

YUY S Al |78

(/ im

/4002//4-«/

A)

/lolo

1

|

DATE

L1 .

-
ISR SO N 5 5 5 O S

Fic. 8

as shown in Fig. 8, will now be
explained.

In the Clearing House Blot-
ter, a sale is recorded for Mr.
Fordham; therefore, according
to the rule for posting, Mr.
Fordhan’s account is credited
with the sale of 200 Rubber at
90, and .the amount credited in
the column for recording the
proceeds from the sale is equal
to the price received on the
market, minus charges for
commission, tax, or any other
charges.

The Clearing House Blotter
also shows that Mr. Fordham
has bought 100 U. S. Steel at
$981, and, according to the rule,
Mr. Fordham’s account is
debited with this purchase, the
data being recorded as re-
(nired by the form; the amount
as recorded in the amount col-
umn is made up of the market
price plus any charges for com-
mission,

The Ex-Clearing House Blot-
ter shows that Mr. Fordham
deposited a margin of $5,577.50
on his long holdings and short
sale, therefores he is credited
with this amount.

If no further entries were
made in Mr. Fordham’s ac-
count until July 31, it would at
that time be balanced in the
following manner:
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Proceed as to close any other account for a cash balance,
then proceed to carry down any stock which the account owner
may be long or short of. ’

Since it has been shown that the manner of posting to a
customer’s account in a broker’s record and the manner of
balancing that account are the same as used in handling any
other ledger account, there should be no trouble in handling the
other accounts which are affected by the other items in the
Blotters.

‘

CUSTOMER’S STATEMENT

33. Function.—The function of the Customer’s State-
ment is to keep the customer fully informed as to his standing
with the broker; for, by it, the customer can see a complete
statement in detail showing what his purchases and sales have
been during the month which this statement covers.

By this statement the customer may know what have been
the amounts paid for the securities which he has bought, and
what have been the amotnts received for securities sold for
his account. * He may also obtain from this statement what
have been the expense items of interest, commission, and tax
on sales. He may see at a glance from the item of cash what
has been the amount of margin deposited by him, and by adding
- his profit from operating to this marginal deposit, or, in-the
case of a loss from operating, deducting this loss from the
marginal deposit, he may know the amount of his new marginal
deposit remaining to carry his account. '

By reference to his statement the customer may see his posi-
tion as to stocks short or long. In short, the statement shows
the customer all the details regarding his account as it stands in
the Customers’ Ledger of his broker.

34. Check on Customer’s Statement.—In the Section
on Operating on the New York Stock Exchange it was
explained that whenever a brokerage firm executes an order for
a customer, the customer receives a notice to the effect that the
order has been executed. On this notice the complete details
as to the price, name of security, and quantity sold or bought
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statement, a check can be had
on the statement as furnished
by the broker to his customer.

35. Rule for Payment
of Interest.—When a broker
furnishes capital to a customer
he charges interest at the rate
of 6 per cent. per annum, while
on the credit balances he allows
the customer interest at the rate
of 2 per cent. per annum.

This rule is subject to the
one modification that in the
case of a short sale, which gives
the customer a fictitious credit
balance, no interest is allowed
the customer by the broker. It
is readily seen that any cash
coming from the sale of a se-
curity which is not owned by a
customer does not in the larger
sense belong to that customer;
for some part of it at least must
be used to borrow that security
at some future date in order to
make a delivery on that cus-
tomer’s short sale, since a check
for the market value of this
stock will have been given to
the broker from whom the
stock will be borrowed. From
this explanation it will be seen
that in reality the customer
does not have the cash’ as a
credit to his account.
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36. Relation of the Statement to the Account.
The statement must agree in detail with the customer’s account,
as it appears in the Ledger, and must show all long holdings, all
short transactions, along with the balance in cash, carried down
either as a debit or a credit, as the case may be.

37. Example of Use.—It has been explained that & cus-
tomer’s statement agrees in detail with the customer’s account
in the Ledger, showing all long holdings and all short trans-
actions, with the cash balances carried down, either Dr. or Cr.
as the case may be, therefore no further discussion is needed
to explain the form shown in Fig. 9, which is a statement for
Mr. Fordham, taken from his account as shown in the Ledger.

SECURITIES LEDGER

38. Function.—The Securities Ledger, or Stock Record.
as it is known usually in Wall Street, is used to list the securi-
ties held for customers’ accounts, and to show the place of
deposit, or any other disposition made of them.

39. Structure.—The Securities Ledger may be either a
loose-leaf volume or a bound one, as best suits the needs of
the firm. Usually the loose-leaf form is used; for the holdings
of a firm doing much business are of many different kinds of
securities and the volume of any one security held so fluctuates
that it is often necessary to allot more than one page to a single
security, and this can be easily done with a loose-leaf volume.

All certificates of the same kind of stock are listed under
one head; thus, if a broker had one or one hundred different
certificates of stock of the U. S. Steel Corporation, these cer-
tificates would all be listed under the heading of U. S. Steel, on
the U. S. Steel sheet.

On the left-hand ‘side of the Ledger sheet are recorded:
(1) the holdings of the customers, or (2) stocks borrowed
from some other broker to make a delivery on a short sale.
The following data are recorded:

1. Date received.

2. Number of shares received.
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3. By whom owned.

4. In case of borrowed
stock, for whose account bor-
rowed.

5. From whom borrowed.

On the right-hand side are
shown the securities which are
short or those that can be
loaned in the street, or those
which are on deposit either in
the vault, as collateral for a
loan at the bank, or at the trans-
fer office. Thé data recorded
are as follows:

1. Date.

2. Number of shares.

3. To whom loaned, if
loaned. :

4. For whose account short.

5. Place of deposit.

40. Manner of Use.
Since the Securities Ledger is
one of the records of the
cashier’s. department, it is kept
under his supervision, if not by
himself directly, and from it he
is able to check the securities
for which his firm is respon-
sible.  When a stock certificate
enters the cashier’s hands, it is
recorded in this Stock Record.

41. Example of Use.
A page of the Securities Ledger .
showing the record kept of
U. S. Steel stock is illustrated
in Fig. 10. This shows that the
U. S. Steel purchased by Mr.
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Fordham was received July 2, 1919, and that it was loaned to
T. M. Ford, another broker. It also shows that on July 3,
W. T. Appel sold short 300 shares of Steel, and that to make a
delivery for him his broker borrowed 300 shares of Steel from
T. M. Ford. The manner of entering these transactions is
clearly shown.

-
'STOCKS BORROWED AND LOANED BOOK

42, Function.—The function of the Stocks Borrowed
and Loaned Book is to provide a record of all 'stocks borrowed
and loaned. Such a record is necessary in order that the broker
may at all timés know how he stands in regard to stocks that
he has borrowed or loaned.

43. Structure.—This record is either a bound volume or
a loose-leaf one, the bound volume being usually preferred.
The record is divided into two parts, namely, the Borrowed
and the Loaned sections, and columns for recording the follow-
ing data are provided:

On the Borrowed section are recorded:

1. Date of borrowing.

2. Number of shares borrowed.

3. Description of securities.

4. From whom borrowed.

5. Price at which the securities were borrowed. (Price
used is either the Clearing House price for that day or the
market price at the time of borrowing.)

6. Rate of interest, and any changes in the interest rate as
shown by the money market, together with the number of days
the stock is borrowed.

7. The date of return.

On the Loaned section, the data recorded are:

Date of loaning.

Number of shares loaned.
Description of securities.

To whom loaned.

Price at which stock was loaned.

A N
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Loaned Stock

6. Rates of interest and
number of days the stock was
loaned.

7. Date of return.

44. Manner of Check=
ing.—To provide a check upon
this record one need only com-
pare the stock listed in it with
the Securities Ledger in order
to verify the stock entry;
whereas, the price entries are
checked by comparing them
with the entries in the Stock
Borrowed and Loaned Account
in the General Ledger.

45. Example of Use.
By reference to the Loaned
Stock section as shown in
Fig. 11, it will be seen that
Broker Jones, the owner of this
book, loaned to T. M. Ford, on
July 2, 100 shares of U. S. Steel
at the Clearing House price of
$99 per share. For this stock
T. M. Ford gave Broker Jones
a check, which represented the
value, at Clearing House price,
of the stock borrowed by him.

" For the use of this money,

Broker Jones paid T. M. Ford
interest at the rate of 4 per cent.
from July 2 to 5, and 4} per
cent. from July 5 to 6 when the
loaned stock was returned to
Broker Jones. Broker Jones
returned the check to T. M.
Ford, plus interest.
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MONEY BORROWED
AND LOANED BOOK

46. Funotion. — The

$TOCK

Money Borrowed and Loaned
Book is used to record all the
essential data regarding the
money borrowed and loaned by
a broker for his customers.
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Just as a broker is able to
borrow stock in order to pro-
vide for the delivery of securi-

7
3

Borrowed Stock

”

ety

j ties which a customer has sold
S short, or to loan his surplus
securities which are not needed
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for delivery, so also is he able to borrow money from banks by
depositing securities as collateral. One broker may also bor-
row from another broker. On the other hand, should the
broker have excess funds, he may loan them to other brokers
in the street. Therefore, to record these acts a Money
Borrowed and Loaned Book is used. -

47. Structure.—The record has two parts, the Money
Borrowed and the Money Loaned sections. In the Borrowed
section are recorded the following facts: -

1. Date of borrowing.

Amount borrowed.
Collateral deposited.
Substitutions in collateral from time to tlme
From whom borrowed.
Rates of interest and duration of loan.
Date of payment.
n the Loaned section are recorded:
Date of loan.
Amount of loan.
Collateral deposited.
Substitutions in collateral.
To whom loaned.
Rates of interest and duration of loan
Date of payment.

NN ENOON AN

48. Manner of Checking.—Since it is readily seen that
only the securities listed on the Borrowed side of this record,
as collateral for a loan to the owner of this book, are the securi-
ties controlled or owned by him, it follows that they should
appear in the Securities Ledger as well, therefore the two
records may be compared.

To check the money values listed in the Money Borrowed
and Loaned Book, reference should be made to the Loan
Account in the General Ledger to check items appearing in the
Loaned section, whereas the items listed in the Borrowed
section should be checked with the items as shown in the
Sundry Debits account in the General Ledger.
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Money Loaned

DATE
PAID
M So
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DATE
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49. Example of Use.
The method of recording money
loaned is illustrated in Fig. 13,
which represents a page from
the Money Loaned section.

. When a broker loans money,
. the one borrowing the money

Fie. 13

furnishes collateral for the loan.
The data recorded are shown in
the form. In this case, the
broker who owns the record
has loaned $20,000, and for
that loan W. T. Hyde has de-
posited collateral, at first con-
sisting of 500 shares of Chile
Copper with a market value of
$30 a share and 300 shares of -
Sugar with a market value of.
$50 a share. Later on, W. T.
Hyde makes a substitution in
that collateral. He withdraws
the 500 shares of Chile Copper
and substitutes 600 shares of
Smelters worth $25 a share on
the market. When one figures
the market value of the securi-
ties deposited as collateral, as
against the loan of $20,000, it is
readily seen that a wide margin
is put up by the borrowing
broker, W. T. Hyde.

The loan was made on July
8, 1919, at an interest rate of
4 per cent,, and this rate was
continued till the 28th of the
month, when it was changed to
43 per cent., which held till the
30th, when the loan of $20,000
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was returned by W. T. Hyde
and his collateral was returned
to him. W. T. Hyde also paid
his interest charges when the
principal was returned.

With this explanation -it
should be clear just how the
entries are made on the Money
Borrowed sheet, Fig. 14, which
records the money borrowed by
the broker who owns this rec-
ord. In this case it is seen that
this broker has borrowed
$40,000 from the Manhattan
Company and has deposited
securities as collateral, with
the interest rates changing as
before. The loan was paid on
the 29th of the month.

STOCK TRANSFER
REGISTER

50. Use.—As it frequently
becomes necessary to transfer
a certain block of stock from
one holder’s name to that of
another, it is necessary to pro-
vide a record of such stocks as
may be sent to the transfer
office in order that none may be
lost through the operation.
Therefore, the Stock Transfer
Register has come into use.

In this are recorded all
stocks deposited with the trans-
fer office. By reference to the
form, as shown in Fig. 15, it
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CERTIFICATE
NUMBERS

TRANSFERRED TO

CERTIFICATE
NUMBERS

>gos |4 d.éﬁu‘w/é}«.a%. ;7?—

Fic. 15

NAME OF STOCK

AMOUNT

DATE

%}4’ /00

will be seen that columns are
provided for recording the im-
portant data regarding the
stock deposited, such as:

1. Date of deposit.

2. Number of shares de-
posited.

3. A description of such
shares.

4. In whose name, or from
whom transferred.

5. Certificate number.

6. Date of withdrawal.

7. For whom withdrawn
(to whom transferred).

8. New certificate number.

51. Reason for Trans-
fer.—Whenever dividends are
due on stock certificates, the
dividends will naturally be paid
to the last-recorded holders as
shown on the books of the cor-
poration or company whose
stock these certificates repre-
sent. Therefore, it is good
policy to have a stock certificate
recorded under the name of
the present owner, especially
when a dividend is due.

In this connection it is well
to know that the usual custom
in the street is for the broker
to charge 4 of 1 per cent. for
the collection of dividends on
certificates held for customers,
and 1 per cent. on all coupons
collected.




§33 ACCOUNTING METHODS 39

52. Example of Use.—Fig. 15 shows the entries
made in the Stock Transfer Register in connection with the
transfer of the 100 shares of U. S. Steel, which Mr. Fordham
bought, from the name of the previous owner to his own
name. ’

The headings for each column, with the exception of “In
whose name,” require no further discussion. The column “In
whose name” is used to record the previous owner’s name as
appeared on the stock certificate when that certlﬁcate was
delivered to the transfer office.

VAULT LIST

33. Function.—The Vault List, as used in the broker-
age house, is a form for recording the securities that are
deposited in the safe-deposit vault, in order that the broker or
his clerks may readily know, by reference to it, just what
securities are on hand. .

54. What It Records.—This record provides a place
for recording the following data regarding securities in the
vault :

1. Date of deposit.

2. Number of shares.

3. Kind of securities.

4. Name of owner.

When a certificate is taken out of the vault the following
data are recorded:

1. Date of withdrawal.

2. Number of shares withdrawn.

3. Kind of securities withdrawn.

4. Purpose of withdrawal.

This record may be verified by checking it with the Securi-
ties Ledger.

55. Example of Use.—The form of the Vault List is
shown in Fig. '16. If it be assumed that the securities, as
recorded in the form shown, were actually deposited and with-
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drawn, an idea of the manner of handling this record will be
had.

The first entry records the fact that on the third of July,
100 shares of Anaconda Copper, belonging to F. H. Towne,

Deposited Withdrawn
NO. OF eT0 NAME NO. OF PURPOSE OF
DATE | suanes OF OWNER OATE] suanes srock WITHORAWAL
——————y————— — ==y

Vo] 7 o0 fpeen A Tl Vil s00 Punernad 2ater
/“/rp- 300 Mattds|Ion. Lo

# 00 W J G an
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were deposited in the vault, and on the sixth of July 100 shares
of Anaconda which belonged to F. H. Towne were taken out
because of a sale.

.

PRIVATE LEDGER

56. Use.—Whatever is true regarding the use of the
private ledger in a mercantile concern is equally true regard-
ing its use in Wall Street.

The Private Ledger is used to segregate a few accounts from
those kept in the General Ledger, and to complete a trial bal-
ance or to make a Balance Sheet correct, the balances from the
Private Ledger must be used. '

The Private Ledger is used in order to keep a knowledge of
the income of the concern, the capital accounts of the partners,
and other important business accounts, from being known to
all who may have access to the books of the office. The man-
ner of handling the accounts recorded in it is the same as for
handling any other ledger account.

The Private Ledger would contain the accounts from which
the true profit and loss would be known, and what accounts
are included therein would be determined by the firm.
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The ruling and arrangement are the same as in any other
ledger. -

A control account for this ledger would be kept in the Gen-
eral Ledger.

GENERAL LEDGER

57. Use.—Where the ledgers already explained are used,
the General Ledger of a Wall Street firm contains the asset
and liability accounts and the general nominal accounts. In
short, it contains all the accounts not kept in the Customers’ or
the Private ledger, as well as controlling accounts for these
ledgers.

58. Structure.—Where a Customers’ and a Private
ledger are used, the General Ledger is usually a bound volume.
Its ruling and arrangement is that of the usual ledger sheet
with the standard ruling.

CLOSING THE BOOKS

59. Procedure.—At certain periods of the year the
broker’s books are closed in the same manner as are the books
in a mercantile; concern. The balances from the income
accounts in the General Ledger, along with the expense
accounts, are posted to the customary temporary account
called Profit and Loss Account. The final balance of this
account will then represent the net profit or net loss to be
debited or credited to the proprietor’s account.

PROFIT AND LOSS STATEMENT

60. The form of Profit and Loss, or Net Income, State-
ment is given herewith. In preparing this statement, the first
step is to find the operating income; from this is subtracted
the operdting expense, and the remainder will be the net oper-
ating income. The net operating income having been found, it
is extended to the third column.
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ProriT AND Loss, oR NET INCOME, STATEMENT
1. Operating Income:
Commissions N
2.-Less Operating Expense:
General office expenses ...,
Administration expenses e
Branch office operating expense N
Salesmen’s salaries and expenses ~ ...... .
Total operating expense C ..
Net operating income ...,
. Additional Income:.
Interest on customers’ accounts ~ ......
Interest on notes receivable .
Interest on stocks borrowed ~ ......
Premiums on stocks loaned ~ ......
Interest on bonds held for investment  ......
Dividends on stocks held for investment ......
. Total additional income ...,
. Less Additional Expense:
Interest on stock loans, equivalent to
money borrowed cenene
Interest on money borrowed ...
Interest on notes payable  ......
8. Total additional expense ..
9. Net additional income ...,
10. Net income from all sources ...,

TN

NS

The next step is to find the total additional income; then
from that subtract the total additional expense, and the remain-
der is the net additional income. Then to find the net income
from all sources, add the net operating income and the net addi-
tional income, and the result will be the net income from all
sources.

The headings as given in the statement show just what ele-
ments enter into the preparation of a Profit and Loss, or
Income, Statement for a Wall Street house. The data for
making up this statement will be obtained from the General and
also the Private Ledger, for it will be recalled that the Cus-
tomers’ Ledger is used to record the customers’ accounts only,
therefore they cannot represent any of the nominal or pro-
prietorship accounts. Also, it is to be remembered that the
profit or loss for a given period is determined by subtracting
from the total income the total expense of that period; the
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result represents the net profit, or income, or loss, from all
sources for that period. With the exception of possibly the
subcaption, Interest on Stocks Borrowed, under Additional
Income, the subheadings should be easily understood.

Some might wonder how stock that is borrowed can net an
income to the borrower. The reason is, as has been explained
before, that whenever stock is borrowed, a cash value is
exchanged. Naturally, the broker loaning the stock has the .
use of additional capital, so he pays interest for the use of that
money at an agreed rate, therefore the broker loaning the stock
receives cash from the broker borrowing and for the use of
this additional capital the broker loaning the stock pays the
broker borrowing the stock a certain interest rate for the use
of his money. Hence stocks borrowed are a source of interest.

PREPARATION OF THE BALANCE SHEET

61. What the Balance Sheet Shows.—The Balance
Sheet is usually said to show facts regarding the accounts as
they stand ; but in any case it is only an approximation, for no
firm with a definite amount of capital invested in sundry ven-
tures, or risks, can with any certainty say just what their true
net worth is at any time, until all accounts outstanding are
closed and the business engaged in has come to an end. In
Wall Street this is especially true; for the broker is more or
less liable to loss on his customers’ accounts, because of the
fluctuations in the market value of securities. Therefore, we
may say that the Balance Sheet shows an approximation to
the net worth of the firm.

62. Manner of Preparation.—As in the preparation of
a balance sheet for a firm engaged in any other business, the
first step is to prepare a Trial Balance, which comprehends a
summary of the debits and credits, taken from the books of
account, namely:

1. Customers’ Ledger—For position of customers’ accounts
as to Dr. or Cr. balances.
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2. Private Ledger—For position of capital accounts and
income.
3. General Ledger—For position of nominal accounts.

63. Form of Balance Sheet.—The summary obtained
as described will enable the accountant to subdivide the data so
BALANCE SHEET

Assets ' Liabilities
1. Capital Assets: : 1 Current Liabilities :
Value of Exchange seats .... ~ Stock loans
Value of securities held Accounts payable ..
on investment’ e Accrued interest payable ....
Furniture and fixtures .... Accrued salaries payable ....
2. Current Assets: ' 2. Total Liabilities _“
Cash . «+++ | 3. Net Resources, represented
Accounts receivable vees by:
Notes receivable Proprietor’s capital ac-
Stocks borrowed cees count o
Accrued interest -receiv- Reserves set aside .
able Undivided profit
3. Suspense Debits to Income:
Exchange dues paid in
advance
Rent paid in advance
Insurance paid in ad-
vance cene
Advertising paid in ad-
vance
Other asset items that
will be charged off to .
expense at some later 4. Total Liabilities and Re-
date cees sources: -
4. Total Assets T —

Fic. 17

gathered into the assets and liabilities, and the Balance Sheet
wxll appear as shown in Fig. 17.

EXPLANATION OF ITEMS

64. Assets.—In the column of assets there are only two
items that demand explanation, for they are somewhat differ-
ent from items handled thus far, namely:
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1. Stocks Borrowed: Naturally one would expect such an
item to be a liability. However, it is not, because for every
stock borrowed there is a check for its market value given to
the loaning broker by the broker borrowing, thus making the
item an asset. Should the stocks borrowed be returned, then
he would have an asset in cash of equal value; for the market
value would be given for its return. Thus, if Broker A bor-
rows from Broker B stock worth $500 on the Exchange,
Broker A gives Broker B a check for $500 in exchange for
the stock borrowed. Then, when Broker A returns that stock
to Broker B, Broker A receives from Broker B the check for
$500, or the then present market value of the stock. So bor-
rowed stock is in reality an asset.

2. Accrued Interest Receivable: This item refers to inter-
est items on loans due the broker from outside sources around
the street, and all other sources such as loans to customers on
their accounts. :

65. Liabilities.—Under the heading of liabilities it will
be noticed that the liabilities are all of a current nature ; that is,
they have an early due date. The other items listed are suffi-
ciently clear to be understood without further elaboration.

66. Net Resources.—To determine the net resources of
the firm, subtract the total liabilities from the total assets. The
net resources include:

1. Investment of the proprietors.

2. Reserves set aside.

3. Profit remaining for distribution among the proprietors.

AUDIT OF A BROKERAGE FIRM'’S BOOKS

PURPOSE AND OBJECTS

67. Purpose.—The purpose of an audit of the books of a
brokerage firm is the same as that for an audit of any other
concern in any other business; namely, to find out the actual
financial position and earnings or losses of that particular firm,
in order that the proprietors, bankers, and executives may have
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a true knowledge of these conditions as shown by the records
of the firm.

68. Objects.—An audit consists of an examination of the
accounts in the Customers’, Private, and General ledgers, and
all vouchers and other records, along with statements of the
business. : '

Its objects are as follows:

1. To analyze and verify the income and operating expenses
for a certain period. _ .

2. To prepare a certified balance sheet, which shows the
true condition of the firm at the time of the audit.

3. To prepare a statement comparing the operating data for
a period of years.

4. To ascertain whether the books have been kept cor-
rectly, by means of an examination for the detection of errors.

In order correctly to interpret the work of others in this case,
it is necessary for the auditor not only to be. a person with a
thorough working knowledge of accountancy, but he must have
a working knowledge of the accounting system as followed in
Wall Street.

Just as in any other business, an audit provides a benefit,
first to the proprietors, because it assures them that the books
are being correctly kept; second, to the executives, in that it
assures them of their effective supervision; third, to the
bookkeepers and clerks, in that it assures them that their
work is being correctly done and relieves them of any sus-
picion which might come upon them.

’

CONDUCTING THE AUDIT

69. Plan of the Audit.—Since no definite rule can be
given as to the conduct of an audit, it is left wholly to the
auditor to provide his own plan of procedure; but the experi-
enced auditor usually has a plan, which he may change as con-
ditions demand. He should be provided with a list of the books
used, as well as definite information as to which are the prin-
cipal and which are the subsidiary books. He should also be
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provided with the names of those persons empowered to
receive and pay out cash.

The extent of the audit will be determined by the agreement
entered into between the auditor and his client.

70. Verification of Cash Accounts.—Naturally, the
initial step in the audit consists in auditing the cash account.
The cash on hand plus the bank balances should equal the cash
balance as shown by the cash account.

To verify cash disbursements, as recorded in the cash
account, the entries are checked with the returned vouchers.

To verify the cash receipts, they are checked with the bank
deposits, as recorded in the bank pass book. To check each
individual entry in either case, the cash entry is checked with
the ledger account affected.

71. Verification of the Other Accounts.—Since the
Blotters used in .a brokerage business partake of the nature
of a journal as well as of a cash book, they constitute the record
from which all posting is done to any of the ledgers in use;
therefore, to verify any entry to any account in the ledgers,
recourse should’always be had to the Blotters. Sometimes the
checking is done from the Blotter to the ledger, but frequently
the checking is done from the ledger to the Blotters.

Since the Clearing House Blotter records transactions in
Clearing House stocks, it will only serve as a check upon entries
recording Clearing House stocks of 100-share lots or multiples
thereof.

Since the Ex-Clearing House Blotter records all transactions
in Clearing House stocks of less than 100 shares, also all other
stocks or bonds, as well as all cash receipts or disbursements, it
naturally follows that this record provides the supporting data
for entries of this kind in the ledger accounts.

As the entries in the ledgers are checked they should be
marked with a distinguishing mark, and when the checking is
completed the open items not checked should be specially looked
up. The footings of the several accounts should be proved.

72. Verifying Assets and Liabilities.—All assets
and liabilities as set forth in the Balance Sheet should agree
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with the ledger accouhts; and it is up to the auditor to see that -

they are néither overestimated nor undervalued and that they
are actually existing. The auditor should personally examine
the securities held either for investment or for customers’
accounts, also all commercial paper and the like. At all times
the auditor must see that all assets and liabilities are included.
Such items as invoices and unpaid bills very often are on file
in the office, but not entered in the proper accounts; then, too,
certain contingent liabilities, that is, uncertain liabilities, such
as discounted notes receivable at the bank, disputed claims, and
such items, are not incorporated in the Balance Sheet. Should
this be true, the auditor should see that they find theit way into
the Balance Sheet.

73. Verifying Income and Expenses.—By turning
back to the form showing the Income Statement, Art. 60, the

sources from which income and expense items come are readily -

seen ; knowing these, it will not be difficult to check those items
of income and expense. These items should receive careful
attention, and the various amounts should be carefully checked
to see that the profits are not overstated, also-that the expense
items are all included, along with the income items, in order
that a true statement of profit and loss may be obtained.

THE CLEARING HOUSE

74. Two Functions.—The Clearing House for the New
York Stock Exchange may be said to be composed of two
departments; namely, the Distributing Department and the
Auditing Department.

75. The Distributing Department.—The Distribut-
ing Department is the department that arranges for the
exchange of receive tickets and deliver tickets, whereon are
recorded the data regarding the transactions entered into by
the two contracting parties. This department is the medium
through which comparisons of sales data are made.

76. Manner of Operation.—To make plain the method
of procedure, the routine connected with the business of
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No.

CKD.

* New York,

EXD.

Ross & Doun as shown by their
Clearing House Sheet, Fig. 18,
will be explained. Such a sheet
must be sent by the broker to
the Clearing House not later
than 7:00 p. M. of the day on
which the business is trans-
acted.

. The sheet shows on the Re-
ceive side that Ross & Doun
have bought from H. A. Do-
barr 300 shares of Anaconda at
69. When this information
comes to the ticket clerk of
Ross & Doun, he immediately
makes out a receive ticket as
shown in Fig. 19, and sends it
to the Distributing Department
of thre Clearing House, where it
is put into the box of H. A.
Dobarr, from which it and
other tickets are collected at
frequent intervals by a clerk
from Dobarr’s. When Do-
barr’s clerk receives the ticket,
he immediately compares it
with the data that he has on the
transaction. If the ticket is
correct, he stamps it with his
firm’s stamp and retains it to be
sent to the Clearing House later
with his Clearing House Sheet.
On the other hand, when Do-
barr’s ticket clerk received in-
formation that the sale had been
made, he immediately made out
—  a Deliver ticket and sent it
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partment to Ross & Doun, who comipared it with their data,
and, if it was correct, stamped it and kept it to be sent to the

No..\3_L7_ Our LineNumber 7 New York, 19
Crearine House or THE NEw York Stock Excuance

RECEIVE FROM ol.q&,.,./ \
300 dnm LM s %o 7oo

F16. 19

Clearing-House with Ross & Doun’s sheet that night. In this
way the buying broker and the selling broker each have an
opportunity to check up the other’s memoranda of the sale.

No._.ig_ Our Line Numb 7 New York, 19

Crearne House or THE New York Stock Excrance °

DELIVER Tll (CBA s,

£ o0 _shares @ 4‘74/3 77,700
Jor t of the unde ', d.
Thelr Line Number__2-__ %
(@)
No. r Line Number____ % New York, 19

Crearine House oF THE New York Stock Excrance
DELVERT0_ o/ 7 Zur.. ~Co
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for 'l:h:{t':;n N:mb:r :9/ @A ) M
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77. The.Deliver side of the sheet shows that Ross & Doun
have bought from R. H. Goodby 400 shares of Anaconda at
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641, and from D. T. Moore & Co. 300 shares of U. S. Steel
at 100.

" In this case the ticket clerk sent out to each office, through
the Clearing House, a deliver ticket, Fig. 20 (a) and (b), and
he received in return a receive ticket from them ; the trade was
compared in the manner described, and each broker retained
the other’s ticket until that night when he delivered his sheet at
the Clearing House.

78. Balancing the Sheet for Stock.—The trades for
the day having been written up from the tickets exchanged,
the next thing to do is to balance the sheet for stock. As was

| GLEARING HOUSE OF THE NEW YORK STOCK EXCHANGE

1 unpensioneo wie DELIVER rorldWine BAMNCE o sTOCK
AT THE DELIVERY PRICE

SHARES DELIVER TO

PR Ty, O 7 A
J j Q’-pu/ /oo
7

@mumw@

F1c. 21

explained under balancing the Clearing House Blotter, all that
is necessary is to set one entry off against the other; for
instance, referring to the Clearing House Sheet, if we set off
the receive item of 300 Anaconda against the deliver item of
400 Anaconda, it is readily seen that the balance to deliver is
100 Anaconda; whereas, in the case of the entry of the 300
U. S. Steel to deliver, there is no set-off for that, correspond-
ingly, there is a balance to deliver of 300 U. S. Steel, as noted
on the sheet. 4 .

A stock balance ticket in the form shown in Fig. 21 is made
out for each stock, the Deliver column being left blank to be
filled in at the Clearing House.
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79. Entering the Stock Balances.—The stock bal-
ances having been determined, they are entered on the Clear-
ing House Sheet, as shown in Fig. 18.

If there is a balance to deliver, as in this case, it is carried to
the Receive side and entered as shown. The price entered in
the price column is the Clearing House price, and the exten-
sion is figured at that price. Should the bal-nce be to receive,
~ then it is correspondingly carried to the Delive. side and entered
-in a similar manner, all cash entries in the price and amount
columns being figured at the Clearing House settlement price.

80. Balancing for Cash.—To balance the sheet for
cash, all that is necessary is to foot the amount columns after
all stock balances have been entered completely. Should the
receive footing be greater than the deliver footing, then a loss
has been sustained, and a check must be sent to the Clearing
House for the amount. However, should the deliver footing
be the larger, then a gain has been registered, and a draft for
the balance would be submitted to the Clearing House. This
draft would be signed by one of the managers of that organiza-
tion and returned about noon of the following day after the
sheet has been sent to the Clearing House.

Having balanced the sheet completely, and having satisfied
himself that it is correct, the broker sends it to the Clearing
House, along with the exchange tickets, stock balance tickets,
and the check or draft, as the case may be. The sheet must be
in the Clearing House by not later than 7:00 p. M. of the day on
which the business recorded was done. :

81. The Auditing Department.— The sheet being
received in the Clearing House, the first operation is that of
checking the stock balance tickets with the stock balances as
noted on the sheet. At the same time, the amount of the
check or draft is checked with the cash balance as recorded on
the sheet.

Clerks known as examiners then check all the extensions of
the balances of the stocks and prove the amount columns for
addition. While this is being done, the exchange tickets are
taken and sorted so that all the tickets issued by any one broker
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are in one box. Then every
entry on the sheet is checked
with these tickets, as to cash,
kind of stock, and name of the
broker to whom the stock was
sold or from whom it was
bought.

While these other operations
are going on, the balance tickets
are entered on allotment sheets,
which have the form shown in
Fig. 22. As there shown,
Ross & Doun have a stock bal-
ance to deliver of 300 U. S.
Steel, while H. I. Thomas has
a stock balance of 200 U. S.
Steel to receive and D. T. Jones
a balance of 100 U. S. Steel to
receive. Then from the allot-
ment as shown, Ross & Doun
will deliver to No. 1, on the re-
ceive side, 200 U. S. Steel and
to No. 2, 100 U. S. Steel and
these allotments are entered on
their balance ticket.

On the following morning
the balance tickets are returned
to Ross & Doun, who proceed
to deliver the stocks according
to the memoranda there shown.
Thus, according to the ticket
shown in Fig. 21, they would
deliver 200 shares of U. S. Steel
to H. I. Thomas and 100 shares
to D. T. Jones.

From these operations as ex-
plained, it is readily seen that
through the Clearing House
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operation the deliveries on transactions are cut down so that
only balances are necessary to be delivered.

It is also seen that consequently the checks for individual
transactions are not necessary, for checks are used in payment
for stock balances to receive only, thereby reducing the cer-
tifications at the banks as well as reducing the amount of
detail office work.



ACCOUNTS FOR STEAM ROADS

(PART 1)

INVESTMENT IN ROAD AND EQUIPMENT

INTRODUCTION

1. The capital stock and bonds of a company are generally
issued for the purpose of constructing and equipping the road
and furnishing the working capital required until the revenues
are sufficient to meet the expense of the operation. The expense
and revenue resulting from a partial operation while a road is
under construction must be included in the construction
accounts as provided by the classification. The amount of
capital that may be issued for the purpose of construction is not
limited by any federal law, neither is there any power granted
to any federal body for the supervision or control of the issuing
of capital by railroad companies. The cost per mile of line will
vary greatly in accordance with the nature of the country
traversed and the cost of labor and materials.

2. Payment for Construction.—The procedure for
constructing a railroad is not always the same. In some cases,
the road is built by a contracting party and is turned over to the
railroad company ready for operation; the contracting party in
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this case may receive for the construction work stock and bonds
issued by the railroad company. Sometimes, companies issue
stock and bonds and, by a cash payment, purchase a road built
by some other company; in this case, if the original records of
the cost of construction are not available, the entire amount
of the purchase price is charged to an account, such as Cost of
Road Purchased. Comparatively few of the larger railroad
systems constructed the entire mileage owned or operated in the
system. In most cases, the system is composed of many small
roads that were consolidated and joined by connecting links.
At present, many of the systems own or operate thousands of
miles of road under one management.

8. Some of the original small roads were constructed during
a period when the methods of accounting were not considered of
such importance as at the present time, and as a consequence
the records of the original cost of construction were, in some
cases, lost or kept in such a way that it is now impossible to
classify the investment in accordance with the present classi-
fications. Therefore, it is impossible to state with any degree
of accuracy the amount of stock and bonds actually issued
for the purpose of original construction. It is known that in
many cases stock was given as a bonus with the bonds sold for
construction purposes, and in other instances stock was issued
free to promotors and the cost of construction was provided for
by the issue of bonds.

A fact that should receive very serious attention and be prop-
erly considered is the market value of securities issued by the
constructing company at the time and under conditions when
the actual construction work was performed.

Some states have enacted laws granting a railroad commission
the power of regulating the issue of the stocks and bonds of
railroad companies.

4. Construction and Equipment Accounts.—The con-
struction and equipment accounts of a railroad are charged as
follows: (1) Cost of the original construction of a new line;
this is usually paid for by an issue of stocks and bonds.
(2) Cost of new lines or extensions of the original line; such cost
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may be paid for by an issue of stocks or bonds, or out of cash,
or from special appropriations; such investments during the
year are included in the total investment. (3) Cost of additions
and betterments to road and equipment; this may be paid for
from cash, special appropriations, or securities issued; invest-
ments for additions and betterments are included in the total
investment in the road and equipment.

The first work performed in the original construction of a
railroad is the purchase of the right of way, grading, purchase
and laying of ties, rails, etc., and the erection of buildings and
the purchase of equipment. Nearly all payments on account
of expenditures for road and equipment are made by vouchers
and the amounts are distributed to the respective accounts-
through the voucher register.

5. After the original construction of a road is finished and
the road is turned over to the operating company for operation,
any expense for construction work to extend the original road
or to form a new line should be charged to the construction
accounts, and the amounts expended during a year must be
stated separately in the carrier’s annual report. The total
debit to each construction account is added to the amount
previously debited and a total for each account is shown, as
well as a total for the entire cost of the road.

NEW INVESTMENT CLASSIFICATION

6. On July 1, 1914, a new Classification of Investment of
Road and Equipment of Steam Roads went into effect. In
presenting this classification for use, the Interstate Commerce
Commission issued the following introductory letter:

To AccouUNTING OFFICERS OF STEAM RAILWAYS:

This Classification of Investment in Road and Equipment supersedes
the Classification of Expenditures for Road and Equipment, first revised
issue, effective July 1, 1907, with the Supplement thereto, effective July 1,
1908, and also the Classification of Expenditures for Additions and Better-
ments, first revised isdue, effective July 1, 1910. It also supersedes con-
flicting instructions contained in Accounting Bulletin, No. 8.
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The plan of merging the accounts of expenditures for additions and
betterments with the accounts for investment in road and equipment
provides that carrier’s records shall be kept in such form that the expendi-
tures for additions and betterments may be reported separately from those
for original road, original equipment, and road extensions.

Distinct accounts have been provided for the investment in several
classes of buildings which, under the former Classification, were included
in the account Miscellaneous Structures. )

The general and special instructions contain a comprehensive statement
of the principles underlying the Classification, indicating generally- the
application of the accounting rules. The attention of accounting officers
is called to the importance of requiring all employes who are assigned to
accounting work in connection with investment in road and equipment
to familiarize themselves thoroughly with these instructions.

In the preparation of the revision of the accounting rules contained in
this and other Classifications for steam roads, which are concurrently
issued, the Commission has had the cooperation of the Association of
American Railway Accounting Officers, and of its Standing Committee on
Corporate, Fiscal, and General Accounts.

The Classification, in tentative form, was presented for criticism and
suggestions to the chief accounting officer of each railway and to the rail-
way commissions of the several States. All suggestions received from such
parties have been given careful consideration and many of them have
been incorporated in the Classification as here issued.

PRIMARY ACCOUNTS

7. Division of Accounts.—The accounting system pre-
scribed in this classification provides for three general classes of
accounts—road, equipment, and general expenditures—each of
which is subdivided into primary accounts as follows:

) Roap -
1. Engineering . 11. Ballast
2. Land for transportation pur- 12. Track laying and surfacing
poses : 13. Right-of-way fences
3. Grading 14. Snow and sand fences and
4. Underground power tubes . snowsheds
5. Tunnels and subways 15. Crossings and signs
6. Bridges, trestles, and culverts 16. Station and office buildings
7+ Elevated structures 17. Roadway buildings i
8. Ties 18. Water stations
9. Rails 19. Fuel stations
10.

Other track material 20. Shops and enginehouses
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21. Grain elevators 36. Paving
22. Storage warehouses 37. Roadway machines
23. Wharves and docks 38. Roadway small tools
24. Coal and ore wharves 39. Assessments for public im-
25. Gas-producing plants i provements
26. Telegraph and telephone lines 40. Revenues and operating ex-
27. Signals and interlockers penses during construction
28. Power dams, canals, and pipe 41. Cost of road purchased

lines 42. Reconstruction of road pur-
29. Power-plant buildings chased
30. Power-substation buildings 43. Other expenditures, road
31. Power-transmission systems 44. Shop machinery
32. Power-distribution systems 45. Power-plant machinery
33. Power-line poles and fixtures 46. Power-substation apparatus
34. Underground conduits 47. Unapplied construction mate-
35. Miscellaneous structures rial and supplies

: EQuIPMENT
51. Steam locomotives 55. Motor equipment of cars
52. Other locomotives 56. Floating equipment
53. Freight-train cars R 57. Work equipment
54. Passenger-train cars 58. Miscellaneous equipment
GENERAL EXPENDITURES

71. Organization expenses 75. Taxes
72. General officers and clerks 76. Interest during construction
73. Law 77. Other expenditures, general

74. Stationery and printing

8. Handling of Primary Accounts.—The proper han-
dling of these accounts is explained in the special instructions
given in connection with each account and in fourteen para-
graphs of general instructions as follows:

Accounts for investment in road and equipment, items to
be charged, basis of charges, cost of construction, excavated
material, items to be credited, property retired and replaced,
property retired and not replaced, equipment retired, land
retired, adjustments for converted property, expenses in con-
nection with additions and betterments, interpretation of item
lists, submission of questions.

A close study of each paragraph in the general instructions
will bring out many important features. For example, the
second paragraph deals with the construction of the original
road and original equipment, also the construction of new road
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that was in the original plan but the construction of which was
deferred, as well as the purchase of the equipment for it. It
also deals with fixed improvements, such as tunnels, bridges,
buildings, earthworks, etc.; with additional facilities, such as
additional equipment, tracks, buildings, bridges, and other
structures; and with betterments, which improve the existing
facilities through the substitution of superior parts for inferior
parts retired. While these are presented clearly, without close
analysis they will be more or less confusing.’

9. Original Investments.—In the investment accounts
a distinction is made between original investments, additions,
and betterments, and the records must be kept with sufficient
care that expenditures for additions and betterments may be
reported separately from those for original road, original
equipment, and road extensions, and will show separately the
expenditure under each authorized addition and betterment.

Original investment includes cost of land, bridges, buildings,
tunnels, earthworks, etc. provided and arranged for under the
original plan for the construction of a new road or construction
of extensions of existing main lines, additional branch lines,
and extensions of existing branch lines. Also rolling stock,
boats, highway vehicles, etc., when provided and arranged for
under the original plan for the construction of a new road, are
classed as -original investment. Equipment purchased on
account of increased mileage of tracks is not classed as original
investment but as additions.

Original road and road extensions shall not be construed to
include fixed improvements that under the original plans for
the roads or extensions it is proposed to substitute, at some time
subsequent to the beginning of commercial operations, for the
improvements originally installed and used for transportation
operations, such as steel bridges substituted for trestles.

10. Additions and Betterments.—Under the head of
additions come also additional facilities, such as additional
tracks, equipment, buildings used in connection with transpor-
tation, bridges, additions to buildings, extensions to tracks,
additional ties laid in existing tracks, air brakes applied to cars
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not previously thus equipped, etc. When the acquisition of
equipment under the original plan is deferred, such equipment,
when acquired, shall be considered as additions.

Betterments are improvements of existing facilities through
the substitution of superior parts for inferior parts retired, such
as the substitution of steel-tired wheels for cast wheels under
rolling stock. The cost chargeable to betterments is the excess
cost of new parts over the cost, at current prices, of new parts
of the kind retired. :

11. When entering investment items, care should be taken
not to include items showing investment in property not devoted
to transportation, as such items appear in the balance sheet
under the heading Miscellaneous Physical Property.

PRIMARY ACCOUNTS REQUIRING SPECIAL STUDY

12. Usually the name of a primary account will clearly
indicateitsuse. There are primary accounts under each general
account, however, that require special study, for there may be
items chargeable to them that at first it may be thought should
be charged to some other account; also, there may be some items
that it would seem should be charged to them that by the general
or special instructions of the classifications must be charged
to another account. Under this general account, a few of the
primary accounts requiring special study are the following:

13. Account No. 1, Engineering.—Account No. 1
includes the pay and expenses of engineers, assistants, and clerks
engaged in the survey and construction of new lines and exten-
sions, and in making additions and betterments of the carrier’s
road, including wharves and docks. When, however, such
employes are engaged in the maintenance of road their pay and
expenses must be charged to operating expenses. ‘If they are
engaged in preliminary surveys, such expense must be carried
in a suspense account until it is determined whether the work
shall continue or not. If the work is continued, the preliminary
expense must be transferred to the proper account for the work;
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but if the plan is abandoned, this preliminary expense must be
transferred to operating expenses, income, or profit and loss,
as may be appropriate. As a result, the handling of pay and
expenses in this department must oftentimes be distributed to
other accounts the same as in industrial cost accounting.

14. Account No. 6, Bridges, Trestles, and Culverts.
Account No. 6 includes the cost of substructures and super-
structures that carry the tracks of the carrier over water courses,
highways, and other railways. When, however, a bridge or
trestle is converted, by filling, into an earth embankment,
the value of the structure so used must be adjusted between this
account and accounts for grading, and operating expenses.
Another peculiarity in connection with this account is that while
the cost of bridges over under-grade crossings including the
necessary piers and abutments for sustaining the bridges shall
be charged to this account, the cost of under-grade roadways,
paving on right of way, drainage systems, and retaining walls
outside of the bridge abutments is to be charged to Account
No. 15, Crossings and Signs.

15. Account No. 12, Track Laying and Surfacing.
The cost of distributing, laying, and adjusting ties and other
track materials used in construction of structures including
repair tracks for the movement or storage of locomotives or
cars is chargeable to Account No. 12; but not the cost of tracks
for car floats or temporary tracks. The cost, however, of
handling track material for repairs, both when such material is
replaced in kind and when replaced with improved or heavier
material, is chargeable to operating expenses. Therefore,
repairs are to be paid for from revenue and not to be confused
with construction costs.

16. Account No. 15, Crossings and Signs.—To
Account No. 15 is charged the cost of constructing farm passes,
highways, and other railway crossings across the carrier’s right
of way, except railways crossing at grade. The cost of bridges
or trestles carrying tracks over roads, highways, or other
railways is to be charged to Account No. 6, Bridges, TTestles,
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and Culverts. The cost of a bridge or other structure that
carries farm passes, highways, or the tracks of another carrier
over the accounting carrier’s tracks is to be included in this
account. But it is necessary to notice that a bridge taking the
accounting carrier’s tracks over the tracks of another carrier
is charged to bridges, while a bridge built by the accounting
carrier to carry the tracks of another, over the accounting
carrier’s tracks is charged to the account, Crossings and Signs.
The cost of shop and station over-grade foot-bridges and sub-
ways not public highways are to be included in the cost of the
building.

17. Account No. 16, Station and Office Buildings.
To Account No. 16 is charged the cost of station and office
structures, including the fixtures, furniture, etc. necessary first
to equip the building for use. But buildings used- exclusively
- in connection with the maintenance of way are to be charged to
Account No. 17, Railway Buildings; and those used exclusively
in connection with the maintenance of equipment are to be
charged to Account No. 20, Shops and Engine Houses.

The cost of grading and preparing grounds both before and
after the construction of the station and office building, including
the cost of sidewalks, driveways, etc., should be charged to the
cost of the building, but the cost of restoring the grounds after
addition and betterment work must be charged to the appro-
priate operating expense account. The cost of permanent water
rights should be included in the cost of the building.

- 18. Account No. 23, Wharves and Docks.—Account
No. 23 includes wharves, docks, dry docks, slips, float bridges,
and other landings including the dredging- and float bridge
machinery, etc., except that the cost of coal and ore wharves
and docks is charged to Account No. 24, Coal and Ore Wharves.

The cost of the land on which wharves are built and the cost
of riparian rights are not charged to this account but to Account
No. 2, Land for Transportation Purposes. The cost of buildings
located on the wharves is to be charged to the accounts appropri-
ate for the class of building. :
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19. Account No. 27, Signals and Interlockers.
Account No. 27 includes the cost of interlocking and other signal
apparatus for governing the movement of trains, including the
towers and other buildings in connection therewith. If, how-
ever, the apparatus is located in a station building, the entire
cost of the building should be included in Account No. 16,-Sta-
tion and Office Buildings.

20. Account No. 32, Power Distribution Systems.
Account No. 32 includes the cost of distribution systems,
whether overhead, surface, or underground, for conveying low-
tension electric power from producing plants or transformer
stations to trains and cars, or for power, heat, light, or general
_ purposes.

The cost of distribution systems located in shop buildings, or
station and office buildings, should be included in the cost of the
building-: The cost of distribution systems used exclusively
for operating signals and interlockers shall be chargedto Account
No. 27, Signals and Interlockers.

When the electric current generated or received is changed
by means of converters, generator sets, or static transformers,
that portion of the line or outside conductor system carrying
current of other than the operating kind of voltage should be
classed as transmission system, and all of its expense charged t6
Account No. 31, Power Transmission Systems; but when the
electric current is generated or received and used substantially
unchanged in voltage and kind, the line or outside conductor
system shall be classed wholly as a distribution system.

21. Account No. 36, Paving.—Account No. 36 is to be
charged with the cost of paving about tracks in public highways
through which the carrier’s tracks are laid. The cost of paving
upon the carrier’s lands within the grounds of buildings or other
structures must be charged to the accounts provided for the

.costs of those structures; and the cost of paving upon the car-
rier’s right of way at crossings must be charged to Account
No. 15, Crossings and Signs.

In the handling of the expense for paving is shown the thor-

oughness with which the Commission has gone into detail in
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the division of costs in connection with the laying out of this
classification.

22. Account No. 45, Power-Plant Machinery.—The
cost of machinery and other apparatus for generating power in
power plants used for the operation of trains and cars, or for
furnishing power, heat, and light for stations, shops, or general
purposes, including the cost of special foundations and installa-
tions, must be charged to Account No. 45. The cost of founda-
tions other than those special to particular machines and other
apparatus shall be included in the cost of the building and not in
this account. :

Power machinery installed in a shop as a part of the shop
equipment must, however, be charged to Account No. 44, Shop
Machinery. Power machinery and other apparatus installed
in stations and offices solely for use there shall be included in
Account No. 16, Station and Office Buildings. Power machinery
and apparatus in plants used solely for operating signals must be
charged to Account No. 27, Signals and Interlockers.

EQUIPMi*}NT

23. The several primary accounts under the general equip-
ment account are designed to show the cost of the several classes
of equipment owned by the carrier, or held under equipment-
trust agreements for purchase. The appropriate primary
account shall be charged with the cost of all equipment, the
costs of additions, and the excess cost of betterments. The
cost of removing the old appliances and applying the improve-
ments shall be charged to operating expenses.

The ledger value of each unit of equipment shall be credited
to the appropriate equipment account when it is retired from
service. The amount of this credit shall be concurrently
charged as follows:

The amount of the balance-sheet accrued depreciation account with
respect to the equipment thus retired shall be charged to that account;
the salvage recovered shall be charged to the materials and supplies account
or elsewhere, according to the purpose for which used; the amount of
depreciation prior to July 1, 1907, not previously written off or provided

ILT 23411
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for, shall be charged to profit and loss; and the remainder shall be charged
to the appropriate operating expense account for equipment retired.
The cost of demolishing the equipment, if demolished by or for the carrier,
shall be charged to the appropriate operating expense account for equip-
ment retirements.

" When the cost of the renewals to be made to any unit of equipment
will constitute the major portion of its value as renewed, the equipment,
when taken out of service, shall be considered as retired and accounted
for as provided in the preceding paragraph, and for the purpose of this
classification the renewed equipment shall be considered an addition and
the appraised cost thereof shall be included in the account appropriate for
the cost of the equipment. In no case shall the charge for the renewed
equipment exceed the cost (at current market prices of labor and material)
of new equipment of similar type, equal capacity, and equal expectation
of life in service, less a suitable allowance on account of the second-hand
parts remaining therein.

When an important addition and betterment project or the construction
of new lines necessitates the purchase of equipment to be used exclusively
therein, the cost of such equipment shall be included in the accounts
representing the cost of the work, and no charge shall be made to operating
expenses for depreciation on such equipment while the cost remains so
charged. The amount realized from any subsequent sale, or the appraised
value of the equipment retained after the completion of the special work
for which it was purchased, shall be credited to the accounts charged with
its cost. The appraised value of such equipment retained shall be debited
to the appropriate primary account herein, and thereafter, for the purposes
of accounting, such appraised value shall be considered as the cost of the
equipment.

When second-hand equipment acquired is in such physical condition
that it is necessary to make extensive repairs to it to bring it up to the
standard required by the carrier, the cost of such repairs shall be included
in the account appropriate for the cost of the equipment. A compre-
hensive statement of the amount estimated to be necessary to rebuild
second-hand equipment in accordance with the above provision shall be
furnished to the Commission as soon as the estimate is made.

GENERAL EXPENDITURES

24. The primary accounts of the general expenditures
account are designed to include expenditures made in connection
with the acquisition and construction of original road and equip-
ment, and with extensions, additions, and betterments, to road
and equipment property, when such expenditures cannot prop-
erly be included in any of the foregoing accounts as a part of
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the cost of any specific work. When assignable, such expen-
ditures shall be included in the cost of the property in connection
with which the expenditures occur.

25. Account No. 71, Organization Expenses.
Account No. 71 shall include all fees paid to governments for
the privilege of incorporation, and office’ and other expenditures
incident to organizing the corporation and putting it in readiness
to do business; cost of preparing and distributing prospectuses;
cost of soliciting subscriptions for stock; cash fees paid .to
promoters, and the actual cash value (at the time of the organiza-
tion) of securities paid to promoters for their services in organiz-
ing the enterprise; special counsel fees; cost of preparing and
issuing certificates of stock; cost of procuring the necessary
certificates from State authorities; and other like costs. The
cost of soliciting for loans or for the sale of bonds or other
evidences of indebtedness, however, shall be charged to the
balance-sheet Account No. 725, Discount on Funded Debt.

26. Account No. 76, Interest During Construction.
The handling of Account No. 76 is so important that all that is
said in the classification under this account is given here. It is
as follows:

When any bonds, notes, or other evidences of indebtedness are sold, or
any interest-bearing debt is incurred for acquisition and construction, of
original road and equipment, extensions, additions, and betterments, the
interest accruing on the part of the debt representing the cost of property
chargeable to road and equipment accounts (less interest, if any, allowed
by depositaries on unexpended balances) after such funds become avail-
able for use and before the receipt or the completion or coming into service
of the property so acquired shall be charged to this account. )

When such securities are sold at a premium, the proportion of such
premium assignable to the time between the date of the actual issuance
of the securities and the time when the property acquired or the improve-
ment made becomes available for service shall be credited to this account.

This account shall also include such proportion of the discount and
expense on funded debt issued for the acquisition of original road, original

_equipment, road extensions, additions, and betterments, as is equitably
assignable to the period between the date of the actual issuance of securi-
ties and the time when the property acquired or the improvement made
becomes available for the service fer which it is intended. The proportion
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of discount and expense thus chargeable shall be determined by the ratio
between the period prior to the completion or coming into service of the
facilities or improvements acquired and the period of the entxre life of
the securities issued.

. This account shall also include reasonable charges for interest during
the construction period before the property becomes available for service,

on the carrier’s own funds expended for construction purposes.

Note A.—Interest on bonds, notes, or other evidences of indebtedness accruing before
the proceeds from the sale of the securities becomes available for use shall not be included
in this account, nor shall there be included any interest accruing after th gropen.y with
respect to which the proceeds are expended is received or becomes available for use in
connection with commercial service.

NotE B.—If any securities which have been issued or assumed by the carrier are sold
or exchanged by or for the carrier for a consideration the actual money value of which at
the time of such sale or exch:m%1 is less than the value of the securities at par and the
accrued interest thereon, if any, the difference between the money value of the consideration
received and the par value of the securities plus the accrued interest shall be deemed a
discount. In no case (except as provided in the third and fourth paragraphs of this account)
shall discounts be included as part of the cost of anything charged to any account pre-
scribed in this classification.

Nore C.—For definition of securities actually issued, see Note B, under general balance-
sheet Account No. 753, Funded Debt Unmatured.

Note D. —Whe’never interest, premium, or discount assignable to the CODStﬂlCthﬂ
period is incurred in connection ‘with an expenditure covered by some ?ilecx c road and
equipment account or accounts, such interest, premium, or discount shall be charged
directly to the specific account to which it is related.

STUDY OF CLASSIFICATION

27. Sent with this Instruction Paper is a copy of the Classi-
fication of Investment in Road and Equipment of Steam Roads,
effective July 1, 1914. This pamphlet should be studied as a
part of this lesson, the same as if it were reprinted within the
pages of this Instruction Paper. Study not only the general
instructions but also the matter concerning each general and
primary account, paying close attention to the notes under
many of the accounts, as it is in these notes that the fine points
are brought out. Analyze for yourself each account along the
line of the few mentioned under the general headings in this
Section.

It is not necessary that any part of this classification be com-
mitted to memory but it should be so thoroughly studied that
the close association of the different accounts will be clearly
understood as well as the nature of each in itself. -

The Examination Questions that follow are to be answered
from the information in the classification pamphlet. No diffi-
culty will be encountered in doing so if the foregoing direc-
tions are carefully followed.
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(PART 2)

OPERATING REVENUES AND OPERATIN
EXPENSES '

PRELIMINARY REMARKS

1. The operating-expense accounts cover all expenses
resulting from the operation of the road and such expenses as are
incident thereto and are not separable from the rail operations.

On July 1, 1914, a new Classification of Operating Revenues ~
and Operating Expenses of Steam Roads went into effect. In
presenting this classification for use, the Interstate Commerce
Commission issued the following introductory letter:

To AcCOUNTING OFFICERS OF STEAM RAILWAYS:

This Classification of Operating Revenues and Operating Expenses
supersedes the Classification of Operating Revenues, first issue, effective
July 1, 1907, and the Supplement thereto, effective July 1, 1908; the
Classification of Operating Expenses, third revised issue, effective July 1,
1907, and the Supplement thereto, effective July 1, 1908; and the Classi-
fication of Revenues and Expenses for Outside Operations, first issue,
effective July 1, 1908. It also supersedes conflicting instructions contained
in Accounting Bulletin No. 8.

Accounts are provided in this classification for the revenues and expenses
of operations which heretofore have been classed as auxiliary or outside
operations. The purpose in merging these accounts has been to secure a
statement of revenues and expenses in connection with the operation of
all physical property, the cost of which is includible in the accounts for
investment in road and equipment.

COPYRIGHTED BY INTERNATIONAL TEXTBOOK COMPANY ALL RIGHTS RESERVED

§35



2 - ACCOUNTS FOR STEAM ROADS T 8§35

The accounts for maintenance of physical property have been arranged
to correspond with those for the investment in such property. Depre-
ciation accounts have been provided for the current depreciation of fixed
improvements, although until furthet directed the recognition in operating
expenses of current depreciation of fixed improvements is optional with the
carrier. It is provided that organization and general administration
expenses directly assignable to investments in stocks, bonds, and other
securities shall be excluded from the accounts of this classification and
included in Income Account No. 549, Maintenance of Investment Organi-
zation. ’

The general and special instructions contain a comprehensive statement
of the principles underlying the classification, indicating generally the
application of the accounting rules. The attention of accounting officers
is called to the importancé of requiring all employes who are assigned to
accounting work in connection with operating revenues and operating
expenses to familiarize themselves thoroughly with these instructions.

In the preparation of the revision of the accounting rules contained in
this and other classifications for steam roads, which are concurrently
issued, the Commission has had the cooperation of the Association of
American Railway Accounting Officers and of its Standing Committee on
Corporate, Fiscal, and General Accounts.

The classification, in tentative form, has been presented for criticism
and suggestions to the chief accounting officer of -each railway and to the
railway commissions of the several States. All suggestions received from
such parties have been given careful consideration, and many of them have
been incorporated in the classification as here issued. .

2. This classification calls for the use of eight general
accounts which control primary accounts as follows:

Maintenance of way and structures, which is divided into
seventy-nine primary accounts.

Maintenance of equipment, which is divided into- thirty-
seven primary accounts. :

Traffic, which is divided into nine primary accounts.

Transportation, rail line, which is divided into fifty primary
accounts. .

Transportation, water-line, which is divided into three pri-
mary accounts. i

Miscellaneous operations, which is divided into six primary
accounts. o

General, which is divided inte twelve primary accounts. _

Transportation for investment, credit, which is not sub-
divided.
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3. The handling of the accounts in this classification is gov-
erned by notes in conrection with the primary accounts and
by general and special instructions given separately in the pam-
phlet. Under the.special instructions are given the following,
which are of special importance:

AccounTts FOR OPERATING ExPENsEs.—The accounts prescribed for
operating expenses are designed to show expenses of furnishing transpor-
tation service, including the expenses of maintaining the plant used in
. the service. The accounting shall be as nearly as practicable upon the
basis of accruals; however, the option is allowed the carrier of omitting
charges to the accounts provided for the depreciation of fixed improve-
ments and of including the depreciation (ledger value less salvage) of
such property in the appropriate repair accounts at the time the property
is converted or retired for replacement.

Fixed improvements means structures which are fixed as to location, such
as tunnels, bridges, buildings, earthworks, etc.

MAINTENANCE ExPENsEs.—The accounts provided for maintenance of
fixed improvements and of equipment are designed to show the cost of
repairs and also the loss through depreciation of the property used in
operations, including all such expenses resulting from ordinary wear and
tear of service, exposure to the elements, inadequacy, obsolescence, or other
depreciation, or from accident, fire, flood, or other casualty.

The difference between the depreciation upon fixed improvements
retired and replaced and the amount provided for through the depreciation
accounts, shall be included in the repair accounts when the property is
retired. Similar adjustments on account of equipment retired shall be
included in the accounts for equipment retirements. (See classification
of investment in road and equipment, general account II, Equipment.)

DiSTRIBUTION OF CHARGES FOR PROPERTY RETIRED AND REPLACED.
In case the amount chargeable as operating expenses for property retired
and replaced, (as provided for in section 7 of-the general instructions for the
classification of investment in road and equipment) is relatively large and
its inclusion would seriously distort the expense accounts for a single year,
the carrier, if so authorized by the Commission, may charge the amount
thereof to Balance-Sheet Account No. 726, Property Abandoned Charge-
able to Operating Expenses,-and distribute it thereafter, in accordance
with the provisions of that account to the operating expenses of succeed-
ing years.

{f so_authorized by the Commission, the carrier may charge to profit
and loss any extraordinarily large item representing the cost of property
retired and replaced, instead of charging such item to operating expenses.
The carrier shall file with the Commission a statement of the cost and a
description of the property retired and the reasons which, in its judgment,
indicate the propriety of charging the cost of such property to profit and loss.
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DEPRECIATION OF FIXED IMPROVEMENTs.—Depreciation accounts, in
which to include uniform monthly charges tp cover the depreciation of
fixed improvements, have been provided for the purpose of creating
reserves which will meet or reduce the amounts otherwise chargeable, as
. may be appropriate, to operating expense or to profit and loss accounts
to cover property retired. Such depreciation charges shall be based in
each instance upon the percentage of the original cost (estimated if not
known), ledger value, or purchase price of the property determined to be
equitable by the carrier’s experience and best sources of information as
to the actual current loss from depreciation. A statement of the bases
used by the carrier for computing these charges shall be included in its
annual report to the Commission. Until further directed, the use of
depreciation accounts for fixed improvements is optional with the carrier.

EquaLizaTioN OF ExXxPENsEs.—For the purpose of equalizing the
monthly charges for the repairs of fixed improvements and equipment, the
carrier may include each month in the appropriate primary repair accounts
a uniform propostion of the amount of authorized estimates of such expenses
for the fiscal or calendar year. In a like manner, the authorized estimates
of expenses on account of personal injury or loss and damage liability, for
stationery or printing, and for advertising may be equalized in the monthly
accounts for the fiscal or calendar year. If the carrier has been unable to
carry out its program for repairs and does not adjust its accounts to con-
form to the actual expenditures, it may carry forward the balances and
treat them as provided in section 20, relating to balances in operating
reserves. If, on account of claims for personal injury or loss and damage
being unsettled at the close of the year, the accounts for such expenses are
not adjusted, the balances carried forward in the operating reserve account
shall be analyzed as also provided for in section 20 of these instructions.

Charges for stationery and printing, and for advertising, for a fiscal or
calendar year shall be adjusted to the actual expenses.

BALANCES IN OPERATING RESERVEs.—If, at the end of a fiscal year,
balances remain in operating reserves, the carrier shall indicate in detail
in a formal report to the Commission the amounts therein, and the con-
ditions causing the carrying forward of such balances, except as to balances
applicable to personal injury or loss and damage liability, for which balances
the carrier shall preserve in its files the details upon which such estimates
were based. Separate records shall be kept of the operating reserve
accounts for each year.
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DEPRECIATION

4. The classification provides that monthly charges shall
be made to operating expenses on account of depreciation of
property and equipment. Even when property is kept in an
apparently good state of repair, the constant use and time will
slowly cause a condition when a complete new piece of property
or equipment will be necessary. To provide for such a con-
dition, operating expenses are charged monthly with amounts
based on a percentage found to be the average necessary to
create a reserve that will equal the cost of the property or
equipment during the average time such property or equipment
will be good for the service of the company. ’

Operating expenses are usually considered to be amounts
paid from a company’s cash on account of labor, materials, etc.;
however, in the matter of depreciation, the amounts charged
to the operating expense accounts do not affect the cash account
but are credited to a reserve account in the general ledger, and
the total of such reserve account is deducted from the cost of
equipment or other property as entered on the credit side of the
balance sheet.

5. The equipment depreciation register, illustrated
in Fig. 1, shows How a record is made of all equipment placed
in service and the manner of arriving at the depreciation. The
columns headed Date Placed in Service shows the time the equip-
ment was placed in service; the depreciation is charged from this
date. The column headed No. of Cars or Locomotives shows
the number of each class placed in service at one time. In the
column headed Class is entered the name of the class, as box,
flat, gondola, stock, etc. The column headed Original Cost
shows the original cost of each car; the depreciation is figured
on the basis of this'amount. When equipment which is not
new and which therefore already has a depreciated value is
placed in service, its value is entered in the column headed Dep.
Value. In the column headed Depreciation Ceases is entered
the date when depreciation charges will cease; that is, the date
when the amount charged for depreciation is equal to the original



THE A. B. RAILROAD COMPANY

EQUIPMENT DEPRECIATION REGISTER
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Per Cent.

Amount
Chargeable
to
Expenses

7782

Amount

of
Salvage

42499

Amount

of .
Depreciation

|

150

19

Date
Destroyed,

Nov. 1| 1912

Fic. 1

Ceases

Depreciation

Month| Year

Dep
Value

Original
Cost

653/00

Class

Flat

Loco-

No. of
Cars or

motives

3,500

1907

Date Placed
in Service

Month | Year

Feb. 1

cost of the equipment, after
which no further deprecia-
tion charges are to be made.
In the column headed Date
Destroyed, Sold, or Changed
is entered the date when
equipment is retired from
service on account of, being
destroyed, sold, or changed
from one class to another,
as the changing of a box car
to a flat car, etc. The col-
umn headed Amount of
Depreciation is for the total
amount of depreciation
charged to operating ex-
penses from the time the
equipment was put in serv-
ice to the time it was retired.
The column headed Amount
of Salvage is for amounts
received from the sale of old
or retired equipment or
parts of it. When a car is
retired from service, the
sum of the amount charged
to depreciation and the
amount received for salvage
is deducted from theoriginal
cost and the difference is
entered in the column
headed Amount Chargeable
to Exﬁense.

The equipment deprecia-
tion register, therefore, con-
stantly shows the value of
the "equipment in service,
as the amount of cost of
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old equipment retiréd will be constantly deducted and the
cost of any new equipment will be added to the total.

6. The entry in the equipment depreciation register of
Fig. 1 shows that a series of flat cars were placed in service
Feb. 1, 1907, and the original cost of each of these cars was
$653." One of the cars was retired from service on Nov. 1,
1912, having been in the service for the period of 5 years and
9 months. The company’s records would show that the aver-
age life of this class of cars is 25 years, and to charge depreciation
with the full amount of the original cost in that time, a charge
of 4 per cent. per annum was made to operating expenses.
This particular car was in the service only 5 years and 9 months,
and at the rate of 4 per cent. per annum based on the original
cost of $653, during that time $150.19 would have been charged
to operating expenses on account of depreciation. When the
car was retired from service it was sold for $424.99; this salvage
and the amount of $150.19, the charge for depreciation, makes
a total of $575.18 to be credited to the account as against the
original cost of $653, and the difference of $77.82 is debited
to the operating expenses as equipment retired in accordance
with the classification.

7. The handling of depreciation accounts in this way
prevents an exceptionally large debit to operating expense
accounts at any particular time, but causes a gradual charge
to such accounts, and when equipment or other property on
which depreciation has been accrued is retired from service
the capital accounts will reflect the true condition of the value
of the road and other property, the cost of which has been
charged to the road and equipment accounts.

Operating expenses $25,000
Depreciation reserve . $25,000

Entry made to debit operating expenses and to credit depreciation
reserve accounts with one-twelfth of annual depreciation charge.

Fi1G. 2

As the operating expense accounts are closed monthly, one-
twelfth of the annual amount will be charged to the various
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depreciation accounts under operating expense accounts each
month, and the charges will cease when the equipment is
retired or the charges equal the ofiginal cost.

8. When the depreciation on all classes of equipment in serv-
ice has been figured at the adopted rate basis for each class,
the total amount of depreciation is debited to the operating
expense accounts and credited to the depreciation reserve
account through a journal entry as shown in Fig. 2.

OPERATING EXPENSES ON ACCOUNT OF WAGES
. PAID EMPLOYES )

GENERAL REMARKS

9. A large part of the operating expense of a railroad
results from the payment of wages to its employes. The pay-
ment of wages constitutes a labor expense peculiar to each
department of the railroad organization, which makes it neces-
sary to charge the amount paid to one employe to a different
account than the amount paid to an employe in some other
department.

The cost of material and supplies used by a railroad are
usually paid for by voucher. The vouchers are summarized
in the voucher register and the amounts debited to the proper
accounts. The totals of the primary account are summarized
to one total, which is debited to the general account in the
general ledger.

The principle of the voucher system is also followed in the
payment of the wages to employes, although pay rolls and
checks are used for the detail work.

10. Some of the larger railroads find it convenient as well
as necessary to keep the accounts of each division entirely
separate, as if each division were a separate company. In this -
case there must be a division to show the amount to be charged
to each division; this, in the case of a voucher, is shown on its
face as well as the account to which the amount is to be charged.
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Vouchers may be prepared by the various departments

* responsible for the expense and must be approved by the proper

officers, but before the voucher is passed for payment to the

payee it must be audited and approved by the auditor of
disbursements or other accounting officer.

PAY ROLLS

11. The term pay roll is applied to a sheet on which are
entered the names of the employes, the time worked for the
month, the rate of pay, and the amount of wages due for the

. month.

The payment of the employes is a disbursement and must
therefore be made only after the amounts have been properly
audited and approved by the auditor of disbursements; how-
ever, the time of the employes and the necessary detail for
entry on the pay rolls are usually kept and the rolls made up
in the office of the division superintendent, the division engineer,
the master mechanic, or the head of any department having
the direct charge or supervision of employes.

The division superintendent, being ini charge of the trans-
portation service, in which the largest percentage of employes
are engaged, will have expenses on account of the wages paid
and chargeable to the operating expense accounts as follows:
Superintendence, despatching trains, telegraph operators,
station agents and employes, train masters, train conductors,
brakemen, flagmen, etc.

TIME REPORTS

12. Station agents, division operators, and others report
the time of employes in their departments on time books.
These time books show the names of the employes and the
position of each, and columns are provided for each day of
the month, the total number of days worked, the rate, and the
amount due. When employes are paid at a monthly rate,
their time is indicated by a figure 1 for each day of the month
worked. When employes are paid by the hour the number
of hours worked each day is entered in the column showing
the day of the month.
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13. The time for trainmen is not kept in a time book but
on a time card, which is made out for each train run. This
card shows the date, the train and engine number, the point
of starting and the time of leaving the point of destination and
the time of arriving and the names of the engineer, fireman,
conductor, flagman, and brakeman.

If the run is completed within the time limit allowed for
the train run for which the time card is made, no other time
need be entered; but if the train is delayed and requires longer
than the regular time allowance, the number of hours of over-
time must be shown on the card and a detailed report made of
each delay and the cause. These time cards are forwarded
at the end of each run to the division superintendent’s office,
where the timekeeper enters the time on the pay rolls.

14. Before the time reports from the agents, etc. reach
~ the superintendent’s office, the timekeeper has prepared the
pay rolls from the previous month’s rolls showing all the
information such as the names of employes, etc., except the time
worked for the current month. If any employes have left
the service during the month their time will be shown as leav-
ing the service, and on the next rolls the name is dropped and
the names of new employes who were employed- during the
month will be added in their proper place on the rolls.

The rolls for the following month are completed as soon as
possible after the rolls for the current month have been for-
warded to the auditor of disbursements. In this way the time
of the trainmen may be entered on the rolls daily on receipt of
the time cards for each run.

PREPARATION OF PAY ROLLS

15. As soon as the names have been entered on the pay
rolls, the time of the trainmen is entered daily as the time cards
are received in the office. The time is entered for each day
and the train runs are designated by letters that indicate the
points between which the run was made. Before entering
the time on the rolls, the time cards are checked against the
train register sheets to see that the train has moved between
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the points shown on the time card and that the time of departure
and arrival are correct; this is very important when overtime
is reported.

On account of the different runs resulting in different rates
of pay, and in cases where a flagman has also made time as a
conductor or a brakemen made time as a flagman, in some cases
considerable work will be required at the close of the month to
compute the amount of wages due.

Extra men are usually required to work on the pay rolls so
that they may be prepared and forwarded to the auditor at
the earliest possible date after the close of the month. The com-
putations made by one man are checked by another in order to
insure accuracy, and even after such care has been exercised
errors will sometimes pass unnoticed until found by the auditor,
who at once notifies the superintendent or other officer.

16. Deductions.—In cases where the company maintains
a relief association for the benefit of employes to which they
are required to contribute, the amount of such contribution
is usually deducted from the amount of wages due the employe
and is entered on the pay roll in a column provided for that
purpose and the net amount of wages due the employe is then
entered in the next column. Other deductions are sometimes
made on the pay rolls from the amount due employes, as, for
instance, for the rent of company houses, etc.

When all entries have been made and the amounts verified
and totalled, the pay rolls are usually written with a typewriter
in triplicate, then signed by the officers of the division, and
forwarded to the auditor.

17, Pay-Roll Reports.—A pay-roll report, or pay-roll
summary, is necessary to show the distribution of the amounts
to the primary expense accounts. * This report is made by the
timekeeper, as he is the only one who has the necessary informa-
tion. The report has a column for each primary operating
transportation expense account, and a column is also provided
for individuals and companies, so that amounts to be paid by
some other individual or company are not entered in any of
the operating expense columns but are entered in this column.
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Thus, if the C. D. R. R. is to pay part of the expense of tele-
graph operators between certain points on the A. B. R. R.
for use of the tracks, the A. B. R. R. will make its pay rolls
show the full amount of wages due those operators but will
charge its account with only the portion of the wages it is to
pay; the portion the C. D. R. R. is to pay will be entered in the
column headed Individuals and Companies, and a bill will be
made against the C. D. R. R. for the amount.

If the first pay-roll sheet shows the names of only the super-
intendent and his assistants and clerks, the total of the sheet
will be entered in the column provided for the total and also in
the column headed Superintendence. If the second pay-roll
sheet has the names of only the train despatchers and opera-
tors, the total will be entered in the total column and also in
the column headed Despatching Trains, which is the primary
operating expense account to which such wages should be
charged. When a pay-roll sheet has entries chargeable to
different accounts, such amounts must be segregated and each
separate amount entered in the proper column in accordance
with the classification of operating expenses.

18. Division Charges.—In many cases, the pay rolls of a
large railroad made by the division superintendent will include
the wages paid to employes on a subdivision and which must be
separated from the payments and charges of the main division.
This is provided for by entering the segregated amounts in the
proper space at the bottom of the summary sheet.

The pay-roll report is made immediately after the pay rolls
are finished and is forwarded to the auditor.

19. Auditing of Pay Rolls.—As soen as the pay rolls
are received in the auditor’s office, the entries arc verified as
to the correctness of all computations and totals. If errors
are found, the officer in whose department the pay roll was
made is immediately notified and requested to give correct
information. When the pay rolls are approved and a check
written for each employe shown on the rolls, the checks are
“verified with the amounts on the rolls and proved with a total,
so that there will be no possibility of any error in the amount
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paid out by the checks. A After this has been done the checks
and the original of the pay rolls are returned to the superin-
tendent, and the paymaster pays the employes.

20. Accounting.—The amounts charged to the primary
operating expense accounts in the superintendent’s office,
are used in the auditor’s office in making a summary for the
entire road, but they do not enter the account in the general
ledger.

The principle of the voucher system again enters into the
work. The check may be considered as part of the voucher
although it is separate. The accounts entered in the general
ledger are the general accounts showing the classification as
transportation expenses, traffic expenses, etc.

A voucher will be made by the auditor for the purpose of
making the journal entry, which will be made only for the total
amount of the pay rolls of the transportation department, and
the amount will be debited to the account of transportation
expenses in the general ledger, exceptr that the amount charge-
able to individuals and companies will be charged to that
account. o

21. It can be readily understood that inasmuch as the gay-
ment of the wages shown on the pay rolls is made by a check
and not in actual cash that the cash account cannot be credited
with these amounts until the cash has been paid out; therefore,
when the amounts are debited to the transportation expense
account in the general ledger, they must be credited to a tempo-
rary account, which becomes a suspense, or clearing, account.
As soon as the banks pay the checks, the treasurer’s cash account
is affected and the total of the checks paid must be credited to
the treasurer’s cash account in the general ledger and debited to
the temporary or suspense account which had been previously
credited. This temporary account will therefore be cleared
as soon as all the pay-roll checks have been paid from the
treasurer’s cash. Any unpaid wages must be credited to and
remain in an open account as a liability until finally paid or
credited to the profit-and-loss account.

ILT 23412
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A journal entry as shown in Fig, 3 will then be made from
the auditor’s voucher.

The procedure is the same for the pay rolls of the different
departments of a railroad. The total of the amounts charged

Transportation expenses $50,000
Individuals and companies 5,000
Wages due $55,000

Entry made to charge various accounts and credit wages due account
with the amount of pay-roll checks of transportation department
formonthof............

FiG. 3

to the general expense accounts in the general ledger will form
the total of the operating expenses, which is carried to the
income account and deducted from the operating revenue,
resulting in the net revenue.

STUDY OF CLASSIFICATION

22. There is sent with this Instruction Paper a copy of the
Classification of Operating Revenues and Operating Expenses of
Steam Roads, effective on July 1, 1914. This Classification is
furnished in the original form so that the student may become
familiar with the actual pamphlets used in railroad work. This
pamphlet should be carefully studied in connection with this
Instruction Paper. The questions that follow are based on the
information contained in the Classification pamphlet. ~



ACCOU‘\ITS FOR STEAM ROADS

(PART 3)

INCOME, PROFIT-AND-LOSS, AND GENERAL
BALANCE-SHEET ACCOUNTS

1. On July 1, 1914, a new Classification of Income, Profit-

d-Loss, and General Balance-Sheet Accounts for Steam
Roads was made effective by the Interstate Commerce Com-
mission. This classification is introduced by the following
letter:

To AcCOUNTING OFFICERS OF STEAM RAILWAYS:

This Classification of Income, Profit-and-Loss, and General Balance-
Sheet Accounts supersedes the Form of Income and Profit and Loss State-
ment for Steam Roads, first issue, effective July 1, 1912, and the Form of
General Balance-Sheet Statement, first revised issue, effective June 15,
1910. It also supersedes conflicting instructions in Accounting Bulletin
No. 8.

In Income, all of the revenues for operating physical property, the
cost of which is includible in the accounts for investment in road and equip-
ment, have been combined in one account, and correspondingly the expenses
of operation have been combined. Separate accounts have been provided
for the revenues from and the expenses of operating miscellaneous physical
property. A distinct account has been provided in which to include such
revenue from operations as has been determined to be uncollectible
during the period for which the accounts are stated. Distinct accounts
have been provided for rent from and rent for the several classes of
equipment.

In Profit and Loss, an account has been provided in which to show the
amount of revenue overcharges which are determined to be unrefundable
during the period for which the accounts are stated. An account is also
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provided for donations from individuals and companies for the construc-
tion or acquisition of property or for compensating the carner for loss
antlapated during the early period of operation.

Balance-sheet asset accounts have been provided for unprovements on
leased railways property; and deposits in lieu of mortgaged property sold.
Additional accounts have been provided "in which to include demand
deposits and time drafts and deposits, items which heretofore have been
included as cash. The account Taxes Paid in Advance has been eliminated
and provision made for showing in red the net amount of taxes paid over
the amount of taxes accrued in an account under the caption of Tax
Liability. A liability account has been provided for grants in aid of con-
struction, and separate accounts have been provided for accrued depre-
ciation upon road, upon equipment, and upon mlscellaneous physical
property.

In the preparation of the text of the accounts and in the grouping of
the accounts in the form of a general balance sheet, it has been primarily
the purpose to provide for showing, in the group of accounts under the
caption Current Assets, only items of available assets or of assets which
there is a reasonable assurance will become available within a year from
the date of the balance sheet.

The general and special instructions contain a comprehensive statement
of the principles underlying the classification, indicating generally the
application of the accounting rules. The attention of accounting officers
is called to the importance of requiring all employes who are assigned to
accounting work in connection with income, profit-and-loss, and general
balance-sheet accounts to familiarize themselves thoroughly with these
instructions.

In the preparation of the revision of the accounting rules contained in
this and other Classifications for steam roads, which are concurrently
issued, the Commission has had the cooperation of the Association of
American Railway Accounting Officers, and its Standing Committee on
Corporate, Fiscal, and General Accounts.

The Classification, in tentative form, has been presented for criticism
and suggestions to the chief accounting officer of each railway and to the
railway commissions of the several States. All suggestions received from
such parties have been given careful consideration, and many of them have
been incorporated in the Classification as here issued.

2. Entries Composing Accounts.—Income accounts are
those designed to show, as nearly as practicable, for each fiscal
period, the total amount of money that a carrier becomes
entitled to receive for services rendered, the returns accrued
upon investments, the accrued costs paid or payable for the
services rendered by it, the losses sustained by it, the amounts
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accrued for taxes, for use of moneys, and for use of properties
of others, and. the appropriations made from income during
the period. The net balance of income (or loss) shall be car-
ried to profit and loss.

The carrier’s records shall be kept with sufficient particularity
to show fully the facts pertaining to all entries made in the
accounts provided herein for income, profit and loss, and the
general balance sheet. Where the full infermation is not.
recorded in the general books, the entries therein shall be sup-
ported by other records in which the full details shall be shown.
Such general book emtries shall contain sufficient reference to
the detail records to permit ready identification, and the detail
recOrds shall be filed in such manner as to be readily accessible
for examination by representatives of the Interstate Commerce
- Commission. )

3. Title and Definition of Account.—When the title
and definition of an income, profit-and-loss, or general balance-
sheet account clearly indicate that it is a- summary of other
accounts, it is not required that a special ledger account shall
be kept under such a title to include the balances from the
accounts usually kept in the ledger, but in such case the titles
of the subaccounts in the ledger shall give references by num-
bers, titles, or both, to the income, profit-and-loss, or general
balance-sheet account prescribed herein of wh10h they are
subdivisions.

4. Delayed Items.—When no provisions have been made
through entries in the accounts of this classification for antici-
pating delayed items chargeable or creditable to the income
account, and the amount of any such item is relatively so large
that its inclusion in the accounts for a single year will seriously
distort those accounts, the carrier, if so authorized upon appli-
cation to the Interstate Commerce Commission, shall dis-
tribute to profit and loss so much of the amount as may be
authorized. The carrier, in its application to the Commission,
shall file the full particulars concerning each item and the
reasons that in its judgment md1cate the propriety of such
accounting.
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Delayed items are items representing transactions which
occurred before the current year.

5. Uncollectible Items.—An account is provided for
revenue charges against individuals and companies that during
the period for which the income account is stated have been
determined to be uncollectible. This account is provided for
the purpose of eliminating from the ledger assets of the carrier,
or of writing down to nominal amounts in its asset accounts,
items of revenue charges that cannot be collected, such as
freight charges for which credit has been, allowed, or under-
charges discovered after the freight has been delivered.

6. Items in Income Accounts.—Income accounts are
listed under the two general heads—credits and debits. Under
each of these are a number of primary accounts, the names and
numbers of which are as follows:

CREDITS

501. Railway operating revenues
502. Revenues from miscellaneous operations
503. Hire of freight cars, credit balance
504. Rent from locomotives
505. Rent from passenger-train cars
506. Rent from floating equipment
507. Rent from work equipment
508. Joint facility rent income
509. Income from lease of road
510. Miscellancous rent income
511. Miscellaneous non-operating physical property
512. Separately operated properties, profit
513. Dividend income
514. Income from funded securities
515. Income from unfunded securities and accounts
516. Income from sinking and other reserve funds
517. Release of premiums on funded debt
518. Contributions from other companies
519. Miscellaneous income
DEBITS
531. Railway operating expenses
532. Railway tax accruals
533. Uncollectible railway revenues
534. Expenses of miscellaneous operations
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535. Taxes on miscellaneous operating property
536. Hire of freight cars, debit balance

537. Rent for locomotives

538. Rent for passenger-train cars

539. Rent for floating equipment

540. Rent for work equipment

541. Joint facility rents

542. Rent for leased roads

543. Miscellaneous rents

544. Miscellaneous tax accruals

545. Separately operated properties, loss

546. Interest on funded debt

547. Interest on unfunded debt

548. Amortization of discount on funded debt
549. Maintenance of investment organization
550. Income transferred to other companies

551. Miscellaneous income charges

552. Income applied to sinking and other reserve funds
553. Dividend appropriations of income

554. Income appropriated for investment in physical property
5565. Stock discount extinguished through income
556. Miscellaneous appropriations of income

7. The income statement lists the primary accounts
under four heads; namely, operating income, non-operating
income, deductions from gross income, and disposition of net
income. The order in which these primary accounts appear
under each head is specified by the Commission; the numbers
of such accounts are not in all cases run consecutively. The
specified form of an income statement is as follows:

OPERATING INCOME

501. Railway operating revenues*
531. Railway operating expenses*
Net revenue from railway operations*
532. Railway tax accruals*
533. Uncollectible railway revenues*
Railway gperating income*
502. Revenues from miscellaneous operations
534. Expenses of miscellaneous operations
Net revenue from miscellaneous operations
535. Taxes on miscellaneous operating property
Miscellaneous operating income
Total operating income

*Includes operations of water-lines, if any.



503.

505.

507.

509.
510.
511.
512.
513.
514.
515.
516.
517.
518.
519.

ACCOUNTS FOR STEAM ROADS

NON-OPERATING INCOME

Hire of freight cars, credit balance

Rent from locomotives

Rent from passenger-train cars

Rent from floating equipment

Rent from work equipment

Joint facility rent income

Income from lease of road

Miscellaneous rent income

Miscellaneous non-operating physical property
Separately operated properties, profit
Dividend income

Income from funded securities

Income from unfunded securities and accounts
Income from sinking and other reserve funds
Release of premiums on funded debt
Contributions from other companies
Miscellaneous income

Total non-operating income

Gross income, or loss

DepuctioNs FrRoM GRross INCOME

Hire of freight cars, debit balance

Rent for locomotives

Rent for passenger-train cars

Rent for floating equipment

Rent for work equipment

Joint facility rents

Rent for leased roads

Miscellaneous rents

Miscellaneous tax accruals

Separately operated properties, loss
Interest on funded debt

Interest on unfunded debt

Amortization of discount on funded debt
Maintenance of investment organization
Income transferred to other companies
Miscellaneous income charges ]
Total deductions from gross income

Net income, or loss

DisposiTION OF NET INCOME

Income applied to sinking and other reserve funds
Dividend appropriations of income

Income appropriated for investment in physical property

§ 36
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555. Stock discount extinguishéd through income
556. Misc:llaneous appropriations of income
Total appropriations
Income balance transferred to credit, or debit, of profit and loss

8. Items in Profit-and-Loss Accounts.—Profit-and-
loss accounts are those designed to show the changes in the
corporate surplus or deficit during each fiscal period, as effected
by the operations and business transactions during that period,
by any disposition of net profits made solely at the option of
the accounting company, by accounting adjustments of mat-
ters not properly attributable to the period, or by miscellaneous
gains or losses not provided for elsewhere; and to show also the
unappropriated surplus of the carrier at the date of the balance
sheet. )

Profit-and-loss accounts are divided under two general heads,
credits and debits, under each of which is listed specified primary
accounts as shown in the following:

. CRrEpITS
601. Credit balance, at beginning of fiscal period
602. Credit balance transferred from income
603. Profit on road and equipment sold
604. Delayed income credits
605. Unrefundatle overcharges
606. Donations
607. Miscellaneous credits

DEesITS

. 611. Debit balance, at beginning of fiscal period
612. Debit balance transferred from income
613. Surplus applied to sinking and other reserve funds
614. Dividend appropriations of surplus
615. Surplus appropriated for investment in physical property
616. Stock discount extinguished through surplus
617. Debt discount extinguished through surplus
618. Miscellaneous appropriations of surplus
619. Loss on retired road and equipment
620. Delayed income debits
621. Miscellaneous debits

9. Items in Balance-Sheet Accounts.—Balance-sheet’
accounts are those showing assets, liabilities, and corporate
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surplus or deficit of a business. The prescribed list of these
accounts is shown in the following:

701.
702.
703.
704.
705.
706.
707.
708.
709.
710.
711.
712.
- 713.
714.
715.
716.
717.
718.
719.
720.
721.
722.
723.
724.
725.
726.
727.

729.

751.
752.
753.
754.
755.
756.
757.
758.
759.

761.

DEBITS

Investment in road and equipment
Improvements on leased railway property
Sinking funds

Deposits in lieu of mortgaged property sold
Miscellaneous physical property -

Investments in affiliated companies

Other investments

Cash

Demand loans and deposits

Time drafts and deposits

Special deposits

Loans and bills receivable

Traffic and car-service balances receivable

Net balance receivable from agents and conductors
Miscellaneous accounts receivable

Material and supplies

Interest and dividends receivable

Rents receivable

Other current assets

Working fund advances

Insurance and other funds

Other deferred assets

Rents and insurance premiums paid in advance
Discount on capital stock

Discount on funded debt

Property abandoned chargeable to operating expenses
Other unadjusted debits

Securities issued or assumed, unpledged
Securities issued or assumed, pledged

CRrEDITS
Capital stock
Stock liability for conversion
Premium on capital stock
Grants in aid of construction
Funded debt unmatured
Receiver’s certificates
Non-negotiable debt to affiliated companies
Loans and bills payable
Traffic and car-service balances payable
Audited accounts and wages payable
Miscellaneous accounts payable
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Interest matured unpaid
Dividends matured unpaid
Funded debt matured unpaid
Unmatured dividends declared
Unmatured interest accrued
Unmatured rents accrued
Other current liabilities
Liability for provident funds
Other deferred liabilities

Tax liability ‘
Premium on funded. debt
Insurance and casualty reserves
Operating reserves

Accrued depreciation, road
Accrued depreciation, equipment
Accrued depreciation, miscellaneous physical property
Other unadjusted credits

Additions to property through income and surplus
Funded debt retired through income and surplus
Sinking fund reserves

Miscellaneous fund reserves

Appropriated surplus not specifically invested

Profit and loss, balance

10. The manner in which a gemeral balance-sheet
statement shall be prepared is prescribed by the Commission
and is as follows:

701.
702.

704.

705.
706.

ASSET SIDE
INVESTMENTS

Investment in road and equipment
Improvements on leased railway property
Sinking funds
Total book assets at date, in short column
Carrier's own issues at date, in short column
Other assets at date, in long column .
Deposits in lieu of mortgaged property sold
Total book assets at date, in short column
Carrier’s own issue at date, in short column
Other assets at date, in long column
Miscellaneous physical property
Investments in affiliated companies
Stocks «
Bonds
Notes
Advances
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707.

708.

710.
711.

712.
713.
714.
715.
716.
717,
718.
719.

720.
721.

722.

751.

ACCOUNTS FOR STEAM ROADS

Other investments

Stocks n

Bonds

Notes

Advances

Miscellaneous

Total

CURRENT ASSETS

Cash
Demand loans and deposits
Time drafts and deposits
Special deposits

Total book assets at date, in short column

Carrier’s own issues at date, in short column

Other assets at date, in long column
Loans and bills receivable
Traffic and car-service balances receivable
Net balance receivable from agents and conductors
Miscellaneous accounts receivable
Material and supplies
Interest and dividends receivable
Rents receivable
Other current assets
Total .
DEFERRED ASSETS
Working fund advances
Insurance and other funds

Total book assets at date, in short column

Carrier’s own issues at date, in short column

Other assets at date, in long column
Other deferred assets
Total

UNADJUSTED DEBITS
Rents and insurance premiums pald in advance
Discount on capital stock
Discount on funded debt ,
Property abandoned chargeable to operating expenses
Other unadjusted debits
Securities issued or assumed, unpledged, in short column only
Securities issued or assumed, pledged, in short column only
Total . '
LIABILITY SIDE

Stock
Capital stock
Book liability at date, in short column

§ 36
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752.

753.

754.

755.

756.
757.

769.
770.

771.
772.
773.
774.
775.
776.
777.
778.

ACCOUNTS FOR STEAM ROADS

Held by or for carrier at date, in short column
Actually outstanding at date, in long column
Stock liability for conversion
Premium on capital stock
Total

GOVERNMENTAL GRANTS
Grants in aid of construction

LoNG TERM GRANT

Funded debt unmatured
Book liability at date, in short column
Held by or for carrier at date, in short column
Actually outstanding at date, in long column
Receiver’s certificates
Non-negotiable debt to affiliated companies
Notes
Open accounts
Total ‘
CURRENT LIABILITIES

Loans and bills payable
Traffic and car-service balances payable
Audited accounts and wages payable
Miscellaneous accounts payable
Interest matured unpaid
Dividends matured unpaid
Funded debt matured unpaid
Unmatured dividends declared
Unmatured interest accrued
Unmatured rents accrued
Other current liabilities
Total

DEFERRED LIABILITIES

Liability for provident funds
Other deferred liabilities
Total

UNADJUSTED CREDITS
Tax liability
Premium on funded debt
Insurance and casualty reserves
Operating reserves
Accrued depreciation, road
Accrued depreciation, equipment’ :
Accrued depreciation, miscellaneous physu:a.l property
Other unadjusted credits
Total

11



12 ACCOUNTS FOR STEAM ROADS . §36

CORPORATE SURPLUS

779. Additions to property through income and surplus
780. Funded debt retired through income and surplus
781. Sinking fund reserves
782. Miscellaneous fund reserves
783. Appropriated surplus not specifically invested
Total appropriated surplus
784. Profit and loss, balance
Total corporate surplus

11. Special Instructions.—The method of handling dis-
count and premium on capital stock is prescribed by the Com-
mission in special instructions as follows:

DiscouNt AND PREMIUM ON CAPITAL SToCK.—Ledger accounts shall be
provided to cover the discounts and premiums at the sale or resale of each
subclass of capital stock issued or assumed by the company. The total
of the net debit balances remaining in these several accounts shall be
included in Account No. 724, Discount on Capital Stock, and the total
of the net credit balances in Account No. 753, Premium on Capital Stock.
For explanation of subclass see Account No. 751, Capital Stock.

By the term discount is meant the excess of the par value of stocks
actually issued or assumed over the actual money value of the consideration
received for such stocks. By the term premium is meant the excess of the
actual money value of the consideration received for stock actually issued or
assumed over the par value of such stock.

The term premium is not intended to include amounts received repre-
senting expected dividends considered to have accrued since the last
dividend period in case of stocks on which dividends are regularly paid,
nor is discount, as above defined, intended to be diminished by any such
amount representing expected dividends explicitly stated in the price at
which the stock is issued.

Entries in these accounts representing discounts shall be carried therein
until offset (1) by premiums realized on subsequent sales of the same
subclass of stock, (2) by assessments levied on the stockholders, (3) by
appropriations of income or surplus for that purpose, or (4) by charges to
profit and loss upon reacquirement of the stock. Entries in these accounts
representing premiums realized shall be carried therein until offsgf (1) by
discounts suffered on sales of the same subclass of stock, or (2) by credits
to profit and loss upon reacquirement of the stock.

In case the accounting company is permitted and elects to distribute
all or any part of the net premium on its capital stock to its stockholders,
the amount thus distributed shall be charged to the premium account.

For the purpose of this Classification, the premium realized at the sale
of capital stock shall not be considered a profit-and-loss item,-except upon
the reacquirement of the stock sold.
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In no case shall discount on capital stock be charged to or included in
any account as a part of the cost of acquiring any property, tangible or
intangible, or as a part of the cost of operation.

When stock which -has been issued or assumed by the accounting com-
pany is reacquired, the difference between the price paid and the par value
of the stock shall be credited to Profit-and-Loss Account No. 607, Miscel-
laneous Credits, or charged to Account No. 621, Miscellaneous Debits,
as may be approptiate. Concurrently the premium or discount account
for the particular issue of stock reacquired shall be adjusted through
profit and loss to the extent of the premium or discount applicable to the
shares reacquired. In case the premium realized or discount suffered at
the prior sale of the stock reacquired has been included in an asset account
other than the premiums and discounts account, such asset account shall
be concurrently adjusted through profit and loss to the extent of the
premium or discount previously included therein with respect to the shares
reacquired.

STUDY OF CLASSIFICATION

12. Accompanying this Instruction Paper is sent a copy
of the Classification of Income, Profit-and-Loss, and General
Balance-Sheet Accounts of Steam Roads, as issued by the
Interstate Commerce Commission. This pamphlet should be
studied as a part of this Instruction Paper not only because
the following Examination Questions are based on it, but also
because a knowledge of its contents will prove especially valuable
in understanding the financial statements issued by railroads.






ACCOUNTS FOR MINING
COMPANIES

ACCOUNTING METHODS

INTRODUCTION

1. The prominence given to the mining industry by the
different nations of the world is shown by the establishment
of special government departments for its control. Yet the
requirements for the organization of mining corporations are
neither special nor unusual.

A mining company is organized in the same manner as a
manufacturing. or trading corporation, and usually under the
same general laws, although there are practices in connection
with their organization that do not, as a rule, obtain in the
establishment of manufacturing companies.

The operations of digging, hoisting, and preparing coal or
ore for shipment is analogous to the manufacturing of articles
for sale to the trade. Once produced and ready for shipment,
the sale and delivery resolves itself into a matter of salesman-
ship, as in any trading concern.

2. A mining company either owns the mines or leases them
for a term of years on a royalty basis of so much per ton of coal
mined. The company that operates its own mines may open
an account for each mine, to which is charged all outlay for
development, necessary construction, improvements, operating
charges, expenses, etc. Income from sales, less all operating
and general charges shows the net earnings of the mine for any
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fiscal period. In case the mine is leased to another company,
the bookkeeping is reduced to the entry of royalties received
and of depreciations and other expenses incurred.

3. As the head office is usually located in some city, the
superintendent, or his clerks, must carefully record full details
pertaining to operations, coal mined, broken, stocked, and
shipped, labor charges, pay roll, accidents, etc., and then send
these to the head office in the form of detailed reports. From
these reports, entries are made in the proper accounts.

The miner is paid either by the ton or by the carload of coal
mined. From the amount thus due him, however, deductions
are made for helpers, if any, supplies furnished, as powder and
tools, rent of house, store charges, and probably for benefit or
relief fund. The balance due is paid by the manager in cash
or by check sent from the head office. Care must therefore be
exercised in keeping track of supplies, stores, etc. charged to
each miner’s account and to report these charges to the head
office. The sales are usually made from the head office, though
shipments are sent direct from the mine according to directions
supplied.

BOOKS AND ACCOUNTS

4. In the conduct of a mining company there are numerous
forms and records in use; many of these, however, are statistical
and have little or no bearing upon the account-keeping system.
A great many of these records are required by national and
state laws and regulations, and numerous reports pertaining
to labor, men employed, accidents, deaths, sickness, output
of ore, etc. are made to the state in which the mines are located,
also to the Department of Mines in Washington.

5. The income from a mine must be derived almost entirely
from its output of coal or ore, and to some extent-from its
by-products; but the cost of operating the mine must be sepa-
rated into several divisions. There is the expense at the head
office, the original cost of the mine, the cost of outside equip-
ment, the cost of development and opening the mine, the inside
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construction, the mine equipment, cost of mining the ore, cost
of bringing it to the surface, cost of milling or breaking, the
selling expense, the cost of transportation, etc.

If all the accounts are kept at the mine, only the main
accounts need be kept at the head office, with suitable controlling
accounts for the various mine properties and mine activities.
Data for entry therein will be obtained from the reports received
from the mine superintendent at regular periods. If the books
are kept at the head office, then only such records need be kept
at the mines as are necessary for providing detailed information
for daily reports.

In any case there is required a general ledger, customers’
ledger, creditors’ ledger, or voucher record, cash book, sales
book, journal, labor records, record of sales from company
stores, record of mine and milling expenses, etc. Of course,
there is considerable variance in the books and accounts kept
by mining companies and in the manner of recording data,
consequently no one system can be outlined that will meet the
needs of all.

6. Accounts of a Coal-Mining Company.—Following
is shown a partial schedule of accounts used by a large com-
pany engaged in the mining and selling of soft coal and in the
manufacture of coke. First, there are given the forty-one gen-
eral ledger accounts; this list shows the large variety of the
items that must be accounted for. The present list is divided
into two parts. The first part (a) shows the operating expense
accounts at the mine and their subdivisions. The second
part (b) shows the operating expense accounts at the coke plant
and their subdivisions.

GENERAL LEDGER ACCOUNTS

1. Cost of properiy 9. Boarding-house fixtures

2. Lands 10. Saloon buildings

3. Mine development 11. Machinery for prospecting

4. Tramways, chutes, and trestles 12. Earnings

5. Buildings 13. Mine expense (controlling ac-
6. Power and machinery count)

7. Cars and tracks 14. Coke expense (controlling ac-
8. Coke ovens count)
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15.
16.

18.
19.

21.

2.

ACCOUNTS FOR MINING COMPANIES

General expense (frequently 28.

subdivided) , 29.
Boarding-house expenses 30.
Boarding-house receipts 31.
Rents 32.
Insurance 33.
Taxes 34.
Personal-injury claims 35.
Coal prospecting 36.
Depreciation of general plant,

etc. 37.
Interest, discount, and ex- 38.

change 39.
Vouchers 40.
Pay rolls 41.

Treasurer (or cash account)

§37

Unclaimed wages

Depreciation reserve account

Material and supplies

Engineering property

Pay-roll deficiency

Personal injury fund

Animals killed and sold

Special renewal fund

Individuals and companies (ac-
counts receivable)

Water supply

Smithing

Sawmill

Depreciation of animals

Profit and loss

MINE-OPERATING ACCOUNTS

Expense of mining

‘Hand mining

Contract machine mining

Day-work machine mining

Drilling, shooting, and load-
ing .

Loading company coal

Ladders and tool boxes 3.

Running man trip

Sharpening tools

Powder man

Check man

Wire man

Shot inspectors

Earth tamping

Tamping and powder
boxes

Interpreter

Hauling

Proportion power-house ex-
pense

Drivers

Outside hoistmen

Underground hoistmen

Locomotive men

Rope runners

Couplers and spraggers

Roller men and greasers

Proportion stable expense
Harness repairs and shoeing
Clearing up wrecks

Repairs haulage signals
Cleaning haulage tracks

Roller repairs and renewals

Repairing haulage entries
Loading

Outside foreman's salary

Weighman and topmen

Pushers and dumpers

Couplers and spraggers

Proportion power-house ex-
pense

Running chute engine

Loading by day labor

Loading by contract

Running and repairing box
loader

Car handlers

Attendance elevators,
screens, etc.

Cost dummy doors

Unloading dust and yard
waste

Cleaning yard tracks

Damage to railroad cars and
tracks '
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4. Repairs to cars

Repairing wrecked cars
Repairing worn-out cars
Replacing lost cars
Repairs to tracks
Hoist and locomotive tracks
Ordinary entry and room
tracks
Taking up old rails and ties
Electric light
Proportion power-house ex-
pense
Repairs interior wiring
Entry driving
Yardage in straight coal
Yardage in coal and rock
Yardage in straight rock
Allowance for boney coal or
rock
Allowance for rolls
. Allowance for water
Rooms and rolls
Rooms turned
Allowance for rolls in rooms
Allowance for brushing roof
Allowance for boney coal or
rock
Allowance for water
Ventilation
Proportion power-house ex-
pense
Gas and air inspectors
Fan expenses and engineer
Building and repairing stop-
pings
Brattice cloth and bratticing
Building and repairing mine
doors
Trappers
Cleaning air ways
Repairing air ways

10. Drainage and watering mine

Proportion power-house ex-
pense

Outside pumps and pump-
men

11.

12.,

13.

14.

Inside pumps and pumpmen
Water men and supplies
Ditches and sumps
Timber and props
Driving entries and rooms
Retimbering and robbing
rooms
Repairing haulage entries
Repairing air and traveling
ways
Unloading and piling
Hauling and sawing
Loading and delivering
Drawing props
Dead work
Retimbering rooms
Regrading and brushing en-
tries
Prospecting faults
Loading and hauling rock
Dumping and stowing rock
Underground inspection
Repairing company tools
Cleaning camp
Repairs to buildings and chutes
Main chute and trestle
Crusher elevator and screen
building ’
Power and boiler house
Boarding houses

Barn and corral buildings

Boarding houses

Blacksmith and machine
shops

Other mine buildings
Railroad track and mine
scales

Hospital

Repairs machinery
Boilers and connections
Steam lines
Stationary steam engines
Steam hoisting engines
Electric hoisting engines
Air compressors
Electric generators
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41.

42,

ACCOUNTS FOR MINING COMPANIES

Electric locomotives

Miscellaneous electric mo-
tors

Outside pumps

Underground pumps

Outside water-lines

Underground water-lines

Outside air lines

Underground air lines

Outside electric power lines

Underground electric power
lines

Fans and fan engines

Proportion crushers, eleva-
tors, etc.

Tipples and screens

Renewal wire ropes

Mining machines

Machinery inspection

Telephone lines, '

Wagons

Proportion salary general
master mechanic

15.

16.

17.

18.

4§37

Superintendent and clerks
Proportion general and mine
superintendent's salaries
Mine foreman
Mine clerks
Engineering
Mine surveyors and assis-
tants
Office supplies
Outside expenses
General expenses
Janitor service
Sundry supplies
Office fixtures
Firing office heater
Incidentals
Miscellaneous teaming
Pay-day expenses
Free coal
Watchman
Guard - and special service
" expenses
Rescue apparatus

Coke EXPENSE ACCOUNTS

Coal used
Tons @
Superintendents and clerks
Proportion general and coke
superintendent’s  salary
and expenses -
Coke-oven foremen
Proportion office clerks
Proportion office supplies
Timekeeper
Engineering
Mine surveyors and assis-
tants
Office supplies
Outside expenses
Charging ovens
Proportion power-house ex-
pense
Handling coal at bins
Cleaning at bins and scales
Weighing charges

44,

45.

Running larry cars

Repairing larry cars and
tracks

Repairing motor and power
lines

Repairing scales

Levelers

Burning and drawing

Coke pullers

Plastering oven doors

Proportion power-house ex-
pense

Proportion pumping expense

Repairs oven water-line

Repairs, tools

Charging hole covers

Loading coke

Loading railroad cars by
contract

Loading railroad cars by day
labor
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Car handlers

Cleaning railroad tracks

Damage to railroad cars and
tracks

Expense and repair tools

Railroad weighman

Cost dummy doors

Repairs railroad-track
scales

46. Loading cinders

Loading and unloading rail-
road cars

Hauling away in wagons

. . Cleaning docks
Expense and repair tools
Proportion stable expense
- Depreciation of animals
47. Firing cold ovens

Wood used

Coal used

Charging,
drawing

Disposing of cinders

burning, and
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48. Repairs to coke ovens
Brick and fireclay
Stone, lime, etc.
Cast-iron door frames
Repacking ovens
Repairs dock walls
49. Repairs to buildings
Slack bins
Store and tool house
Scale house
Trestles and bridges
Superintendent’s office
50. Coke experiments
Preparing and coking coal
Transportation on samples
Cost of analysis
Laboratory equipment
51. Incidentals
Pay-day expenses
Watchman
Janitor service
Free coal
Telephone service and re-

pairs

7. Monthly Statements.—From information contained
in the general ledger, supplied by monthly reports from the
mines and through adjustments of inventories, accrued items,

INCOME ACCOUNT
BLaNK CoaL COMPANY

ExHIBIT

191__

For month of.

91 __
Gross earnings from sale of coal and coke $

Operating expenses

Net earnings from operating of mines $

Add

Receipts from miners’ houses, etc.

Interest, discount, and exchange

Supply-store company, dividend No.

Total income
Charges to income

Taxes
Insurance
Interest on bonds
Sinking-fund instalment
Depreciation of general plants
Personal-injury claims

Net income month of

191__ —
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etc., regular monthly statements are made of income and
expenses. These statements are in two parts. One part shows

_the income and expenses for the current month; the other part
shows the results for all the months of the fiscal year up to
the end of the month shown in the first part.

INCOME ACCOUNT
BLANK CoaL CoMPANY

Jan. 1,191 to____ 191
Gross earnings from sale of coal and coke $
Operating expenses -
Add Net earnings from operating of mines $_
Receipts from miners’ houses, etc. $
Interest, discount, and exchange
Dividend No. on Company stock
Sugply—store company dividends Nos. and
Subsidiary coal company dividend No.
Total income S
Charges to income
Taxes . S
Insurance
Interest on bonds
Sinking-fund instalment

Depreciation of general plants
Personal-injury claims -
Net income from Jan. 1 to : $
8. Balance Sheets.—Additional accounts are shown in
the balance sheets, one form of which is here shown.

BALANCE SHEET
BLANK CoAL COMPANY AND SUBSIDIARIES

STATEMENT OF ASSETS AND LIABILITIES As oF____________ 191
Current assets
Material and supplies, eic. $ $

Saw-mill account, Mine No. 1

Saw-mill account, Mine No. 2

Storage coke, Mine No. 2

Storage slack, Mine No. 1

Fire insurance (proportions not charged out)

Taxes, New Jersey (proportion not charged out)

United States excise tax on corporations (propor-

tions not charged out)

Cash in treasury, New York City

Cash in treasury, Home Office

Cash in hands of Trust Company of
Trustee, to pay coupons of Coal Company
Trustee to pay coupons of (subsidiary) Coal

Company .
Due from individuals and company’s coal sales
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Duebtl'rom individuals and company s bills collec-$
tible
Blank Coal Company first mortgage 5-per-cent.
bonds in treasury and owned as under:
Blank Coal Company
Subsidiary Coal Company
Current liabilities
Vouchers
Pay rolls
Unclaimed wages
Blank med1cal department fund
Blank Company coupons due and unpaid mclud-
191  coupons
Bla;k Coal Company coupons accrued due

Subsidiary Coal Company coupons due and
unpaid including © 191  coupons
Subsidiary Coal Company coupons accrued
due 191
Accrued sinking fund, Blank Coal Company
Accrued smkmg fund Subsidiary Coal Company
Accrued taxes *
Net proceeds from mines, Blank payable Novem-
ber Est.
Property and improvements, Blank payable
November Est.
Property and improvements, payable Est.
United Sta.tes excise tax on corporation, payable

Taxes, New Jersey, payable
Property accounts
Less charged to
Sinking fund
Depreciation of property
Sccurities deposited with Blank Trust Com-
pany of Trustee
Subsidiary Coal Company capital stock,
shares par value
Supply Store Company capital stock,
shares par value
Another Coal Company capital stock,
shares par value
Subsidiary Coal Company’s mortgage, etc.
Additions to plants, improvements, etc.
Blank Coal Company
Subsidiary Coal Company
Securities owned, in treasury
Capital stock and first-mortgage 6-per-cent.
bonds of The Coal and Coke Company
( shares of capital stock par value $100
each)
( first-mortgage 6-per-cent. bonds denomi-
nation $1,000 each)

Capital stock of the Coal Company
shares par value
Preferred capital stock Company shares

par value
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Other assets
Trust Company of New York, Trustee for $ $
Sinking-fund 5-per-cent. bonds, Blank Coal
Company
Sinking-fund 5-per-cent. bonds, Subsidiary Coal
Company

Trust Company of New York, Trustee
Insurance account, Blank Coal Company
Insurance account, Subsidiary Coal Company
Engineering property
Boarding- and bunk-house fixtures
Improvements, home yards
Less depreciation :
Improvements, Western coal yard
Capital stock
First-mortgage 5-per-cent. bonds
Blan:: Coal Company, less canceled by sinking
und
Subsidiary Coal Company, less canceled by sink-
ing fund
Deferred accounts
Sinking fund, Blank Coal Company
Sinking fund, Subsidiary Coal Company
Personal-injury and other funds
Depreciation account, general plants
Property destroyed by fire
Profit and loss, balance to credit
Date, 191 Correct,
Auditor

9. -Illustrative Example.—In order to illustrate the
method of preparing statements for a mining company, the
following question from the New York C.P.A. Examination
is given. It is a brief question but it will illustrate how the
statements should be prepared, and that they are no different
from the statements of other corporations:

Prepare income and profit-and-loss accounts and balance
sheet, showing gross earnings and net earnings, also the average
cost per ton. The trial balance of the XYZ Coal Mining
Company, as of December 31, is as Tollows: )

The total output for the year was 132,300 tons. An examina-
tion of the books and accounts shows that the following charges
had not been entered: Horses and mules, $2,200; car and
mine-rail account, $1,450; claims for injuries, $1,000. During
the year, the bookkeeper, through error, charged to inside
construction $3,415, instead of to inside pay roll. The coal is
mined on a lease that averages 20 cents per ton. The inventory
is as follows: Timber and props, $1,500; powder, $555; oil,
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etc., $175. In preparing this statement, allowance for deprecia-
tion on breaker and machinery, blacksmith shop and construc-
tion, cars and rails, may be considered at the rate of 5 per cent.

10. The question under review presents the feature of
operating a mine on a per ton royalty basis. The accounts will

Cash $ 5,674.50
Breaker and machinery 145,000.00
Office building 5,000.00
Blacksmith shop 4,000.00
Inside construction 15,675.00
Car and mine-rail account 7,534.50
Horses and mules 5,600.00
Accounts receivable 35,112.25
Bills receivable 10,000.00 -
Capital stock, common $ 50,000.00
Capital stock, preferred 100,000.00
Coal sales 257,890.00
Accounts payable 12,500.00
Surplus 17,709.35
Depreciation on buildings and
machinery 12,000.00
Supplies 8,240.00
Pay roll, outside . 24,701.50
Pay roll, inside 110,434.25
Salaries, superintendents, etc. 6,000.00
Salaries, office clerks 4,500.00
Office expenses 1,147.35
General expense 750.00
Claims for injuries 4,000.00
Insurance (expires July 1 next) 5,500.00
Repairs to buildings 4,075.00
Repairs to construction . 3,445.00
Barn expense 1,500.00
Selling expense 4,500.00
Royalty account 30,500.00 .
Water 800.00
Fuel ) 935.00
Timber and props 5,475.00

$450,099.35 $450,099.35

differ slightly from those of a company owning the mine but in
other respects records of operations are kept in a similar manner.
The royalty payments are considered part of the cost of
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opération in much the same respect that the depreciation is
part of the operating cost for a company owning the mine; in
consequence, the mooted question of mine depreciation need
not be discussed, though the various properties belonging to the
operating company must be considered as having depreciated.

Mines are usually leased for a definite number of years,
therefore all costs of construction and buildings should be
written off over the life of the lease. Since 5-per-cent. deprecia-
tion is mentioned in the question, it has, for working purposes,
been assumed that the lease had a currency of 20 years.

11. Insurance account is assumed to have been for 1 year
and that one-half of it is unexpired. This is purely an assump-
tion, and it might be even better to consider one-third unused.
Royalties to the extent of $4,040 have been prepaid, as will

-be seen by a comparison of the royalty account with the tons of
output. Interesting statistical features are shown in the cost
summary on the basis of 1 ton of coal. It must be presumed
that the entire output of coal mined has been disposed of, since
no mention of coal in stock has been made. Claims for injuries
might have been considered as an operating charge, although it
will not be so considered here; insurance, too, might have been so
considered, at least in part. The adjusting entries called for
should be made before the statements are completed; they are:

Pay roll, inside $3,415

To construction $3,415
Car and mine-rail account 1,450 ~

To accounts payable 1,450
Horses and mules 2,200

To accounts payable 2,200
Claims for injuries 1,000

To accounts payable 1,000

12. The forms of statements used are not given as model
forms for mining corporations but simply as one of many forms
that might be shown. Some of the items in the three divisions
might be differently arranged, but this would not affect the
genuineness of the solution. In the income-and-operating state-
ment here shown the gross earnings are given as a final item.
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INCOME AND OPERATING ACCOUNT
XYZ CoaL MINING CoMPANY FOR YEAR ENDED DECEMBER 31, 191

INCOME
Sales of coal $257,890.00
OPERATING EXPENSES
Inside costs
Supplies . $ 8,240
Less inventory 730 $§ 7,510.00
Pay roll, inside , 113,849.25
Salaries, say 60 per cent. of $6,000 3,600.00
Repairs of construction 3,445.00
Barn expenses - 1,500.00
Royalties paid $30,500
Less prepayment 4,040 26,460.00
Water 800.00
Fuel 935.00
Timber and props $ 5,475
Less inventory 1,500 3,975.00
Depreciation of construction, cars, rails,
5 per cent. 1,062.23
Total inside costs $163,136.48
Outside costs
Pay roll, outside $ 24,701.50
Salaries, say 40 per cent. of $6,000 2,400.00
Repairs to buildings ) 4,075.00
Depreciation of breaker and machinery and
blacksmith shop, 5 per cent. __7,450.00
Total outside expenses $ 38,626.50
Total operating costs $201,762.98
Add selling expenses 4,500.00
Cost of coal sales 206,262.98
Gross earnings of mine $ 51,627.02

The accompanying profit-and-loss account brings out as the
final item the net earnings and gives in the form of a summary
important cost items per ton of coal handled.

PROFIT-AND-LOSS ACCOUNT

XYZ CoaL MINING CoMPANY, NEW YORK
For YEAR ENDED DECEMBER 31, 191

CREDITS '

“Gross earnings from operating account $51,627.02
DEBITS

Clerks’ salaries $4,500.00

Office expenses 1,147.35

General expenses 750.00

Claims for injuries 5,000.00

Insurance used 2,750.00

Depreciation office building, 5 per cent. 250.00

Total general expenses —  14,397.35
Net earnings of company $37,229.67
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CosT- SUMMARY
(Per Ton of Coal)

Coal outbut for year 132,300 tons
Inside operating costs  $163,136.48 = $1.235
Outside operating costs ~ 38,626.50= .292

Total operatings costs $201,762.98= 1.525

Selling costs 4,500.00= .034
General charges 14,397.35= .108
Aggregate cost $220,660.33= 1.667
Net earnings, 28 cents per ton
BALANCE SHEET T

XYZ CoaL CoMPANY
For YEAR ENDED DECEMBER 31, 101

$ 50,786.75

6,790.00

730.00

184,544.50

ASSETS
Current assets
Cash on hand $ 5,674.50
Bills receivable 10,000.00
Accounts receivable 35,112.25
Prepaid charges
Insurance unexpired 2,750.00
Royalties prepaid 4,040.00
Inventories
Powder on hand 555.00
Oil on hand 175.00
Properties and equipment
Inside construction 12,260.00
Car and mine-rail account 8,984.50
Horses and mules 7,800.00
Timber and props 1,500.00
Blacksmith shop 4,000.00
Breaker and machinery 145,000.00
Office building 5,000.00
Total assets
Li1ABILITIES AND CAPITAL
Current liabilities
Accounts payable $ 17,150.00
Reserve for depreciation 20,762.23
Capital and surplus
Surplus, December 31, last $17,709.35
Net earnings for year 37,229.67 54,939.02
Capital stock, common 50,000.00
Capital stock, preferred 100,000.00

Net worth of company

AupiT CERTIFICATE

Having audited the books and accounts of the XYZ Coas
Company for the fiscal year ended December 31, 1912, w?
hereby certify that the accompanying Balance Sheet an
Profit-and-Loss Account are in accordance therewith ard in
our judgment present a correct statement of the company’s
financial condition and the operations for the fiscal year.

. R. J. BENNETT & CoMPANY,
Certified Public Accountants
PHILADELPHIA, Jan, 20, 1913.

$242,851.25

$ 37,912.23

204,939.02

$242,851.25
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The accompanying balance sheet also shows the certificate
of the auditor.

13. Depreciation of Mines.—Mines become depleted
more through the exhaustion of the mineral than through any
other process of depreciation. It is therefore a wasting asset
that must necessarily decrease in value in proportion to the
amount of mineral extracted. The same application can be
made to oil or gas wells, quarries, etc. If the engineer’s estimate
of the number of tons of mineral in a mine are. correct, then
the value of the unmined mineral would be the original value
placed on it less the mineral already taken out. On account
of the uncertainty as to the amount of mineral in a mine
and the added expense involved in mining, it is difficult to
decide on a rate of depreciation that will accurately repre-
sent the average depletion during the life of the mine or of
the terms of the lease, as the case may be. The entire
matter must be based on' estimates, which manifestly may *
be incorrect and misleading. In the case of a leased mine,
the propoftion that the total cost of the output at any time
bears to the estimated output during. the tenure of the lease,
should be taken.

While in most states mining companies are not compelled -
to write off any depreciation before declaring a dividend, it is
considered prudent to write off annually such proportion of the
total cost less residual value as the output of the mine bears to
the estimated contents of the mine. A reserve is usually set
up, called Reserve for Exhaustion of Mine, or Reserve for
Depreciation, as the case may be. Some companies set aside
such amounts from year to year as will be necessary to accumu-
late in cash during the estimated life of the mine the amounts
invested therein; this might be styled a Reserve for Repayment
of Capital Investment. The question naturally arises, however,
whether it would not be better for the stockholders to take
ample dividends from year to year rather than permit the
money to remain in unuse in the hands of the company. While
creating the reserve, the stockholders get their investment back
at the time of depletion; but in case the amounts are paid out
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in dividends, such dividends will contain a gradual return of the
investment. As dividends are usually considered as income
only, and not as part income and part return of capital,
investors should be fully informed as to the plan being
. followed in handling dividend payments. While it may seem
good policy to use all the earnings in the payment of divi-
dends, it is nevertheless wise and prudent to reserve a reason-
able amount to meet any future contingencies that might arise.

ACTUAL REPORT OF A MINING COMPANY

14. In order to illustrate, briefly, the style and manner of
preparing an annual report and statement, the following pages
from the Annual Report of the Tonopah Belmont Development
Company are used, by permission:

ELEVENTH ANNUAL REPORT
ToNOPAH BELMONT DEVELOPMENT COMPANY
PHILADELPHIA, April 15, 1914

To THE STOCKHOLDERS OF THE TONOPAH BELMONT DEVELOPMENT
COMPANY: :

. The details and results of operations on your properties for the fiscal
year ended February 28, 1914, are set forth in the financial and statistical
statements herein submitted, as follows:

1. Income account

2. Combined balance sheet, February 28, 1914

3. Comparative balance sheet

4. Operating expenses of mine

5. Operating expenses of new Belmont mill

6. Total development work

The combined net earnings of your properties during the fiscal year
were $2,015,588.48, as compared with $1,773,226.70 for the previous year.

The average value of the ore produced during the year, as compared
with the previous 4 years, is as tollows:

1914 1913 1912 1911 1910
Tons shipped to mill 172,646 128,975 87,952 59,159 29,808
Average gross value per ton  $21.07  $24.21  $20.84 $27.58 $14.40
Tons shipped to smelters 562 27,611 21,907 7,032
Average gross value per ton $70.71 $61.35 $54.76 $34.89

Total production (dry tons) 172,646 129,537 115,563 81,066 36,930
Average gross value per ton  $21.07  $24.34  $30.51 $34.93 $17.99

The sales of ore, bullion, concentrates, etc., for the year, as compared
with the previous years, were divided as follows:
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GoLp 1914 1913 1912
Number of ounces 56,067 38,371 45,069
Sold for $1,158,980.08 $ 793,191.59 $ 886,971.47
Average per ounce $20.671 $20.672 $19.680
SILVER
Number of ounces 5,142,083 3,826,399 4,535,762
Sold for $3,040,135.47 $2,367,559.59 $2,381,542.54
Average per ounce $.591 $.618 $.525
Total $4,199,133.55 $3,160,751.18 $3,268,514.01
Less treatment charges,
assaying, freight and ex- )
press 118,117.25 100,537.52 387,337.26
Total receipts $4,081,016.30 $3,060,213.66 $2,88i,176.75

_ The operating expenses of the mine for the fiscal year, compared with
the previous 3 years, are as follows:

1914 1913 1912 1011
Mining expenses $468,213.78 $399,208.47 $377,585.25 $322,766.41
Depreciation of :

mining - equip-

ment 15,028.44 15,028.44 15,028.44 15,028.44
Development
work 257,709.21 150,485.06 167,832.37 160,369.60
Totals $740,951.43 $564,721.97 $560,446.06 $498,164.45
Dry tons of ore
mined 172,646 129,537 115,563 81,066
Cost per ton, in-
cluding deprecia-
tion and devel-
opment $4.35 $4.35 $4.85 $6.14%

he opera:ting expenses of the new mill, including indirect expenses
and depreciation, as compared with the period during which it was operated
in the previous year, are as follows:

(7 Mo.)
1914 1913
Operating expenses $525,620.16 $292,372.29
Tons treated 172,398 - 84,886
Direct cost per ton $2.560 $2.909
Indirect cost per ton 489 .535
Total cost per ton $3.049 $3.444
Average extraction, per cent 94.45 94.43
Average number of stamps dropped 54.8 51.9

The new mill has already saved in increased extraction and lessened
costs, approximately $25,000 more than its total cost.

The net realization from the operation of the old mill as a custom mill
during the fiscal year was $38,546.78, as compared with $9,802.19 for the
6 months’ period of the previous year. While the net results of operation of
the old mill are relatively unimportant, it is considered good policy to
continue its operation, without profit if necessary, in order to insure
its upkeep and readiness to treat Belmont ores exclusively in cases of
emergency.

ILT 234—14



yLel
96'8
4N
6%
96°C
8¢
oIy
62°€l
gc'e
0L°3%
791
(494
sI
V'l
yeves

uo[ I3
owwﬁ._o>%

[4{18

61911
CLT'8
€L0°1

144
289°C

12884
19711
yio'e

I6L°61
1801

801"
6L1'T
820°18
2128
960°12$

oBiony

g161

60'91£710°C$

20°523'8

Z0°160'900'Z$

15'G88°01F'1

901"
sy $

£7°926'01¥°¢$

¥0°€36'122

L7°668'829°¢$

9%9'zL1
. %%z
08'6%3'S81 9%9'zLI
$8268'ST 868'TL1
21°G8S'SS 868'2L1
20998 TH v ¢ 868°CLI
2982801 ¢  999'CLI
12°60L°263 G8%'2%
Z¥$99°25¥ 191°081
9%9'2L1
¥0'€%6'132 ¢  868'ZLI
$2°289'ST 868'GLT
0L°692'€06 $ 86831
9¥9'zL1

$0°820°Z 8¥2
£7'198'9089'e$  868'ZLI
sanfeA suo, A1

81
jyoxd [e30],
qgoxd SnOdUB[ROSIIAL
uorjerado woiy uotyezi[eay]
Sunyesado rejo],
uonjewaidop ‘osuadxa 901Jo ‘soxe) ‘UoTBI)SIUTUPY
asuadxe [e1ouan)
Sels pue saje1UOU0O SurjesIeA
uot[[nq 3uneqIeN
Sunmn

Surw
uonejrodsuel],

juawrdofeasq
- Burdoyg
Sumy
pazi[eal sonjeA

JUSWI)BOI) UL SISSO [BI0],
paddiys a10 sosso] 3urjowg
* $97BJ3UIDUOD UL S35SO[ Sur[ows
s3urre) [ ur sISsof [BIDIN

uoronpoid sutwr [e10],
3003S 910 03 PIpPPE PUBY UO JO03S IO AN[BA 1IN
PO[[Iw 910 aN[eA SSOIN)

otI

FI61 ‘8¢ A¥vnydd] QIANg AVAX IVOSIg 404
TNl HVAONOJ, ANV ANIJN

LSOO ONILVYddO TV.ILOL



§37 ACCOUNTS FOR MINING COMPANIES 19

The examination of other mining properties, with a view to purchase,
has been continued throughout the year. Preliminary examinations
were made of fifty-seven properties of the one hundred and forty sub-
mitted, but in nearly all cases the prices and terms were prohibitive.
Several were carefully considered after final examination, and negotiations
are being conducted for one which seems to meet all requirements.

There has been no change in the extent of your property since the last
annual report.

Extracts from the annual report of the General Superintendent, and a
map showing the surface boundaries of your property with reference to
contiguous properties, are appended.

Your management again wishes to express its appreciation of the
efficient services of the organization at Tonopah and Millers.

By order of the Board of Directors.

CLYDE A. HELLER,

President
COMBINED BALANCE SHEET

ToNoPAH BELMONT DEVELOPMENT COMPANY AND BELMONT MILLING
COMPANY
FEBRUARY 28, 1914
(MINE AND MiLL REGARDED AS ONE)

P ASSETS
roperty
Mines and mining claims $2,010,959.16
Shafts, buildings, and machinery at mine 251,034.94
Millers mill 75,121.35
Tonopah mill 361,138.72
——— $2,698,254.17
Investments
Esmeralda Power Company $ 25,000.00
Tonopah Mines Hospital Association 2,500.00
Interest in sundry patents 12,898.09
——F—  § 40,398.09
Available assets
Materials and supplies for operation
Stores on hand at mine $134,497.76
. Stores on hand at mill 27,410.12
— § 161,907.88
Ore stock on hand
Ore on hand at mine $ 39,540.78
Ore on hand at mill 4,626.46
In absorption at mill 107,750.40
_ 151,917.64
Accounts receivable
Due from smelters $277,388.30
Due from sundry garties 15,821.05
Cash in banks 991,920.09
Collateral loans 250,000.00
—_— 1,535,129.44
Total available assets 1,848,954.96
Charges paid in advance . 2,964.21

$4,590,571.43
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" LIABILITIES
Capital stock
1,500,000 shares of $1 each, fully issued $1,500,000.00
Current liabilities .
Accounts payable ) $91,052.10
Unpaid wages 44,753.16
Accrued charges 18,592.64

154,397.90
Reserve for depreciation .
Of mine and mill equipment 176,378.66
Balance of special reserve
After writing down the book values of Tonopah mill and

of shafts, buildings, and machinery at mine 633,031.54
Undivided profits
Balance of net income available for the payment of divi-
dends or otherwise 2,126,763.33
$4,590,571.43

Having audited the books and accounts of the Tonopah
Belmont Development Company and of the Belmont Milling
Company, kept in the City of Philadelphia for the year ended
February 28, 1914, we hereby certify that the above Balance
Sheet is correct.

GEORGE WILKINSON & CoMPANY,
Certified Public Accountants
PRILADFLPHIA, PA., March 26, 1914

COMPARATIVE STATEMENT OF OPERATING EXPENSES OF
MINE BY MONTHS
ToNoPAH BELMONT DEVELOPMENT COMPANY
MarcH 1, 1913, To FreBrUARY 28, 1914
COMPARATIVE TOTALS
MarcH 1, 1912, To FEBRUARY 28, 1913

January February Totals
Amount Amount Amount Per Ton
Development direct .
Miners $ 8,504.61 $ 9,307.33 $ 87,650.63* .508
Muckers and trammers 4,265.08 3,819.19 43,236.82 .251
Timbermen and kelpers 2,118.69 1,160.67 19,542.86 .113
Stoping direct
Miners 7,272.12 7,142.30 92,218.73 .534
Shovelers 4,482.88 4,546.90 51,607.53 .299
Trammers 2,795.62 2,682.76 27,196.08 .158
Timbermen and helpers 8,902.27 8,669.86 114,321.67 .662
Filling 489.69 721.58 7,964.31 .046
Piston drills, repairs and
maintenance 261.37 343.12 7,985.06 .046
Stoping drills, repairs and
maintenance 308.10 405.39 5,736.50 .033
Steel and sharpening 1,410.41 1,423.42 15,775.33 .091
Explosives 7,715.96 7,843.45 75,116.88 .435
Hoisting to surface 3,072.22 2,879.13 44,477.99 .258
Auxiliary hoisting 184.72 6,650.97 .039
Ore sorting and loading 1,064.15 938.36 12,155.26 .070
Sampling and assaying 482.82 740.30 7,384.24 .043
Surveying 646.83 720.95 6,560.59 .038

Superintendent and shift
bosses 1,325.00  1,343.75 15,145.07 .088
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Mine office

Surface and plant

Lighting

Heating

Drayage

Maintenance and repairs
of buildings

Maintenance and repairs
of machine and machine
too]

Maintenance and repairs
of pipe lines and tanks
Maintenance and repairs
of railroad spurs
Pumping
Ventilation
Total cost direct mining
Administration
Taxes and insurance
Legal and traveling ex-
pense
Bullion tax
Depreciation
Total cost indirect mining

Total operating cost

21

mg::\j{ l;.ertl):ount A’fgc?uilst 1?:;
1,215.51  1,431.33  15,549.36 .090
1,797.68  1,432.02  15,251.68 .088
706.99 667.38 6,958.11 .040
826.86 754.31 8,632.08 .050
200.45 222.20 2,837.79 .016
106.25 33.06 687.44 .004
97.59 32.99 1,954.23 .011
229.52 178.35 4,237.42 .025
15.60 60.12 .000

1,452.92  1,754.98  20,284.80 .118
1,065.27  1,114.74 8,743.44 .051
$63,001.58 $62,325.42 $725,922.99 4.205
817.54 834.06  10,213.16 .059
1,480.30  1,462.98  17,488.09 .101
312.74 483.92 3,497.82 .020
3,000.00  39,206.79 .227

1,252.37  1,252.37  15,028.44 .087
3,871.95  7,033.33 _ 8543430 _.494
$66,873.53 $69,358.75 $811,357.29 4.699

* The figures in this column include those for the last 10 months of 1912, as well as
those for the 2 months of 1913 as shown.






ACCOUNTS FOR INSURANCE
COMPANIES .

LIFE INSURANCE

INSURANCE CONTRACTS

1. Insurance is a contract whereby, for a stipulated con-
sideration, one party agrees to compensate or indemnify the
other for loss on a specified subject by a specified amount.
The insurer, sometimes called the underwriter, is the one
agreeing to indemnify. The insured is the one to whom the
promise runs. The premium is the agreed consideration.
The policy is the written contract. The risk, or peril, is
the event insured against. The insurable interest is the
subject right or interest to be protected.

2. Life insurance is a contract to pay a designated or
determinable person a certain sum or an annuity in the event
of the death of the person whose life is insured. There are
numerous standard forms of life insurance, some of which have
proved more popular than others. The policy privileges may
be enumerated under the straight-life plan, and the endowment
plan.

3.  The straight-life policy is one under which the insured
pays a given yearly premium for life, the cost of same depending
on his age at the time of taking the contract.

4. The endowment policy is one under which the insured
will receive the face value if he lives a certain number of years

COPYRIGHTED BY INTERNATIONAL TEXTBOOK COMPANY. ALL RIGHTS RESERVED

§38
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and under which his heirs will receive the face value if he dies
before the expiration of that number of years. Under this
policy, the annual premiums must necessarily be higher than
under the straight-life plan; they may be made to extend over
the life of the policy or, on higher rates, over a shorter term.
For instance, a 20-year endowment policy may have the pre-
mium arranged to be paid over the entire 20 years or during
the first 10 years. On either plan the policy is payable at once
in case of death.

Under the endowment plan, policies become paid up at a
given time, when, if desired, a new paid-up policy may be rewrit-
ten for a given amount or other options taken advantage of if
desired; for instance, one may elect to take all of the cash due
him under the cash-surrender policy, or he may take part cash
and paid-up insurance for a definite amount, or he may elect
to leave the entire amount in the company and receive annual
dividends for a given number of years thereafter.

METHODS OF CONDUCTING LIFE-INSURANCE
COMPANIES

STOCK PLAN

5. There are three recognized methods of conducting life-
insurance companies: the stock plan; the mutual plan; and the
mixed plan.

Under the stock plan the shareholders of the company, its
proprietors, guarantee that if the premiums charged prove
inadequate to pay all claims and expenses they will suffer the
loss. In order to make this guarantee good they must, there-
fore, provide their company with a substantial capital (in
addition to the assets contributed by the policyholders), so
that if during any year the insurance costs more than they
receive they shall have an adequate fund from which to make
up the deficiency. Also, as they take the chances of such a
loss, the shareholders are entitled to any profits that may
accrue.
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6. The companies that do business on the stock plan are
called proprietary companies because they are owned and
controlled by stockholders, the policyholders being simply cus-
tomers. Although this system is for this reason popularly
known as the stock plan, it is also designated the non-partici-
pating plan because under it the policyholders do not participate
in profits.

7. The two strongest arguments advanced by the advocates
of the stock plan are: The stockholders, having embarked
a considerable amount of their own money in the business, will
manage it with caution and energy. Not only will the initial
cost to the insured be less, but the rate can never by any possi-
bility exceed the rate originally charged.

MUTUAL PLAN

8. When the business is conducted on the mutual plan,
the policyholder ceases to be a mere customer and becomes a
sort of partner. The company may be said to be managed for
the benefit of policyholders exclusively. It is true that they
must pay higher premiums than on the stock plan, but the
advocates of the plan claim that the ultimate cost will be less,
because it will be reduced by dividends. The older mutual
companies have no capital (over and above their accumulated
assets) and the younger companies have only a nominal
capital.*

9. The chief arguments advanced by the advocates of
mutual insurance are: The plan is absolutely safe, whereas
they claim that the stock plan is exposed to dangers that the

* An amendment to the laws of the State of New York, passed in 1853,
provided that all companies subsequently organized should have a capital
of at least $100,000 invested in government bonds (or other prescribed
securities) to be lodged with the government for the protection of policy-
holders. The incorporators of mutual companies since then, while comply-
ing with this law, have been able to organize their business on the mutual
plan by appropriate charter restrictions. In such cases, the authority to
vote for directors may vest in the holders of the capital, or the policy-
holders may be given the right to vote, or stockholders and policyholders
may have joint control.
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mutual company escapes. The ultimate cost to the policy-
holder is, or ought to be less, under normal conditions.

10. Popularity of Mutual Plan.—However opinions
may differ as to the merits of the three systems, it is a fact
that the bulk of the business has been transacted for a number
of years on the mutual plan by companies organized on the
mutual basis. There was a time when the stock plan was
exceedingly popular, and it is still popular, but during recent
years the volume of business done on the stock plan has been
small as compared with the volume transacted on the mutual
plan.

MIXED PLAN

11. A company conducted according to the mixed method
has a capital, which is usually large, in addition to its accumu-
lated assets. It offers its insurance on the participating plan.
That is to say, the premium charged usually corresponds with
that charged by the mutual company; and dividends are simi-
larly returned to the policyholder. But the company does not
agree to pay all the divisible profits to its policyholders; it
reserves a portion for the shareholders, who are owners of the
capital stock. Thus it will be seen that the mixed company
conducts its business substantially on the mutual plan, although
only a part of the profits go to policyholders, and although the
government is like that of the stock company.

12. The defenders of the mixed system claim the following
advantages: The government and control are as definite and
secure as in the case of the stock company. The zeal of the
shareholders will insure so successful a management that after
appropriating a moderate percentage of profits they will be able
to pay policyholders as large dividends as could a purely mutual
company. The large amount of capital stock provides addi-
tional security for policyholders.
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INSURANCE RESERVE

13. The reserve is the amount required by law for an
insurance company to have on hand in substantial assets to
enable the company to carry out its contracts with policy-
holders. As the company enters into contracts whereby it
agrees to pay to the insured definite amounts at death or at
certain times, as at the end of, say, 10 or 20 years, it must set
aside for each obligation such amounts as will equal said
obligation when it matures. The annuities set aside draw
interest and are usually invested in good securities. The law
requires that the reserves shall be figured at conservative rates,
either 3 or 3} per cent., according to actuaries’ mortality tables,
and the lower the rate the greater the amount to be reserved
each year. Death claims, according to the mortality tables,
average so many per year to the thousand; therefore, the com-
pany must so arrange its income and reserves as to pay these
claims and still provide for expenses, dividends, and surplus
profits.

New obligations are constantly being entered into and a
continuous flow of premium money is being received, so it is
impossible at any one time to say how much the reserve amounts
to. The burden of keeping the reserve in condition devolves
upon the actuarial department, and in estimating correct
amounts every policy issued must be considered and averaged.
The members of this department estifnate that such a portion
of the annual premium on each policy must be set aside as will
be required to accumulate the face value of the policy at the
estimated due date. Reserves, as such, are non-ledger accounts,
that is, they do not appear as such in the ledger, but are so
recorded in the annual statements to the various states in which
a company transacts business.
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BUSINESS OF A COMPANY

METHOD OF HANDLING

14. The success of a life-insurance company ‘depends on the
amount of funds it can obtain as premiums from applicants for
insurance and the successful investment of these funds. Appli-
cations are called business, as it is on these applications that
policies are issued.

The course of the business as it goes through the various
workings of the insurance office is as follows: Contracts are
first made with agents who secure the business and the signature
of the applicants. When the application is received at the
head office, an acknowledgment is made to the agent who sent
it. - For every application received, a card is made out on which
is written the name of applicant, date of application, date
received, and the name of soliciting agent. The back of the
card provides space for information concerning the medical
examination. The application is then delivered to the medical
department, where it is passed on by the department heads.
This card is kept in a file, and one can always tell by referring
to it just how far the application has gone. If the medical
department approves the application, a clerk of this department
stamps the card as approved on a certain date. The applica-
tion is then delivered to the accounting department, where
several records must be adjusted before it is permanently filed.

" ACCOUNTING METHODS

15. The life-insurance company sells but one commodity,
protection against death or accident, in return for which it
receives from its patrons compensation in the form of cash
premiums. The bookkeeping is, therefore, principally con-
cerned with the recording of cash receipts and -payments. The
insured is required to make his premium payments at stated
periods, but if they are overdue it is customary not to show them
in the ledger accounts. Of course the overdue premium is
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disclosed in the policyholders’ ledger accounts. by the absence
of any credit and the failure to pay a premium automatically
lapses the policy and cancels the insurance protection. In the
case of death, the company is liable for payment of a death
claim, but that is not entered on the books until payment is
made, so that nothing but cash transactions are included in the
accounts. i

The books of account used depend very largely on the
character and scope of the transactions involved, though
the ones most frequently used are the cash book, the journal,
and the ledger, which is the fundamental book. There are,
however, numerous subsidiary records, each of which has its
functions to perform in the registration of facts and all of these
are necessary in supplying the data for accuracy of the ledger
accounts. '

16. The cash journal, or cash book, is the principal
book used in recording cash receipts. It usually has a number
of subsidiaries known as the home-office cash book, the agents’
cash book, the foreign cash book, and the cash-disbursements book.
All money for. premiums paid to the home office is entered in
the home-office cash book; moneys received from agents for pre-
miums paid by policyholders to the agents instead of direct to
the company are entered in the agents’ cash book. The foreign
cash book is used to record the receipt of moneys from policy-
holders residing in the districts served by the company’s branch
offices. The cash-disbursements book records all the cash pay-
ments that the insurance company is required to make. The
results of the subsidiary cash books are recorded at given
periods in the general cash journal and from thence posted to
the ledger. Each cash book may be simple in form or have
numerous columns, according to the functions that it is called
upon to perform. It is the practice of companies, however, to
arrange them in columnar form.

17. The general ledger of a life-insurance company con-
tains the various real and nominal accounts, the form being the
same as that of any ordinary ledger. To the geheral ledger are
posted the footings of the various columns as well as the separate
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entries from the cash book. From these accounts are compiled
the results and statements required at different periods, monthly,
yearly, or oftener.

Separate ledgers, known as the policyholders’ ledgers, are kept
for recording the accounts of policyholders. Practice has shown
that either the loose-leaf or card system is best adapted to this
particular duty; either system permits the addition or removal
of names without inconvenience.

18. A duplicate set of policyholders’ ledgers is kept in the
actuarial department and contains the same information classi-
fied according to types of policies. This is necessary, in order
that the actuaries may be sure that there is maintained at all
times a proper mathematical reserve against the various classes
of policies. Indeed it is the duty of the actuarial department
to protect both the insurance company and the insured by
the study of statistics and of mortality tables, and of actual
facts. This information is a protection both to the company
and to the insured, because it enables the company to carry
the risk of the insured at the lowest possible price consistent
with safety.

19. Agency Records.—The business of a life-insurance
company is obtained mostly through its agents, who are com-
pensated by salaries and commissions for the services rendered.
The agents are required to make regular reports to the home
office, of policies written, premiums collected, renewals, lapses,
deaths, and all other information necessary for the company.
Various agencies are located throughout the different states at
the principal centers and these, in turn, have their local sub-
agencies in places of less importance. All writing of applica-
tions, renewals, collection of premium payments are attended
to in the district agency. It is obvious, then, that credit
accounts must be kept at each agency for the various persons
insured, in order that the agency and its subagencies may keep
in touch at all times with the policyholders and make collections
at proper times in accordance with the policy contracts.

20. ILiabilities.—Reserves, death claims, and matured
endowments not settled must be listed as liabilities. Dividends
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left -with the company (the company acting as a sort of banker)
must also be shown as a liability, as the company is simply a
depository for the benefit of the assured. When interest on
policy loans is collected in advance, at the end of each year a
certain portion is yet unearned, hence it is a liability and must
not be overlooked. Medical fees due, taxes that have accrued,
and sundry bills that are due constitute other liabilities. These
are followed by the capital stock and the balance or surplus.
The surplus account represents the sum of dividends that are
apportioned to the variogs policies, and the amount accruing
to the stockholders. In mutual life-insurance companies, all
the surplus belongs to the policyholders and is included in the
various fund accounts.

Premiums paid in advance of due date, if any, constitute a
liability of the company. If the insured dies before his full
annual premium is paid, the company deducts the unpaid
portion from the claim; on the other hand, should a premium be
paid in advance the company would have to refund, hence this
amount is a liability.

21. A trial balance is taken monthly. One taken as of
December 31, is as follows. The items therein are classified
under income, disbursements, assets, and liabilities. Cash-
Premium Renewals Accounts represents the income from renewal
premiums. First Year’s Premiums Account represents the
income on business for the first year only. The sum of these
two is usually tle basis for taxation by the various states.
The various interest accounts explain themselves. Rent
Received is income from rentals by sublease. Miscellaneous
Account is a suspense account usually representing income
(renewal premiums) held awaiting proper adjustment; it is a
resting place for cash received without letters of advice.
All dividends applied to the purchase of paid-up insurance
are both an income and a disbursement; as the same amount
appears in either case, this is more a statistical account
than one to show loss or gain. The Mutual Life and Trust
Account represents receipts from an old account once
charged - off.
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. TRIAL BALANCE
MODERN LI1FE INSURANCE COMPANY
DECEMBER 31, 1914

INCOME Debits Credits

Cash premium renewals $ 355,764.76
First year's premiums . 159,176.02
Interest on notes and policy loans 11,876.35
Interest on mortgages 58,305.67
Interest on bonds . 449.75
Rent received 1,741.00
Dividends applied to purchase of paid-up .

insurance 99.00
Modern Life and Trust Company Y 74.97
Miscellaneous accounts’ 100.09

’ DISBURSEMENTS

Cash-surrender values $ 20,601.55
Dividends paid policyholders . 3,750.74
Death claims 30,610.00
Matured endowments 19,634.00
Supplementary contracts not involving life

contingencies, paid 1,050.00
Dividends applied to purchase of paid-up

insurance . 99.00 .
Dividends applied to pay renewal premiums 1,219.15
Premium notes, lapsed 759.19
‘Advertising 1,377.72
Agents’ commissions, first year 105,050.42
Agents’ commissions, renewals 12,672.48
Actuary fees 2,000.04
Commuted renewal commissions 750.00
Dividends to stockholders ,000.00
Department fees ,722.48

Fees for collection
Furniture and fixtures

Incidentals ,711.93
Inspection of risks .

Legal fees ,078.39
Medical examination 16,117.54

Municipal and state licenses
Postage and expressage

OO Ot DO 1 0O
]
[, 0
P ]
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)

Printing and stationery ,274.19
Rent ,361.00
Reinsurance on renewals 1,189.95
Reinsurance first year 305.80
Salaries to managers 15,620.04
Salaries to clerks 14,185.84
Salaries and allowances to agents 13,456.70
Telegraph and telephone 579.56
Taxes, first year ’ 2,292.90
Taxes, renewals . 4,936.67
_Taxes, capital stock 2,070.00
Taxes, real estate 3.77
Taxes, miscellaneous 7.37
Traveling expenses 1,928.91 .
Bad debts 4,523.25
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ASSETSs ’
Agents’ accounts . $ 42,274.32

Bonds 5,055.37
Cash in home bank 16,024.66
Cash in outside banks 11,625.51
Policy loars 180,991.09
Morttgag&s on real estate 1,089,707.30
Due from officers . 60.00
Premium notes, first year 1,556.84
Premium notes, renewals 2,039.46
Northern office, cash 100.00
. LIABILITIES :

oseph Danforth, fees unpaid 203.84

rofit-and-loss account (including capital
$100,000) 1,067,101.17

$1,654,892.62 $1,654,892.62

22, The disbursements are usually classified as Amounts
Pajd Policy Holders and .Other Disbursements. Under
Amounts Paid Policy Holders is included amourits paid for the
surrender of policies, amounts paid as dividends, death claims,
matured endowments. Supplementary Contracts is an account
representing amounts paid on instalment policies; that is, where
the payment of a death claim is spread over a term of years.
Premiums Notes Voided by Lapse represent all notes charged
off where the assured failed to pay their premiums. Under
Disbursements are other items, but the titles in most cases
explain themselves. The accounts show expenditure or pay-
ments to soliciting agents, amounts paid stockholders, salaries
to officers and clerks, department fees, legal and inspection fees,
amounts paid to medical examiners, general expense charges,
various amounts paid for taxes; the sum represents all expenses
outside of those paid as benefits to policyholders.

23. Mortgage loans, as arule, represent the greatest portion
of the assets of a company. Insurance companies are not
allowed to invest in second mortgages, hence the mortgage
account represents a good investment. Policy loans represent
money loaned on the security of the company’s policies. The
amount of loan on a policy plus interest should not be greater
than the reserve belonging to it. Interest on policy loans is
usually collected in advance, otherwise the company would
lose by borrowers lapsing their policies.

ILT 23415
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24, The various Premium Notes Accounts represent per-
sonal notes given by the assured, and are not admitted as assets
unless the reserve on said policies is in excess of the notes
received. This is true with the agents’ accounts also. In the
statement appended, only a portion of agents’ account has been
deducted as not admitted, although the practice is to deduct
the whole amount. In this way a company practically estab-
lishes a secret reserve, as most of these accounts are paid at a
later date. Furniture, fixtures, and supplies are not admitted,
as it would be practically impossible to use these in liquidation
of policy claims.

25. Sample Statements.—The accompanyifig statement
shows the manner of presenting information for publication. It
shows the receipts and disbursements for the year as well as
the assets and liabilities. The auditor’s report is also attached.

REVENUE ACCOUNT
YEAR ENDING DECEMBER 31, 1913

RECEIPTS
Premiums $10,881,232.62
Interest and rents- 3,326,671.35
Supplementary contracts 443,532.02
$14,651,435.99
DISBURSEMENTS

Death claims, less $45,000 reinsurance ° $ 3,282,889.18
Matured endowments, less $10,000 reinsurance 399,789.00
Surplus returned to policy holders in dividends 2,078,191.67
Surrender and canceled policies 1,263,634.86
Total payments to policy holders $ 7,024,504.71

Claims under supplementary contracts not involving life
contingencies 246,770.65
Commissions and agency expenses 1,239,788.25
Medical examinations and inspection of risks 101,611.95
Investigation of policy claims and legal expenses 5,500.32
Salaries of officers and home-office employes 295,934.00
Rents, home office and agencies 99,351.10

Advertising, printing, stationery, postage, telephone, tele-
graph, express, and furniture 121,560.22
Federal and other taxes, fees, and licenses 224,252.95
All other insurance expenses 22,624.36
Expenses on real estate 25,175.93
Net expenses of mortgage-loan agencies 4,679.62
Profit and loss 2,097.53
Decrease by adjustment in book value of ledger assets 135,160.77

Excess income over disbursements, increase in ledger assets 5, 102,423.63
$14,651,435.99



§38 ACCOUNTS FOR INSURANCE COMPANIES 13

BALANCE SHEET

ASSETS .
Mortgage loans $28,161,854.00
Policy and premium loans 12,024,797.38
Real estate 961,500.00
Railroad and other bonds, market value 27,228,852.00
Railroad stocks, market value 451,158.00
Cash in banks, $2,101,373.33 at interest 2,393,627.14
Cash in office 1,826.78
Net deferred and uncollected premiums 1,361,731.27
Interest due and accrued 1,138,466.11
Gross assets $73,723,812.68
LIABILITIES

" Reserve, Massachusetts standard $66,066,293.00

Policy claims awaiting proofs, $175,878.95; in course of
settlement, $58,227.14 . 234,108.09
Policy claims of 1913, reported to Company in 1914 52,223.00
Supplementary contracts 699,540.30
Unpaid dividends 106,945.30
Accumulated dividend fund, subject to insured’s order 1,395,031.19

Dividends apportioned in 1913 payable first 5 months
of 1914 1,005,707.14
Federal and state taxes, payable in 1914, estimated 191,689.47
Premiums, $60,057.89; interest, $1,146.36; paid in advance 61,204.25
Unpaid expénses, bills not presented 45,444.64
Surplus, December 31, 1913 3, 865 626.30

$73,723,812.68
New insurance paid for in 1913, 16,357 policies, $39,721,961
Insurance in force, 144,024 po]1c1es, $328,578,136.
SPRINGFIELD, Mass. January 21, 1914,
The receipts, disbursements, and balances of the Massachusetts
Mutual Life Insurance Company for the year 1913, as shown by
the foregoing statement, have been carefully audited under our
supervision and found to be correct, and we have personally
examined and verified the Corxﬂ)any s securities.

E. A, GROESBECK}Auditors.
W. S. MARTIN

26. Annual Report to State.—Each insurance company
is required to file a comprehensive annual report with the
insurance department of every state in which 1t carries on busi-
ness, and these reports are of course subject to careful scru-
tiny by the various insurance commissioners. The report
forms are about the same in all states and require an exhaustive
description of the company’s business, including assets and
liabilities, income and expenditures, investments, reserves,
insurance risks, death claims carried and paid, classes of policies,
and classifications of risks carried, etc.

The form required in Pennsylvania is a book containing
44 pages 113 inches by 16 inches. Every page has to be used
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to impart information; on page 1 is to be given the names of
the officers and directors. In order to provide specific informa-
tion on insurance accounts and reports, pages 2 to 10 of this
report are reproduced in Fig. 1 (a) to (7).

FIRE INSURANCE

27. Fire insurance is a contract to pay all, or a certain
part of, any damage that may be done by fire to an insured
property. Fire-insurance companies, or the companies that
give this protection are organized in the same manner as other
business corporations, though under special state insurance
laws.

28. Classes of Risks.—Fire-insurance companies have
all risks carefully classified, and the rate of premium charged
depends largely on the classifications. Classification is based
on the location, condition of surrounding buildings, proximity
to hazardous risks, construction and use of building, furnishing,
goods handled therein, public and private fire protection, etc.
The companies have each city carefully surveyed and mapped
so that every location and risk is not only clearly set forth in its
maps but accurately surveyed, inspected, and described from
top to bottom, including foundation, roof, surroundings, and
all moral hazards. :

29. Premiums, Reserves, and Reinsurance.—The
insurance premiums received by the company for fire risks is
generally paid in advance, instead of at stated periods as in
a life-insurance company. This premium covers the full term
of the policy, whether it is for 1, 3, or 5 years, or perpetual, and
therefore cannot all be considered as earnings, for the current
year. That portion that has already been earned, according
to months in force, may be considered as earned income for the
period, while the remainder must be held as a reserve for possi-
ble fire losses during the years that the policy has yet to run.
If the policy is for 1 year only and expires at the end thereof,
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the premium received thereon will be considered as entirely
earned and included as revenue for the year; but if the policy
(beginning on, say, June 30 of the current year) continues over
a term of 3 years, then one-sixth would belong to earnings of the
first year and five-sixths carried as unearned reserve to meet
future losses. The unexpired premium in cach case is considered
in proportion to the currency of the policy either in months
or days. '

"The fire losses that occur each year are chargeable against
the earnings for that year, and the balance represents the net
earnings of the company as available for distribution in the
form of dividends. The reserve requirements are governed
by the laws of each state and necessarily vary to some extent.
It must be strictly maintained or the Insurance Commissioner
will promptly proceed to wind up the affairs of the company.
The Pennsylvania laws require that ‘‘the Insurance Com-
missioner shall calculate the re-insurance reserve for unex-
. pired fire risks, by taking 50 per cent. of the premiums on,all
unexpired risks that have less than 1 year to run, and a pro
rata on all premiums received on risks that have more than
1 year to run.”

30. The 80-Per-Cent. Coinsurance Clause.—It is
the practice of insurance companies today in well-protected
cities to require the property owner to insure his property to at
least 80 per cent. of its value. Of course a person may insure
his property for as low an amount as he desires, but unless

this requirement of the companies is met, in case of any loss .

the insurance company will consider itself liable for only that
portion of the loss represented by the proportion that the
actual insurance taken bears to the required 80 per cent. It
is an essential principle in fire insurance and companies enforce
heavy penalties against those who decline to comply there-
with, there being usually an addition to the rate otherwise
required. The 80-per-cent. coinsurance clause is briefly ex-
plained in the following illustration taken from a circular
issued by The Philadelphia Contributionship, the oldest insur-
ance company in America.
279B—10
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THE 80-PER-CENT. COINSURANCE

The Principle of Coinsurance.—Under the principle of
coinsurance the owner of a building has his losses paid only in the pro-
portion that the amount of insurance he takes out bears to the amount of
insurance that the companies believe he should carry.

Under the 80-per-cent. coinsurance clause, an owner must take out
insurance to the amount of 80 per cent., or over, of the actual cash value
of the property; that is, the cost of replacing the building at the time of
the fire, if he desires to collect in full up to the amount o§ his policy, any
loss that may occur.

ExampLE No. 1.—Cost of replacing building.......... $10,000
80 per cent. of suchcost..............c.ovvinnn... 8,000
Insurancetakenout............coviiiiiiiiiinn.. 6,000

S e e e et e ettt ? P 4,000
RESuULT.—Amount collected from companies.......... 3,000
Owner failstocollect ........ccvvvivvniinnnnenn.. 1,000

ExpPLANATION.—The owner should have taken out at least $8,000
insurance but had only $6,000 and so became a coinsurer for $2,000, the
amount of the deficiency; therefore, the companies pay only 6000/8000
(6/8) of $4,000, or $3,000 and the owner himself loses the balance (2/8) of
$4,000 or $1,000. The owner's loss might have been avoided by carrying
the required amount of insurance, as in the following:

ExampLE No. 2.—Cost of replacing building.......... $10,000
80 percent.of suchcost.........oovvviienieenoaaen, 8,000
Insurance takenout.................ooiiiiiiiii., 8,000 .
0SS . e vttt ettt e e e 4,000
REsuLT.—Amount collected from companies.......... 4,000

ExPLANATION.—The owner had taken out insurance to the amount
of 80 per cent. of the cost of replacing his building, or $8,000; therefore,
the companies pay 8000/8000 (8/8) of $4,000, or %4,000 the full amount
of the loss.

ExampLE No. 3.—If the loss equals or exceeds 80 per cent. of the cost
of replacing the building the conditions will be as in the following:

Cost of replacing building........................... $10,000
80 per cent. of SUCh COSt. ... vvvvvvrernnnnnnnnnnnn 8,

Insurance takenout...........cooiiiiiiiiiiiiienn. 6,000
LOSS. ittt e e e e e 8,000
REesuLT.—Insurance collected from companies......... . 6,000
Losstotheowner..........cooiiiiiiieeneinnnnnnnns 2,000

ExPLANATION.—The owner should have taken out at least $8,000
insurance but had only $6,000 and while the companies pay 6000/8000
(6/8) of $8,000 or $6,000,’the full amount of the insurance, yet the owner
himself has a loss of $2,000 because he was underinsured, and had not
heeded the warning of the 80-per-cent. coinsurance clause.

31. The following is made a part of each policy:
REDUCED-RATE AVERAGE CLAUSE

In consideration of the reduced rate at which this policy is written, it is
expressly stipulated and made a condition of this contract that this com-
pany shall be liable for no greater proportion of any loss than the amount
hereby insured bears to 80 per cent. of the actual cash value of the property
described herein at the time when such loss shall happen, nor for more
than the proportion which this policy bears to the total insurance thereon;
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provided, however, that if the aggregate claim for any loss shall not exceed
five (5) per cent. of such actual cash value, no special inventory or appraise-
ment of the undamaged property shall be required.

If this policy be divided into two or more items, the foregoing condi-
tions shall apply to each item separately; and if two or more buildings
or their contents be included in a single item, the application of the pro-
vision as to special inventory or appraisement shall be limited to each
building and its contents.

32. Fire-Insurance Accounts.—The following question
is from a Pennsylvania examination and is used as a basis for
study in the accounts of a fire-insurance company. From the
trial balance of the Safety Fire Insurance Company, here
shown, prepare a balance sheet at December 31, and the relative
income account for the year ending that date; also describe the
procedure adopted in verifying the assets and liabilities and
make any criticisms in respect of reserves apparently omitted.

- TRIAL BALANCE
DECEMBER 31, 1913
Stocks and bonds, book value $3
Mortgage loans 1
Interest receivable on mortgage loans
Real estate
Cash at banks and on hand
Uncollected premiums X
Capital stock . $ 500,000
Unpaid dividends 100,
Surplus account, January 1, 1913 2,000,
Gross premiums 3,000
Return premiums 5,600
Income from stocks and bonds 2
Interest on mortgage loans 1
Rents received
Losses 210,000
Reinsurance premiums 10,000
Commissions ,
Taxes 4,000
Salaries 40,000
Uncollectible premiums 3,000
5
3

888,23

238388

Rebates 200
Real-estate expenses ,000 .
Real-estate losses ,000
Postage 500
Legal expenses 500
Maps 15,000
Underwriters’ board and tariff associa-

tions 30,000
Inspections and surveys 2,000
General expenses

§5,635,200 §5,635,200
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33. The question lacks many details that would ordinarily
be required to enable one to prepare a satisfactory statement,
but this o doubt was the intention of the examiners, as the
candidate is required to display his knowledge of fire-insurance
accounting without assistance. The book value of stocks and
bonds is given, but not the par or market value thereof. Real
estate is evidently to be taken at the book value. It is impossi-
ble-to determine whether or not there is accrued interest on
mortgages and bonds, other than the $10,000 shown, and we
must therefore take the income from these sources as complete
to date. Fire losses for the year amount to $210,000. Return
premiums and reinsurance premiums must be deducted from
the gross premiums, which include premiums recéived during
the year and all reserves carried over from previous years. Itis
obvious that only part of this amount can be apportioned as
earnings for the current year, while the required reserves must
be prorated to unexpired risks. This is the crucial test in the
problem, and certain conclusions must necessarily be assumed.
If the aggregate outstanding insurance was given and classified
as to time to run, the prorating of reserve premiums would be
an easy matter, but as the examiners have purposely omitted
this information, it will be supposed that $750,000 has been
earned during the year and that $2,250,000 is the unearned
reserve. From this year’s earnings are deducted the fire losses,
reinsurance, and, return premiums. The surplus account is
very large when compared with the capital, and no doubt part
of it was contributed by the original subscribers. The capital
and surplus funds of insurance companies must be invested only
in first-class mortgages and gilt-edged securities, on which there
is required a given margin of safety.

The main books used by fire-insurance companies are ledger
and cash book, the latter with special columns to suit the income
- and disbursements. There are numerous records kept on cards
and in books of.various kinds, also reports from agencies,
whence the greater part of the business comes.

34. Fromthetrialbalancejustshown,an income-and-expense
account and also a balance sheet may be worked up as follows:
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INCOME AND EXPENSE ACCOUNT
SAFETY FIRE INSURANCE COMPANY
~ DECEMBER 31
Expenses Income
Commissions $ 5,000 | Premiums earned $734,50C
Taxes 4,000 | Income from stocks and
Salaries 40,000 bonds . 25,000
Uncollectible premiums. 3,000 | Interest on mortgage
Rebates 200 loans 10,000
Real-estate expenses 5,000 | Rents received 200
Real-estate loans 3,000
Postage 500
Legal expenses 500
Maps 15,000
Boards and associations 30,000
Inspections and surveys 2,000
General expenses
Total expenses $108,700
Balance down, excess of
income over expenses 661,000
$769,700 $769,700
Fire losses paid during | Balance down . 661,000
year 210,000
Net earnings for year 451,000
. $661,000 $661,000
BALANCE SHEET
SAFETY FIRE INSURANCE COMPANY
DECEMBER 31
Assets Liabilities
Stocks and bonds $3,000,000 | Unpaid dividends $ 100,000
Mortgage loans 1,000,000 | Premiums unearned, not
gea.;x estate 500,000 reserve 2,250,000
as 300,000 | Total liabiliti 2,350,000
Uncollected premiums 500,000 Cgp?tallztocﬁes § 288 000
Interest accrued -on Surplus, January 1, 1913 2,000, ,000
‘mortgage loans 1,000 | Net earnings for year 451,000
$5,301,000 | $5,301,000
* PREMIUM ACCOUNT
Gross premiums received $3,000,000
Less reserve for reinsurance, estimated 2,250,000
Balance available as mcome for year $ 750,000
Deduct:
Return premiums ( $ 5,500
Reinsurance premiums 10,000 15,500
Balance, premiums earned

$ 734,500
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385. Annual Reports and Statements.—An exhaustive
annual report and statement must be sent to the Insurance
Commissioner of every state in which the company does busi-
ness. The reports must comply with the laws of said states,
in some of which a deposit of securities must be made. This
report inquires into every detail of the company’s business and
financial condition, and furnishes a most exhaustive exhibit of
its affairs. In reporting assets, the company is required to
deduct those that are not usually available for settlement of
fire losses, as furniture, supplies, printed matter, etc., the com-
pany’s own stock owned or loans made thereon, bills receivable
past due, agents’ balances after a brief time has elapsed, loans
on personal security, book values or ledger assets over market
value, etc. The insurance department is always exacting,
and any assets not capable of realizing full value on forced sale
are either omitted or reduced to a safe working basis. All
liabilities, no matter how small, of a real or contingent nature,
must be accounted for, and all fire losses unpaid, whether in
dispute or not, must be included at the face value of risks.

The form does not differ very much from the one already
shown for life-insurance companies, but in order to show
the usual accounts required, the accompanying reproduc-
tion of pages 2 to 9 of the Pennsylvania form are shown in
Fig. 2 (a) to (h).
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'MUNICIPAL ACCOUNTING

INTRODUCTION

GENERAL EXPLANATIONS

1. From the earliest times of which historical records
remain, various peoples have found it convenient, or perhaps
comfortable because of the resulting feeling of security, to
congregate in communities which ultimately developed into
cities, the earliest form of municipalities. In Greece such cities
assumed the functions of sovereignties, and in Italy the City
of Rome became truly sovereign and may be said to have ruled
the world.

In the Middle Ages, the cities of Europe, including England,
lost much of their importance and, with the exception of certain
cities in Italy and others in Northern Germany favorably
" located for trade, left no impression upon the times. With"
the passing of feudal powers, the cities by degrees acquired
local charters and became the important and influential com-
munities that are now recognized.

In the United States, many of the cities antedate the Revo-
lution, having been established under authority of royal grants
or charters. Upon the creation of the several states, the
sovereignty theretofore vested in the English Crown reverted
to the people, whose representatives formed legislative bodies,
generally known as legislatures. Since the formation of states,
cities have been created by the legislatures, under the authority
of general laws or special acts conferring charters upon the
municipalities. These charters will be more fully described in
later pages.

COPYRIGHTED BY INTERNATIONAL TEXTBOOK COMPANY. ALL RIGHTS RESERVED
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2. Development of Municipal Accounts.—Records
are extant which indicate that in the earliest times cities kept
records which perhaps met all of their requirements.

In later times the methods applied to municipal accounts did
not progress as rapidly as did the municipalities in numbers,
wealth, and population. Only within the last quarter of the
nineteenth century have accountants shown an active interest
in the accounts of municipalities and made persistent and sys-
tematic attempts to place the accounts of cities on the same
scientific basis required by private business concerns. Progress
in this direction has been fostered by the Federal Bureau of
Census; the Bureau of Municipal Research, a privately con-
trolled'organization having its headquarters in the City of New
York; many leagues or organizations of municipalities and
accountants; and by the Bureau of Municipal Accounts, a
department in the office of the Comptroller of the State of New
York, and similar governmental agencies.

In the course of the application of modern methods of
accounting to cities, it soon became evident that uniformity in
the accounts of cities was desirable to the end that reports to
the central authority should be uniform and readily adaptable
for comparative purposes. This fact directed attention to the
lack of uniformity in accounting terminology and prompted the
Census Bureau to adopt standard terms, which are now included
in the publications of that department.

A discussion of accounting terminology, with definitions of
terms, may be found in the 1906 and 1907 census reports on
Financial Statistics of Cities Having Populations of Over
30,000.

3. Definitions.—Accounts are systematic records or
statements of facts, usually of a financial character, either
similar or dissimilar, and so arranged as to provide summaries
or balances.

Accounting is the -art of recording, classifying, sum-
marizing, analyzing, and interpreting facts relating to the acqui-
sition, production, transfer, and ownership of articles of wealth
or value.
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Municipal accounting is the application of accounting methods
and principles to the business of municipal corporations.

Corporations are legal entities created by or under author-
ity of law and are either private or public.

Private corporations embrace that large class of business
organizations, now so common, which are principally engaged
in the pursuit of gain, although there are many private cor-
porations engaged wholly in charitable, religious, and educa-
tional work. ' ’ 4

Municipal corporations are subdivisions of the state, created
by or under authority of the laws of the state and endowed with
more or less power of local self-government. There are, how-
ever, certain subdivisions of the state exercising limited powers
of local self-government, which are not in fact municipal cor-
porations and are known as quasi-corporations. These embrace
special tax districts, school districts, and, in some states,
parishes or counties.

Unlike private or business corporations, municipal corpora-
tions are not empowered to engage in business for profit; but
they are frequently permitted to engage in the conservation or
the production and sale of certain commodities, such as water,
gas, electricity. When so authorized, it is assumed that the ser-
vice will be rendered to the consumer at the least possible cost
and at rates that will prevent a deficit without creating a profit.

4. Function of Municipal Accounts.—The chief
function of a system of municipal accounts is the preservation
of systematic records that-will promptly disclose the cost of
government for a fiscal period and that will furnish reliable
data for future planning. When a plan of financial operation
in the form of a budget has previously been adopted, the
accounts should show the results of the plan and furnish the
responsible officers with information upon which to base future
budgets.

5. Comparison Between Private and Public
Accounts.—The ordinary business corporation is organized
with the aim of selling its product to the consumer at the high-
est price obtainable and of distributing its profits in the form of
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dividends to its stockholders. Such a corporation requires and
usually maintains a profit and loss account.

The municipal corporation aims to give the greatest amount
of public service to the citizens within its boundaries at a
minimum cost, hence it needs no profit and loss account, but
may require accounts showing surplus or deficiency. The
officers of private corporations may expend corporate funds for
any purpose within the scope of the corporate organization and
are rarely limited by a budgetary program. The officers of
municipal corporations may expend its funds only fot public
purposes and within the limits fixed by the charter or the
financial plan previously adopted. Hence, private corporations
need no appropriation accounts, although such accounts are an
essential feature in a modern system of municipal accounting.

The variances between public and private accounting do not
relate to differences in methods, but rather, to the subjects con-
cerning which information is sought. In both cases, the funda-
mental purpose of keeping accounts is the same. The officers
of each class of corporation desire t6 know the cost of carry-
ing on the business. The managers of the private corporation
desire to know whether or not the business is being so con-
ducted as to produce dividends for its stockholders ; the officers
-of the public corporation, whether or not the business of the
municipality is being conducted within its income. In both
cases, the methods must be such as will enable the accounting
officers, whether public or private, to supply with the least
delay complete and accurate reports. Although differing in
details, the principles underlying public and private accounting
are the same. ) .

6. Methods of Accounting.—Until very recently the
local officers of nearly all municipalities in the United States
have been content with systems that disclosed merely the flow
of cash in and out of the municipal treasury. Without any
attempt at uniformity, each system reflected the notions of the
individual charged with the duty of keeping the accounts, or,
as was frequently the case, the practice of a predecessor. That
a system of accounts which merely records cash receipts and
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cash disbursements is incomplete and inadequate is now gen-
erally admitted; and, in place thereof, systems are being
adopted that will show not only cash received, but also revenue
accrued, and not only cash paid out, but also expenses incurred.

In commercial bookkeeping on a large scale, the single-entry
set of books has long since been discarded and double-entry
substituted. Double entry permits the use of real and nominal
accounts, which provide an internal check on the clerical work,
and make possible the preparation of trial balances and balance
sheets from the information contained in the books.

In attempting to record all the details of a municipality’s
financial transactions in a general ledger, such a book becomes
unwieldy and unsuitable for handling. To obviate this diffi-
culty, the controlling account has been evolved, by means of
which the details are found in subsidiary ledgers. In other
words, a controlling account is an account that shows, in
summary form, items that appear in detail in other accounts.

MUNICIPAL CORPORATIONS

7. Classification.—In New York State the term munic-
ipal corporation is defined by statute to include counties,
cities, towns, and villages. By the constitution of the same
state, cities are classified, according to population, as first class,
second class, and third class. .

Cities, counties, towns, and villages are all defined as.
municipal corporations comprising the inhabitants within their
respective boundaries, and formed for the purpose of exercis-
ing such powers of local government as may be conferred or
imposed by law.

. Of the four classes of mumc1pa11t1es, cities possess the largest
measure of local self-government and present the greatest
variety of problems to the accountant.

In the following pages it is intended to take the third-class
cities in the state of New York as types and to outhne a plan
of accounting readily adaptable to the cities-of that class.

No attempt will be made to outline systems recording the
transactions of public utilities, such as gas and elettricity, for
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the reason that such, ordinarily, are under the jurisdiction of
public service commissions, and their accounts and reports
must follow the regulations prescribed by the commissions.

For a system of accounts for waterworks, the reader is
referred to the uniform classification of accounts adopted by
the American Water Works Association and by the Bureau of
Census.

8. Organization of Cities.—Cities are organized or
created by acts of state legislatures, which are usually known
as charters. In the case of each city, the charter is the funda-
mental law which confers and defines its powers. Being a
creation of statute, a city has only such powers as are expressly
granted to it by its charter, or such as may be implied from the
powers granted.

9. Features Common to All Cities.—In all cities the
powers are divided between executive and legislative branches.
The executive powers are usually entrusted to a mayor, or to
some other officer by whatever name known. The legislative
powers are usually entrusted to a board or commission known
as the council, board of aldermen, or by some other similar
title. Nearly all cities have a third subdivision, known as the
judiciary, which is not a coordinate branch of the city govern-
ment and bears no resemblance to the third branch of the
Federal governmént which is known by the same name.

The principal source of revenue of all cities is a property
tax levied against the real property within the city limits,
according to the assessed valuation, which is determined by a
local officer or board known as assessor or board of assessors,
as the case may be. Other revenue is derived from taxes
levied or assessed against particular classes or certain kinds of
property; for example, bank taxes, mortgage taxes, liquor
“taxes, and income taxes. Other revenue is also derived from
the sale of privileges, such as special franchises, vendors’
licenses, amusement permits, and dog licenses.

Cities are usually permitted to procure funds to meet current
expenses by means of temporary tax loans. Although the pro-
ceeds of such loans increase the cash in the city treasury, the
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moneys so received are not revenues. The power to borrow
money, however, is not inherent in cities, and does not exist
unless expressly granted in the charter or by a general law
which applies to all cities.

Other receipts include the proceeds of sales of bonds, assess-
ments against property to pay for improvements, and funds
which are held in trust by the city.

10. Constitutional Limitations on Municipalities.
The constitutions of many states impose limitations on the
powers which may be granted to municipalities, including cities,
and in the constitution of the state of New York the limitations
are found in Section 10 of Article VIII.

The charters of the cities of the third class in the state of
New York are not uniform. The cities, however, are classi-
fiable as follows: .

Group A, where the municipal activities are practically all
administered by a government having one executive head and a
single set of financial officers, and in which the various depart-
- ments are subject to one control or supervision.

Group B, where the administration of municipal affairs is
distributed among a number of more or less independent but
correlated commissions or boards.

Group C, where the administration of municipal affairs is
vested in commissioners who, acting collectively, constitute the
council, and individually are heads of various departments.
This method is commonly designated as the commission form
of government. '

11. Group A Charters.—The following is an analysis
of the charter of a city typlcal of those within Group A.

The executive power is vested in a mayor, elected by all the
voters of the city for a term of years named in the charter and
usually paid a salary in an amount prescribed in the charter.
He is required to enforce the laws .of the state and the ordi-
nances of the Common Council and may appoint and at pleasure
remove the heads of the administrative departments.

In his capacity as manager of the affairs of the city, the
mayor is assisted by an advisory board known as the Board of

ILT 23416
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Estimate and Apportionment, usually composed of the mayor,
president of the Common Council, comptroller, corporation
counsel, and the city engineer.

The same officers who constitute the Board of Estimate and
Apportionment, except that the commissioner of public works
is substituted for the president of the Common Council, con-
stitute the Board of Contract and Supply, which is charged
with the duty of letting contracts for the performance of any
work or for the supply of any material required by or for the
use of any officer, board, or department of the city in all cases
where the expense of such’work exceeds a sum specified in the
charter.

The administrative officers are comptroller, treasurer, cor-
poration counsel, city engineer, commissioner of public works,
and commissioner of public safety, who are elective or appoin-
tive as the charter may prescribe.

The comptroller is the auditing officer, to whom all claims
against the city must be presented for audit and allowance. He
is required to superintend the fiscal affairs of the city and to
manage the same pursuant to law and the ordinances of the
Common Council. He is required to keep a separate account
with each department of the city; to draw orders or warrants
on the treasurer in payment of audited claims, and to perform
such other duties as may from time to time be imposed upon
him by law or by ordinance of the Common Council.

The treasurer is tax collector, custodian of city funds, and
disbursing officer. No money may be paid out by him, except
upon the order or warrant of the comptroller, and he is
required to render to the comptroller daily a statement of all
moneys received and paid out by him.

The corporation counsel is required to be an attorney and
counsellor at law. He is the legal adviser of the Common
Council and of the several city officers and is required to
appear for and protect the rights and interests of the city in all
actions and proceedings brought by or against it. '

The commissioner of public works is the head of the Depart-
ment of Public Works and is charged with the supervision of
construction and of repairs to streets, parks, city buildings, and
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public places and, in cities ow‘ning a system of waterworks,
usually with the superintendence of such system.

The commissioner of public safety is the head of the fire
and police departments, having power to appoint a chief of the
fire department and a chief of police, firemen, and policemen.

Other city officers having special and limited powers and not
directly concerned with the management of city affairs are a
commissioner of charities, judges of inferior courts of civil
and criminal jurisdiction, assessors, a sealer of weights and
measures, and members of a Board of Health.

Nearly all cities also have a Board of Education, consisting
of three or more members, usually appointed by the mayor,
which is charged with the management and control of the
public schools. .

The legislative power of the city is vested in the Common
Council, composed of aldermen elected from the several wards
or subdivisions of the city. The meetings of the Common
Council or, as it is sometimes called, the Board of Aldermen,
are presided over by the mayor or by a president who, in some
cities is chosen by the council from its members, while in other
cities he is elected by the electors of the city at the same time
and for the same term as the mayor.

The Common Council has authority to choose a clerk, who is
also city clerk, and whose duties include the keeping of the
minutes of the Common Council and other boards and the
issue of licenses, permits, etc.

The principal revenue of the city is derived from taxes,
levied by the Common Council, upon an estimate of revenues
and expenses previously prepared by the Board of Estimate and
Apportionment. Upon the adoption of the estimate it becomes:
the tax budget and the amounts therein estimated for expendi-
tures become appropriated in the amounts and for the several
departments, offices, and purposes as therein specified for the
fiscal year. After the adoption of the annual estimate, the city
has power to borrow money for the payment of the debts and -
expenses of the city within the amounts appropriated therefor
for the fiscal year, in anticipation of the receipt of the taxes and
revenues applicable to such purposes.
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12. Group B Charters.—The following is an analysis of
the charter of a city typical of those within Group B.

The mayor is the chief executive officer and is vested with
authority and charged with the duties generally incident to the
office.

The chief fiscal officer is the city chamberlain, who performs
such duties incident to the office as the Common Council may
direct. He is required to maintain such records as will at all ~
times reflect the status of the various funds of the city, which,
in cities of this type, are or may be classified as follows: Fire,
Police, Improvement, Sewer, Light, Water, Public Works,
Poor, General City, and School. He is required to report
monthly to the Common Council as to the financial condition
of the municipality.

The officers, other than boards, are city judge, city clerk, city
attorney, and city engineer, who are vested with the authority
and charged with the duties incident to offices thus desxgnated

Important administrative functions devolve upon various
boards designated as follows: Board of Public Works, Board
of Fire and Police Commissioners, Department of Public
Instruction, Board of Health, Department of Charities.

The Board of Public Works consists of three members
appointed by the mayor. This board is vested with the charge
and management of all thoroughfares, sewers, waterworks,
light plants, and appurtenances thereto. It appoints an engi-
neer and a superintendent of public works. o

The Board of Fire and Police Commissioners consists of
three members, appointed by the mayor, who appoint the chiefs
of the fire and police departments and several subordinates.
The board is charged with the duty of auditing the payroll of
call firemen and claims against the fire and police department
other than fixed salaries. _ ‘

The Board of Education consists of three or more members,
appointed by the mayor, who have general supervision of all

- property used in the school system and the moneys raised for
public-school purposes. They prepare an annual budget and,
when finally adopted, file the same with the city clerk, where-
upon the Common Council includes the amount thereof in the
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tax and assessment roll for the ensuing year to be collected by
the city chamberlain and credited to the general school fund of
the municipality.

The Board of Health consists of three members appointed by
the mayor; they appoint the city physician and possess the
powers of a board of health as defined by statute.

The Department of Charities is under the supervision of a
commissioner of charities, who is appointed by the mayor and
who investigates all requests for public aid and approves or dis-
approves of them. He files a statement of accounts and claims
periodically with the Common Council, which possesses the
power of audit in relation to the same.

The legislative power is vested in a Common Council, which
consists of the mayor and aldermen, who enact city ordinances
and possess the power of audit except in cases where the power
is vested in one of the boards established under the provisions
of the charter.

13. Group C Charters.—The following is an analysis of
the charter of a city typical of those within Group C.

The executive, legislative, and administrative powers in a
municipality having this form of government are vested in
commissioners. They are five in number, and acting collec-
tively coristitute the Council and individually are denominated
as follows: ‘

Mayor, who is, ex-officio, commissioner of public affairs and
a member of all city boards; commissioner of public safety;
commissioner of public works; commissioner of finance; com-
missioner of accounts.

The mayor, as commissioner of public affairs, is responsible
for the enforcement of the laws. He is the presiding officer of
the Council and is charged generally with the oversight of all
departments, boards, and commissions of the city, the Board
of Education being an exception to this general provision.

The commissioner of public safety, as the title implies, has
charge and supervision of the police, fire, sanitary, health,
charity, and correction departments. Subordinate officers, of
which the health officer is an illustration, aid him in the per- -



12 MUNICIPAL ACCOUNTING §39

formance of his duties. Collateral duties are imposed upon
him by the charter, as, for example, inspection of plumbing,
weights and measures, etc.

The commissioner of public works has charge and super-
vision of all public thoroughfares, public buildings, parks,
water department, and all real and personal property owned,
leased, or controlled by the municipality not in charge of any
other department. He is also charged with the duty of recom-
mending to the council necessary public improvements and has
charge of construction of such when authorized.

The commissioner of finance is ex-officio city treasurer and,
therefore, has custody of all money coming into possession of
or belonging to the city. He is required to maintain proper °
books of account, so that he may at any time inform the Coun-
cil as to the financial status of the municipality or of any
department thereof. He is the disbursing officer, making pay-
ments, however, only upon the order of the Council by cer-
tificate of the commissioner of accounts, taking an appropriate
voucher therefor. He is ex-officio auditor, and examines and
audits all bills payable before they are allowed by the Council.
It is also his duty to prepare an annual budget and to present
the same to the Council.

The commissioner of accounts is ex-officio city clerk and as
such performs all of the duties incident to the office of clerk,
including clerk of the Council at its meetings. He is the city
collector and is responsible for the proper and prompt col-
lection of taxes, assessments, water and other rents, licenses,
fees, and of all money due the city from any source whatso-
ever. He is also charged with the duty of assessing property
located in the city.

The judiciary power is vested in a court having civil and
criminal jurisdiction.

The subordinate officers and employes are nominated for
positions in the various departments by the commissioner hav-
ing direct supervision, and the appointment is effective after
confirmation. by the Council.

The Civil Service Commission is appointed by the Council
and is vested with powers incident to such commissions.
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THE BUDGET

PURPOSE AND METHOD OF PREPARING

14. Purpose of a Budget.—From an economic point of
view, it is generally admitted that municipalities should not
- permit expenditures to exceed revenues. In other words, it is
conceded that a policy of “pay as you go” is better than the
practice of first incurring the debt and then raising the money
to pay. The better policy has been adopted by the officials of
many municipalities and is imposed on many cities by pro-
visions in the charters.

Control over expenditures is obtained by means of a budget,
an instrument which has been defined as follows: A budget
is a formal, complete, and final statement of a financial plan
for a fiscal period, showing the authorized expenditures for
that period and the estimated revenues and other means of
meeting the expenditures.

15. Procedure in Preparing and Adopting a
Budget.—Cities that are on a budgetary basis because of char-
ter requirements, must look to the charter for guidance as to the
procedure to be followed in the preparation and adoption of
the budget. In the case of municipalities other than cities,
whose officials desire to adopt the budgetary plan, the govern-
ing boards will usually be found possessed of power to provide
for the adoption of the plan by rule, ordinance, or local law.

16. In a typical city of the third class in the state of New
York, that is to say, a city having a population of less than
50,000, the procedure leading to the preparation and adoption
of the budget is, briefly, as follows:

Within 30 days preceding the end of the fiscal year, the heads
of all departments empowered to authorize or control expendi-
tures are required to submit to the mayor estimates in writing
of the probable revenues and expenditures for the next fiscal
year in their departments. Thereupon, the mayor is required
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to lay the estimates so submitted to him before the Board of
Estimate and Apportionment.

Within 30 days after the commencement of each fiscal year
the Board of Estimate and Apportionment is required to make
~ an itemized statement in writing of the estimated revenues and

expenditures for the fiscal year; this statement is known as the

ennual estimate. After completion, the annual estimate is sub-
mitted to the Common Council by the Board of Estimate and
Apportionment, with such explanatory matter as the board
may deem necessaty.

The Common Council is- requlred to consider the estimate,
give a public hearing thereon, and adopt the same as submitted,
or it may diminish or reject any item therein contained and
adopt the estimate as so amended. The Council may not, how-
ever, diminish or reject any item which relates to salaries, the
indebtedness, or estimated revenues, or.amounts due upon
judgments, or to sinking funds,-or the estimates submitted by
the Department of Education.

When the Council shall have adopted the estimate, it must
be entered in its minutes, and the sums therein estimated
for expenditures thereupon become appropriated in the
amounts and for the several departments, offices, and pur-
poses as therein specified, for the fiscal year.

‘When the amount required to be raised by tax to meet esti-
mated expenditures is determined, the Common Council is

required to levy and raise that amount by a tax against the

property liable therefor within the city.

17. 'Budgetary control is that control which, bv means of a
budget, the tax-laying board or commission secures over the
expenditures of all municipal departments. Upon the adoption
of the budget, the sums therein allotted to the various depart-
ments become known as appropriations, the amount of each
indicating the extent to which each department may incur liabil-
ity without further authorization or appropriation by the
budget-making board. The limitation on the spending power
of each department will be found in the city’s charter, in a
local law or by-law, or in the resolution adopting the budget.

~
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FORM OF BUDGET

18. In its final form, the budget should include appropria-
tions of revenues, as well as of expenditures, so arranged as to
correspond in terminology and in classification with the
accounting plan. It should be divided into two parts; namely,
(1) appropriations; (2) provisions for meeting appropria-
tions.

19. Classification of Expenses.—In the budget and in
the accounting plan expenses are classified by governmental
function and by objects of expenditure.

The functional classification and the standard expense
accounts are in use in municipalities in the state of New York
using systems of accounts formulated by the comptroller of
that state.

20. The classification by governmental function is
based upon the classification adopted by the Bureau of Census
in its annual reports of the financial statistics of cities and is
as follows: .

I. General Government. :
II. Protection of Person and Property.
III. Conservation of Health.
IV. Sanitation and Promotion of Cleanliness.
V. Highways.
VI. Charities and Corrections.
VII. Education.
VIII. Recreation.
IX. Public Utilities—Non-Commercial.
X. Miscellaneous.
XI. Municipal Indebtedness.
XII. Construction and Permanent Improvements.
(Financed from current revenues.)
XIII. Public Utilities—Commercial.

21, The classification by objects of expenditure
requires the use of four standard expense accounts, which, in
connection with the possibility of further itemization or sub-
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division, furnish all the details which reasonably may be
required. The four standard expense accounts are as follows:
1. Salaries, Wages, and Fees.
2. Purchase of Equipment.
3. Materials and Supplies.
4. Expenses.
If further itermzation be required, the accounts Materials
and Supplies and Expenses may be subdivided as follows:
3. Materials'and Supplies.
(a) Fuel
(b) Food.
(¢) Other materials (specify).
(d) Other materials (specify).
4. Expenses. -
(a) Traveling.
(b) Printing and Advertising.
(¢) Maintenance of Equipment,
(d) Office Expense.
(e) Insurance.
(f) Repairs to Buildings by Contract.
(9) Light and Power.
(k) Rent.
(#) Other expenses (specify).
(j) Other expenses (specify).

22, Classification of Receipts.—Receipts are classi-
fied as revenue and non-revenue. Revenue receipts include
such as are applicable to the current maintenance and support
of government, such as taxes, licenses and permits, fines and
penalties, interest, rent, departmental earnings, etc.

Non-revenue receipts include the proceeds of temporary
tax loans, transfers, refunds, and other receipts which are
received and paid by the municipality as a fiduciary, that is to
say, as agent or trustee, and in which the municipality acquires
no proprietary interest. :

23. Further Classification of Expenses and
Receipts.—Besides the classification of expenses and of
receipts already described, expenses and revenues are segre-
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gated or classified by departments. This means that appropria-
tions for expenditure by the mayor are listed under the head-
ing Mayor, and appropriations for expenditure by the Common
Council are listed under the heading Common Council, and so
on with each department, and likewise with revenues. If it be
expected that receipts will be forthcoming from any depart-
ment, that fact should be shown in the budget, under the name
of the department expected to produce the revenue.

The departmental titles, or headings, must correspond to the
names of the offices or departments found in the various munic-
ipalities. In almost all instances, however, the titles will bear
close resemblance to the titles in the following outline of a
budget.

OUTLINE OF BUDGET

24. The following abbreviated form of a budget will show
only functional and departmental classification of expenses and
sources of income, with the standard expense accounts inserted
only after the first subdivision. It must be understood that the
expense accounts are used in connection with each department
to which they are applicable.

APPROPRIATIONS

I. GENERAL GOVERNMENT
Aldermen or Council:

1. Salaries, wages, and fees (g) Light and power
2. Purchase of equipment (h) Rent
3. Materials and supplies (¢) Other expenses
(a) Fuel Mayor
(b) Food City manager
(c) Other materials Board of Estimate and Apportion-
4. Expenses ment
(a) Travel Board of Contract and Supply
(b) Printing and adver- Purchasing agent
i tising City comptroller or commissioner
(¢) Maintenance of equip- of accounts
ment City treasurer or commissioner of
(d) Office expense finance
(e) Insurance Receiver of taxes or tax collector

(f) Repairs to buildings City.clerk or clerk of council
: contract Assessors
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Law Department—Office of cor-
poration counsel

Civil Service Commission

Office of commissioner of public
works

Office of commissioner of public
- safety

§ 39

Office of city engineer
Elections ’

City or municipal court
Municipal buildings and offices
Undistributed expenses

II. ProtecTiON OF PERSON AND PROPERTY

Bureau of Police—Police force

Bureau of Police—Care and main-
tenance of buildings and grounds

Bureau of Fire— Fire-fighting
force

Bureau of Fire—Care and main-
tenance of buildings and grounds

Bureau of Building Inspection
Plumbing Board

Plumbing inspection

Sealer of weights and measures
Public pound; dog catcher

III. CoNservATION oF HEALTH

Administrative expenses (Board
of Health and health officer)

Conservation and Inspection

_ Public-health laboratory

Isolation hospital or isolation at
homes

Auxiliary activities

IV. SanitatioN ANp ProMoTION OF CLEANLINESS

Bureau of Sewers

Street cleaning

Refuse and garbage collection and
disposal

Refuse and garbage disposal plant
Sewage disposal plant
Public comfort stations

V. HicHways

Administration of highways—Of-
fice of Bureau of Streets or
Highways .

Snow and ice removal

Highways and bridges—Care and
maintenance
Highway buildings

VI. CuariTiEs AND CORRECTIONS

Commissioner of charities or
overseer of poor
Outdoor poor relief

Poor in institutions or families
VIIL

Administration

Elementary schools—Expense of
instruction

High schools—Expense of in-
struction

Other schools—Expense of in-
struction

Veterans’ relief

City hospital

Correctional institutions
Probation Board or officer

EbucaTioN

Operation and maintenance of
school plant

Health service in schools

Auxiliary agencies

General expenses—Schools

Public library
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VIII. RECREATION

Park Department Band concerts, celebrations and
Playgrounds entertainments
Public baths Memorial Day observance
IX. PusLic UtiLiTiIES—NON-COMMERCIAL
Public market Cemetery

Public docks
: X. MISCELLANEOUS

Judgments and settlements Deficiencies in collection of taxes
Refunds of taxes : State and county taxes

XI. MunicipAL INDEBTEDNESS
Redemption of debt Interest on funded debt
Contributions to Sinking Fund Interest on temporary loans

XII. CoNSTRUCTION AND PERMANENT IMPROVEMENTS

Assessments against City prop- City’s share of assessment work
erty Other construction items

R XIII. Pusric UtiLiTiEs—CoMMERCIAL
Administrative and general ex- Operation and maintenance, Water
penses - " Department
Water debt
PROVISIONS FOR MEETING APPROPRIATIONS

I. EstiMATED REVENUES—MISCELLANEOUS REVENUES

Special taxes: City clerk (fees)
Bank stock taxes Law department
Mortgage taxes Municipal buildings
Insurance taxes Bureau of Police

Licenses and permits: Bureau of Fire
Liquor licenses (Excise tax) Bureau of Building Inspection .
Marriage licenses Sealer of weights and measures
Dog licenses Board of Plumbing Examiners
Amusement licenses Board of Health
Vendors’ licenses Street cleaning department
Departmental permits Public baths

Fines and penalties: Commissioner of charities
Police or city court fines City hospital

Interest and penalties: Board of Education
On taxes Public library
On bank balances Park department

Rent of city properties Public markets

State apportionment for schools Public docks

Departmental earnings: = ... iiiiiieiieen.. teeteenns
City court (fees) i eiiieiiee

City treasurer ' Total, miscellaneous revenues
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II. EArNINGS oF CoMMERCIAL PusLic UTILITIES

Municipal Water Department: Other revenues
Sales of water Total, earnings.of commercial pub-
Other revenues lic utilities .
Municipal Lighting Department: Total, estimated revenues

Sales of current
III. CurrenNT SURPLUS OF PRrIOR YEAR
Available for reduction of taxation
IV. ContriButioNs FroM SiNkinG Funbps
(Give title of each fund)

V. Tax Levy
To balance
Total budget

THE ACCOUNTING PLAN

25. Since the charter provisions of various cities vary in
details, it will be found necessary to refer to the charters to
know the details required to be exhibited in each particular
city. Notwithstanding the variation of details, it will generally
be found that, fundamentally, the powers and duties of the
officers as a whole are the same and that it is possible to
formulate a system of accounts following general principles and
permitting such variations in details as the local conditions
thay require.

" BOOKS USED
26. It is assumed that the reader is familiar with the books
commonly used in business, such as Cash Book, Journal, and
Ledger. The ordinary form of journal and ledger is intended
to be used in operating the plan described herein. The Cash
Book should. be specially ruled by columns developing totals
for posting to controlling accounts, the details of which are
" posted to subsidiary records.
Other books of original entry required are: Order Register,
Claim Register, Warrants Payable Register. :

27. Order Register.—The Order Register is used to
enter orders presented to the comptroller for his approval
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before the debt may be incurred. The form is as shown in the
Record of Orders and Contracts shown in Fig. 1. As in the
Cash Book, totals are developed for posting to the controlling
account in the General Ledger and the details are posted to sub-
sidiary records. The totals are posted to the controlling account
by means of periodical entries which diminish the appropria-
tions and set up reserves to meet the vouchers when presented.

28. Claim Register.—The Claim Register, the form of
which is shown in Fig. 2, is the book of original entry of claims
presented for audit. The claim when presented for audit
should be accompanied by a copy of the order previously
issued, which furnishes the comptroller with the information
required to cancel the reserve previously established. This is
done by the entry of the amount of the order in a column pro-
vided for that purpose, the total of which is posted periodically
to the controlling account in the General Ledger and the
details are posted to a subsidiary record.

This book also contains a column for the claims audited, the
total of which is posted to a controlling account in the General
Ledger and the details are posted to a subsidiary record.

29, Warrants Payable Register.—After claims are
audited, accounts are drawn on the treasurer or disbursing
officer by the comptroller and entered in a Warrants Payable
Register, the totals of which are posted to the audit side of an
account in the general ledger called Warrants Payable and to
the credit side of cash.

THE ACCOUNTS

30. General Ledger Accounts.—In the General Ledger
the accounts are segregated into four groups as follows:

Current Capital
Assessment Trust
By this method the accounts dealing with the same class of
transactions are grouped in the General Ledger, which is phys-
ically subdivided by colored sheets or tabs bearing the name of
the group. The groups in effect comprise separate and distinct
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ledgers, although they are within the same volume and are self-
balancing. The value of such a separation will be obvious
when it is pointed out that funds applicable to one of the four
purposes named may not be applied to any one or more of the
other purposes.

31. The accounts in the current group contain the
record of the current operations of the city. These accounts
are closed periodically into a Current Surplus account which
indicates the result of the financial plan adopted at the begin-
ning of the fiscal period. If current revenues exceed current
expenses a surplus will result. On the other hand, if the
expenses exceed the revenues a deficiency will follow.

32. The accounts in the assessment group record the
transactions in connection with city improvements that are
financed by means of special assessments levied against groups
of property owners. These accounts, if all assessments have
been paid during the fiscal year, will show neither a surplus nor
a deficiency.

33. The accounts in the capital group record the trans-
actions in connection with city improvements made at the
expense of the city at large and which are financed by the issue
of bonds, or by appropriations.

City properties, at their appraised or assessed values, are
included in this group and represent assets of the city, which,
when set up against the bonded debt (liabilities) show the
capital surplus.

34. The accounts in the trust group record the receipt
and disbursement of funds in which the municipality acquires
no proprietary interest and acts only as agent or trustee.

35. Subsidiary Records.—As already defined, a con-
trolling account is one that shows in summary form the items
which appear in detail in other accounts. The other accounts,
which show the details are called subsidiary accounts. In
this Section, the controlling accounts are indicated by means
of an asterisk (*) preceding the title; for example,

*Current Revenues.
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For subsidiary records two or more books should be used.
Because of the large number of items relating to expenditures
for which appropriations may be made, one subsidiary ledger
is used to record such expenditures and is called the Appropria-
tion Ledger, or Ledger A. All other subsidiary items may be
recorded in a single volume, known or denominated as
Ledger B.

For the purposes of Ledger B, any ordinary form of com-
mercial ledger may be used. Ledger A requires special ruling
of the form shown in Fig. 3.

CURRENT ACCOUNTS

" 86. The current accounts in the General Ledger are as
follows:

DegiTs CrebiTS

Current Cash Current Claims Audited
Taxes Receivable—Current Current Warrants Payable
Taxes Receivable—County Current Loans )
Tax Sale Due to Other Accomnts
Taxes Receivable—Arrears Due to County Treasurer
Due From Other Accounts Reserve for Current Obligations
Sinking Fund Contribution Re- Current Revenues—Estimated

quired Current Revenues—Unestimated
Estimated Revenues Current Appropriations

Current Surplus
Explanations for the use of these accounts follow and illus-
trative entries are given for transactions of frequent occurrence.

ENTRIES RECORDING THE BUDGET

37. At the beginning of a fiscal year the books of a city dis- .
closed a current surplus of $5,000. The Board of Estimate and
Apportionment prepared and the Common Council adopted a
budget with appropriations amounting to $425,000, estimated
revenues in the sum of $10,000, sinking fund contributions to
meet maturing instalments on the bonded debt provided for in
the budget in the sum of $10,000, and after applying the cur-
rent surplus on reduction thereof, a tax levy of $400,000.

ILT 23417
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This information is transmitted to the comptroller by the
city clerk, who delivers to the comptroller a copy of the budget
adopted by the Common Council.

Thereupon, the comptroller makes the following entry in his
Journal:

Current Surplus $ 5,000
Estimated Revenues 10,000
Sinking Fund contribution required ~ 10,000
Taxes Receivable—current 400,000
To *Current Appropriations $425,000

38. Comments -on the Foregoing Entries.—Cur-
rent Surplus in the General Ledger will be debited when the
item is posted. It is assumed that at the date of this entry the
ledger account, Current Surplus, shows a credit balance which
will be offset by this debit entry. During the year this account
will be debited with charges or payments on account of
expenses of prior years, unless a reserve or some other pro-
vision has been made to meet such charges and payments. At
the end of the fiscal year there will be transferred to this
account the amounts of the debit balances in the accounts
called Estimated Revenues and Appropriated Revenues.

During the year Current Surplus will be credited with the
amounts of reserves cancelled which exceed the reserves set
up. At the end of the fiscal year there will be transferred to
Current Surplus the credit balances in the accounts known as
Current Revenues—Estimated, Current Revenues—Unesti-
mated, and the credit balance in the account known as Cur-
rent Appropriations, which balance represents unencumbered
balances of all current appropriation accounts.

At the close of the fiscal year and when the entries described
have been made, the account will show either a debit or credit
balance. A debit balance means a current deficit, or, in other
words, that expenses have exceeded revenues. A credit balance
means a current surplus, or an excess of revenues over expenses.

Where a deficit appears, the amount thereof is carried for-
ward and included in the succeeding tax levy. The amount
of a surplus, if such be shown, is carried forward and applied
in whole or in part to the reduction of the tax levy.

.
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39. Estimated Revenues in the General Ledger is
debited with amount of revenues which the appropriating board
has estimated will be received during the current year and
which has been applied in reduction of the tax levy. If during
the year revenues in excess of the amounts estimated are
derived from estimated sources and are applied or transferred
to the credit of appropriations or other accounts, they are
debited to Estimated Revenues. At the end of the year this
account will be closed by a credit entry, the amount of which
will at the same time be debited to Current Surplus.

During the year and until the books are balanced, the Esti-
mated Revenues account will show a debit balance, which,
when contrasted with the credit balance in the account called
Current Revenwes—Estimated, indicates either the amount of
anticipated revenues which must accrue or be received in order
to meet the requirements of the budget and subsequent appro-
priations from such revenues, or an excess of current revenues
from estimated sources over the amounts anticipated and
appropriated.

Care should be taken to avoid confusion between the titles
of the ledger accounts, Estimated Revenues, and Current
Revenues—Estimated. The title Estimated Revenues, as has
been explained, refers to the revenues which the appropriating
board has estimated will be received during the fiscal year and
the amount of which as estimated has been applied to reduce
the tax levy.

The term Current Revenues—Estimated refers to revenues
of the same character as those included in Estimated Revenues,
but which have actually accrued or been collected.

Cyrrent Revenues—Unestimated means revenues collected
or accrued, which were not considered when the budget was
prepared.

The account Estimated Revenues will not be required in
those cities whose charters do not permit the making of appro-
priations based on estimated revenues as well as on taxes.

40. The account known as Sinking Fund Contribu-
tion Required is charged (debited) with the amount esti-
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mated in the budget as the contribution of the sinking funds to
meet maturities of bended debt provided for in the budget.
The same account will be credited when payments are made
from sinking funds to the current accounts to meet the esti-
mated requirements.
A debit balance, if any, indicates the amount of contributions
from sinking funds remaining unpaid.

41. The account known as Taxes Receivable will be
debited with the amount of the tax levy and with such addi-
tional items as may be charged against taxpayers and collected
with the taxes.

This account will also be debited with the amounts refunded
on account of erroneous or excessive payments, not including,
however, such refunds as may be made only after authoriza-
tion by the proper board and appropriation therefor.

From time to time this account will be credited with the
amounts collected on account of current taxes, with amounts
cancelled, and with amounts transferred to Tax Sale account.

A debit balance remaining in this account indicates the
amount of uncollected taxes and should correspond with the
amount of unpaid taxes on the current tax roll.

42. Current Appropriations is a controlling account
and should be supported by items in a subsidiary ledger, known
as the Appropriation Ledger or Ledger A.

In the General Ledger, Current Appropriations is credited
with the total of the appropriations in the budget, and from
time to time with such transfers or additional appropriations as
may be made under authority of the appropriating board, and
with refunds of erroneous payments.

Certain debits and credits in this account in connection with
the issue of orders effecting commitments or charges against
appropriations, the cancellation of such items, and the audit of
claims will be more fully explained further on in Art. 51.

At the close of the fiscal year Current Appropriations
account will ordinarily show a credit balance, which represents
the unencumbered balance of appropriations and will be closed
into Current Surplus.
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The balance in Current Appropriations account should cor-
respond with the aggregate of the balances in the Appropria-
tion Ledger.

ENTRIES RECORDING SUNDRY RECEIPTS

43. From time to time the treasurer receives cash from
sundry sources and reports the same daily to the comptroller.

The comptroller records the receipts in a Cash Book properly
ruled to develop totals of thé several classes of collections.
The details are posted item by item to proper accounts in the
subsidiary ledger (Ledger B) and the totals are posted peri-
odically to the controlling account.

The following entries illustrate the method of recording
receipts from taxes, estimated revenues, unestimated revenues,
sinking fund contributions, and the proceeds of temporary
loans issued in anticipation of taxes:

Current Cash $300,000.00 .
To Taxes Receivable 3 $300,000.00
Current Cash . ' 10,000.00
To Sinking Fund Contribution Required 10,000.00
Current Cash 8,000.00
- To *Current Revenues—Estimated 8,000.00
Current Cash 3,000.00
~ To *Current Revenues—Unestimated : 3,000.00
Current Cash 50,000.00
To Current Loans 50,000.00

44. Comments on the Foregoing Entries.—It is
elementary that cash account is debited when cash is received
and credited when cash is paid. In the current group the cash
account is called Current Cash and is so segregated to prevent
expenditure of the cash for other than current purposes.

45. The accounts known as Taxes Receivable and Sinking
Fund Contribution Required have been described in Arts. 40
and 41.

The entries illustrated mean that taxes of the current year
to the amount of $300,000.00 have been collected and the sum
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required of the sinking funds has been transferred from Sink-
img Fund accounts to the current group.

46. The account known as Current Revenues—Estimated
is credited with receipts of revenues from sources estimated in
the budget.

The same account will be debited. with the amount of items
refunded and which had been previously credited.

At the close of the fiscal year a credit balance will be closed
into Current Surplus.

47. The account known as Current Revenues—Estimated
is substantially the same as the account Current Revenues—
Unestimated. The distinction between Current Revenues—
Estimated and Current Revenues—Unestimated is explained in

Art. 39.

48. The account known as Current Loans is credited when
temporary loans in anticipation of taxes are issued.

The same account is debited when the loans are paid.

A credit balance indicates the amount of temporary loans
outstanding.

ENTRIES AFFECTING APPROPRIATIONS

49. When orders for materials or supplies are presented
to the comptroller for his approval they are entered in an order
register. Details are posted item by item to the proper accounts.
in the Appropriation Ledger, a column being provided on each
page for that purpose. Totals are posted periodically to
accounts in the General Ledger by means of the following form
of entry.

*Current Appropriations $100,000.00
To *Reserve for Current Obligatiohs $100,000.00

Claims of the current year presented to the comptroller for
audit have annexed copies of the orders previously approved by
the comptroller. The claims are entered in a Claim Register,
of the form shown in Fig. 2, having columns in which to enter
the amount of the claim and the amount of the order cancelled.
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- 80. In each instance details are posted to columns provided
in the pages of the Appropriation Ledger and the totals are
posted periodically to accounts in the General Ledger by means
of entries as follows:

*Reserve for Current Obligations $ 90,000.00

To *Current Appropriations $ 90,000.00
*Current Appropriations 400,000.00 -

To Current Claims Audited 400,000.00

51. Comments on the Foregoing Entries.—In
Art. 42 the account called Current Appropriations is described,
leaving for consideration here the phases of that account and
of the account called Reserve for Current Obligations indicated
by the foregoing entries. .

The account called Current Appropriations is intended to
show at all times the limit of the city’s spending power for
current purposes. That limit stands at the total of appropria-
tions, or, as sometimes called, authorizations, when the budget
is adopted. The limit is reduced when an order is issued and
approved by the comptroller. \Orders are presented to the
comptroller for his certification to the effect that an unencum-
. bered balance remains in the account, a fact he ascertains by
reference to the account in the subsidiary ledger. The orders
are made by the department in triplicate, one copy remaining
in the department files, one being left with the comptroller, and
the third being delivered to the party to whom it is directed, for
annexing to the claim.

The orders left with the comptroller are entered in an Order
Register ruled to produce totals for posting periodically to the
controlling accounts called Reserve for Current Obligations
and Current Appropriations, the details of the reserve being
posted by items to proper columns in the Appropriation Ledger.
The journal entry for totals is the one shown in Art. 49,

When the order is returned annexed to the claim, the reserve
is cancelled and the appropriation restored by reversing the
entry as shown in Art. 50. The information upon which this
entry is based is taken from the Claim Register. The Claim-
Register is ruled to produce totals for posting periodically to
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the controlling accounts, the details of cancellations being
posted by items to the -proper column in the Appropriation
Ledger.

Coincidentally, the total of the column in the Claim Register
showing claims audited is posted to the controlling account
(Current Appropriations), the details being posted to the
proper column in the Appropriation Ledger and the same
amount credited to an account in the General Ledger called
Current Claims Audited.

The total of current claims audited will usually exceed the
total of orders reserved and cancelled, for the reason that
current claims audited include salaries, payrolls, bonds, interest,
and other items for which no orders have been issued.

A credit balance in the account called Reserve for Current
Obligations shows the amount reserved for the payment of
claims not yet presented for audit, and at the close of the
fiscal year will be carried forward.

52. The account called Current Claims Audited is credited
with the totals of claims audited and debited with the totals of
warrants drawn in payment: A credit balance indicates the
amount of claims audited for which warrants have not yet
been drawn, and at the close of the fiscal year will be carried
forward.

53. If during the year the appropriations are increased by
resolution of the appropriating body, the record is entered in
the comptroller’s books by an entry as follows:

*Estimated Revenues $1,000.00
To *Current Appropriations $1,000.00

ENTRIES RECORDING PAYMENTS

54. Claims that are based on orders issued, salaries, pay-
rolls, maturing instalments of the bonded debt, interest on the
bonded debt, and all other items chargeable to appropriations,
are paid by means of warrants, and are charged to the account
called Current Claims Audited and credited to an account
called Current Warrants Payable as follows:
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Current Claims Audited : $400,000.00
To Current Warrants Payable $400,000.00

When the warrants are presented to the city treasurer and
are paid and the fact reported to the comptroller, an entry is
made as follows:

Current Warrants Payable $300,000.00
To Current Cash $300,000.00

55. No provision is made in the budget for the payment of
loans issued in anticipation of taxes. Such loans are paid from
the taxes collected and payment'is recorded in the comptroller’s
books by entries as follows: .

Current Loans $50,000.00
To Current Claims Audited $50,000.00
Current Claims Auditéd 50,000.00
To Current Cash : 50,000.00
or
Current Loans : 50,000.00 .
To Current Cash 50,000.00

56. If from time to time it be found necessary to make
corrections, in the nature of refunds on account of erroneous
payments, the account benefited by the error is debited and
Current Claims Audited is credited in the following manner:

Taxes Receivable $1,000.00
To Current Claims Audited $1,000.00
or
*Current Revenues—Estimated . 1,000.00
To Current Claims Audited _ 1,000.00
or
*Current Revenues—Unestimated 1,000.00
To Current Claims Audited ] 1,000.00

57. Comments on the Foregoing Entries.—The
account called Current Claims Audited has been described in
Arts. 52 and 54.

The account called Current Warrants Payable is credited
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