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RY _OF BOOK KEEPING AND ACCOUNTANCY - Part
TION OF JNCOME AND EXPENDITURE ACCOUNT AND BALANCE SHEET

How let us take a normal series of transactions undertaken by The
Organizationy record the BOOK KEEPING for these transactions, and them
prepare the Income and Bxpenditure Account and Balance Sheet from them,

EXAMPLE 30

Jom Smith starts a Franchise on 1st January and the following
transactions were made in the three month period to 31lst March. It is
required that BOOK KEEPING entries be made to record these transactions
and that un Income and Expenditure Accownt and Balance Sheet them be
prepared. Full formal BOOK KEEPING, with the use of Personal Accounts,
is to be kept whemever practical.

lote: An Income and Bxpenditure Account and Balancs Sheet is usually
drawn up for a financial period of one year, but here, for the sake of
brevity, I take o smaller period of three months,

The following transactions occurred in the threc month period:

Training and Process 0ld - OUTFLOY of SIRVICES

1o 1st Jan Able is invoiced for a 25 hour intemaive at cost $300,00
2¢ 1l4th n Beal is invoiced for an HSDC at ocost 500,00
3+ 12th Fob Cutts is invoiced for 10 hours of Review auditing

ot cost 200,00

Books and Meters scld -~ QUTFLOW of MEST

4. 17th Jan 10 copies of DMSMH sold for $5.00 ench to Jinks,
Jinks paid the $50,00 immediately to cashier

5« 12th Mar 2 E-Meters sold to Jenkins for $140.00 each. Jenkins
paid the $280,00 immediately to cashier.

Suppliers Bills Received - INFLOW of MEST and SERVICES

6. 1lth Jan Received Rates Bill from East Grinstond Urban

District Council for 6 month period to 30th June 200,00
Te 12th v ‘cceived Bill from Pubs Org as followss
100 DMSMH delivered at $3,00 each 300,00
10 E Moters delivered at (80,00 each 800,00  1100,00
Be 29th " Received Stationery Bill from Godstone for 80,00
9« 11th Mar Received Bill for Rent for 3 months period to
' 318t Morch from Bigwood & Co. 250,00

10. 17th Mar Reocived Electrioity Bill from the Eleotric Co, for
supply for the months of Januory and February 70400
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11, 174th ¥ar Reoceived Bill for Simons & Co. for Pumiturse for

Frapchise delivercd and mat,xllm on lat Jonuary 500400
12, 31st Mar Rooedved Bill for Teleophone from the Telophone Co. ‘

for the period to Z1st March 60,00

MONEY Disbursed = QUTFIOW of MONEY ,
13 19th Jan Paid Ratee Bill to East Grinstead Urban

: District Council 200,00
14, 3lst " Paid to Pubs Org on Agcoimt - 100400
5, =+ . " P:ud Wogea for staff membar Silwoll for tha
: nonth of January ' 40.00
16. 17th Feb _Pﬂid Rmt Bill te Bi.gwood & Co, : 250,00
17. 2tth " Paid cheque for feagh! for John Smitht's own , _
' . personal oxponsos 10000
8, ¢ *  pPaid Wages for ataff mombor Silwell for the
month of Fobruary 40.00
19, 20th Mar Paid electric Bill to the Rleotricity Co. T0.00
20s 27t " Paid Simons on Acoount of Furniture 250.00
MONEY Received ~ INFLOW of MONEY
21, 1let Jan Roceived from Able for intemaive ; o 300,00
22, 17th ™ Reooived from Jinks for 10 DMSIM 50,00
23, 2lst Raceived from Beal on Accownt of HSDC 200400
24, 3lst ® Roce.lved. from John Smish (the owner) to provide
: oapital for the Franchise 1500.00
25. 28th Fob Reoceived on Acoount from Beal 200400
26, 12th Mar Reoceived from Jenkins for 2 B Moters 280,00
&1 " % Roseived from Cutis for Reviow Auditing ' 200,00
28, 29th " Rooedived Advance Payment from Sproke for HSDC o
to be commenoed on 10th Aprdil " 500,00

Roto that in recording the BOOK XEEPING for the above transactions
four main groupings of Accounts or types of Accounts arc made, Thus
Impersonal Ascounts aro grouped into one Sootion; Personal Acoounts
rolating to Suppliurs are grouped in another Section; Fersonal Aocounta
rolating to Students and Preolears for Sales of SERVICES are in another
soctiony and finally the Personal Account of Join Smith, the owner, ie
placed in a section of its own,

In the normal Scimtolog,' Orgonization it cun be seen that the Peraonal
Accounts with Suppliers are kopt as a separate seotion by the proparation of
the MONTHLY Bills Summary by the Departmmt of Disbursmments. Similarly, it
can be seon that the Per anal Acocounts relating to Students and Proolears
ore kept os o separate section by tho Departmmt of Income.

You will note that ooach of the above oxa.mple tra_nsaotions arc numbered
1 through to 28 and thesc numbers aroe used agnin when making the BOOK KEEPING
entries below in order to help idcntzfmution ‘of tho doublc entry recording
of each tronsaction. = -
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IMPERSONAL ACCOUSTY
Bank sccount
21, 1lst Jan Roccived from Able 300,00 13, 19th Jan Paid to East
22+ 17th " Received from Jinks Grinatead U.D.C. Rates 200,00
for books 50,00 14, 3lst Jun Paid to Pubs
23, 2lat " Roceived from Bonl 200,00 on jLcocount ‘ 100.00
24« 3lat "  Reooived. from John 15, 3lst Jan Paid Wagoes to
Smith - Capital 1500.00 Silwoll 40,00
25. 28th Feb Roceived from Bunl 200,00 166 17th Feb Paid Bigwood
26. 12th Mor Reocived from Jenkins © for Rent 250,00
‘ for i Nuters 280,00 17 20th Pob Personal
27« 11th " Reccived from Cutta 200,00 Exponsosf{or John Snmith 100.00
28, 29th "  Roeooived from 18, 28th Fob Paid Wagos to
: Sprake 500,00 Silwoll 40,00
- 19. 20th Mar Poid to
Electricity Company 70,00
20e 27th Maxr DPaid to Sipons
on Account 250,00
3230400 1050,00
31lst Mar Bnalanco 2180,00
323000 3230.,00
31st Mar Balance - 2180600
PURCHASES of Books and Moters /Account
7o 12th Jon Books and Moturs 31st Mar Transfor to
roceivod from Pubg Org 1100,00 Income and BExponditure
' Lecount 1100.00
, Wages hccount
15, 3lst Jan Bank fccount 404,00 3lst Mar Transfor to
18, 28th Fob ¢ . 40,00 Incone and Expenditurc
Account 80000
80,00 80.00
Rotos jooount
6o 11th Jn EeGeUeDeCe ratos
for six wonths to %0th June 200.00 31st Mor Transfer to
: Income and Exponditure
Acocount 200,00
Ront Account
9, 1llth Mar Bigwood & Co rent for 51st Mar Transfcr to Income

3 months to 31lat Marxr 250,00

[Esss )
=5

and Expenditure fLccount 250,00
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10.
12.

8o

11. .

1T

7th Mar Eloctricity Bill  3lst lar Tranefer to Inoome
for January & February 70:00 - - and Expenditure Acoount 70.00

~ Zelephone hosownt ;
318t Har Telephene Bill- . . - 3lst Mar- Transfer to Ihoome
- %o 27th Harch .. 60,00 Aend Expanditure Ascount - 60,00

m—i : ) ) ) L e Asuee

L S‘hatxonemr Accog.n‘b

20th Jan ¢ Statmnary Supplies 7 '4 “lat Moy’ Tranﬁfer to Inocone

frem aodatono : Cow 80,00 end Fxpendxturs Aocount 80,00
M . . n W S

Furniture Acoougg

17th mar Mnihma recmvw
an 1st January from dimons
and CO. 300.00 i

Sajes of Training md Precessing Acoounty
| | 1. 1gt Jan Intenaive Delivered

7 o to Able 5006 00
3lat Mar Tronafor to fncomc 2, - 14th Jan HSDC deliversd
and Bxpenditure Account  1000.00 to Beal _ 50000
3. 12th Feb Reviow delivared
o %o Qutts 200,00
555;00’ S B 1000,0C
Sales of Books an and Meters pccount '
5 224 17th Jan Bank iwao mt
5lst ar Transfer to Incoue - Jinks 50600
- and Expenditure Account 5}0 00 26, 12th Mar Bank Acoount
- Jonkina 280.00
330.90' | | 330400
PIRSOIAL AGCOURR - OWNTR
John Smith Personal Account
20th Feb Bank Account - MONEY 24, 3lst Jan MONEY paid to
received from The The Organization 1500.00
Organization 10000 : T '
3lat Mar Balance 1400.00
| 1500.00 1500400

I RS : SRS e

31st Rar Balence 140000
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P (AL ACCOUNTS -
. SR . N |
14, 31st Jan MONEY received ' 7. 12th Jan Docka and Meters
from Thé Organization 100,00 =~ deliverad to The
v - Organization 1100.,00
3lat Mar Balance 1000.00 .
1100,00 1100.00
| 31t Mar Balance 1000,00
13, 19th Jan MONEY received 6, 11th Jan Rates SERVICE
from The Crgsnization 200,00 © delivered to The
Organization for six
. monthes to 30th Juhe 20n,00
16, 17th Feb MONEY received 9. ' 1lth Mar Rent SERVICE
from The Organizaticn 250,00 Selivered tc the
' Organization for 3
) months to 31lst Mar. 250.00
19. 20th Mar MONEY received : 10, 17th Mar FRleotriocity -
from The Organication 70,00 SERVICE supplied to The -
Organization for Jean,
and Feb, T70.00
Jslexhone Co. Account |
" 11. 318t Mar Telephone SERVICE
supplied tn The
- Organization for the
_ ' period to 31st March - 60,00
© 8, 29th Jan Stationery delivered
. . : to The Orgsnisation 80,00
Simons & Co.
20, 27th Mar MONEY received 11. 1lst Jan Furniture supplied
: from The Organization 250.00 - - to The Orgenirzation 500,00
3let Mar Balance _gﬁg_.gg_ ' ' R
500.00 500,00
| " 31st Mar Balance 250,00
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ERSONAL ACCOUNTS - STUDENTS CLEAR
~Akdals Agcount
1, 1st Jan Received SERVICE 21, 1lth Jan MONEY paid to
of 25 hour intensive 300,00 The Organization IN0LC0C
2y 14th Jan Received SERVICE 23, 2lst Jan MONEY peid to
of HSIC 500,00 v The Organization 200,00
31at Mar Balance 100,00
5001, 00 500,00
31st Mar DBalauce 100,00
Qutts Agoount
3. 12th Ped Received SERVICE 27. 1llth Mar MONEY paid to
of 10 hours Review 200,00 the Organization 200,00
sRuake Aseount
20, 29th Mar MONEY paid to
: The Organization 500,00

Notet All the above BOOK KEEPING was kept by full formal BCOK KEEPING, {.e,
with the uee of Peraonsl Accounts except in the case of four items whioh
ware recorded by abbreviated BOOK KEIPING,

The first two of thess ltems weret

22, 17th Jan Received MONEY from Jinks for

10 DYSMH | 50,00
26, 12th Mar Received MONEY from Jenkins for
" 2 F Maters 280,00

Since the MONEY for these Sales was reseived immediately then the
Personal Acoounts of Jinks snd Jenkine were ignored and bypassed and nc
recording was made of the OUTFLOW of the MEST as shown by transaction
number '4' and '5' respectively. The entry made therefore was to debit
Banic Account with the above receipts of MONEY and credit these sums to
Seles of Bocke and Meters Acoount., Examplés of 25 and 26 also demonstrated
the use of abbreviated o)0K KEEPING for this type of transaction,

The other two items dealt with by abbreviated BOOK KEEFING were:

15, 31st Jan  Paid MONEY to Silwell for Wages 40,00
18, 28th Feb ditto T 40400

Since these wages were peid immediately then the only entry made was
to credit Bank Account =nd debit Wages Acoount. The Personal Acccunt of
Silwell was ignored, Again, this type of transaction was demonstrated in
Example 27,
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Nctst You will rbserve that certain of the Impersonal /focounts have
been closed off with an entry marked "Transfer to Income and Expenditure
Azcount,” Now this entry should be 1gnorad‘at thig atage beecnuse it is made
leter in the sequence than we rre currently at. You should therefore look
1t the above BOOK KEEPING at this stage aa though the above entries had not
boen made end, later in this cxemp¢e, the cornnﬂt time and sequenca for the
anove antrleq axn indirated. J —

¥ev having ccmpleted the dduble entry 300K KEEPIWG for each of the
transections we siaply list down all the balances on eadh ‘Adecunt to show
a8 cither a debit or a credit balance, This listing is sometimes called
» Trisl Balsxnce since 1t proves- the arithmptlval ﬂccuracy of the BOOK o
REEPING, o

The procf cf this accuracy ie that tha list of detit balances aquals;
the list of credit balunces and a4t long as the double entry has beén
correctly recorded for each transaction then we must balance. ' .

It alao should be observed whet is meant by cither a 'debit balanec.!
=y 28 'eredit belance! cn o en Account. 4 fdebit-balance' on an iceoount
zimply moeans that the sum 6f the debit emtries on that Acoount exceeds:
the sums of the credit ontries. The Bank Account in this oxemple shows
dehit entrios of- ¥323040C and credit entries of $1050,00 and this gives
& debit belence of #2180,00, You will observe the method of striking the
umnlanee on the Account and the faot. that the debit balhnce doea appear
finelly on the debit aide, .*ﬂ.‘ - . : :

i Verediz balance! is ‘the reverse and ocours when tha sum of the
credit entries exceeds the eums of thc dsbit entrics. Pubs Org hecount
in this oxample shows credit entrice of F1100.00 and debit: entries: of -
£100.00 to give s credit bslamee of $1,000,00, asgnin you will note the
sethod of striking the bnlence and the fact that the credit balance doea
appear finally cn the crndit sidn. : ; .

TRIAL BALWNCE | Debif . Credit

IMPERSONAL ACCOUNTS - Purcheses of Books & Meters 1100,0C
- ‘ Weges ~ o 80,00
 Rates C T 200,00
Electricity ‘ , 70,00
* Telephone - T ‘ C 60,00
"~ Stetionery © o 80,00
Sales of Training & FProcessing 1000,0C
' 8nles of Books & Melers - 330,00
Furniture. - 500,00
Benk Account - 2180400
FERS ™AL ACCOUNTQ SUPPLIERS -, . : S
Pubs Qrg 1,000.00
Telephone Co = 60,00
.Godatone - : 80.0C o .
‘ : . ) Simons & Co, : 250,00 R 1390§OQ
FERSOHAL ACCOUNT -~ STUDENTS and PRECLEARS ° B
“Beel - 100,00
Sprake = o . 500,00

PERS ONLL uCCGUNT OWNEQ John Smith
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Observations on the Trial Balange

1, If you follow thirough all the Accounts above you will observe that
we have simply listed down cnto the Trial Balance all debit balances and
all credit balances shown on the varinus Accounts. Again it must be
stressed that these entries marked "Transfer to Income and Expenditure
Account" must be igncred at this stage since they occur later in the
sequence of actiona,

You will nbserve that the debit balances iisted do equai the credit
balances and so the arithmeticel accuracy of the BOOK KEEFING is proven.

2, If you lank at the debit baldnces on the Trial Balance you will
observe that a de'it balance should equal eithers .

e, The cost of MEST or SERVICES used up in the period
or b. An Asset,

If you look at those debit items above the line drawn you will
observe that these chould represent the cost of MEGT or SERVICES used up
in the Perind, And if you lock at those debit balances below the line you
will cbsexrve that these are Assets, i.e, Furniture, Bank Account, Debt
due from Beal.

3 If you look at the credit side of the Trisl Balance you will observe
that a credit balance equals eithers

g, The value carned in the Perindl
b. A liability,

If you lock at the items above the line drawn on the Trial Balance
you will observe that these reprosent the value earned by The Orgenization,
And if you lock at the items below the line you will observe that thess are
Liabilities,

4, All the debit and credit balances ihown sbove the line go into and
compoge the Income and Expenditure Account since this shows the value
earned by The Organization sganinst the cost of MEST and SERVICES used up
by The Organization in the Period, The resulting balance cn the Income
and Expenditure Account represents either Profit or loss end is carried
to the Balance Shect.

5 All the items shawn below the line drawn go into the compcose the
Balance Sheet since the Balence Sheet is simply a list of Assets and
Ligbilities., To these is added the bulance from the Income and Expenditure
Account and thig, as noted zbcve, represcnts either an Assct or Liability
according to whether it is & Loss or a Profit,

€., The next thing .n reslize is that the Incomc and Expenditure Account
and Belance Sheet are one complete repcrt. You cannct completc one with-
out the other and it must Yc appreciated that the Balance Sheet is not a
separate document ell ¢n its own,

It is the Inceme and Expenditure Account end lelance Sheet which give
the complete financial report for the Period and together they rcprescnt
all the BOCK KFEFING and Accounts,
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7. The actions now necessary areg

8. Take all the items above the line and place inte the Inoome and
Expenditure Account as shown below,

‘b, Gtrike the balance on the Income and Expnnditure Account and
bring into’'the Balance Sheet as either profit or loss.

¢, Take all the items belew the line and bring lnto the Balance
Sheetc -

d¢ Obviously your Balance Shcet must now balance sinco the Trial
Balance balanced in the first instant,

AXl we have done is to take those items above the line and summarize
their result in the Income and Expenditure Account, This result (repra-
senting either profit or loss) is then carried down to jJoin thoso items
below the line on the Balance Sheet. GQuite obviously this must balance.

Now, let us prepars the Incom: and Expenditure Account and Belance
Sheet in accordance with the above,

 Purchases of Books % Mcters 1100.00 ° Sales of Training ard

Wages 8GO0 Procesaing 1,000,00
Hatop ., 200,00 Sales of Books and
Flectricity : T 70,00 clars .
~ Tclephone 60.0C o
Stationery Ac.AC Luss for the Perdod carried
' to Balance Sheet 510.00
1840,0( : - 1,84C,00
3 3 + t .
Assets | : Lisbilities
Furniture 500,00 John Smith - Capital
Balance at Benk 2180,00 © hccount 1400,00
Debt due to The Organizotion 100,00  Amcunts due to
Income and Expenditure Account ° - Suppliers 1390.00
~ Loas fer the Pericd ~ 510,0C  AdveRnce Psyment ‘ H0G00
3290,90 | o 3290,00

i

Observations on the Income end Expenditure Acoccunt and Balanoe Shects

1. The Income and Expenditurc Account is composed of Accounte which are
terminatedly handled for the Period conesrned, i,e¢. &8s representing either
the value earned by The Organization cr the value cof MEST or SERVICES used
up in the Pericd, - '
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Thus the final ROOK KEEPING entry on each of the Acccunts placed
into the Inceme and Expenditurce Account is ecne marked "Transfer to Income
Expenditure Acccunt," The effect of this ertry is merely to transfer the
balance on esach of the /cccunts conecerned to one Lerge summarizing siccount
The Income and Expenditurc Acccunt. This finel BOCK KEEPING entry has thne
cffect of permanently elosing off each of the Accounts concurned as fer as
that pericd ia concerned,

The entry "Transfer tc Income and Expenditure iccount" has boen shown
above on all the Impersonal sccounts so transferred to the Income and Ex-
penditure Acecunt, - :

But it sheuld now be eppreciatod that the time at which this entry is
made is when prepering the Income end Expenditure hAccount, Thus the Trial
Balance is extracted first to prove thce arithmetiocal aceuracy of the BOUK
KEPPING and then on preparation of the Incom: and Expenditure Account the
relovent /iccounts arc closed off with the entry "Transfer to Income aznd
Expenditure Account,”

2e The Balarnce Sheet is composcd of &ll the nther accounts representing
either iescts or Lisbilities., These Acerunts are not terminatedly handled
at the Balance Shcet date and so remain ag YBelences," Hence the term
"Balnnee" Sheet - it is simply a shcet of peper listing down all those
Accounts nct terminctedly handled and therefore still showing a "Balance,“

3, © The Incomc and Fxpunditure Account shows e debit balance or Loss for
the Period of $510,0C and this is carried to the debit side of the Balnnce
Shecet ag representing an Assct,

It ie an igset beceuse it means that the owner, John Smith, owes this
emount to The Organization,

Hewever since The Organizaticn alrcndy owes John Smith $1400,0C on
his Capital Acccunt then the usual showiag of this loss is to deduct it
from this sum owing tc Smith,

Thus the Bzlsnece Sheet would reccrd it es follows:

Jehn Bmith -- Capital Account 1400,00
Loass Losa for the Pericé 210400 890,00

Thus the Loos of #510,00 disappesrs frem the Assets silde of the
Bnlance Sheet and, on the Liabilities side, the debt due to Smith is
reduced to $EXN,00 ms shown sbove, Obvinualy we still balance since
111 that has been dene is to reduce the Lsoct side and the Lishility
side of the Balance Shect by #510,70 each,

4, On the Lhsset s.ce of the Balance Sheet you will note that the debt
due by Beal of $1M0,00 is shown as "Debt duc to the Organization," This
could also have been describad as "Sundry Debtor" or clse "Account
Receivable,”

s " On the Liabilities side of the Belance Sheet the amounts due to
Suppliers are ccllectively shown in the total of 51390.00. Such amcunts
due to Supplicrs could also have been deserited as "Sundry Creditzrs" or
else "“Accounts Psyable,”
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6, The Liability due to Sprake of F500,00 for his advance payment is
described as this, i.e, "Advance Payment.," - ) :

4 NOTE ON _BANK.ACCOUNTS

In example 30 ahdve. the Benk Account mointained by The Organization
ghows & debit balance of $2180,00. -Thie is an Asset and means that The
Organization huas that guch MONEY in the Bank, . ;

Now the fact thet a debit balance cn The Organization's Benk Account,
es above, means that The Organization cwne that muoh MONEY sometimes causes
confusion, '

This confueion arises because when the Bank, with whom The Organizetion
desls, presents its Statement of the Bank Account, it will show a oredit
balance Of $2180.00 = not n debit balunce. In other words the Bank in
presenting ite Statoment shows the complete roverse of the situation es
ghown by The Organizationts DBOOK KEEPING,

Now this is perfectly correct and is understandadle if you realize
that the Bank is presenting ite own BOOK KEEPING recordsp these ave
difforent BOOK KEEPING records to those kept by The Organization,

And when the Bank holds $2180,00 of The Orgenization's MONEY then,
factuelly, it owee thig MONEY to The Organization, Therefore the credit
bnlance of $2160.00, as shown by the Bank Statement, reflects the liability
of the Bank to The Organizstion,

If you work cut the BOOK KEEPING records that the Bank would keep you
will see¢ how this arises. You will see that when The Organizetion bankse
MONEY that the Bank must, in ite BOOK KEEFING, credit the Account of The
Organization because it owes The Organization this much MONEY, From the
Benk's point of view the i.ccount maintnined by it for The Organization is
& Personal Account of an Outride Person, and it must credit that Account
with all MONIES thet The Organization banks,

And, reversely, the Benk will debit the AoccOunt of The Organigzetion _
for all cheques disbursed by The Organization. '

In pummation thercefore if you rcalize that the Bank Statement proscented
by the Beank represents its BOOK KEEPING reccrd of the Personal Account that
it keeps for The Organization thon the matter becomes olear., Therefore the
Bank Statement preparcd by the Benk is always the complete reverse to that
meinteined in The Orgenigationts BOOK KEEPING,

s#nd when the Bank Manager tells you thet The Organization is "in credit"”
to the amount of $2180.00 then he is telling you that the Bank owes that
mich Mo.dY to The Oxgenization,

0f oQurso the complete reverse would apply if The Organization Bank
ficoount was overdrawn, If we were to asesume that in Example 30 that The
Organizntion had disbursed $3230,00 and received $1050,00 then The Organi-
zation's records would show & credit belance on its Bank hocount of $2100,00,
This credit belance would mean that Thc Organization had a liability of
this amount eince it owed this sum to the Benk.
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The Benk, in presenting its bunk Statement would show e debit -
balance of #2180,00. Lgein, this i3 perfectly correct, fince the Bank
is presenting its BOOK KIEPING reonrds end the debit balence om the
Benk statement mesns thet the Bank has an assct of this asmount because
The Organizmation awes this emcunt to it. Therefore when the Bank manager
tells the Orgenizetion that it hos s 'debit balence! on its Bank Account
he masns thet The Orgenizetion owes this smount of MOREY ¢o it,

Derek Fisold
Accountant WV

cfer - _
- Demny Gogerly -

. Teoagurer WW
for '

- Herbie Parkhouse
D/Guardisn Finance WW
for - o
Juane Kember
The Guardian WW
for

Mary Sue Hubbnrd
The Controller

for -

L. RON HUBBARD ,
FOUNDER
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