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FORWARD

Introduction to books and records has been pre- 5
pared for state and local law enforcement officers. The
purpose of this document 1s to assist the student 1n under-
standing how a transaction flows through an accounting system
and what financilal statements are generated by a busliness
enterprise at the end of an accounting period.

The scope of this text is necessarilily limlted in
view of the fact that 1t 1s being written for the investigator
and not for an auditor. In the majority of white collar
crime cases where a set of books and records has been
maintained by the subject, 1t may be necessary to conduct
a detailed examination of the particular records which
relate to the offense belng investigated. In such a case it
may be necessary for the investigator to utilize the ex-
pertise of an accountant. The non-accountant investigator
should not even attempt such a review without expert
assistance.

The investigator, however, needs a basic under-
standing of accouﬁting concepts and terminology to assist
him In conducting a thorough and meaningful interview of
the white collar criminal. Further, he must be in a position

to present the facts of the case to the prosecutor. This



presentation must coordinate the accounting analysis done

by the auditor and the investigation pexformed by the officer.
The auditor's workpapers will, for the most part, stand by
‘themselves, but an overview of their relationship to the '

business~related crime is needed.




History of Accounting

Accounting is more than three thousand years old.
Stone and clay tablets containing financial records have been
discovered by archeologists in several locations throughout
the world. The Roman Empire developed methods of recording
and summarizing numerical information. The Romans kept
elaborate records for such purposes as keeping track of their
military personnel and their military payroll. Theé Americah
Indlan used notches on sticks and strings of beads to denote
the accumulation of data.

The art of accounting evolved slowly over thousands
of years until trade and business reached the complexity
which required something more sophisticated. During the
Industrial Revolution in Europe large pools of capital were
needed to finance the purchase of machinery and eguipment.
Partnerships; joint-stiock companies, and corporations evolved
to meet this need. New accounting procedures had to be
developed to meet the needs of these new business organizations.

While the art of accounting is very old, the
profession of Accounting, in comparison to other professions,

is extremely young.



ACCOUNTING AND THE FUNDAMENTAL EQUATION

Accounting has been defined as the process of
recording, classifying, sﬁmmarizing, and analyzing buslness
~transactions and determining to what extent these transactions
affect the earnings of a business.

To understand the complete accounting cycle it is
logical to begin by analyzing one of the financlal statements,
the Balance Sheet. The BALANCE SHEET 1is a financial statement
depicting at a specific time and in a systematic manner the
assets, liabilities and capiltal of a business organization.

The concept of the Balance Sheet can best be
described through the Fundamental Accounting Equation which

states that assets are equal to liabilities plus capital or

assets minus liabilities is equal to capital.

FUNDAMENTAL EQUATION

Assets = liabilities + capital
or
Assets ~ liabilities = capital
The ASSETS are the economic resources which are owned
by the business., LIABILITIES are the debts or obligations of the

business, and capital, proprietorship, net worth, and owners’




equlty are all used interchangibly to mean the difference

between the assets and lilabillities. These terms 1ndlcate

what the business is worth.

EXAMPLE PROBLEM T

J. Smith decides to organize a laundry business on

June 30, 197X. Smith takes $2500 from his personal bank

account and invests it into his business. Smith purchases

$1200 worth of laundry equipment paying $700 in cash

and charging the balance (Accounts Payable). Smith also

purchases a delivery truck for $4,000, paying $1500 in cash

and giving a note (Note Payable) for the remaining balance.

What is Joe Smith's Capital?

ACCOUNT FORM

Joe Smith's Laundry
Balance Sheet

June 30, 197X

ASSETS LIABILITIES
Cash $ 300 Accounts Payable $ 500
Laundry Equipment 1,200 Note Payable 2,500
Delivery Truck giggg Total Liabilities $3,000
capital
Joe Smith's Capital $2,500
Total Assets $5,500 Total Liabilities and $5,500
Capital



If we take another look at our fundamental equation ’
it iIs easy to see we are following the equation Assets=
Liabiiities + Capital. When this equation 1s applied to the
format of the Balance Sheet it is said to be in ACCOUNT FORM.

If we follow the equation Assets - Liabilitiles = -
Capital in our preparation of the balance sheet it is saild
to be in REPORT FORM, as illustrated as follows:

REPORT FORM

Joe Smith's Laundry
Balance Sheet
June 30, 197X
ASSETS

Cash $ 300

Laundry Equipment 1,200
Delivery Truck 4,000
Total Assets $5,500

LIABILITIES

Accounts Payable $ 500

Notes Payable 2,500

Total Liabilities 3,000
CAPITAL

Joe Smith's Capital $2,500




On the following pages we have an example of
William West's Balance Sheet. Let us take the Balance
Sheet section by section and see how 1t 1s constructed and
exactly what appears on the Balance Sheet. It follows the

fundamental equation, only it is set out in more detail.




WILLIAM WEST COMPANY

Balance Sheet

December 31, 1974

CURRENT ASSETS .
Cash | $10,000
Notes Receivable 12,000
Accounts Receivable $75,000
Less: Allowance for Bad Debts 6,250
Estimated Recovery Value 68,750
Merchandise Inventory s 20,000
Prepaid Expenses 3,000
Total Current Assets $113,750
FIXED ASSETS
Furniture and Fixtures $15,000
Less: Allowance for Deprecilation 3,000
Depreciated Cost $12,000
Delivery Equipment 8,000
Less: Allowance for Depreciation 1,500
Depreciated Cost 6,500
Building 60,000
Less: Allowance for Depreciation 7,500
Depreciated Cost 52,500
Total Fixed Assets 71,000
Total Assets $}§£1ZEE




WILLIAM WEST COMPANY

BALANCE SHEET (CONTINUED)

DECEMBER 31, 1974

CURRENT LIABILITIES

Notes Payable

Accounts Payable

Accrued Expenses Payable
Total Current Liabillities

LONG-TEEM LIABILITIES

Mortgage Payable (20 -~ years)
Total Long-~term Liabilities
Total Liabilities

CAPITAL _
William West, Capital 1-I-74
Net Profit for year

Less Withdrawls for year

Net Increase to Capital
William West, Capital 12-31-714

$15,000
32,000
600
$47,600
35,000
35,000
$82,600
$85,000
$32,150
15,000
17,150
1022150
$184,750

s e gt



The Balance Sheet, as well as all other financial ‘
statements, begins with a heading. The heading consists of
the company name, the name of the financial statement
and the date. The balance sheet represents the financial
picture as it stood on one particular day, December 31, 1974.
The balance sheet is divided into three major categories: -
assets, liabilities and capital. Let us now look at the
balance sheet section by section and explain what each
account is and what it is comprised of.

L CURRENT ASSETS

Current Assets include cash and all other assets
which could be converted into cash within one year.

CASH

The bllls and coins in the business as well as
the money on deposit in a bank. These deposits may
take the form of savings accounts or checking accounts.

NOTES RECEIVABLE

A formal written promise by a debtor to pay a speci-
fied amount of money usually with interest, at a definite
time.

ACCOUNTS RECEIVABLE

Claims against customers arising from the sale

of merchandise or services on credit.

-10-




IT.

ALLOWANCE FOR BAD DEBTS

An estimated amount of accounts receilvable which
will probably be uncollectable due to non-payment by a
customer of a sale for credit.

MERCHANDISE INVENTORY

Goods purchased or produced for the purpose of sale
to customers.

PREPAID EXPENSES

Expenses pald in advance such as rent, insurance, etc.

FIXED ASSETS

Those assets not intended for sale and which are
used over and over again in order to manufacture the pro-
duct, display it, warehouse 1t, or transport it.

FURNITURE AND FIXTURES

The furnishings and fixtures which are owned by the
business.

ALLOWANCE FOR DEPRECIATION

The decline in the useful value of the fixed assets
due to wear and tear from usage and the passage of time.

DELIVERY EQUIPMENT

The vehicles used to get the goods from the business

to the customer.

-11-



I11.

BUILDING
The physical structure whilch houses the company.

CURRENT LIABILITIES

All debts of the company which fall due within
a twelve month period.

NOTES PAYABLE

A promissory note given by the business to a bank,
individual, or other business entity evidencing a debt
owed for the purchase of merchandise or some other assets
and usually due in less than one year.

ACCOUNTS PAYABLE

A short-term liabllity usually arlsing from the
purchase of merchandlise for credlit. Unlike the note
payable no formal written promise to pay is issued.

ACCRUED EXPENSES PAYABLE

Expenses which are owed but not yet paid. Common
example is salaries owed to the employees but not paild
until the end of the pay period.

LONG-TERM LIABILITIES

Debts of a business with distant maturity dates.

Common examples are mortgages and bends payable.




MORTGAGE PAYABLE

Debts secured by mortgages on specific assets of the
business. Failure by the business to pay this obligation
would give the creditor a legal right to force the sale
of the pledged asset as a means of obtaining payment.

V. CAPITAL

What the business is worth. The difference between
the assets and the liabilities.

As we have just seen, the assets and liabilities
shown on the balance sheet are arranged in a definite order.
In most commercial enterprises this arrangement of assets is
in the order of liquidity. Liquidity of assets 1s the quickness
in which an asset can be converted into cash in the ordinary
course of business. With regard to liabillities, liquidity is
the 1iability which fall due or matures first, are generally
listed first. Those which mature later are listed later,

Again it is worthwhile to mention that balance sheet
only reflects the assets, liabilities, and capital for one
business entity on a given day.

EXAMPLE PROBLEM IT

Robert Jordan organized a trucking business on
September 1, 1974, by investing $5,000 in cash into the business.
On September 2, 1974, Jordan purchased a truck

from OK Motors for $3,000 in cash.

~-13~



On September 5, Jordan purchased $1500 of office
equipment from the Harris Office Supply Company on credit.

On September 9, Jordan sent a check to the Harris
Office Supply Company for $500 to reduce hils liability.

On September 15, Jordan withdrew $300 from the
business for his personal living expenses.

On September 16, Jordan paid an employee $150 for
his first weeks salary.

On September 27, Jordan pays rent in the amount of
$200 for office space.

On September 28, Jordan does a trucking job for
Albert Smith. Jordan charges Smith $300 to be paild by Smith
in 30 days.

On September 30, Jordan changed his liability
to Harris Office Supply Company by giving Harris a non-interest

bearing note for $500.

14~




What are Jordan's assets, llablllities, and capital

on September 30, 19742

ASSETS = LIABILITIES + CAPITAL
Sept. 1 $ +5,000 = 0 +  $+5,000
Sept. 2 +3,000
8,000
-3,000
5,000 = 0 + 5,000
Sept. 5 +1,500 +1,500 0
6,500 = 1,500 + 5,000
Sept. 9 -_500 -_500 __ o
6,000 = 1,000 + 5,000
Sept. 15 -300 0 - 300
5,700 = 1,000 + b, 700
Sept. 16 ~_150 0 _~150_
5,550 = 1,000 + 4,550
Sept. 27 - 200 = 0 - 200
5,350 = 1,000 + 4,350
Sept. 28 + 300 0 + 300
5,650 = 1,000 + 4,650
Sept. 30 +_ 500
1,500
Sept. 30 0 = - 500 + 0
$ 5,650 $1,000 + $ 4,650

-15-



From the foregolng transactlons it is quite easy
to see that the following c¢hanges may occur within the
categories of our assets, liabilities, and capital.

Increase in Assets

Decrease in Assets

Increase in Liabilities

Decrease in Lilabilities

Increase in Capital

Decrease in Capital

DEBITS AND CREDITS

Many businesses have thousands of transactlons
occurring each day. It 1s not practical to prepare a balance
sheet after each transaction or even at the end of each day.
Instead, the thousands of transactions are recorded in the
accounting record, and, at the end of the month, specific
period, or year, a balance sheet is prepared from these
accounting records.

An ACCOUNT is a systematic arrangement of increases
and decreases affecting the same person or thing. There is
a separate account prepared for each different asset, liabillity,

and capital account.

-16--
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Two specimen forms of accounts are 1llustrated

below, but the words appearing in parenthesis are placed there

only to 1ndicate the purpose of each column, and in many cases

are not used 1n actual accounts.

(Debit) (Credit)
Year Expla- Year Expla-—
Mos.|Day |naftlon L.F. |Amount Mos. |Day [natlon L.F.|Amount
npt ACCOUNT FORM
Year
Mos. Day Explanation L.F. | Debit Credit Balance

BALANCE ACCOUNT FORM

~17~




An account is divided into two sides: The DEBIT

side or left-hand side and the CREDIT side or right-hand side.
In illustration number 1, the filrst two columns are
used to record the date. The month is written in the extreme .
left column and the day appears in the column to the right of
the month. The year 1s written above the month in the extreme
left~hand column. It is not necessary to repeat the year and
month for each transaction. Instead they are writften only
when they change.
The explanation column ls used to provide information
regarding the nature of the transaction. The L.F. (Ledger
Folio) 1s used to show where the information appearing in this

transaction has come from. It is an lmportant reference for

investigators in following a transaction through the books
and records of a business. The amcunt columns indilcates
the dollar and cents value of the transaction.

In illustration number 2 the date, explanation,
and L.F. columns are indentical tc illustration #1. The
debit column is used for recording all debits to that parti-
cular account and the credit column is used to record all
credits to that particular account. The effects of debiting
and crediting an account will be'discussed later in this
section. The balance column gives us a running total of

this particular account,

18-



It 1s important to remember that we have a
separate account for each different asset, liability,
capital, income and expense account. When each of these
accounts are grouped together, usually in a loose leaf
binder, it 1s known as a LEDGER. A LEDGER 1is a book
in whichaccounts are kept.

In accounting we have two different categories
of ledgers. We have the GENERAL LEDGER which consists of
all assets, liability, capital, income and expense accounts,
We also have SUBSIDIARY LEDGER which 1s a group of accounts
which are contalned in a separate ledger and whilch support
a single account in the General Ledger.

In the General Ledger we have an Account Receilvable
Control account which 1s an aggregate of all money owed to
our buslness. This total dollar value 1s comprised of many
different individuals and companies. The total dollar value
appears in the General Ledger in the Accounts Receivable
Account while we have an indlvidual dollar breakdown by

customer in the the Accounts Receivable Subsidiary Ledger.

~19-



EXAMPLE :

GENERAL LEDGER ACC. REC. SUBSIDIARY LEDGER

ACCOUNTS_ RECEIVABLE

1,500 T. Albert 100
R, Brown 500

R, Clark 300

E. Drew 600

Total 1,500

From the example we can more clearly see that the
Accounts Receivable Control Account in the General Ledger
reflects that $1,500 is owed to us. The Subsidiary
Ledger breaks down the $1,500 by customer and shows us how
much each customer owes us. At the end of any accounting
period the Subsidiary Ledger and the Contirol Account must
be in balance.

INCREASES AND DECREASES IN THE LEDGER ACCOUNT

ASSETS = LIABILITIES +CAPITAL
Debit Credit Debit Credlt Debit Credit
(Increase) {(Decrease) (Decrease)] (Increase) (Decrease)} (Increase)
Normal Normal Normal
Balance ~ Balance Balance

Assets appear on the left side of our Account Form
Balance Sheet. It is convenilient to remember that an increase
in an asset is recorded on the left (Debit) side. The normal

balance of an asset account is a debit.

-20-




Liabilitles and Capiltal appear on the right side
of the balance sheet, therefore we increase Llabllitles and
Capital accounts by recording on the right (Credit) side.
The normal balance of a Liability or Capital account is a credit.

EQUALITY OF DEBITS AND CREDITS

DOUBLE ENTRY METHGCD

For every debit we must have a corresponding credit
or credits. Each Business transaction affects two or more
accounts.

At the completion of each transaction the total
dollar valuation of the debits and credits will be equal.
EXAMPLE:

Joe- Smith purchases a building for $12,000. Smith

paid $5,000 in cash and gave a note for $7,000.

BUILDING CASH NOTES PAYABLE
(Debit) (Credit) (Debit) (Credit) (Debit)] (Credit)
12,000 5,000 7,000

After analyzing the completed transaction,
note the Debit side of the Building Account has been affected
by a $12,000 entry and the credit side of Cash and the credit
side of Notes Payable has been affected by $5,000 and $7,000
respectively or a total of $12,000. As explained earlier
total dollar valuation of Debits and Credits must be
equal at the completion of each transaction.

-21-



EXAMPLE NUMBER 3: Recording Transactions in the Ledger:

J.‘WEBSTER REAL ESTATE COMPANY

. J. Webster invests $20,000 cash in the business on

Septembér 1, 1974,

On September 3, Webster Real Estate Company purchased
land for cash in the amount of $7,000.

September 5, Webster Real Estate Co. purchased a bullding
from 0.K. Construction Co. for $12,000. The terms of
the purchase required a cash payment of $5,000 with the
remalining $7,000 payable in 90 days.

On September 10, Webster Real Estate sold a portion of
its land on credit (Accounts Receivable) to Carter
Drugstore for $2,000. The land was sold at cost so no
gain or loss resulted.

On September 14, the Webster Real Estate Co. purchased
office equipment on credit from General Equipment, Inc.
in the amount of $1,800.

On September 20, cash of $500 was received as partial
collection of the Account Recelvable.-for Carter's
Drugstore.

A cash payment of $1,000 was made on September 30, in
partial settlement of the amount owing to General

Equipment, Inc.

—_P 2




The following is an example of the balanced

accounts utilized in recording Example number 3 into the

ledger.
CASH ACCOUNTS RECEIVABLE OFFICE EQUIPMENT
A 20,000 | 7,000 B D 2,000 500 F E 1,800
F 500 5,000 ¢
1,500 1,800
1,000 G
7,500
:
BUILDING | LAND ACCOUNTS PAYABLE
¢ 12,000 B 7,000 2,000 D G 1,000 7,000 C
1,800 E
12,000 5,000 7,800

J. ROBERTS, CAPITAL

20,000 A

20,000

- 23 -



The process of determining what the current balance ‘

of any particular account is referred to as BALANCING AN
ACCOUNT,.

The Balance Sheet for the foregoing problem would ’
appear as follows:

J. Webster Real Estate
Balance Sheet
September 30, 1974

ASSETS LIABILITIES

Cash $7,500 Accounts ?ayable $ 7,800

Accounts Receivable 1,500 CAPITAL

Office Equipment 1,800 J. Webster Capital 20,000

Land 5,000

Building 12,000 ’ ‘
Total Assets $27,800 Total Llabilities & Capital $27,800

THE JOURNAL

TRANSACTION

A %usinéss event which can be expressed in money
and must be recorded in the accounting records.
JOURNAL

The book of original entry which is a chronological
record, showing for each day the debits and credits from

transactions.




In our discussilon of accountlng procedures to
date we have been analyzing financial transactions in terms
of Debits and Credits in the ledger account. Although
transactions could be entered directly into the ledger 1t is
more feasible to initially record each transaction into the
journal. If we continued to record transactions into the
ledger we would not have a record of each transaction in its
entirety. The debit would be in one account and the credilt
would be in another account. A second problem encountered
if we recorded directly into the ledger would be the absence
of a chronologlical listing of each transaction. If we
wanted to find what transaction occurred on a particular date
we would have to search through the‘entire General Ledger.

To alleviate these problems we Initlally record
our transactions into the book of original entry,the JOURNAL.
This process cof recording the entry into the journal 1s
called JOURNALIZING.

The following 1s the sequence of steps by which
information flows through an accounting system.

Occurrence of a buslness transaction

Preparation of a business document

Information is recorded and summarized into the Journal

Information transferred from the Journal to the Ledger.

(This procedure is called "posting"})

- 25 =



businesses.

are first recorded into a journal we will use the GENERAL

JOURNAL.

Adjusting entries

Financial Statements prepared from the Ledger.

Closing entries.

There are several types of Journals used by most

GENERAL JOURNAL

However, for the purpose of illustrating how entriles

Date

Explanation

L.F.

Debit

Credit

- 26 =




The first pair of columns of the General Journal
are for recording the date. The year 1s written across the
top of this column, the month appears in the left hand column
and day appears in the column to the right of the month.

The account and explanation column is used for
recording the account to be debited and the account to be
credlited. The account debited appears on the first line
against the left hand explanation column, The account
credited willl appear on the line following the debilit and wlll
be indented approximately one inch., If we have a compound
entry where we ,have more than one deblt or credit, each
debit will be directly under the other debits and the credit
will be directly under the other credits.

The L.F. (Ledger Folio) Column gives the number of
the account in the General Ledger to which this account has
been posted.

The two remailning amount columns are used to record
the dollar valuation for the accounts affected. The left
hand amount column or debit column 1s where the dollar
valuation of the debit account is recorded. The right hand
amount column (credit) is used for recording the dollar
valuation of the credit account. No dollar signs are
recorded in either the Journal or the Ledger. In the
Journals as well as in the Ledger the debits will always

be equal to the credits. (See Example 4, Page 29 .)
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EXAMPLE PROBLEM #4,

JOURNALIZING ENTRIES

The transactilons for this problem are taken from
Example Problem #3, Page 22 .
The following are the General Journal entries

for this problem:

- 28 -




GENERAL JOURNAL

L.F.

General Equip. Co.

Cash

Date Account Debit
Sept I Cash 20,000
J. Webster, Capital
4 Land 7,000
Cash
% Building 12,000
Cash
Accounts Payable
OK Construction
14 Accounts Receivable-~ 2,000
Carter Drug Store
Land
14 Office Equipment 1,800
Account Payable~Generall
Equip. Co,
20 Cash 500
Accounts Recelvable-
Carter Drug Store
30 Accounts Payable- 1,000

wwCredi‘c

20,000
7,000

5,000

7,000

2,000

1,800

500

1,000



To this point, in our discusslon of accounting
all transactlons have been recorded 1n the General Journal.
We have seen that several accounts Including cash have been
debited and credited frequently throughout the month.

In additon to recording each entry in the General .
Journal we must also post each transactlon from the General
Journal to the ledger. It would be more efflclent 1f we could
group similar transactions together and combine them into
a single posting at the end of the month. Also, a great deal
of time and efifort could be saved.

In addition to the above we are 1limited to one
person recording transactions into the General Journai.As we
shall see later, this is very poor internal control since we have .
no provisions for a check on the accuracy of thils employees
work. In a large operation it would be virtually impossible
for one individual to record all of the days transactions,

Since the majority of all business transactilons
fall into one of four categories we generally set up a Specilal
Journal for each category.

1. Charge Sales
2. Credit Purchases
3. Cash Receipts
4, Cash Payments
Since we have expanded our Journals by the use of

Special Journals we now have five Journals: .
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SALES JOURNAL

A1l transactions involving a sale on credit.

PURCHASES JOURNAL

A1l transactions involvling a purchase of merchandise
on credit.

CASH RECEIPTS JOURNAL

All transactions involving the receipt of cash.

CASH PAYMENTS JOURNAL

All transactions involving the payment of cash.

GENERAL JOURNAL

Any transaction which cannot be recorded in one of
the other four Journals.

Special Journals are time saving, labor saving devices
which allows several people to work on the journalizing of
transactions‘at the same time. Special Journals are also
important from an investigators standpoint since they enhance
internal control by segregating dutlies and thus reduce the
possibility of fraud.

To this point in our discussion of accounting we
have only been concerned with the Assets, Liabilities and
Capital Accounts. We should now take a look at the accounts
which makes up our profit or loss. The Income Statement shows
the result of the company's operations for a specified period
and indicates to what extent net income has been earned or

a loss sustained. The Income Statement contains
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two primary categories. These categorles are Income and
Expense. INCOME represents monies recelved by a business
entity for the goods they have sold or the services they
have rendered. Income increases the owners equlty 1n a
business. EXPENSES are the costs of the goods and services “
used up in the process of obtaining revenue. Expenses cause
the owners equity to decrease.
The equation utilized in the preparation of the

Income Statement is: Income-Expenses = Net Income or Net

Loss.
INCOME EXPENSES
Deblt Credit Deblt Credit
(Decrease) (Increase) (Increase) | (Decrease)
Normal Normal
Balance Balance

On the following page we have an lllustratlon of an

Income Statement of the Elliott Distributing Company.
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ELLIOTT DISTRIBUTING COMPANY

INCOME STATEMENT
FOR YEAR ENDED DECEMBER 31, 19XX
Revenue:
Gross Sales $83,300
Less: Sales Returns and
Allowances 650
Net Sales 82,650

Cost of Goods Sold:
Merchandise Inventory

January 1, 19XX 7,750
. Purchases $49,400
Less: Purchase Returns
And Allowances 275
Net Purchases $09,125
Add: Freight-In 1,100
Net Cost Purchases 50,225
Goods Available for Sale $57,975
Merchandise Inventory
December 31, 19XX 8,950 )
Cost of Goods Sold 9,025
Gross Profit From —
v Sales $33,625
Operating Expénses:
Selling Expenses:
Sales Salaries $6,200
Rent Expense, Selling
‘ Space $4,800
Advertising Expense 800
Freight-Out And
Delivery Expense $1,350
Store Supplies Used b5
Depreciation Expense
Store Equipment 775
Total Selling
Expenses $14,450
General And Administrative Expenses:
Office Salaries $3,100
Rent Expense, Office 600
Space
Expired Insurance . 65
Office Supplies Used 125
Depreciation Expense,
Office Equipment 110
Total General and
Administrative
Expenses 4,000
Total Operating Expenses 18,450
Net Income %15,;12
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Let's take a look at the preceding Income Statement
and determine what accounts have affected our company making
a profit of $15,175.00.
HEADING

As in the Balance Sheet the Income Statement also
has a heading which consists of the name of the company, the
name of the financial statement and the date. As opposed to
the Balance Sheet the Income Statement date 1s preceded by the
term "for the year, period, or month ended." ‘The Income Statement
reflects the net income or loss for the entire pericd stated
in the heading.

GROSS SALES

Total revenue receilved from the sale of our
merchandise.

SALES RETURNS AND ALLOWANCES

The sale prilce of all merchandlse retuvrned to our
company for which we have glven an allowance.

NET SALES

The net dollar valuation of all merchandise sold.

MERCHANDISE INVENTORY 1-1-7X

The dollar valuation of the goods we have available
to sell on 1-1-7X.
PURCHASES

The cost of the merchandise which we have purchased

for the purpose of resale.
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. PURCHASE RETURNS AND ALLOWANCES

The goods we have returned, for any reason for which
we have recelved an allowance.

NET PURCHASES

The net dollar valuation of merchandise we have
purchased for the purpose of resale.

FREIGHT-IN

The transportation costs charged to us to get the
merchandise to our place of business. Freight-In is added
to purchases in determining the cost of the goods we have
purchased for resale.

NET COST OF PURCHASES
. The total of net purchases and freight in. The
| cost of the merchandise plus additional costs of getting the
merchandise to our place of business.

GOODS AVAILABLE FOR SALE

The total goods we have available to sell. The
total of our beginning merchandise inventory and cost of
purchases.,

MERCHANDISE INVENTORY 12-31-7X

The dollar valuation of the merchandise on hand

and not sold at the end of the year.
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COST OF GOODS SOLD

The difference between the goods we have availlable
to sell and the ending merchandise inventory which is the
merchandise we did not sell.

GROSS PROFIT

The difference between the dollar valuatilon of goods
sold and the cost of these same goods.

OPERATING EXPENSES

The expenses incurred in the process of operating
the business. Operating Expenses are generally broken into
sub-groups of selling and administrative expenses.

SELLING EXPENSES

The expenses allocated to the selling of merchandise.

ADMINISTRATIVE EXPENSES

The expenses allocated to the management and
administration of the business.

TOTAL OPERATING EXPENSES

Total of all expenses incurred in the sale of our
merchandise,.

NET TINCOME

The profit earned. The difference between the

Gross Profit and Total Operating Expenses.
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EXAMPLE NUMBER 9

The following is a list of transactions for the

J. Webster Real Estate Company for the month of October, 197X.

On October 1, 197X, Webster makes an initial in-
vestment of $5,000 into the business.

On October 1, Webster paid $120 for newspaper
advertising describing houses for sale.

On October 6, Webster earned and collected a
commission of $750 by selling a residence previously listed
by a client.

On October 16, Webster ordered newspaper advertlsing
at a price of $90, payment was to be made in 90 days.

On October 20, a commission of $1,130 was earned
by selling a client's residence. The sale agreement provided
that the commission would be paid in 60 days.

On October 30, Webster paid $700 in salaries to
his office employees for services rendered during October.

On October 30, a telephone bill for October amounting
to $48 was received. Payment was requested by November 10.

On October 30, Webster withdrew $600 in cash for

his own personal use.
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DATE ACCOUNT LE. DEBIT CREDIT
197X
Octobery Cash 100 5,000
J. Webster, Capital {301 5,000
1 Advertising 500 120
Cash 100 120
6 Cash 100 750
Sales Commissions hoo 750
Earned
16 Advertising Expense 500 90
Account Payable 200 90
20 Accounts Receivable 103 1,130
Sales Commissions boo 1,130
Earned
30 Office Salaried Expense [501 760
Cash 100 700
30 | Telephone Expense 502 48
Accounts Payable 200 48
30 | J. Webster, Drawing 300 600
Cash FOO 600




‘ CASH 100
__DATE EXPLANATION LF. DEBIT CREDIT BALANCE
197X
Oct. 1 T -1 5000 5000 |

1 GJ-1 120 1880 .
6 T -1 750 5630 |
30 T -1 700 4930
- 30 T-1 600 4330
!
i ACCOUNTS RECEIVABLE 103[
i ,
Date Explanation LF. Debit Credit Balance i
197X
Oct. 20 hJ -1 1130 1130
‘ ACCOUNTS PAYABLE 200
Date Explanation LE, Debhifg Credlt Balance
187X
Oct. 16 GJ-1 90 0
30 GJ-1 48 138
J. WEBSTER, DRAWING 300
Sate Exolapation b bebi’t; Credit Balance
197X |
ct. 30 GI-1 600 600
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o 7. WEBSTER,CAPITAL T
_LDATE ___ EXPLANATION LF.  DEBIT CREDIT BALANCE
197X | ' ‘ i i
Oct. 1 | GI-1 5000 i 5000
. i
! i
]
l .
i
; SALES COMMISSIONS EARNED 500 |
' i
Date | Explanation LF. ~Debit ~ ~ Credit  Balance
197X . : | R
Oct. 6 Ga-1 750 750
20 GI—-Tj 1130 1880
ADVERTISING EXPENSE
Date | Fxplanation TF.  Debit _ Oredit  balance
197X =
Oct. 1 GI-1[ 120 120
16 GI-1| 90 7T0
OFFICE SALARIES EXPENSE 50T
Date Explanation LF. Debit  Credlt . Balance |
197X
Oct. 30 hT-1 700 700
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3 TELEPHONE EXPENSE 502
l
.DATE EXPLANATION LF. _ DEBIT CREDIT BALANGE
197X
Oct. 30 GI-1 48 48
. |
1
|
|
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Jd. WEBSTER REAL ESTATE CO.
INCOME STATEMENT
FOR THE MONTH ENDED )
OCTOBER 30, 1975
Revenue
Sales Commissions Earned $1,880
ses
Advertising Expense $210
Office Salaries 700
Expense
Telephone Expense 48

Total Expenses 958

Net Income $ 922
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J. WEBSTER REAL ESTATE CO.
BALANCE SHEET

OCTOBER 30, 1974

ASSETS
Cash $4,330
Accounts Receilvable 1,130
Total Assets $5,460
LIABILITIES
Accounts Payable $ 138
CAPITAL

J. Webster, Cap. Oct. 1, 1974 $5.,000
Net Income for Oct. $922

Less J. Webster Drawing 600 322
J. Webster Capital Oct. 30, 1974 5,322

Total Liabilities and Capiltal $5,460
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ADJUSTING ENTRIES

At the end of any particular period we want our
financial statements (Income Statement and Balance Sheet)
to be accurate. Due to the changes 1In the value of accounts
such &s insurance, the records do not always reflect the
correct value. Before the financial Statements can be
prepared accurately consideration must be given to those
accounts which do not appear, or are not correctly stated
in the various accounts.
EXAMPLE

We purchase a 6 year Insurance Policy for $360.
on 1-1-7X. This transaction would be recorded in the General
Journal at the date of purchase as follows.

Prepaid Insurance 360

Cash 366

At the end of the first year 1/6 of 360 or $60 of
insurance is used up. The ftransaction to record this using
up of insurance cover the course of the year is recorded as

follows,
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INSURANCE EXPENSE 60
PREPAID INSURANCE 60
. PREPAID INSURANCE CASH INSURANCE EXPENSE
@ 360 62 360 @ Do
- 300 360 60

The transaction recording the Insurance Expense
of $60. is an Adjusting Entry. From the use of T Accounts
we can see our Insurance Expense for $60. reduces the asset

‘ Prepaid Insurance to $300. for the remaining five years.

Since it is not our intention to attempt to make
each investigator an Accountant we feel the above information
regarding Adjusting entries is sufficient. It should be kept
in mind that this is but one example of many forms of Adjusting
entries. It should also be remembered that Adjusting Entries
will be recorded in the General Journal at the end of any
accounting period.

Work Sheet

On the following page we have an illustration
of a work sheet for the Webster Real Estate Company. It is

sometimes referred to as a '"Working Trial Balance."

@ i




WEBSTER REAL ESTATE COMPANY
WORK SHEET
FOR PERIOD ENDED MAY 31, 1974

ADJUSTED e
DEBIT |CREDIIDEBIT |CREDIT|DEBIT |CREDITIDEBIT |CREDITIDEBIT |CREDIT
CASH 5,100 5,100 5,100
ACCOUNTS RECEIVABLE 17, 300 17, 300 17, 300
UNEXPIRED INSURANCE 360 A 60 300 300
OFFICE SUPPLIES 900 B 650 250 250
OFFICE EQUIPMENT 4,800 4,800 4,800
ACCUM. DEP.: OFFICE EQUIP 560 C 40 600 600
NOTES PAYABLE 8, 000 8,000 8,000
ACCOUNTS PAYABLE 1,800 | 1, 800 1,800
UNEARNED COMMISSIONS 1,500 |E 800 700 700
. J. WEBSTER, CAPITAL, MAY 31,18 16, 000 16, 000 16, 000
5 J. WEBSTER, DRAWING 1,000 1, 000 1,000
i COMMISSIONS EARNED 15, 000 E 800 15, 800 15,800
RENT EXPENSE 2,400 2, 400 2, 400
SALARIES EXPENSE 11,000 F 200 11,200 11,200
42,860 | 42,860
INSURANCE EXPENSE A 60 60 60
OFFICE SUPPLIES EXPENSE B 650 650 650
DEP. EXP.: OFFICE EQUIP, C 40 40 40
INTEREST EXPENSE D 50 50 50
INTEREST PAYABLE D 50 50 50
SALARIES PAYABLE E 200 200 A 200
1,800 11,800 143 150 143,150 {14 400115 800 ,
NET INCOME | 1,400 1,400
15,800] 15,800 28,750 |28, 750




The work sheet i1s a working paper prepared in
pencil by the Accountant for his use in preparing the financial
statements. It is utilized as a means of organizing accounting
data.

The heading appearing on the work sheet is similar
to the heading appearing on the Income Statement since it also
contains the company's name, the name of the working paper,
and the statement for the month, period, or year ended followed
by the date. |

In the extreme left-hand column we record all
accounts whiéh have a balance. If an account has a zero
balance it is not recorded on the work sheet. The accounts
are listed in order of liguidity and are taken directly from
the Trial Balance. The Trial Balance was prepared after all
Journal and adjusting entries have been postéd to the General
Ledger. The Trial Balance is prepared for the purpose of
assuring that the debits and credits in the General Ledger
are equal at this point in time. The amounts recorded in
the Trial Balance column is also taken from the completed
Trial Balance. As you have probably noticed each amount
column is divided into the debit and credit side. As we
complete our discussion of the work sheet you will see how

all columns come into balance when the work sheet is completed.
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The Adjustment column is the recording of all
adjustments which have been recorded in the General Journal
for the purpose of bringing each account to 1ts correct
balance.

The Adjusted Trial Balance column 1is the balance
of the Trial Balance and adjustment columns. This column
reflects the correct valuation of each account at the end of
the period.

The Income Statement columns contains all Revenue
and Expense Accounts. The Balance Sheet Columns contain the
balances of all Asset, Liability and Capital Accounts.

You will notice that when totaled the Debits are
equal to the Credits in both the Trial Balance, Adjustment,
and Adjusted Trial Balance columns. . The totals of the Debits
and Credits in the Income Statement columns of the work sheet
are not in balance initially. We subtract the smaller amount
(Debit side) from the larger amount (Credit side) and place
the difference on the smaller side (Debit side). Remembering
our double entry rule. which states for every debit we need a
corresponding credit. VWe must now take our balancing amount
of $1400 and transfer it to the credit side of the Balance
Sheet column. This difference of $1400 represents our net

income and when transferred to the ceredit side of the
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Balance Sheet has the effect of increasing our capital. As
you will remember income increases our capital and also causes
the debits and credits on our Income Statement and Balance
Sheet to be 1n balance.

CLOSING ENTRIES

The owner wants to know the results of his business
for each business period, he also does not want to confuse
the results for one period with those of another. It is

necessary to develop a way of starting the INCOME and Expense

Accounts for each period with a clean slate. This 1ls accomplished

by means of closling the books at the end of each perilod.
The process of closing the books is accomplished
by transferring the balances of all income and Expense Accounts
to a summary account called P & L Summary or Income and
Expense Summary.
Closing the books can be accomplished by following
these FOUR steps.
1. Transferring all Income Accounts to the P & L Summary.
2. Transferring all Expense Accounts to P & L Summary.
3. Transferring the P & L Summary Balance to the Drawing
Account.
4, Transferring the balance of the Drawing Account to

the Capital Account.
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At the completion of the closing entries, which
are recorded in the General Journal, the only Accounts which
remain open are the Assets, Liabilities and the owners
Capital Account. .

At the completion of the closing entries an
after closing trial balance or post-closing trial balance
is prepared. This trial balance lists all Assets, Liabilifies,
and Capital Accounts. The total debits of the trial balance
must be equal to the toal credits of the Trial Balance.

On the followlng pages we have illustrated the

Journal entries necessary to close the books of the Webster

Real Estate Company which was previously discussed in example

problem number 4, Page 37. We have also taken the closing
entries from the General Journal and have posted tThem to the
General Ledger and thereafter prepared a post closing Trial

Balance.
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DATE ____ ACCOUNT LF, _ DEBIT CREDIT
197X
Oct. 30| Sales Commissions Earned 400 1880
P&L Summary 600 1880
30{ P&L Summary 600 958
Advertising Expense 500 210
Offlice Salaries 501 700
Expense
Telephone Expense 502 48
30f P&L Summary 600 922
J. Webster Drawing 300 922
30f J. Webster Drawing 300 322
J. Webster Capital 301 322
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CLOSING ENTRIES

CASH 100
DATE EXPLANATION LF. DEBIT CREDIT BALANCE
197X '
Oct. 1 GI-1 5000 5000
1 GI-1 120 4880
6 GJ-1 750 5630 .
30 GJ-=1 700 4930
30 GJI-1 600 4330
ACCOUNTS RECEIVABLE 103
Date Explanation LE. Debit Credit Balance
Oct. 20 GJ-1 1130 1130
ACCOUNTS PAYABLE 200
Date Explanation LF. Debit Credit Balance
197X ' .
Oct. 16 3T -1 90 90
30 T -1 48 138 .
J. WEBSTER DRAWING 300
Datve Explanation LE. Debit Credit Baﬁance
197X
Oct. 30 GJ-1 600 600
30 GI~2 ‘ 922 322
30 GJ=2 322 0

frw i
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J.

WEBSTER, CAPITAL

301
t DATE EXPLANATION LF.  DEBIT ___ GREDIT ___ BALANCE
197X ' 4
Oct. 1 GJ-1 ] 5000 5000
ST GJ-2 322 5322
i SALES COMMISSIONS EARNED 4oo
Date i Explanation LF. Debit Credit Balance
197X
Oct. 6 GJ-1 750 750
20 GJ -\ 1130 1880
30 GJ-g4 1880 0
‘ ADVERTISING EXPENSE 500
Date Explanation LF Debit Credit Balance
197X .
Oct. 1 BT -1 120 120
+0 3T -1 90 . 210
30 -2 210 0
OFFICE SALARIES EXPENSE 501
Date mxplanation LF. Debit Credit Balaqce
197X ‘ o
Oct. 30 GJI-1i 700 700
30 GI -2 700 | 0
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TELEPHONE EXPENSE

502
DATE EX?LANATION LF, DEBIT CREDIT BALANCE
107X
Cet. 30 a1-1 48 0B
30 GJ-2 Lg 0
| i P&PSUMMARY 600
| K
| i
LDate i Explanation LF. Debit Credit Balance
197X {
Oct. 30 F GT-2 1880 1880
30 GJ-2] 958 G372
30 GJ-2 9992 -0
) I
|
| I b
!L . o o
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J. WEBSTER REAL ESTATE CO.

POST-CLOSING TRIAL BALANCE

Cash
Accounts Receivable
Accounts Payable

Jd. Webster, Capital

OCTOBER 30, 197X

$4,330
1,130
$ 138
5,322
$5,460 $ 5,460



VOUCHER SYSTEM

The VOUCHER SYSTEM is one method utilized in
establishing control over the making of expenditures and
the payment of liabilities. When we utilize the voucher
system we have eliminated the need for the Purchases Journal
and the Cash Disbursements Journal.

A voucher 1s prepared for each expenditure,
regardless of whether the expenditure covers a service, an
asset to be used by the busliness, or merchandise for resale.
The liability, when utilizing the voucher system, must be
recorded as soon as it 1is incurred.

EXAMPLE

A telephornie bill is received on June 8 in the
amount of $50. This bill is paid on June 15th.

The recording of thils transaction when utilizing
special journals would be as follows.

CASH DISBURSEMENTS JOURNAL

June 15 Telephone Expense 50
Cash 50

VOUCHER SYSTEM

As soon as bill is received.
June 8 Telephone Expense 50

Vouchers Payable 50
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VOUCHER SYSTEM - When voucher paid.

June 15 Voucher Payable 50

Cash 50

SPECIAL JOURNALS

TELEPHONE EXPENSE CASH

50 ' 50

VOUCHER SYSTEM

TELEPHONE EXPENSE VOUCHER PAYABLE

50 50 50
CASH

50

You can see from the preceding example that the end
result is exactly the same regardless of whether we utilize
special Journals or the Voucher System.

VOUCHER JACKET

Since invoices are normally received from creditors
in many different sizes it 1s common for a company to prepare
a voucher Jjacket for maintaining all invoices relative to one

particular transaction.
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The voucher jacket is assigned a number and has
blanks on both sides for information regarding the transaction.

When these blanks are filled in we know the accounts
which are to be debited and credited as well as the initials
of the individual authorized to record and approve the .
transactions.

The following is an example of a voucher jacket

for the Westwood Corporation.
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Front of Folder

WESTWOOD CORPORATION
SAN DIEGO, CALIFORNIA

PAY TO...oovevnn oo ae Cereaenn . VOUCHER NO....... “o e
sttt e st et aens . DATE...... Ces e s seces e
.............. teeeteoen DATE DUE. ..t iiteencoannssas

DATE OF INVOICE..eneesenuas GROSS AMOUNT B i ittt

INVOICE NUMBER.:'soveeeenss CASH DISCOUNT e iieiiiaesan vee e ‘.

NET DISCOUNT et ceesesonaees
APPROVAL
DATES

EXTENSIONS AND FOOTINGS VERIFIED = ..... Cheta e e en ey .

PRICES IN AGREEMENT WITH PURCHASE ORDER = = ..ieiiesenecnn v

QUANTITIES IN AGREEMENT WITH RECEIVING REPORT ...ietevrensnsncenss

CREDIT TERMS IN AGREEMENT WITH PURCHASE ORDER ..vvevscneanoconnnas

ACCOUNT DISTRIBUTION & RECORDING APPROVED v e Teveeeneans

(FOR ACCOUNTING DEPT)
APPROVED FOR PAYMENT

ooooooooooooo

A SEPARATE VOUCHER FOR EVERY INVOICE
CONSECUTIVE NUMBERING OF VOUCHERS

NAME AND ADDRESS OF CREDITOR LISTED ON VOUCHER

= W N

DESCRIPTION OF THE LIABILITY, INCLUDING AMOUNT AND TERMS
OF PAYMENT
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Account Number

Account Distribution

Date Amount

Purchases
Transportation In
Repairs

Heat, Light, and Power
Advertising

Deliver Expense

Misc. General Expense
Telephone and Telegraph
Sales Salaries

Office Salaries

s
“r

Credit Vouchers Payable
(Total)

Accounting Distribution
By

7

Approval Signatures for

A, Verification of Invoice
B. Recording in Accounts
C. Payment of Liability

Back side of Folder

Voucher No.

Date

Date Due

Payee

Amount of Involce

Cash Discount

Net Amount

Paid by Check No.

Date of Check

Amount of Check

Entered in Voucher

Register By

6. Date of Check and Check Number Listed on Voucher.
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VOUCHER REGISTER

When utilizing special journals the purchases
journal is used exclusively for entering purchases we have
made from our suppliers on account. Other assets of the
business were recorded in the Cash Disbursements Journal
only when they were actually paid for.

When utilizing the Voucher System the methods of
recording transactions are changed considerably. Under this
voucher system, vouchers are prepared immedlately for all
purchases and expenses incurred and are immedlately entered
into the voucher register. When entered into the voucher
register the appropriate account 1s debited and the liability
is always Vouchers Payable. When the voucher is paid the

17ability (Voucher Payable) 1s decreased.
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VOUCHER REGISTER

_PAYMENT ﬂ OTHER GENERAL
VOJCHEE UATE | CREDITOR |DATE ICHECE vouc-j PUR-ITRANSHADVER }SUP- |RE- |AGCRDS LEDGER _ACCT,
NO. (19.) | NO% HER [PHASES{TORTA4TISINGJPLIES f PAIRS|PAY- | ACCT. jLPH DBL.
] I PAYABIE DR |TION DR | DR DR |ROLL | NAME CRD
, CR IN, DY B DR
~ 241 |MAY |1 |BLACK CO. IMAYILO{ 632} 1,000 1,000
242 7 |MIDWEST B
FREIGHT 131 627, 50 50
243 4 |IMES CO, 41 628 125 125
244 5 |1ST NATL.
BANK 5| 629 ] 8,080} NOTES |
PAYABLE P4 | 8,000
INTEREST)
s EXP. {79 80
245 5 [RATHCO, INC, 6] 63L1) 1,200 1,200
T2 T TS T M DUEST
FREIGHT 6] 630 110 110
286 0.K. SUPPLY 70 70
287 30 [J. JONES 30] 665 210 10 i
088 BLECRCO. " 1,576] 71,176
289 31 [ MIDWEST ,
_ FREIGHT 31] 666 90 90 —
290 31 | PAYROLL 3117667 [ 1,865 1,865
125,875} 9,220 | 640 | 510 470 1335 |3,800 10,900
(21) § (51) (52)) (61) | (14) j(78) | (2&) (v)




CHECK REGISTER

The check reglster 1s nothing more than a simplified
cash disbursements journal. A check is written, when using
the voucher system, only after a voucher has been approved
and recorded in the voucher register. At the point whereby
the check 1s prepared a notation is made in the "Payment"
Sectlon of the Voucher Reglster. Thilis is done by recording
the date of the check as well as the check number, whlch was
prepared for the payment of the voucher, in the payment column.
This procedure allows the Voucher Reglster to reflect at all
times the vouchers which remain unpaid.

In the general ledger the control account "Vouchers
Payable" should reflect the difference between the debit
balance of Vouchers Payable contained in the check regilster
and the credit balance of Voucher Payable from the Voucher
Register. The balance of the Vouchers Payable Control Account

should be the total of the unpaid vouchers.
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VOUCHERS PURCHASE
CHECK NO. | DATE PAYEE VOUCHER PAYABLE, DISCOUNT, CASH
b (19_) NO. DR CR CR
627 MAY 3 MIDWEST FREIGHT 242 50 50
628 4 AMES COMPANY 243 125 125
629 5 1ST NATIONAL BANK 244 8,080 8,080
630 6 MIDWEST FREIGHT 246 110 110
631 6 RATHCO, INC. 245 1,200 1,200
632 10 BLACK COMPANY 241 1,000 20 980

v

665 30 J. JONES 287 210 210
666 31 MIDWEST FREIGHT 289 90 90
667 31 PAYROLL 290 1,865 1,865
23,600 240 23,420
(21) (52) N




MERCHANDISE INVENTORY

The MERCHANDISE INVENTORY is thé amount of avallable
merchandise you have to sell in the ordinary course of your
business. A major objectlve of zccounting for lnventorles
is the matching of costsﬂaéainst revenues from the sale of
merchandise, so that there may be a proper determination of
the Ilncome which has been realized.

The inventory of merchandise on hand at any
particular time may be determined by either a physical or
a perpetual inventory. A PHYSICAL INVENTORY 1s an actual
count of the merchandilise which is on hand and available for
resale. A PERPETUAL INVENTORY 1s a record showing a running
count of the merchandise on hand and available. Generally a
perpetual inventory 1s maintalned throughout the period and a
physical inventory is taken at the end of the period to deter~
mine the actual inventory. At thls point the perpetual Inventory
is adjusted to reflect the actual count of merchandise on hand.

There are a number of methods generally used in
determining the inventory cost.

Among these are First-in, First-out; Last-in-First-
out; and Average cost.

FIRST-IN, FIRST-OUT (FIFO)

This method of inventory cost is based on the
assumption that the first goods purchased are the first to

be sold. An example of the FIFO method would be the sale
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of perishable goods at a grocery store. The first goods

purchased should be the first goods sold.

This method has the effect of giving a relatively

high inventory valuation during a period of rising prices,

and a relatively low valuation in a period of falling prices.

We are selling the goods purchased or manufactured first

leaving the goods (inventory) we purchased last as inventory.

During a period of rising prlces we are golng to have a high

Inventory valuatlion since the merchandise on hand are the

goods we purchased most recently at the highest price.

Conversely during a period of declining prices the inventory

valuation will be low since our most current prices will be

declining.

LAST-IN, FIRST-OUT ~ (LIFO)

The goods most recently acquired or manufactured

will be the goods issued or sold first. The inventory is

priced at the earliest invoice price instead of the latest

as in the FIFO method.

or issued therefore our inventory consists of the oldest goods,.

The most current inventory is sold

An example of the LIFO method could be the lumber on sale

at a lumber yard. As additional inventory is received it

is piled on top of the existing inventory, thus, the last-in

will be the first sold.
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AVERAGE COST

The inventory 1s recorded according to the average
price paid durlng the perilod.

The following is an illustration of inventory priced
according to each of the three previously described inventory
methods. It should be noted that the method used 1s a costing
concept. It is not necessary to actually move the goods in

accordance with the selected application.
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COST OF

DATE PURCHASES ISSUANCES UNITS SOLD BALANCE
LIFO METHOD
1975
MARCH 1 150 UNITS G 50¢ $75.00
5 50 UNITS @ 50¢ $25.00 100 UNITS €@ 50¢ $50,00
8 ] 100 UNITS @ 60¢ [$60,00 200 UNITS 100 (. 50¢ $140.00
100 G 60¢. e
11 50 UNITS Q@ 60¢ $30,00 150 UNITS 100 @ 50¢ $80.00
50 € 60¢ y
FIFO METHOD
1975 ,
MARCH 1 150 UNITS @ 50¢ $75.00
5 50 UNITS @ 50¢ $25.00 100 UNITS €@ 50¢ $50.00
8 | 100 UNITS @ 60¢ ]$60.00 200 UNITS 100 @ 50¢ $110. 00
100 G 60¢ °
11 50 UNITS @ 50¢ $25,00 150 UNITS 50 @ 50¢ 585.00
100 ¢ 60¢
AVERAGE COST
1975
MARCH 1 150 UNITS G 50¢ $75.00
5 50 UNITS ¢ 50¢ $25,00 100 UNITS @ 50¢ $50,00
8 | 100 UNITS @ 6Q0¢ $60.00 200 UNITS @ 55¢ $110.00
11 50 UNITS @ 55¢ $27.50 150 UNITS @ 55¢ $82.50




TYPES OF BUSINESS ORGANIZATIONS

A1l of the previcus discussion and examples have dealt
with the operation of a business owned by one individual,
typically we have three different types, of business:

1. SOLE PROPRIETORSHIP

A business owned by one individual.

2. PARTNERSHIP

A business owned by two or more individuals.

3. CORPORATION

An artificilal person, invisible, intangible, and
existing only in contemplation of law.

PARTNERSHIP

As mentlioned above a PARTNERSHIP is a business whilch
is owned by two or more individuals. Since the partners
generally pool their funds, knowledge, skills, efforts,
and goodwill, they should be able to accomplish more by
working together than they could if each worked individually.

The written agreement between the partners is
referred to as THE ARTICLES OF CO-PARTNERSHIP and generally
cover the following:

1. Name of Partnership
2. The names and addresses of the partners.

3. Type of business established.
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. Amount 1nvested by each partner.

4
5. Provislon for dividing profits.
6. Duties and Responsibilities of cash partner.
7. Duration of the partnership.

A partnership has a limited 1life and legally ceases
to exlst upon death ¢f a partner., wlthdrawl of a partner,
bankruptcy of a partner, agreement between the partners,
judicial/decree, and lillegal business activity.

There are three general types of partrierships:

1. GENERAL PARTNERSHIP

Fach partner actively participate in the operation
of the business and is fully liable for all its
debts.

5.  LIMITED PARTNERSHIP

A partnership in which some, but no% all, of the
partners have complied with the limited partnership
act and have, as a result, limited their personal
liability to the amounts whiech they have agreed to
contribute as capital. The limited partner, if he
has made contributions in accordance with the
limited partnership act, cannot he called upon for
further debts of the firm in the event the firm is

unable to meet its obligations. The limited partner
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may not act as an agent or participate in the
management of the business. A limited partnership
must have at least one general partner.

3. SPECIAL PARTNERSHIP

A partnership which is formed for one purpose and

ceases to exist when that purpose has been accomplished.

The following are five types of partners who may be
associated with a partnership.

1. GENERAL OR ACTIVE PARTINERS

Participate in the management of the business and
are recognized as partners.

2. LIMITED PARTNERS

Partners whose liability is limited to the amount
of their capital contributions. They do not
actively participate in the management of the
business.

3. NOMINAL PARTNERS

Partners who have limited or no financial interest
in a firm but have permitted themselves to be
identified as partners. As a result, when persons
have relied on such reptresentation, the nominal
partners may become just as liable for the debts of

the firm as are general partners.
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b, SILENT PARTNERS

Partners who have a financial interest in the firm,
but neither particilpate in its management nor are
known to be partners.

5. SECRET PARTNERS

Partners who have a financial interest in the firm and
actively participate in the management, but are.not
known to be partners.

Generally the only difference between the financial
statements of a proprietorship and the financial statements
of a partnership is located in the owners equlty section of
the Balance Sheet.

The following example illustrates the owners equity
sectiorn of a Balance Sheet assuming both partners beginning
capital balance was $20,000 and a profit of $17,000 was
realized. Since there was no specific agreement as %o how
profits would be divided, they are split equally between the

two partners.
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CAPITAL SECTION OF BALANCE SHEET OF A PARTNERSHIP. PROFIT
FOR PERIOD IS $17,000.

CAPTTAL
Benjamin Cahill, Capital (Beg. Bal.) 20,000,00
Share of Net Income for Period $8,500.00
Less: Withdrawals for Period 5,000.00
Net Increase to Capital _3,500.00
Benjamin Cahill, Capital (Ending Bal.) 523,500.00
Edward Jones, Capital (Beg. Bal.) $20,000.00
Share of Net Income for Period 8,500.00
Less: Withdrawals for Period 3,850.30
Increase to Capital b,649.70
Edward Jones, Capital (Ending Bal.) 24,649.70

—d

TOTAL CAPITAL $48,149.70
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CORPORATION

A corporation is owned by the stockholders, but the
stockholders do not normally participate in the management
or operation of the business. The corporation is distinct
from the people who own 1t, but it possesses all of the rights
of a natural person except those obvious rights such as voting
and marriage which only a living person may exercilse.

We generally have two types of corporations.

1. PUBLIC CORPORATION

A corporation formed for a government purpose. Eg.
utility companies, municipality, towns, state
universities etec.

2. PRIVATE CORPORATION

A corporation formed for private benefit and for

the eventual gain which may accrue to the stockholders.

A corporation is formed under the authority of a
state, or as a result of state or Federal legislation. The
corporation will generally make application to the secretary
of state in the form of Articles of Incorporation, requesting
authority to operate as a business entity. -The Articles of
Incorporation generally contain the following:

1. Name and principal place of business of the

corporation.
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Balance

The type of business activity to be conducted.

The expected life, in years, of the corporation.
Maximum numbers of shares 'of stock which may be 1lssued.
The par or stated value of a share of stock.

The names and addresses of the incorporaters of the
corporation. ; |

The names and addresses of the directors who will
serve until thelr successors are chosen.

Additional information required by the state.

The rollowing is an illustration of a corporate

Sheet .
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THE MORRIS MFG. CO., INC. ‘
BALANCE SHEET
DECEMBER 31, 19XX
ASSETS

irrent issets:

Zasr. e s e e e s s e e st a s e e e e ua

e s iadess.as$ 17,400.00 .
Acbout S Recelvable . e eeersennnonnns $HO 000.00
“ess: Allowance for Bad Debts........... 800.00
Zstimated Recovery Valu€.v.ieeeieevsoenessenesesesself,200.00

Inventory--Raw Materials....ecoses $15 000.00

Invensory—--Work-In-Process...sseeessss. 32,000.00
Invensory--Finished GoodsS.eevennersens 10,000.00
Total InventoriesS..iciuisevesseesesrsnsssnssssssasssssnl,000,00
Prepald EXPelnNSeS.eesiossseessssosnsssssonssssssscssses_ 1,500.00
Total CUTrrent ASSEDS..veeeieerscsosseesssanssssososasosseaneesss$115,100,00

'ixed Assets:
Machinery and Equipment.....eeveeeees..$52,000.00
Less: Allowance for Depreciation..... 22,000.00
Depreciated COSb.eivereercreoveaneeracnnnssnnessa$30,000.00
Purniture and Fixtures“................$12 '600.00
IL=ss: Allowance for Depreciation..... 52000 00
Depreciated CoSt..ieeeevoenossossssssesesenssnssesl,600.00
Total Fixed ASSelS.ieeiiecensosorosnsocssnesassscusesonsnssenssesses’df,600.00

Total Assetsll.0'.......I..'lOl..ll.l!'.l‘.l.l*‘.l.l.'...'...0.$152 700.0
LIABILITIES
urrent Liabilities:

_D-.CCOU.I'ltS Payable.--...--.--.a.g...............'4.....$u6,500.00
Accrued EXpenses Payable..eeeeeecsoceensresscaasssses 2,400,00
Taxes Payable.ivierieiierittcnseninsanrsseasessnsneess 3,500.00

federal Income Tax Payable.....iveeeeanvenns A 1,920.00
Total Current LiabilitieS..cueeeeererieeeeresnoassneannonnnecesd 54,320.00
STOCKHOLDERS' EQUITY
apital Contributed for Shares: ’
Capital Stock--$100 Par Value:
Authorized--1,000 SharesS...snsesvesnecesoassoae
Unissued-~~ 250 SharesS.sceeesacssersssss

...$100,000.00
...__25,000.00
---o-oa-t75’000.00

Issued~—— 750 SharesS.vceseseess .
2tained Farnings (Schedule A-1) ...t creseananaseaneess23,380.00
Total Stockholders' EQUityesveeevdrericrvea

ncb.ob.-n.-oa&ooolw
Tctal Liabilities And

Stockholder'Equity.‘.ll.l' lllllll ....I.ll',l.'..l'.'ﬁl.“'l'$152}700l00

» e o0 0

THE MORRIS .MFG. CO., INC.
SCHEDULE A-1
RETAINED EARNINGS
DECEMBER 31, 19XX
zigance —— January 1, 10XX..ieeeererresnaenonronsasnonsnnns $18 QOO
et Income for 79XX...‘.................................... OO
Total--December 31, l9XX$23 380 00 ‘
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Glossary

ACCOUNT: Record of day-to-day changes in items that appear on the
balance sheet or income statement., See also T-Account.

ACCOUNT, NOMINAL: Temporary account for an item appearing on
an income statement and closed to a balance sheet account at the end of
an accounting period.

ACCOUNT, REAL: Account for an item appearing on a balance sheet;
distinguished from nominal account.

ACCOUNT PAYABLE: An obligation to pay an amount to a creditor.

ACCOUNT RECEIVABLE: An amount that is owed to the business,
usually by one of its customers, as a result of the ordinary extension
of credit.

ACCOUNTING, CQST: The process of collecting material, labor, and
overhead costs and attaching them to products.

ACCOUNTING PERIOD: The period of time over which an income
statement summarizes the changes in the owners' equity.

ACCRUAL CONCEPT: Net income is measured as the difference between
revenues and expenses rather than between cash receipts and expenditures.

ASSET: Property or property right owned by the business which is
valuable either because it will be converted into cash or because it is
expected to benfit future operations and which was acquired at a
measurable cost.

ASSET, CURRENT: An asset which is either currently in the form of
cash or is expected to be converted into cash within a short period,
usually one year,

ASSET, FIXED: Tangible property of relatively long life that generally
is used in the production of goods and services.

BALANCE, BEGINNING: The amount in an account at the start of the
accountmg period.

BALANCE, NEW: The amount in an account at the end of the accounting
period; the difference between the beginning balance plus the increases
minus the decreases. The amount reported on the next balance sheet.

BALANCE SHEET: Afinancial statement that reports the assets and
equities of a company as of a specified time.

BALANCE SHEET, CONSOLIDATED: Aggregate accounts for the various
categories of assets and liabilities of a corporate family,
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BANK RECONCILIATION: A comparison of the customer's records with the
records of the bank.

CAPITAL EXPENDITURE: Payment for an asset. ‘

CORPORATION: An artificial being, or business ent1ty, which is legally
separate from the persons who own it.

CR: Abbreviation of Credit.

CREDIT ENTRY: An entry on the right-hand side of an account. The record
of a decrease in any asset account. The record of an increase in an equity
account.

CREDITOR: One who lends money.

DEBIT ENTRY: A left-hand entry. The record of an increase in any asset
account. The record of a decrease in an equity account.

DEBT: Current and noncurrent liabilities; i.e., equities of creditors.

DEPRECIATION: Portions of the cost of an assel eharged off to expenses
according to a predetermined pian; includes obsolescence.

DISCOUNT: Amount by which the face value of a financial instrument exceeds
the sales price.

DIVIDEND: Portion of profits distributed to stockholders.

DIVIDEND, STOCK: Dividend paid in the form of shares of stock in the
issuing corporation.

DOUBLE-ENTRY ACCOUNTING: The usual type of accounting in which two
aspects of each event are recorded.

DR: Abbreviation of Debit.

ENTRY, CLOSING: One step in transferring the balance of an account to
another account; an entry reducing one account to zero and offset by an
entry increasing another account by the same amount.

ENTRY, LEFT-HAND: See Debit Entry.

ENTRY, RIGHT-HAND: See Credit Entry.

EQUITIES, OWNERS': Claims against assets by owners.

EXPENSE: A decrease in owners' equity resulting from the operation of the busines’

EXPENSE, ACCRUED: A liability account arising fron: expenses that are incurred
prior to the related expenditure; example, accrued wages.
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EXPENSE, PREPAID: An expense recognized after a relevant
expenditure; an expense for future benefits.

FIFO: The first-in-first-out method of inventory valuation; which assumes
that the goods that enter inventory first are the first to be sold.

FISCAL YEAR: An accounting period of one year not starting on January 1,
and ending December 31,

GOODWILL: An intangible asset representing the difference between the
pruchase price and the value of the tangible assets purchased.

INCOME, NET: Excess of total revenues over total expenses in a given
period. See also Accrual Concept.

INCOME STATEMENT: An accounting report of the extent to which the
owners' equity has increased or decreased during a given period of
time, and the specific factors responsible for the change; a statement
of revenues and expenses for a given period.

INTEREST: Charge for the use of money.

INVENTORY: Goods being held for sale, and material and partly
finished products which upon completion will be sold .

INVENTORY, PERPETUAL: Areocrd of the cost of each individual item.
INVOICE: Bill for goods delivered, or services rendered.

JOURNAL: Book of original entry; a chronological listing of transactions.

LEDGER: A group of accounts.
LIABILITY: The equity of a creditor.

LIABILITY, CURRENT: Obligation that becomes due within a short
time, usually one year.

LIFO: The last-in-first-out method of inventory valuation which assumes
that the goods that enter inventory last are the first to be sold.

LIQUIDITY: Ability to meet current obligations.

LOSS, NET: Excess of total expenses over total revenues in a given
period.

NET WORTH: The excess of asset value over creditor claims;
Assets — Liabilities = Net Worth (Equity).

NOTE: A written promise to pay.
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NOTE RECEIVABLE: A debt that is evidenced by a note or other written
acknowledgment.

PAR VALUE: A specified amount printed on the face of a stock
certificate; not to be confused with market value.

PARTNER: One of the owners of an unincorporated business.

PETTY CASH FUND: Established for a small payment (postage, efc.) to
avoid writing cheeks for small amounts; fund should contain cash and
receipts for money spent.

PHYSICAL INVENTORY, TAKING OF: Counting all merchandise on
hand, usually at the end of an accounting period.

POSTING: Transfer of an entry from the journal to a ledger account.
PROFIT AND LOSS ACCOUNT: A temporary account to which are
transferred revenue and expense accounts at the end of an accounting
period. . :

PROFIT, GROSS: ,Sales minus cost of goods sold.

PROPRIETOR: The owner of an unincorporated business.
REVENUE: An increase in owners' equity arising from operations.
STATED VALUE: A specified amount usually set near the amount the

corporation actually receives from the sale of stock; the amount at
which stock is recorded on the balance sheet.

STOCK, AUTHORIZED: The number of share authorized by directors,
for issuance to investors.

STOCK, ISSUED: The number of shares of stock actually sold or
distributed by a corporation.

STOCK, OUTSTANDING: Issued stock less tresury stock.

STOCK, PREFERRED: A class of stock entitled to preferential

treatment with regard to dividends or with regard to the distribution

of assets in the event of liquidation.

STOCK CERTIFICATE: A document evidencing ownership in a corporation.

STOCK SPLIT: An exchange of the shares outstanding for two or more
times their number.

STOCKHOLDER: An owner of an incorporated business, the ownership
being evidenced by stock certificates.

®




SURPLUS, CAPITAL: An increase in owners' equity not generated
through the company's earnings.

T-ACCOUNT: Form for recording increases and decreases on either
side of vertical line, with account title on the top. See also Account.

TRANSACTION: Each business event that is recorded in the
accounting records.

VOUCHER SYSTEM: A control system within a company for cash
payment.

WORK SHEET: Prepared by an accountant as a way of organizing
accounting data.
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FRAUD PROBLEM #1

On pages 83 through 106 we have a complete set
of books of the XYZ Company. You have been contacted by
William Padgett, president of the XYZ Company who advised
you that his company appears to be doing well but the profit
for the XYZ Company has been decreasing each month.

Mr, Padgett advised that he has an accountant,
Robert Williams, who is responsible for handling all of the
accounting as well as making all deposits of cash. Mr. Padgett
advised that pe is of the impression that Williams is living
beyond his means and may possibly be embezzling from the
XYZ Company.

Mr., Padgett provided all the books and records

of the XYZ Company for the month of March.
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FRAUD PROBLEM #2
The investigators will be given the background of

this case by the instructor.
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tessee - A, Suspect

TYPE NAMES OF ALL LESSEES

DEPUTY

TYPE NAMES OF ALL DEPUTIES

INTRODUCTIONS. AFFILIATIONS

REMARKS, ETC.

Columbus /s/ A. Suspect
“FASSWORD LESSEE
PASSWORD LESSEE
. Bé‘;-!‘NSG DATE PASSWORD LESSEE
DATE RENTED
1.6/15/xx PASSWORD DEPUTY
RENTAL
§ ?O. 50 PASSWORD DEPUTY
CHARGE ACCT.
“NO. 'JAN FEG WMAR{APR IMAY}JUN UL AUG| SEP |OCT|NOV | DEC
|2 AU URVUIUIUUNOUON: N DI SN S S S ..__
IDENTIFICATION
NAME NAME = HAME
A. Suspect C it oyl o
e ; utn I'F.lv!. 1 f’ftﬁDtNCE RESIDENCE
1660"Hain st. Virginia
I mmigue PHONE PHONE
411-3564
II'IM FIAM FIRRY
Win, Place & Show
11} ADDRESS ADDRESS
Fairtax, Va.
SADNE PHONE

PHONE
249-1939

mﬁ?" 'S MA!DIN HAME

MOTHER'S MAIDEN NAME

MOTHER'S MAIDEN NAME

COLOR OFf HAIR COLOR OF MAIR COLOR OF HAIR
Brown

COLOK OF EYES COLOR OF EYES COLOR OF EYES
Blue .
gt EIGRT HEIGHTY HEWGHY

WEKIR? WEIGKTY WEIGHY
190

REMARKS REMARKS REMARRS
DOB 5/24/34

STC.SET. 7 CTi=17-39%]
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B Mmummuumnuluuummmmn|nlmlnmnmnnmmnmn1nmmmumlmmmnumnlummmmummmw\mumnmxn

1L
8
i @ Record of Safe Deposit Box Entrance

20X ACCOMPANYING BOOTH NO.
PERSONS

E SIGNATURE OF BOX RENTOR

/s/ A. Suspect
PASSWORD
Columbia
BOOTH EXAMINEL} BY  pyM  ATTENDANT

L LR L R T E O T

7

!ll!ls‘illlllllllullIll_lil_llllllll!i'lllllllllllllllllmllllllllllllllillllil!llll&!llllllﬂlllllilll!ll"HmllllllIﬂiH"il“li\m|ﬂllIHIHlIIl!lHHh

208 WO, 234 NANE OF LESSEN A. Suspect

RECORD OF VISITS —SAFE DEPOSIT AT, NO. 101314

.lIllola.l ll!l‘ shfieleg " y . : ’ PRINTED N Y 3 &
6/15/73 AS

'9/17/73 AS
1/8/ 74AS
4/7/74 AS

6/ 3/74 AS .
6/10/74 AS
7/12/74 AS

Gk Ladus L
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noriem virginia bank

; id_."',f
A, Suspect ACCOUNT
1000 Main St numser  123-456-7
Springfield, Va.
oare June 24. 1974
AN e | TOTALAMOUNT Mo, f 02| ToTaL suount S SAEE,
1,201.50 25,972,148 11| 2| 26,000.00 1,229.32
. ‘cuscxs DEPOSITS DATE BALANCE
‘ Balance 5-24 1,201.50
200.0C 27.50 5-25 974.00
58.00 i 1,000.00 |5-28 1,916.00
94.50 10.00. 6-02 1,811.50
223,52 6-05 1,587.98
312.07 14.50 6-08 1,261.41
14.79 25,000.00 5-10 2€,246.62
25,000.00 6-15|  1i,246.62
17.30 6-20 1,223.32

Pi.LEASE COMPARE ViITH YOUR RECORDS AND REPORT ANY "JIFFEFENCE PAOMPTLY

- 110 -




12-31-73
DATEDE TS LT L I

A SUSPECT

1000 MAIN STREET
SPRINGFIELD, VIRGINIA

I

149.

37.
174.
19.
407 .19
17.18
86.50

10
60
00
26

110.15
32.60

130.60

164.50

"

.v

o
v

Ickzeiionn

29.40

156.80

o e P S TR A Ta A -1 TR IR I U D ST
B AR B ibe BOE eI CRETD
RS S-S ) ‘h.\..i.:.i;‘g.-.-..m.« RV ,LMU«.&L\‘::&&L&%L:L!

- BALAMCE FOR'WARD

200.00

~ 7 155.10

- 111 -

NN

T e s
e VR
LR I’:-\-./.-J'\.s;'

o o

11{30{73
12| 173
12] 4173
121 8173

. 12l10l73

12115173
12116173
1
12(19(73
12120173
12122173

12124173

12{26{73
123073

l

|
|
|
|
|
|
|
|
|
|
|
|
l
|
|
l
|
|
|
|
|
|
|
|

7159.78
7010.68
6943.68
6969.68
6950.42
6543,23
6526.05
6439.55
6594.65
6484.50
6295.10
6164.50
6000.00

MO. OF DEBITS

LR AU, S

DOSAEE I A AL Ryt -




B 2N P R B i) . wt i
179~ 432 8 EE ~{'_'\_»“\._}:3 SNATIONAL BAWK . 12 31 74

ALCCLNT N of WaAM{IGITGN DL G PATS & Trea STy

—

A SUSPECT
1000 MAIN STREET
SPRINGFIELD, VIRGINIA

«
R T T 1 "
oot Lagifuieds Y ,[
. .,_,;;é.;.:ﬁ*&_\:\.‘.&m ) wo di e e ‘_‘ TELA \ -

BALANCE FORWARD : I
121 1174 2508.44
32.00 26.05 121 3174  2450.39

6.07 12! 4{74 2444, 32
25.00 20.00 12} 574 239932
225.00 12| 8{74 2174.32
15.00 130.10 12]10{74 2029.22 s

7.
276.

51
03

12]12]74
12115174
12119174

2021.71
1745.68
2113.16

1212017 2062.81
12]21 7/ 2037.01

2022.01
2012.01
2000. 00

18.75 32,00 R
25,80 L BRI
15.00 U . O
10.00 e T e Rt B
12.01
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DEPOSIT TICKET

SUBIECY YO CONDITIONE A8 PIMNTES ON THE RIVEASE SI0R OF YHIC TICKLY

name_A, Syspect

Tue NoRTHERN VIRGINIA BANK

DEPOSITED 'IN

Springfield, Virginia

CASH

DOLLARS

22,000

LISY CHECK
BY BANK NUMABKR

[TSERTS

A

aopress__oprd n‘gﬂeld. Va.

DATE

TJune'lo’

‘__IO 74

..

ACCOUNY NU

o

2

3

TOTAL

-113 -




g. Susgicgd
oringfield, Va. 83-750/580 3
- June 15 19524

R PAY TC) THE CASH _ : ¢ 25,000.00

OROEQ QIF

T jﬁn y five thousand and ~=-=e=ewccceawa- ~=-10/100 'DOLLARS % .
/-3 northem virginia bank f

SPRINGFIELD, VIRBINIA

/s/ A. Suspect

fult sanasees 80,
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-

@E%Be,@sﬁgmw . a- 59197

SPRINGFIE.D, VIIIGINIA 22150

e8-750
| June 16 1974 %%

PAY TO The N ’ mnOOG-S .
ORDER OF. mn&nﬂ% $ — —
Five -Thousand Slttnnietutmtagete” SE ﬁﬂm.m--l%..l--!i--!......-:oﬁco ._DoLLARS

. g Wﬂ B

FTARB-QUT
MANUYAGTUSES BY DELUXE CHEex PRINTENS, INC.

CASHIER'S CHECK -

/S/ , Cashier

4i0SEO=0750i12 009 LS 7=0>

"ieny Cmia caruTens - 0o B

gton

of

National Bank of Washin
Nat'l Bank
Qaﬁhiﬂgton

For Deposit Onily
Bache & Co.

18-7
June 23, 19xx
The Northern
Virginia Bank
68-750
June 24, 19xx
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CARB-0UT

MANUFACTURCO BY DILUXE CHecn PRinvgas, Ing.

V ) ‘

N AR T

5 v;mtzmw

T T R S 2 SRR X S L R BT > T N e

@ :9.9@:56_:_- wm:_n 1- 59198

SPRINGFIELD,, <=~O_Z-> 22150

§8-750
June 16 19_74 ~ B0
_u><..,o THE . ,
/ORDER OF. Cash - ot $10,000.00
) 1o . M
g g% o .. .
Ten thousand ---Em\%a%n .......... m.m,.w\nbﬁ S ====---no/100 DoiLiars
W : :

CASHIER'S CHECK | |

/s/, Cashier
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CARE-OUT

MANUPACTURLO BY DELUNK CHECK PRINTERS.
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For Tellars Usge Orﬂy Cash items
Counter  Cash Box Vault Description ~ Amount
50-3$5 2000 — 2000 — Series E Bond Cashed
20 1 000 — 500 — Savings Stamp Book )
‘10 500 — 300 — John Smith 2,000.00 )
5 — - Jarie Doe 1500.00
2 300 — 500 — 25 000 —  A. Suspect | 25,000.00
1 - | 8 000 —  B. Jones 8,000.00
Mu¢ B. Black 3,200.00
Box
Total
Silver 1 ‘
Holvas 50 —~ 50 -
Quastors 50 - 100 —
Diintes 50 ~ 100 —
| Nii:’.;;is .20 - 50 —
| Pesnics 20 -~ 50 -
June 16, 19 74 39,700.00
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PERIOD ENDINA YOUR ACCOUNT NUMUER GTATENENT OF Youm-STCURITY Accol
ey : WITH
December 31, 1574 . 2345678 : 4
A. Suspect l ‘AC | § 8D & CO
Springfield, Va. Founded 1879

Whret es niw Wl BIn A DR manLE AWIMICAN JI0CE EOCH
ZINDLY MENTION "OU' TUSLMIG gl e T MANEA BGD UTHIS LEADIRE VIDLA AND (LUaddi
' »
ACCOUNT MUMDER WIEN BU WALL ST, « Nuw Youx §.
REFERNING VO THID -
STATERENT OR OTHER
TRANEACTIONS.

:}",;',:" . oave | Suannivy Sare o Durtopert - OESCRIPTION . fo;'-"v’ﬁﬁdg Itcuai%!::r:z::&'::co;:ur 0 VouR AccouNT (Y TYPE OF ACC.
6 |19] 100 ABC Corporation 100 10,000.00 - ‘ 10,000.00
6 {19 ' Check . | 10, 000,00 0w
6 }20{ 100 ABC Corporation 100 10, 000,00 10,000.00
6 |20] Check ' | " 10,000,00 -0-

- 6 22| 200 DEF Corporation - 25 5,000,00 | 5,000,00
N E Check 5,000400 " <0-
=219 {2 ABC Corporation @ $1.00 Div. 200,00 200.00
® 11 jao DEF Corporation @ $0.25 DIV 50,00 250.00

Position:
200 Shares ABC Corporation
200 Shares DEF Corpozation

KiNDLY DU!E‘E?-INQU'IR ES CONCERNIN% THIS STATEMENYT TO +HE BACHE OFFICE WHICH SERVICES YOUR ACCOUNT. SEE REVERSE 8IDE FOR ADDRESS AND TELEPH VK NUMUER,
v . b prawey N .

-l

_ yoX .
FOR DESCRIPTION OF YYPE OF ACCOUNY AND IlfuNATlDN OF SYMBOLS USED, SEE REVERSE SIDE,




INDIVIDUAL SAVINGS ACCOUNT

& ditions
Tha undorsigned hereby Lrees to the con
printed on ths reverse side of this cyd.

" — Mr, » lama
sien hm—) Mrs. \ S ‘4 f#‘-e—ej_ gitiren of UeS+A.
Miss ; Zip Cods

. -_....i_n....a.._ZF-... - ‘ V - o -
1000 Main St, Springfield, Va. 22312

aFnleQoymiﬁ" (firm name or Gov't Agency)

scéu %i'o'nemployed Homs Phone

Office Fhons 411-3564

-Dzl?ogo;-b];v?r?g w.mw Ncme

/34

K ratarence

Smith

isl Security Number

B TSR oW Semes | TER6T0

Form S-42

Depositor's Contract

In making deposits the depositor agrees with The K595 Bank of Washington, Washington, D. C., that
items raceived for deposit or collection are acceptea on the following lerms and conditions: This bank
acts only as depositor's collecting agent and assumes no responsibliiity beyond its exercise of due care.
All items are credited subject to final payment and t0 receipt of proceeds of final psyment in cash or
solvent.credits by thiz bank at Its own office. This bank may forward items to correapondents and shall
not be liable for default or-negligence of correspondants selacted with due care nor for losses In transit,
and each correspondent shall not be flable except for its owr: negligence. itema and their procesds may
be handled by ‘any Federal Resarve Bank In accordance with appiicable Federal Reserve rules, and by
this bank or any correspondent, In sccordance with any common bank usage, with 8Ny practice or proog.
dure that a Fadaral Reserve Bank may use or permit another bank 10 usa, or with any other Inwful means,
This bank may charge back at any' time, any item drawn on this bank If, within the bank's normal
handlln? period for auch itam, It s not to be honored agalnst the drawer's scuount, An (tem recaived
after thio bank's reguiar aftarnoon closing hour shall be desmed received the next business day.

When ltems 2r0 sorted and posted slectronically, the bank assumes no responsibllity for damage or delay
dus to the depositor's fallure 0 use properly coded chacks, drafts or other Instruments lssued by the
bank, or dus to the use of such checks or other instruments by another with the depasitor's knowledge,

The depositor has read the rules. and regutations of the Savings ‘Department now in offect and agrece
-thereto..Notice of any amendmenis to these rules will be given by posting same in the lobby of ttpo bank,

Accounts on which no dorosltn or withdrawals have been made for three years may he placed in the
Inactive ledger, and Inactive with balan of lees than $10,00 will be subject to a service
charge of $1.00 por annum, not to excesd any remaining balance,
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T4 L w4
wte RIGGS NATIONAL BAWK
ag‘ VIASHINGTON, D&

STATEMENT OF SAVINGS
PLEASE READ INSTRUCTIONS

A. Suspect
Springfield, Va.

ACCY NO, |  $OC. SEC. NO. CLOSE OF DUSINESS
SA7-12457 211-17-3941 12-31- 9
‘ DATE DEPOSITS " WITHDRAWALS BALANCE
BALANCE FORWAZD :
10-1- 73 54, 550,00
11-1- 73 $400,00 4;950.00
12-10- 7% 50,00 5,000.00
ev. 3o INTEREST - YEAR TO DATE §  INTEREST PAID THIS OTR. R Re e U
$185,00 - B $50.00 5 $5,000,00 - §
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TOTEATIE v s rmponar g5 v 2 i
The RACUS NATIONAL ZANK

of WASHINGZON, . &

STATEMENT OF SAVINGS

PLEASE READ INSTRUCTIONS
ON BACK

e
iR

& A. Suspect
Springfield, Va.

R DT e
S

‘:".

T3 U A P S L SN Ty ey W v E sy w4y
SR T UINTATTWROLELLF TS Y CR R ) UM

T P st ol T vie L
EEPRR L Y DR AT LR D K

ACET, NO. SOC. $2C. NO. . CLOBE'OR BUSINESS
S87-12457 211-17-3541 . o T2e31.-74

DATE . | DEPOSTS |, WATHDRAWALS
10-1-74
11-15-74 $375.00
12-11-74 125,00

b e VAL

BALANCE

$8,000,00

» .+ 83375,00

8,500,00

32, 500,00

g INTEREST -« YEAR T® DATE 3 INTEREST PAID THIS QTR.
. $375,00 g $125.00

CI AT T
, Gy
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CAR 1NVOICE
' LINDSAY CADILLAC COMPANY .
~ & 1525 KENWOOD AVENUE  PHONE €33-0359 00483
N FLERANDRIA, VA, 72302
CHODILLAT
DESTRUPTION TEGND OF TISE CONTRACT
~DATE oF MOTOR VEHICLE
~10/30/723 Flinace cmray Riggs Nationaly Bank
$6LD TO e B

A. Suspect T wanavsor 8 250,00

SPrj..nng.eld J 10708 NumBER Bs 246357 £acH pavABLE o TE ATl oAY
SEAIAL BUMEER LE 479137 oF EACH MoNTH BEGNAING WOV, 4, 1973

el L2=12 SULMARY OF INSURA%TE COVERALGE
BICDEL Fine $ oA
go2v svvie 2 Dre THECT § Tos
W, ey 12345 CUUFASHERSNE € e
e P COLLISICH-UPSET § YERR
YRR RS 34567 0.0, 6 P $ )
kv on yszo New [~ T T CUREARY — SR — ACET
LSRN TELEPUTE Gavestn 1965 Rembler

Georae. Miclnge Soomony.

g,- Tigiing. (’?U""’ SEUT AL AGEEERA Y

GAME BIUTE €F G

HEUPTal

FRUCE TRANSPOATATIEN
GPTIORAL EQUIPKENT A1) 20CES

AL QFHSE CHAREGS

TITLE SR SnlEs Vi‘-a’,
s e

C?:ﬁ"lrlC'rTb u
i RIVRNSL f‘!‘:l [ b et
[+) CRER NP ]

CASH SALE FRICHE

. Dﬁf’ﬂ‘:x?

CASH O (rBlIvERY

A ”t?\f;—hw ALLO J!*.m\."
“1\“11"3.. T PRIEE R
FACEV (.45.3: OF B

CREDITOI'S LIFE s ‘1'

HASTONT 0’7 (*&n! ut‘.‘ SHARG

PROM 5315. PURC H:*Si.,i.

TOTAL TIME PLICE 61 s.NCC "”'UEZ

SONIES

< J—— vine
B,

v ot ovtuaas
’g

« o 9 .

"5, 050,00

ey
E I TR P T PR PV S A et fingetyy

KO LIABILIYY HISURARCE INCLUDED



CAR INVOICE

LINDSAY CADILLAC COMPARY )
R P 1525 KENWOOD AVEHUE ~ PHONE 6832350 06487
X ALEXANDRIA, VA, 22302

CATILLAC

DESCRIPTION TERMS GF TIME CONTRACT
DATE 7/10/74 OF MOTOR VEEECLE
FIHAKCE ComParY  Riggs National Bank
80LD 7O i Cadillac
RIRSE
A. Suspect 19 74 DICIERTS CF 8 200,00
Springfield e _
J aovon sumer ST 191046 enct pavaseow e 1S T oAy
ZERIAL WUMBER PO 213028 OF EACH #SCHTH BECIHUIRG _‘_'ng . 1 ’ 1974
MODEL 1474 SUKMMARY OF [HSURAMCE COYERAGE
FIRZ § TEHIL
GHOY STVLE Tudor THEFY & TERM
G, KEY  17842" COMPRIUERSIVE § TEAM
vaws xey 34763 COLUISICH~UPSET § VERM
’ FD. &PL E TER
new ohuses  New T T T ORMEANY - CROLE — ACENT -
SALESMAN TELEPHORE cam TRANED 19773 Puick
l ) 73 Bul e Arundel Cowpany
ey T OPCIGNAL EQUIPMERT AND ACCEISORIES BESIC FRILE OF Cas
> OEHIUET(UH RIE TRANEPCHIATION
1 OPTICHAL, EGUIFOLET AND ACCE 3SNRIES

'ALL OTHER CHARGES

(33
FICAYE O TI7LE
AL AL BECY TRIRS CEES

e (e 12E) e
CAS {S‘.LL PRICE $3560,00
Darost ilo0.00
CASH OH DELIVERY
THADEAN ALLOWAICE . 3000.00
TOTAL CASH PICH BALANCE $2500.00
AUTAL COST OF JISURANCE
CEEDITON'S L DRI *"m! g
RAGUNT OF FRANCE CHARGS I
TOTAL TIME FRICE BALANC: DUE
FRON THE PURCHASER $2500,00

L ORIt R ivi i Ay

RO LLABILITY INSURANCE EF@CEUDED

w - .
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Capital Furriers, Inc.

S emte et e bs  smbmlls meeeess e e e se Y o o—— » . - e et eens e e e memoe

Five Thousand and --.n----cu-----—n---u.uu.mauns.l’vm-ur:—mw.\-“v/ (;';

008180
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A. Suspect, Springfield, Va,
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Dhe P30 1L IGHNAL DAL 15-3
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Howsdio, 1l n, 4 Py 2%, @73 NO 004302
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CASHIER’S CHECXK VO /D Tnebim

GENERAL LENDGER CHECK PAYMENT REGISTER
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Capital Furriars
Vienna, Virginia

A, Suszatt
Sad oe: ~

Addeeoe

Springiisid, Va.

Clay & Somie

Btp Cobe o

L 11224

12/23/ 74

T Ry
st

ERlRs

WD

3% g,

LYo bave ;:'a

ong Batiofad

Sond Oo2
Gy, id., Blen Boseripiicn Unip Sus Torsd
i 25524 Black Mink Caat, Suiin Lined 93,000 €D $5800 0D

Size 38

Cuctemer’s Sixnaieee, if Change

Appiwed
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Peerless Jewslar

Alexandria, Va. 7180
) 5724773
A. Suspect .58
sddroas |
Springtield, Va. ErnaD ¢
City & Siate .
ty o 5728/ 73
D350 BuEyPed
Zip Code

Sand o2

2%y, I4, Na, Boscrizaion Unke' QM Tarad
i %27 Man's Diarmond Ring $5000,00 $5000.00

214 Carats, 13 Points
Southern Star Cut-Wnita Gald

Custonar's Signatuee, I Choargs
Appraved
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THIS DEED,
made and entered into this 26th day of November, 19xx, between John L. Smith, and Mary D. Smith,
kis Wifc, parties of the first part; and A. Suspect and Joyce Suspect, his wife, tenants by the entirety,
parties of the second part,

WITNESSETH,

tnat for and in consideration of the sum of $5.00 cash in hand paid and other good valuable considera-
tions, the receipts of all of which is hereby acknowledged, the parties of the first part do hereby grant,
targain, sell and convey with GENERAL WARRANTY OF TITLE, unto the parties of the second part
2s tenants by the entirety with the common law right of survivorship expressly retained, that is, in case
of death of either of the parties of the second part, title to the land together with structures and appur-
tenances thereon, hereby conveyed, shall vest in the survivor, in fee simple, all of that certain lot or parcel
of land located in the Backiick District, Fairfax County, Virginia, with all rights, easements, improve-
inents and appurtenances thereunto belonging bounded and described as follows:
“Beginning at a point 70 fe=t west of the center of Main Street, and 275 feet north of Broad Avente,
thence in a northerly direction 175 feet to a point, thence westwardly 350 feet to a point, thence south-
wardly 175 feet to a point, thence eastwardly 350 feet to the point of beginning, having erected thereon &
iwo-story brick dwelling with attached garage known and numbered as 1000 Main Street, Springfield,
Virginia.”

And being the same jand which was conveyed to the parties of the first part by Paul Winclow, wid-
ower, by deed dated March 30, 1961, and recorded in Deed Book No. 162, page 871 of the land records
of said County.

REFERENCE is hereby made to said deed for a further and more detailed description of the realty
hereby cenveyed.

The parties of the first part covenant that they have the right to convey the said land; that the
parties of the second part shall have quiet possession of the same, free from all encumbrances; and they,
the parties of the first part, will execute such further assurances as may be déemed appropriate.
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WITNESS the following signature and seals:

/s/ (SEAL)'
John L. Smiith

/s/ /s/ (SEAL)
Witness Mary D. Smith

State of Virginia,
County of Fairfax, to-wit:

I, R. Blix, a Notary Public in and for the said State and County, do hereby certify that this day per-
sonally appeared before me in my said County, JOHN L. SMITH and MARY D. SMITH, his wife, whose
names are signed to the foregoing deed November 26, 19xx, and acknowledged the same before me in my
said County.

My commission expires: May 31, 19zx
GIVEN under my hand this 26 day of November, 19xx

/s/
Notary Public as aforesaid

$40.00 Commonwealth of Virginia
real estate transfer stamps..
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* haFire lnsurarce Companies must b notitied of the

-(nenge of ownership.

S3C,T oF @ cogy i this settlement sheot.
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1/We, harchy approve aaa
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District-lHealty Title Insurance Corporation
1030 18th Giroot, N.W, / Washington. D.C. 200085 / 202-4648.6000

As Suspect

Case No, . )048Q -
Date _December 17, 1973 .

1000 Main Street
wSpeingfield, Vicginia

Address 1000 Main Street, Springfielc

Subdivision lake Landiae .
Block

Commission

Conveyancing

Appreisal Fee

Firat Doed of Truot

Interest

insurance

Socond Trist

interest.

Daferrod Paymonts

insurance

Water Rant

Taxes

Front Foot Benefit Chrrass ' .

Taies for

Rant Prid to -] per mo.

SETTLED 8¢

ey -

Title Insurance & Interim Binder (Owners-Mortgegess)

Examination of Title

P}oiimlnary Raport

Tax Certificate and Raport

Conveyancing

Regording

NOLNg Cunveyunso.

Motary Fen and Notary Servizes

Settlement Fee/Service Charge

4.

Registering and ldantifying Notes

D.C. Recording Tax

Maryland Recording Tax

1000 Main Street, Springfield, Va.

Maryland State Yransfer Tax

Maryland County Transfer Tax

L

Balance

[

16t ey In d by this »8 10 of informs.

~° o
tion furnished 88 1o brincipal, Interest, insursnge ant escrow Tunds on assumed
1ruRTE; watar rant; Teiey O YEGEASAKINIE SXCEDE 48 rEpOries O 1he Wi« cortificate;
municiosl violations or metiare 3¢ zoning.
- 131 -
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rie RIGGS NATIONAL BANK o wassnioron, b.¢

1503 PENNSYLVANIA AVE, N, W,

STATEMENT OF MORIGAGE ACCOUNT

O r—A. Suspect

|

Anytown

Snmrame

-

-

WASHINGTON, 0. C. 20013

KEY YO CODES

243 INCREASE PRINGIPAL
243 DECREASE PRINCIPAL
24% PAYMENT REVERSAL

233 LAJE CHG, REVERSSL

255 CONSYL ADVA'NCE REVERSAL

259 FIRE it15, DiSi

281 COUNTY TAR DiSB, REV,

265 10WN TAX DISS, REV,

267 FHA MORIG. INS, REV,
271 MISC. ZSCROV/ DISB. REV,

273 REGULAR PAYMENT

w CONSWC"ORA ADVANCE

285 EsChOW

BV AAIE CHG, P E
291 PIINCIPAL CUlTAIlMENl
295 INTEREST PAYMENT

DATE OF

WORIGAGE LOAN DATE PAD INTEREST CURKENT ANNUAL tAX. . ANNUAL INTEREST
ACCOUNT NUMBER STATEMENS THROUG H RATE ESCROW BALANCE DISBURSEMENT PAID
185406 110175 12 tar 74 | 30 {00 800 i00 2,500 ;00
;:ODE TRANSACIION AMOUNT DATE PAID PRINCIPAL PAID INTEREST PAID ESCROW PAID PRINCIPAL BALANCE ]
Balance 12 31173 20,000 {00
245 4500 {00 | 2[2'174 3,000 loo | - 1,200 ;00 300 100 17,000 {00
28%
295 .
301 400 (00 | 615174 (400 j00)| .
245 13,700 oo 2174 12,000 {00 1,300 { 00 400 {00 5,000 {00
285 '
295
301 400 {00 {121} 1s5i74) (400 [00)} -
Balance 12} 31174 5,000 ;0O
|
!

FOM 1102 A (CONF) REV, 1049

* RETAIN THiS SYAYIMIM FOR YOUR RECORDS
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