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INTRODUCTION

When crimes of passion are removed, what type of
crime remains? Crimes for profit. Crimes for
brofit come in a1] forms, such as shoplifter,
burglar, armed robber, embezzler, corrupt policti-
cian, tax violator, or stock swindler. The common

motivating factor of nonpassion crimes is money
(wealth),

A working knowledge of financial investigative
techniques is @ must for anyone involved in the
investigation of what has come to be called
"white-collarn crimes. At the end of this course
you will be able to recognize the value of these
techniques in the investigation of any crime for

This course is structured to:

1. Generate an awareness of the sources and means
for obtaining financial evidence of crimes,

2. Teach techniques fop applying financial evi-

dence to the apprehension and prosecution of
those committing crimes for profit.

Financial investigative techniques principally
deal with tracing the activities involved in the
movement of money. These activities must not be
viewed as nonpersonal. When pieced together they
can tell a complete story and provide the princi-

pal or corroborative evidence of g3 criminal of-
fense.

However, the tracing and piecing together process
cannot be oversimplified. The methods of exchang-
ing wealth take many complex forms. Don't expect
to master 311 the techniques presented in this
course, Hopefully your appetite will be awakened
to the extent you will recognize the value of
these techniques ang continue your studies wuntil
you can master ang apply them. The benefits to

yourself, your profession, and our society are
worth it,
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LESSON 1
FINANCIAL INTERVIEWING

This lesson is about the process of financial
interviewing. The interview, if properly con-
ducted, can greatly enhance the success of an
investigation when monetary interest or a greed
for wcalth was the principal motive of the par-

ticipants. Too often criminal investigators have
been reluctant to broaden the scope of their
investigations into the financial area. They

thereby sacrifice the potential value of leads
that might have been successfully developed if
properly explored. The purpose of this chapter is
to acquaint you with the process of financial
interviewing, and with concepts in planning and

conducting interviews and recording information
obtained from interviews.

OBJECTIVES

At the end of this lesson you will be able to:

T. State what should be accomplished in the
interview

2. Develop an outline which will assist in meet-
ing the objective of the interview and serve
as a guide for questioning

3. Prepare a written record and mechanical re-
cording

FINANCIAL INTERVIEWING AND INTERROGATION

Few skills are so important to your effectiveness
as a white-collar crime investigator as having
firm command of interviewing techniques. It 1is

from interviews that you can achieve the following
significant objectives:

1. Obtain ani develop information which estab-
lishes the essential elements of the crime

2. Obtain leads for developing cases and gather-
ing other evidence

3. Obtain the cooperation of victims and wit-

nesses in recounting their experiences in
court
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INTERVIEW

4. Obtain information concerning personal back-
ground and personal and economic motives of

those to be considered for witnesses at the
trial

Interviewing for financial data involves the
systematic qQuestioning of persons who have
knowledge of the events, of the people involved
and of the physical evidence surrounding the case
under investigation. Interrogation, on the other
hand, involves questioning of suspects and uncoop-
eyative witnesses to obtain evidence or proof  of
significant omissions, or to give the subject of
the investigation an opportunity to volunteer
facts which might put the transactions being
investigated in a different light.

Financial interviewing is not much different from
other kinds of interviewing to which you are
already accustomed. However, the evidence devel-
ops in bits and pieces which, when viewed Sepa-
?ately, may appear to lead nowisere, Frustration
1s common, and tactics and tecnniques may have to
be modified and carefully employed because dili-
gence, patience, and persistence are essential to
Successful results. White-collar crime investiga-
tions often take a long time to complete, require
a tremendous amount of leg work, and are often
very slow to result in arrests. Thus, you will
depend more on the interview as a major investiga-
tive tool and less c¢n interrogation.

PLANNING

Every investigator should follow a set of guide-
lines to insure that objectives will be met. The
actual approach tc and the conduct of an interview
depend a great dewzl on your personality, back-
ground, knowledge, and experience. Planning,
therefore, serves to get the most from the inter-
view and lessen the time spent.

Information To BRe Obtained

Before the interview, you must know what types of
information you are trying to collect. This will
be determined by your knowledge of the information
sources and what may be obtained from them.
Figures 1 and 2 illustrate the types of informa-
tion generally important to white-collar crime
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Why Plan?

investigations. They list tne types of informa-
tion that might be collected from subjects, vic-
tims, potential witnesses, or third parties who
may have peripheral information or expertise
relating to the case under investigation. They
are presented as guides only, and should be modi-
fied as the particular occasion demands.

Proper planning makes your success and effective-
ness 1in the interview more probable. Planning
begins by determining the status and title of the
subject or interviewee. Background checks and
scrutiny of intelligence files can serve as a
starting point. If the interviewee is of reput-
able stature in the community (for example, a
banker, broker, or lawyer), extensive background
searches may not be necessary. Usually, however,
complete background inquiries are merited and
should be undertaken.

Before conducting any interview, you should ascer-
tain as many facts as are reasonably available,
including careful review of relevant documents to
refresh your memory. Rarely will you be able to
follow a format which is routine, that can be
committed to memory. It is therefore advisable to
prepare an outline of questions or areas to ques-
tion in advance.

You should keep an open mind that is receptive to
all information regardless of its nature, and be
prepared to develop the information. If you are
not flexible, you may waste a great deal of time
and ask unnecessary questions, resulting in a
voluminous statement of little or no value.
Although you may find it easier to adhere to a
fixed patterr of interviewing, or to rely upon a
series of questions or topics, rigid adherence to
any notes or outline will seriously handicap
flexibility. The outline and data should serve
only as aids and not as a substitute for original
and spontaneous questioning. A carefully planned
outline will provide enough leeway to allow you to
better cope with any situation that may occur and
permit development of leads that may arise.
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Time and Place

There are very real advantages (principally to the
efficiency of the investigation) in conducting the
interview at your own office. In many -cases,
however, it may be far more advisable to visit the
witness at his or her home or office--a method
which has several advantages:

1. The interviewee is more likely to have papers,
appointment books, etc., available for produc-
tion if they become relevant to the interview.
The interviewee may also be in a position to
immediately c¢all on family members or co-
workers for additional information and cor-
roborative evidence.

2. It may be more convenient for the interviewee,
thus making it more likely that he or she will
agree to the meeting for the interview.

3. You will have a more 4difficult time eliminat-
ing distractions, such as 1inquiries from
supervisors or colleagues who need help, if
the meeting is at your own office. Interview-
ees, for whom the process will be a unique and
impressive experience, will not have such
problems in their office or home.

4, It also may be advantageous to <catch the
potential interviewee off guard, before he or
she can have second thoughts, talk to someone
else, develop fear, or be contacted by the
subjects of the investigation.

When the interview is to pe held away from the
office, you should make a specific appointment,
unless there is some special reason not to do so,
such as indicated in (4) above.

Interviews should always be arranged so that there
is enough time to conduct a full interview. It is
always better to have extra time than to create
additional irritations by terminating an interview
early or making excuses for breaking or delaying
appointments which are scheduled to follow. When
you know you are going to be late, telephone,
apologize, and inform the person to be interviewed

when you will arrive, or schedule another appoint-
ment immediately.
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If interviews are attempted without prior appoint~-
ment, you may not find the person or +the person
may - be completely unprepared. This problem is
particularly important when you want to obtain
documents such as cancelled checks of a victim,
sales literature from a witness, or advice and
supporting dzcuments from an expert. Be sure to
tell the interviewee what information you would
like to have at the interview, or to assemble and
have on hand. When calling on a person without an
appointment, it is important to select a time that
would be least likely to irritate the interviewee.
This seems like an elementary point, but enocugh
witnesses have been disgusted by failure to follow
this obvious precaution, so that it is well worth
stating again.

You should take the interviewee's special charac-
teristics into account. When dealing with wit-
nesses/victims whose native language 1is not En-
glish (and when you do not speak their language),
appointments should be made by other office per-
sonnel familiar with the foreign language, if at
all possible. The investigator should take spe-
cial pains to be certain there is no misunder-
standing as to time and place and should, if
possible, arrange for somecone fluent in the for-
eign language to go along.

Schedule appointments as quickly as possible after
the first contact with an interviewee--within 24
hours if possible~-and take the time to telephone
to confirm the appointment a few hours before it
is to take place. Misunderstandings and faulty
memories can cause you more trouble than recalci-
trant witnesses in such situations, because confu-
sion easily triggers loss of confidence on the
part of the victim/witness.

You will find that the process of making the
appointment will itself be a source of valuable
information, both for effectiveness and effi-
ciency. The response of a witness or victim to
the request for the interview should alert you to
special problems that might be. encountered (such
as language problems, fear, lack of awareness on
the part of the witness that he or she was a
vietim) which will help you to properly plan the
forthcoming interview.
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Setting

— — - —_ - - -

When under your control the setting for an inter-
view should be selected to provide a minimum
number of obstacles to talking and, more impor-
tantly, listening. Distractions such as tele-
phones, other voices, other conversations, other
bersons, can have a disastrous effect on the
recall capabilities of g victim or witness.
Interruptions will often convey to the interviewee
that you are not really interested in what is
being said. When the interview is conducted at
your agency, an interviewing room designed for
pleasant but serious conversation, without too
many decorative distractions, which insures priv-
acy, should be used.

You should also consider other possibilities for
creating an environment which will help obtain
information, all directed toward putting the
witness at ease and heightening the witness' trust
in you. For exemple, the witness should be en-
couraged to tell the story in his or her own way,
even if it rambles; you should interrupt only for
clarification and refrain from pointed questions
until the witness, particularly the victim/wit-
ness, has unburdened himself or herself.

Investigator's Demeanor

When dealing with any member of the public,
whether in person or via the telephone, you must
always be efficient, courteous, polite, and care-
ful with your language. You represent your agency
and the impression you leave is the impression the
public will have of the agency.

The following are some suggestions for your con-
duct during an interview.

1. Avoid talking down to the person you are
interviewing. Don't assume that the subject
is less intelligent than you. Hints of disre-~
spect or condescension can quickly turn a
cooperative subject into an uncooperative one.

2. Avoid use of language which disparages the

intelligence or competence of the interviewee,
even if you may think he or she acted fool-
ishly in being victimized, in not preventing
victimization of a friend or associate, or in
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failing to notify law enforcement officers
when it would have been common sense to do so.

Be sensitive to the personal concerns of the
victim or witness, especially when these
involve perceptions of how the interyigwee may
be treated because of sex, race, religion, or
ethnic background.

Be businesslike. Conduct the interview_ in a
professional manner. You should be f?lendly,
but not familiar. Certain pleasantries are
sometimes necessary but the interview should
not become a social occasion.

Avoid becoming authoritarian or attempting to
dominate the interview.

Make it clear that anyone, no matter how smart
or well-trained, may be victimized, that there
are others who are and have been in the same
boat. If possible, cite examples of well-
known people or professional groups who have
been similarly victimized.

S be sympathetic and respectful to vie-
éig:y and Zogplainants. Never suggest that a
vietim is a victim because of something he or
she did. You must be extremely careful not to
injure the victim's pride in his or her own
judgment, not to belittle the loss, and po@ ?o
build up any false hopes as to the possibili-
ties of recouping all or part of the loss.

Give careful thought to the language you
employ during the interview to make sure that
it 1is consistent with the approach anq under-
standable to the interviewee. Avoid law
enforcement or other bureaucratic jargon.

Compliment the victim or compla%ning witness
for taking the trouble to complain and cooper-
ate, explaining that not to complain and
cooperate would be playing in?o the hands of
the subject of the investigation.

End every cooperative interview with @hankful
sincere appreciation. Perhaps this w1%l
encourage the subject to mainta%n contact if
he or she recalls more information.
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The following can be helpful in conducting an
interview:

1. Use short questions confined to one topic
which can be clearly and easily understood.

2. Ask questions that require narrative answers;
whenever possible, avoid '"yes" and '"no"
answers.

3. VWhenever possible, avoid questions that sug-
gest part of the answer, that is, "leading
gquestions.”

4, Question the witnesses about how they learned
their facts. They should also be required to
give the factual basis for any conclusions
stated.

5. Be alert to prevent the witness from aimlessly
wandering. When possible, require a direct
response.

6. Prevent the witness from leading you away from
your topic. The witness should not be allowed
to confuse the issue and leave basic questions
unanswered.

7. Concentrate more on the answers of the witness
than on the next question.

8. To avoid an unrelated and incomplete chronol-
ogy, you should clearly understand each answer
and insure that any lack of clarity is ‘elimi-
nated before you continue.

The interviewee should completely answer the
following basic questions:

Who? - Complete identification should be made of
all persons referred to. This includes: descrip-
tion, address, alias, "trading as," Malso known
as," citizenship, reputation, and associates. If
the person cannot be named, a physical description
should be requested and should include: age;
height; weight; color of eyes, hair, skin; de-
scription of build; clothing; wunusual markings;
scars; and mental or physical defects. Questions
also should cover any aids worn by the individual,
such as glasses, hearing aids, wig or toupee,
cane, braces and other items.
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What? - Complete details of what happened. Trace

the events from beginning to end. Every detail
should be determined.

Where? - Complete details regarding 1locations
where all events took place. A description of the
location should include the general area, as well
as the identification of the person or people
having control.

When? - The time may be established by direct
questioning, by relating the incident to some
known event, or by associating the event to some
person, place, or thing.

Why? - Everything is done for a reason. Determine
the motive by questioning the witnesses about
their actions. What caused them to act? Who
caused them to act? Why did they act as they did?
Because these are the most important questions,
especially when relating to or reflecting an evil
purpose, they should receive special considera-
tion. :

You should maintain full control of the interview.
You can do this by limiting each participant to
the rights, duties, and privileges they are enti-
tled to at the interview. Any deviation should be
corrected immediately by informing the individuals
of their roles and by not allowing them to go
beyond them. If you cannot maintain complete
control of the interview, an arrangement to conti-
nue should be made after the situation 1is cor-
rected. If this cannot be done, the interview
should be terminated. The record should show all
the attempts to correct the situation and the
reasons for terminating the interview.

Other Considerations

The white-collar crime investigator often faces
problems and obstacles related to certain charac-
teristics or personal situations of victims/wit-
nesses. There may also be different problems with
interviewees who are only victims, than with those
who are only witnesses.

A witness who is not a victim may be uncooperative
for a variety of reasons such as fear of reprisal,
dislike of law enforcement, and fear of self-in-
crimination. Even totally innocent witnesses just
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may consider it too much trouble to spend their
time assisting law enforcement.

Technical experts may be reluctant to participate
at the outset of an investigation for fear of
eventually inviting a civil liability suit. For
example, an honest certified public accountant who
prepared the financial statements for a business
which was defrauded might be concerned about being
sued for negligence because the fraud was not
uncovered in the course of performing professional
Wwork.,

Both privately-owned and Government enterprises
operate on the basis of public trust and confi-
dence. Banks, savings and loan associations,
business organizations 1in general, brokerage
houses, fiduciary organizations, and Government
agencies rely, in large part, on public confidence
for their success. The commission of a white-col-
lar crime may not only cause an immediate finan-
cial loss, but the attendant publicity may also
cause a loss in public confidence and a corre-
sponding drop 1in business prestige or public
trust. The enterprise may prefer to conceal the
occurrence and forego a prosecution rather than
risk a loss of public confidence. '

Personal embarrassment of victims is your greatest
obstacle; first, in locating them and secondly, in
getting them to participate in an interview or on
a witness stand. Most viectims do not welcome
appearances in court, particularly when they know
there 1is nothing to gain or little chance that it
will help to restore their loss.

You also must consider the emotional state of
victims or witnesses being interviewed. The loss
of all or part of their money has been a shock 1if
they are victims; nonvictims may have great appre-
hensions about being involved. Victims will often
have unsupported opinions regarding the circum-
stances connected with = the c¢rime. These should
not be disparaged, but should be pursued to a
logical conclusion. Apparently unsupported opin-
ions ultimately may prove Jjustified; people's
feelings often have some logical basis even though
they may not be able to clearly arti.ulate that
basis.
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RECORDING INFORMATION OBTAINED FROM INTERVIEWS

The principle purpose of an interview is to obtain
all the facts helpful in resolving the case. This
places a responsibility on investigators to main-
tain the evidence they collect; therefore, it is
necessary to prepare a permanent record of every
interview. Informal notes, statements, and me-
chanical recordings are the usual forms in which
information from interviews are recorded.

Informal Notes

Informal notes should contain sufficient details
to permit you to refresh your memory of what
transpired. Any method of recording the entries
is sufficient, if it shows the time, place, per=
sons present, and what occurred. A memorandum of’
interview should be prepared when details of an
interview are too numerous to be fully and pro-
perly related in notes. An example of informal
notes is as follows:

On Wednesday, July , 19__, at 10:00
a.m., I questioned David Mardin of 1122
Reaver Street, S.W., Washington, D.C.,
20017, in his office, 117 Elm Street,
Washington, D.C., about his purchase of a
19XX E1 Dorado Cadillac from Southwest
Cadiliac, Inc. Mardin stated that the
Cadillac, bearing serial aumber 1122346,
was purchased for $13,500 from Gambel Bur,
President of Southwest Motors, and that a
personal check dated 19XX,
number 002 for $13,500 was given to Bur.
Mardin agreed to submit an affidavit

relating to this purchase. Douglas
Spruce, Investigator of the Washington
Police Department, Washington, b.C.,

witnessed the interview which was con-
cluded at 10:47 a.m.

/S/ James Aarons
Investigator
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Statements

In a general sense, a statement is a declaration
of fact. It may be prepared in any form and
should be signed and dated by the person preparing
it. It also should be signed by the witness from
whom it was obtained. Statements generally are
taken from witnesses in the form of memorandums of
interview, affidavits and question and answer
statements.

A memorandum of interview is a written record of
an interview including what you want to remember,
either for evidence or as an investigative lead.
Considering the problem of discovery applicable to
the Jjurisdiction, investigators should confine
memorandums to the facts developed in their inter-
views, and should avoid opinions, conclusions, and
other extraneous matters. If discovery 1s no
problem, such opinions may be stated at the e ! of
the memorandum along with any recommendations for
additional investigative steps.

The memorandum should show the date, time, place,
and persons present as well as what transpired.
If the witness is advised of his or her constitu-
tional rights during the interview, note this in
the memorandum. Figure 3 is a suggested format
for a memorandum of interview. Modification
should be made when applicable. Figure 4 is a
record of interview prepared using the format
discussed above.

An affidavit is a written or printed declaration
or statement of facts made voluntarily, and con-
firmed by the oath or affirmation of the party
making 1it, before an officer having authority to
administer such oath. No particular form of
affidavit is required by common law. The affi-
davit 1is one of the most commonly used forms of
recording testimony. It can be wused during a
trial to impeach a witness, refresh memory, or be
introduced as evidence. An affidavit should not
contain hearsay or information about which the
witness has no direct knowledge. An affidavit may
be used for the same purpose as a memorandum.

If a witness or subject was advised of rights,
this also should be included in the affidavit.
Figure 5 is an affidavit prepared using the facts
developed 1in -the section on the memorandum of
interview. This also serves as a suggested for-
mat.
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A question and answer statement 1s a complete
transcript of the questions, answers, and state-
ments made by each participant at an interview.
It may be prepared from a recorder's notes or by
mechanical recording devices. The source used to
prepare the transcript should be preserved and
associated with the investigative file as it may
be needed in court to establish what was said.
The question and answer statement should contain
the following:

1. The time and place where the testimony is
obtained

2. Name and address of person giving testimony

3. The matter the testimony relates to 1including
the purpose of the interview

4, Name and title of person asking questions and
person giving answers

5. The names and titles of all persons present,
including attorney, officers, or other wit-
nesses, and the reason for each person being
present, if not obvious

(@)

The consent of the witness to use a tape
recorder if a mechanical recording is being
made

7. Information given to the witness concerning
rights to counsel and against self-incrimina-
tion, if appropriate

8. Administration of the oath

9. Questions and answers establishing that the
statement was made freely and voluntarily,
without duress, and that no promises or com-
mitments were made by the investigators

10. Signatures of the officers who conducted the
interview and the witness gquestioned

11. Signature and certificate of person preparing
the statement, showing the source of the
original information used to prepare it

12. Information that the witness or subject was

given the opportunity to examine the statement
to correct errors and to sign it
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Off-the-record discussion between the investigator
and subject should not be permitted during a
recorded interview of a subject and should be kept
to a minimum during a recorded interview of a
witness.

A typical question and answer statement format is
shown in figure 6. Normally a witness will review
and sign a statement after it has been put in
final form. Many times, for various reasons, the
subject or witness may change position and refuse
to sign a statement. If you are faced with such
refusal, you should request that the statement be
read and verified for correctness. In such situa-
tions, the following legend should be inserted at
the end of the statement when applicable:

"This statement was read by
, on y 19-,
who stated that it was true and correct,
but refused to be placed under oath or to
sign it."

Mechanical Recordings

A mechanical recording device may be wused to
record statements when a stenographer is not
readily available, if all parties to the conversa-
tion consent. A recording device also may be used
in conjunction with a stenographer or recorder,
when necessary, provided the above rule is fol-
lowed. Then mechanical recording devices are
used, the following guidelines are suggested:

1. Use good equipment, in good working condition.
Check batteries carefully. You should be able
to testify as to past experience with the

equipment and that-the equipment was in good
operating condition.

2. Before recording the interview, verbally
identify on the tape the individuals engaged
in the conversation, any other persons pre-
sent, the time, date, and location.

3. Immediately after the original has been made,
make a copy for use in transcribing the con-
versation. If the recording was made during
an undercover operation, seal and store the

original after a transcribed copy has been
made.
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SUMMARY

L. Keep a written record of the custodians and

storage from the time it is recorded to the
time it is submitted as evidence.

5. When tape recordings are going to be used in
taking a confession, advise the suspect of his
or her rights and have the subject state at
the start of the tape recording that he or she
is aware that a recording is being made.

Thers can be little standardization o1 technique
in the approach to and conduct of financial inter-
viewing. Financial interviewing is much the same
as you have been accustomed to. Only the finan-
cial emphasis 1is different, and may initially
appear awkward to you. The outcome of financial
interviewing will, therefore, depend strongly on
your personal qualities. Proper planning, time,
place and setting, and knowledge of the informa-
tion you seek will contribute to the success of
the interview. Your demeanor and understanding of
human elements also will help to produce positive
results.

After you have conducted the interview, you must
decide which form the results will be preserved
in. Knowledge of and use of 1informal notes,
statements, and mechanical recordings will dictate
your choice.. The value of the evidence and 1leads
obtained will be determined by your selection.

This chapter has covered some useful concepts 1in
the process of financial interviewing. They will
serve value only if you apply them in day-to-day
interviewing of witnesses and suspects. This will
inevitably increase your knowledge of +the inter-
view process and expand your experience.
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CONDUCTING INTERVIEWS
DISCUSSION EXERCISE

The testimony of Lana Holly, 108 Hickory Drive, Arlington, Va.,
given in the office of the Vice Squad, Room 210, Arlington Police
Department, Arlington, Va., at 9:30 a.m. on Friday, November 5,

19--, about David Mardin of 1122 Reaves Street, S.W., Washington,
D.C. 20017.

Present: Lana Holly, Witness
John Blue, Investigator
James Aarons, Investigator

(Questions were asked by Investigator Aarons unless other-
wise specified.)

1. Q. Miss Holly, you are here in response to a request made to
you in order to answer questicns concerning a wholesale
furniture business operated by David Mardin during 19 .
I must advise you, Miss Holly, that we will be recording
this 1interview and I would like to have your permission
to do so.

A. Yes, sir, you have my permission to record it and I am
aware that it is being recorded.

2. Q. Would you please stand and raise your . right hand? Do
you, Lana Holly, solemnly swear that the answers you are
about to give to the questions asked will be the truth,
so help you God?

A. I do.

3. Q. Miss Holly, would you please explain your occupation and
length of employment?

A. I'm a student at Georgetown University taking my masters
degree.

4. Q. Are you employed by David Mardin in any capacity?

A. Yes, I work for him whenever he needs me, part time. I
guess you could call me a Girl Friday.

5. Q. How long have you been employed by Mr. Mardin?
A. Vell, he hired me on Christmas vacation beginning the

year Dbefore last. So I would have been there about a
year and half to date, I guess.
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10.

11.

12.

Were you employed by Mr. Mardin in this capacity during
last year in its entirety?

Yes, sir, I was.

Would you explain what specifically you do for Mr. Mardin
in the way of secretarial work?

Well, I type letters to customers whenever he has any.
He writes those in long hana and I'm not a very good
typist so I have to take my time. He also will give me
bills or his travel expenses and tells me who to write
the checks to. Then I write up the checks and if he is
not here, I just put them on his desk for his signature
and I guess he mails them or delivers them because I do
not see them after that.

Is that all you do for Mr. Mardin?

Well, sometimes he gets commission checks and has me make
up deposit slips to put these in the bank.

Do you put those checks in the bank?

No, I put the whole package together, which would be that
deposit slip and the list of checks and I give these to
Mr. Mardin. I don't know what he does with them.

What companies are these checks from, Miss Holly?

Well, if I recall, they are from Basswood, another one
is Sunray, the last one is Earthstar.

In other words, when you transcribe the information from
these checks to deposit tickets you would put Basswood,
Sunray, or Earthstar or whatever source the check is
from. Is that correct?

Oh no, that's not what I do. Mr. Mardin has instructed
me that I am to take, let's Say Basswood, which is
sending us money for three or four different shops that
Mr. Mardin has sold to. Then I iist the amount, and the
shop name on the little lines on the back of the deposit
slip. And then I put down the amount of money. And
since I only get one check at a time, the total of those
amounts then will equal the amount of the check he is
depositing.

In other words, Miss Holly, you are 1listing on the
deposit ticket, the names of the retail stores Mr.
Mardin has sold to rather than the manufacturer who
issued the check, is that correct?
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13.

4.

15.

16.

17.

18.

19.

Yes, that's right.

Well, what account are these checks and deposit slips
being deposited to?

Well, to the bank.

To be a little more specific, Miss Holly, what particu-
lar bank?

The Arlington Trust Company Bank.

Is that Mr. Mardin's business account?
I don't know. I just make them up.

Miss Holly, I feel that it is time that I must caution
you and must remind you that you are giving this testi-
mony under oath. And we would 1like to caution you

against possibly perjuring yourself in this instance.
Do you understand this?

Look, Mr. Aarons, whatever your name is, you are asking
me questions and I'm trying to answer them in the best
way that I know how, but what is it you want from me?

You stated earlier in the interview that you also paid
some of Mr. Mardin's business expenses by check. Were
these expenses paid by checks drawn against the Arling-
ton account only or did you also pay some of these
expenses with checks drawn on the Clarendon account?

Well, it depends. You see he pays some of these things
in cash. He gives me these cash things to file because
he told me that they had something to do with his tax
return. The other things that I pay out of there are
the repair bills on his car, also restaurants and office
supplies. There are things he buys around here 1like
office supplies. Those things are paid out of the

Arlington account. Do you want to know about his credit
cards?

Do you pay his credit card expenses?

Well, that's about all that is paid out of the Clarendon
account. The Clarendon account is mostly credit cards
and he's got them coming out his KAZO0O.

Could you be more specific, Miss Holly? 1In other words
you pay some general business expenses that Mr. Mardin
may incur through his Arlington account and you're also
saying he uses credit cards and those bills for expenses
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20.

21.

22.

23.

are paid from the Clarendon account. Is that true? And
if so, what particular charges or credit cards does he
have?

Yes, Mr. Mardin has a lot of times when he is traveling,
and he will have car rentals and things like that he has
mailed directly to us for payment. He also has certain
accounts at restaurants around town for entertaining and
these are paid out of Arlington and I guess they are
entertainment of business clients. But, it's kind of
funny. Sometimes when he is not here, I look through
the <cards and slips and there are some weird things,
like massage parlors, and I don't think he is really in
that good of shape.

What particular expenses do you pay out of the Clarendon
account for Mr. Mardin?

Well, credit cards as I can recall. He has several:
Bank Americard, Master Charge, and American Express.
And he writes an awful lot of checks to cash.

You're saying these expenses and these checks for par-
ticular charges are written on the Clarendon gccount.

Is this true? :

One time, I wrote one of the American Express checks out
of his Arlington account, and that was another time I
thought I was going to lose my job. He got very upset
with me and I was given strict instructions that all of
the credit cards were to be written cut of the Clarendon
account.

Alright, Miss Holly, we have established that you make
out deposit slips for Mr. Mardin's commissions %0 be
deposited to the Clarendon account and the Arlington
account under his specific directions, and write checks
for some of his business expenses on both of these
accounts; what other duties do you perform for Mr.
Mardin?

Well, as I told you I sometimes write letters to his
customers.

Do you maintain any other books and records for Mr.
Mardin---any ledgers, anything of that nature?

Oh, no. I'm an anthropology major. I hawe trouble
reconciling my own bank account. I don't do anything
like that for Mr. Mardin.

N
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24.

25.

26.

27.

Q. Miss Holly, have I or any other investigator threatened
you or intimidated you in any manner?

A. No.

Q. Have I or any other investigator offered you any re-

wards, or promises of reward or immunity, in return for
this statement?

A. No.

Q Have you given this statement freely and voluntarily?

A. Yes.

Q Is there anything further you care to add for the re-
cord?

A. No.

I have carefully read the foregoing statement consisting of
pages 1 to 6, inclusive, which is a correct transcript of my
answers to the questions asked me on the 5th day of November
19__, at the offices of the Vice Squad, Arlington Police
Department, Arlington, Virginia, relative to David Mardin.
I hereby certify that the foregoing answers are true and
correct, that I have made the corrections shown and have
placed my initials opposite each correction, and that I have
initialed each page of the statement.

LANA HOLLY
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Subscribed and sworn to before
me, this 5th day of November
19__, at Arlington, Va.

James Aarons
Investigator

John Blue
Investigator

I, Jack Pacific, do hereby certify that I prepared the
foregoing transcript consisting of 6 pages, from a tape-re-
cording of the testimony of Lana Holly, given in Arlington,
Virginia, on November 5, 19 __, and that I have initialed
each page of the transcript.

Jack Pacific
Secretary
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FIGURE 1

GUIDELINES FOR INFORMATION TO BE COLLECTED IN INTERVIEWS

ABOUT THE INTERVIEW

Location, date and time
Names of investigators

ABOUT THE SUBJECTS BEING INVESTIGATED

Names of promoters, their representatives, agents,
ete. (individuals and company names)

Addresses of individuals and companies

Legal status of companies (corporations, partner-
ships, state of incorporation, etc.)

Telephone numbers of individuals and companies
Physical descriptions
Title, salary, tenure, duties, and responsibili-
ties of suspect (particularly important in em=-
bezzlement cases)

ABOUT CONTACT BETWEEN SUBJECTS AND WITNESSES

How was initial contact made? -- e.g.,

Advertisement in newspaper, radio, or televi-
sion

Get name of paper, station and dates

Sales letter

Get copies of letter, envelopes, other
material included

Personal contact
By telephone or' in person--get dates,
names, locations, and content of conver-

sation

Reference through third party (attorney,
friend, etc.)
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Were there any previous relationships between
promoter and vietim?

How did the promoters or their representatives get
the victim's name--or learn about the viectim?

ABOUT THE SITUATION AND CONTENT OF MEETINGS, CONVERSATIONS,
TRANSACTIONS, ETC.

Date, location and time of occurrence

Names, addresses, titles, etc., of all who were
present

Full details of all representations (promises)

Method of representation

What was said?

What was shown? What was handed out (let-
ters, brochures, prospectuses, sales litera-
ture, warranties, guarantees, contracts,
etc.)?

Which person made each representation?
Victim's degree of reliance on representation

Did victim have any mental reservations?

Did he or she express them?

Did he or she ask any questions?

What were the answers? Who made them?

How were his or her mental reservations
overcome? By whom?

Was anything done to discourage victim from a
detailed reading of papers, or consulting
friends, attorneys, accountant, banker, etc.?

Representations which victim believes were false

Representations which victim believes were omitted
but chould have been told

Was victim put under any time or other severe
pressure to enter into transaction? How?

Full details of transaction

Amount of dollars

Method of payment--check, cash, agreements
or contracts to pay in future, etc.

Date and circumstance of payment~-in
person, by mail, to whom, etc.
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ABOUT THE VICTIM Will victim sign statement or affidavit swearing

Name, address, telephone numbers (home and busi- .to truth of what was said?
ness) ABOUT PHYSICAL EVIDENCE

Motivation behind the complaint: Borrow or copy all physical evidence--cancelled
checks, receipts, brochures, sales 1literature,

prospectuses, warranties, guarantees, lett=rs,
envelopes, contracts, etc.

To recover losses
Anger or outrage
To protect others from same scheme
. . . . . . Give receipt for all items borrowed.
If information as to victim motivation not based P
on victim statement, what 1is basis for above

: . Have interviewee initial and date each page of
information?

each item.

Circumstances will dictate when the investi-
gator should advise victim that criminal
action does not guarantee restitution nor
does it insure success in a civil action, but
it is proper to point out that one possible
outcome of action 1is restitution following
criminal or government civil action.

Victim's background (may assist in finding out how
promoter got victim's name and thus help in locat-
ing other victims)

How and when victim discovered representations
were lalse

Has victim complained to promnter?

What did victim do or say?

Did victim complain himself or herself, or
through a friend or attorney?

Has victim complained to any other private or
public agency? With what results?

Financial losses suffered
Victim's source of funds lost
Psychological suffering

Has victim withheld information from members of
his or her family or business associates?

Victim's willingness to assist in investigation
and testify in court (circumstances will dictate
appropriate timing for addressing these 1issues,
for example, this may not be suitable in the early
stages of interviewing non-complaining witnesses)
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FIGURE 2

GUIDELINES FOR INFORMATION TO BE COLLECTED IN INTERVIEWS

WITH SUBJECTS

IDENTIFICATION

IRTH

1
2
3
B
4
5
6
7
8
9
1

. Full name
. Alias
. Reason for alias

. Date
. Place

. Citizenship

. Father's name
. Living?

. Mother's name
0. Living?

ADDRESSES DURING PERTINENT YEARS

11. Residence

12. Phone Number

13. Business

14. Phone Number

15. Any other present or prior addresses

MARITAL STATUS (Helpful in Locating Undisclosed
counts)

16. Present status; if married, date and place of

17. Divorced--when, where

18. Spouse's maiden name

19. Spouse's parents living?

20. Children's names and ages--dependents?
OCCUPATION

21. Present position

22, Company name and address

23. Present salary

24. Length of time employed

25, Any part-time or additional employment
26. Prior occupations

27. Spouse's occupation

1-26

Bank Ac~

marriage
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GENERAL BACKGROUND

28.
290
30.
31.
32.
33.
34,

Physical health

Mental health

Education

Military service

Social security number (for identification purposes)
Ever been arrested?

Ever been bankrupt?

FINANCIAL INSTITUTIONS, BUSINESS AND PERSONAL

35.
36.
37.

38.
39.

4o.
4.
42,
43.
4y,
45.
46.
47.

Checking accounts

Savings accounts

Safe deposit boxes (Request inventory of safe deposit
boxes)

In whose name

Contents:

a. Generally

b. Largest amount of cash? When held?
Contents last visit

Does anyone else have access?

Trusts: Beneficiary, donor, or trustee
Credit union

Brokers

Currency exchanges used

Cashier's checks

Money orders, bank drafts, travelers checks

SOURCES OF INCOME

49. Salaries, wages, business receipts
50. Interest and dividends

51. Sale of securities

52. Rents and royalties

53. Sale of assets, pensions, trusts, annuities, etec.
54. Gifts (money, property, etc.)

55. Inheritances

56. Loans

57. Mortgages

58. Municipal bond interest

59. Insurance settlements

60. Damages from legal actions

61. Any other source of funds, ever
NET INCOME AND EXPENDITURES

Assetsy

62. Current cash on hand, including cash in safe deposit

boxes, but not including cash in bank accounts.

64. Location of current cash
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63. Largest amount of cash ever on hand, location

65. End of year cash balances

66. Notes receivable

67. Mortgages receivable

68. Life insurance policies

69. Automobiles

70. Real estate

71. Stocks, bonds and other securities
72. Jewelry, furs

73. Airplanes, boats

T4. Any other assets, valued over $500

Liabilities

75. Payables

76. Loans

77. Assets purchased by financing
78. Mortgages

Expenditures

79. Debt reduction

80. Insurance premiums

81. Interest expense

82. Contributions

83. Medical

84. Travel

85. Real estate and other taxes
86. Servant's wages

87. Casualty losses

Business Operation

88. Name and address

89. Date organized and nature (corporation,
ete.)

90. Title and duties

91. Investment, where and when

92. Associates

Books and records

93. Accounting system, cash or accrual

94, Period covered

95. Location

96. Name of person maintaining and controlling

97. Types: journals, ledgers, minute books,

partnership,

cancelled

checks, bank statements, invoices, cash register tapes,

appointment books
98. Name of outside auditor

1-28
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Business Receipts

99. Form, checks or cash
100. Are all receipts deposited? Where?

101. Are business receipts segregated fronm personal?

102. Are expenses ever paid with unde i i
osit ?
103. Cash checks for customers? P °d receipts:

104. Checks to cash or other withdrawals
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FIGURE 3
EXAMPLE OF MEMORANDUM OF INTERVIEW

In re: Name and address of subject(s) being investigated

Date and Time of Interview: Tuesday, June 20, 19
A.M. to __ P.M.

Place: Location of interview

Present: (Subject, witness, etc.)

(Attorneys, etc.)

(Investigators)

Interview conducted by (Name,
Title)

Note: All pertinent information relating to the interview
should be in the memorandum in some logical manner, either
in order of topics discussed, importance, chronological, or
any other appropriate order.

Investigator, title

Investigator, title

If pertinent the following may be included:

I (prepared) (dictated) this memorandum on ,
19__, after refreshing my memory from notes made during

and immediately after the interview with the (subject)
(witness).

Investigator, title
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I certify that this memorandum has recorded

in it a

summary of all pertinent matters discussed with the

(subject) (witness) on (date)

(Any other investigator

who was

present at interview but did not

prepare memo)
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FIGURE 4
MEMORANDUM OF INTERVIEW

In re: David Mardin

1122 Reaves Street, S.W.
Washington, D.C. 20017

Date: Monday, June 12, 19

Place: Mulberry Realty Company, Inc.
1420 99th St., N.W.
Washington, D.C. 20018

Present: Parry Waters, Witness
James Aarons, Investigator
Douglas Spruce, Investigator

On the above date, Investigators Aarons and Spruce inter-
viewed Parry Waters in regard to his business dealings with
David Mardin of 1122 Reaves Street, S.W., Washington, D.C.
20017. In response to questions, Waters revealed the fol-
lowing information:

. He was introduced to Mardin in early March,
19, by Jeffery Cherry, a stock broker em-
ployed at the Block Cedar Investment Company,
Arlington, Virginia. Cherry indicated at that
time that Mardin was a client of his.

. On July 17, 19, Mardin made an offer to
purchase a house and 1lot from Waters for
$50,000. Subsequently, on July 30, 19__, the
transaction was finalized.

At the end of the interview, an affidavit was obtained from
Waters relative to the purchase of a house by Mardin.
Investigator Aarons swore Waters to the statements contained
w1 the affidavit. Waters indicated his willingness to
testify to all matters contained therein if necessary.

James Aarons
Investigator

Douglas Spruce
Investigator
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AFFIDAVIT

United States of America )

District of ) S8

1, _Parry Waters

FIGURE 5

, state that:

Ireside at_ 120 Moso Ave. N.W., Washington, DC.

I am currently employed as a real estate salesman for Mulberry Realty Co., Inc.,

1430 99th St., N.W. Washington, DC. I have been employed in this capacity since

19xx. In early March 19xx I was introduced to David Mardin of Washington, DC,

by Jeffery Cherry, a stock broker, employed at the Black Cedar Investment Co.,

Arlington, VA. On July 17, 19xx Mardin made = formal offer to purchase a lot

and house which I owned. On July 30, 19xx Mardin gave me a check for $50,000

drawn on the Palmetto Bank of Arlington, VA, I have examined a photocopy of

cashier check #178 and dated July 30, 19xx in the same amount.

I have identified

the endorsement as being my signature. This is the check given to me by Mardin on

July 30, 19xx. I deposited the check into my checking account at the Last

National Bank, Sunset, VA.

I have had no other business or personal dealings with Mardin since that date. I

have given Investigator James Aarons the sales agreement relative to the sale

of the above property and have received a receipt.

I have read the foregoing statement consisting of this page only. I fully understand this statement and it is
1 made the corrections shown and placed my

true. accurate and complete to the best of my knowledge and hbelief.
initials opposite each.

I made this statement freely and voluntarily, without any threats or rewards, or promises of reward having

been made to me in return for it.

Subscribed and sworn to before me this 3th
day of _ August .19 ,
at _120 Moson Ave, N, W

Washington, DC.

(Signature)

(Signatwe of affiant)

(Title)
Internal Revenue Service

(Signatwre of witness, if any)

DEPARTMENT OF THE TREASURY - INTERNAL REVENUE SERVICE
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FIGURE 6
SUGGESTED FORMAT FOR QUESTION AND ANSWER STATEMENT

Testimony of Parry Waters, 1122 Reaves Street, S.W., Wa-
shington, D.C., given in the office of the Washington Police
Department, _ Squad, Room , City Hall, 301 Blue
Street, N.W., Washington, D.C., at 9:30 a.m. on June 12,

19, about David Mardin of 1122 Reaves Street, S.W., Wa-
shington, D.C.

Present: Parry Waters, Witness
James Aarons, Investigator
Douglas Spruce, Investigator

(Questions were asked by James Aarons, Investigator, and
answers given by Mr. Waters.)

(Mr. Waters, this interview is being recorded, as we agreed,
by means of the tape recorder on your left, table, etec.)

1. Q. Mr. Waters, you were requested to appear at this
office to answer questions concerning the sale of a
lot and house to David Mardin of Washington, D.C.
(If appropriate advise the witness of his rights to
counsel).

2. Q. Please stand and raise your right hand. Do you,
Parry Waters, solemnly swear that the answers you
are about to give to the questions asked will be the
truth, so help you God?

(Note: After the questioning is concluded the meeting is
brought to a close with the following questions.)

120. Q. Mr, Waters, have I, or has any other investigator,
threatened or intimidated you in any manner?

A, No.

121. Q. Have I, or any other investigator, offered you any
rewards, or promises or immunity, in vreturn for
this statement?

A, No.
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122. Q. Have you given this statement freely and voluntar-

ily?
A. Yes.
123. Q. Is there anything further you care to add for the
record?
A. No.

("After this statement has been transcribed, you will_ be
given an opportunity to read it, correct any typographical
errors, and sign it.")

I have carefully read the foregoing statement consisting of

pages 1 to _ , inclusive, which is a correct transcript of
my answers to the questions asked me on the 12th dgy of
June, 19 , at the office of the Squad, Washington

Police Department, Washington, relatIve to David Mardin of
1122 Reaves Street, S.W., Washington, D.C. I hereby certify
that the foregoing answers are true and correct, that I have
made the corrections shown and have placed my initials
opposite each correction, and that I have initialed each
page of the statement.

/S/ Parry Waters

Subscribed and sworn to before me at 9:45 a.m., this 30th
day of June, 19_ , at Washington, D.C.

James Aarons, Investigator

Douglas Spruce, Investigator
Witness
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LESSON 2

SOURCES OF FINANCIAL INFORMATION

Most criminal investigators have had

academic

training as well as considerable experience in
cultivating a broad variety of informational
sources. The financial sources identified here

should be viewied as other such

sources. Their primary purpose 1is to

information
help you

trace financial transactions as they relate to

white collar crime.

OBJECTIVES

At the end of this lesson you will be able to:

1. Identify appropriate sources to
cific information

2. Determine the appropriate person(s)

furnish the desired information

3. Adequately describe the information

records desired

AUTHORITY TO OBTAIN

Because of the wide variety of agencies for

obtain spe-

who can

and/or

which

this text material 1is intended and the resultant
divergent statutory authorities involved, no
effort has been made to describe the availability
of documentary evidenc- from any particular infor-
mational source. However, even though documentary

evidence may not be readily available from a
particular source, che possibility of developing
informants and/or cooperative individuals within

various organizations should not be discounted.

Also, in.many instances the subject of an investi-
gation, in un effort to give the appearance of
cooperati.», will authorize the release of other-

wise restr.octed information.
BUSINESS AND GOVERNMENT RECORDS

Business Records

1. Abstract and title company records

a. Maps and tract books

2-1
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b. Escrow index of purchasers and sellers of
real estate (primary source of informa-
tion)

¢. Escrow files (number obtained from index)

d. Escrow file containing escrow instruc-
tions, agreements, and settlements

e. Abstracts and title policies
f. Special purpose newspapers published for

use by attorneys, real estate brokers,
insurance companies, and financial insti-

tutions. These newspapers contain com-
plete reports on transfers of properties,
locations of properties transferred,

amounts of mortgages, and releases of
nortgages.

Agriculture records

a. County veterinarians

b. Commission merchants

c. Insurance companies (insure shipments)

d. Transportation companies

e. Storage companies

f. County and state fair boards

g. County farm agents

h. State cattle control boards (some states
maintain records of all cattle brought in
and taken out of state)

Automobile manufacturer and agency records

a. FPFranchise agreements

b. Financial statements of dealers

c. New car sales and deliveries (used car
purchases, trade-ins, and sales)

d. Service department (mileage, order, and

delivery signature to indicate presence in
area)
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Bonding company records

a. Investigative and other records on persons
and firms bonded

b. Financial statements and date
c¢. Address of person on bond
Credit reporting agencies

The Fair Credit Reporting Act of 1971 re-
stricts the availability of information from
credit reporting agencies to governmental
investigative agencies. Credit reports may
only be furnished to governmental 1investiga-
tive agencies:

a. In response to the order of a court having
the jurisdiction to issue such an order;

b. Upon written request of the consumer; or
c. To a person who has a legitimate business

need for the information in regard to a
business transaction involving the con-

sumer, including but not limited ¢to
credit, insurance, and employment pur-
poses.

There is no specific exception provided in the
act which will allow law enforcement agencies
to obtain credit reports for investigative
purposes. The act provides criminal penalties
for obtaining information under false pre-
tenses and for unauthorized disclosures by
officers or employees of consumer reporting
agencies.

The identifying information which is available
under the acft is limited to a consumer's name,
address, former addresses, places of employ-
ment, and former places of employment.

If identifying information 1is needed for
investigative purposes the following credit
reporting agencies can be checked.

a. Dun and Bradstreet, Inc.

b. Local credit rating and collection

agencies
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Local office of National Association of
Retail Credit Men

Insurance applicants

(1) American Service Bureau
(2) Hooper Holmes Agency
(3) Retail Credit Company
Mortgage loans

(1) Loan exchange (clearing house for loan
information)

(2) Retailers' Commercial Agency (performs
credit investigations for credit
cards, banking, and mortgages)

Manufacturers

The "Census File of Manufacturers" con-

tains a census of manufacturing plants in

the United States.

Marketing serviées

(1) Dun and Bradstreet, Inc.

(2) Market. Service Bureau

(3) Middle Market Directory (business
guide of firms with a net worth be-

tween $500,000 an $1,000.000)

(4) Million Dollar Directory (business
guide of firms with a net worth of
$1,000,000 or more)

(5) Metal Working Directory (marketing

directory of metal working plants in
the United States)

(6) Vendor Account Services (used by
retail stores 1n processing accounts
payable, buying, and merchandise
control)

Transportation

(1) TRINC (furnishes statisties on the
trucking industry)
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(2) Motor Carrier Directory (lists motor
carriers with revenues totaling
$50,000 or more)

i. International

(1) International Credit Reports (a divi-
sion of Dun and Bradstreet which
furnishes credit reports on overseas
credit)

(2) International Market Guides (Middle
and South America oaly)

(3) Continental Europe (lists European
businesses in 39 countries)

(4) Guide to Key British Enterprises
(lists prominent firms throughout the
United Kingdom)

(5) Synopsis of Dun-Mexico

(6) Synopsis of Dun-Brazil

(7) Reference book-Argentina

(8) Bradstreet Register

(9) International Mercantile Claims Divi-
sion

Specialized commercial credit organizations

In addition to the above credit reporting
agencies, there are specialized commercial
credit organizations.

a. United Beverage Bureau

b. National Fuel Credit Association

¢c. Jewelers Board of Trade

d. Lumbermen's Creait Association

e. Produce Reporter Company

f. Packer Produce Mercantile Agency

g. Paper and Allied Trade Mercantile Agency
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h. Lyon Furniture Mercantile Agency
Je American Monument Association
Department store records
a. Charge accounts
b. Credit files
Detective agency records
a. Investigative files
(1) Civil
(2) Criminal
(3) Commercial
(4) Industrial
b. Character checks
C. Fraud and blackmail investigations
d. Divorce evidence
€. Missing persons search
f. Security patrols and guards
g. Undercover agents
h. Shadow work
i. Lie detector tests
J. Personnel Screening and fingerprinting
k. Service checking
(1) Restaurants
(2) Public transportation
(3) Stores
Distributors' records

a. Gambling equipment
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10.

11.

12.

13.

b. Wire service

¢. Factory, farm, home, office equipment,
etc.

d. Wholesale toiletry (cash rebates are paid
by some toiletry manufacturers). Details
of available contracts which pay rebates
to wholesale toiletry distributors are
contained in publications issued by the
Toiletry Merchandisers Association, Inec.,
230 Park Avenue, New York, New York 10017,
and the Druggist Service Council, Inec.,
1290 Avenue of the Americas, New York, New
York 10019.

Drug store records

Prescription records (name, address, date, and
Physician issuing prescription)

Fraternal, veterans, labor, social, and po-
litical organization records

a. Membership and attendance records
b. Dues, contributions, and payments
¢. Location and history of members
Hospital records

a. Entry and release dates

b. Payments made

Hotel reccrds

a. Identity of guests

b. Telephone calls made to and from room
¢c. Credit record

d. Forwarding address

e. Reservations for travel (transportion
companies and other hotels)

f. Payments made by guest

g. Freight shipments and luggage (in and out)
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14.

15.

Insurance company records

Life. accident, fire, burglary, automobile,
and annuity policies

a. Applications (background and financial
information as well as insurance carried
Wwith other companies)

b. Fur and jewelry floaters (appraised value
‘and description)

c. Customers' ledger cards

d. Policy and mortgage loan accounts

e. Dividend payment records

f. Cash value and other net worth data

g. Correspondence files

h. Payment records on termination (life),
losses (casualty), or refunds on cancella-
tions

J. Payments to doctors, lawyers, appraisers,
and photographers hired directly by the
insurance company to act for the company
or as an independent expert

Laundry and dry cleaning records

a. Marks and tags (marks are sometimes invi-
sible and are brought out by the use of
ultraviolet rays)

b. Files of laundry marks
(1) New York State Police, White Plains,

New York, and other 1local or State

police departments

(2) International Fabricare Institute,
Joliet, Illinois

Lenders Exchange or Consumer Loan Exchange
An organization known as the Consumer Loan
Exchange or Lenders Exchange exists in all of

the large cities in the United States, as well
as in some of the smaller cities. It is a

2-8 4124-05

17.

18.

19.

nonprofit organization, supported by and for
its members. Most of the lending institutions
are members of the exchange. It can supply
information concerning open and closed loan
accounts with member companies, and is a good
source of general background information.
These organizations are not listed in directo-
ries or telephone books. Their location in a
city may be obtained through local lending
agencies.

National charge plan records

National agencies, such as American Express,
Diners Club, and Carte Blanche, which provide
credit cards for use in charging travel,
entertainment, goods, and Services, can deter-
mine whether an individual or business has an
account from their central index files. 1f
details of the account are needed, information
requests should indicate whether only copies
of the monthly statements or copies of both
the statements and charge slips are desired,
the time period to be covered, the subject's
address, and the name and address of the
subject's employer or business. Requests
should be directed to American Express Com-
pany, Box 13779, Phoenix, Arizona 85002,
and/or Diners Club, Incorporated, Adjustment
Department, 10 Columbus Circle, New York, New
York 10008. Carte Blanche will not honor
direct requests by mail.

Newspaper records (morgue)

Clippings are assembled in one file with
photographs, notes, unpublished data, etc.

Photograph records
a. Relatives, associates, and friends

b. Previous places of employment (employee or
company publications)

c. Police and FBI files
d. Schools (yearbooks, school papers, etc.)

e. License bureaus (drivers, chauffeurs,
taxis, etec.)
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20.

21.

g.
h.

Military departments
Fraternal organizations
Church groups

Race tracks

Photographs made of checks and persons
presenting checks for cashing

Newspaper morgue

Nightelub or "sidewalk photographers and
photography studios

Public utility company records

a. Present and previous address of subscriber

b. Payments made for service

¢c. Payments made for "major" purchases

Publications

a. Who's Who in America and various States

b. Tax services

c. City directories

d. Billboard (amusements, coin-machines,
burlesque, drive-ins, fairs, stage, radio,
TV, magic, music machines, circuses,
rinks, vending machines, movies, letter
lists, and obituaries)

f. Variety (literature, radio, TV, music,
stage, movies, obituaries, etc.)

g. American Racing Manual (published by
Triangle Publications, Inc., 525 West 52d
Street, New York, New York 10019). Re-
cords showing amounts  paid to owners of
winning horses by each race track in the
United States, Canada, and Mexico.

h. Professional, trade, and agriculture
directories and magazines

i. Moody's Investors Service, Inc., and

Standard and Poor's Corporation
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22. Real estate agency or savings and loan asso-
ciation records

23.

24,

Property transactions
Financial statements

Loan applications. Do not contain quite
the same information as loan applications
given to a bank. A savings and loan
association depends primarily upon real
estate security rather than upon the other
assets and liabilities of a borrower.

Payments made and received (settlement
sheets)

Credit files and files of a confidential
nature

Telephone company records

a.

€.

Local directories (alphabetical and re-
verse; library of "out of city" directo-

ries)
Toll calls

Investigative reports on telephones used
for illegal purposes

Message unit detail sheets (in some areas)
which list numbers called by a particular
telephone

Payments for service

Transportation company records

Passenger lists, reservations
Destinations
Fares paid

Freight carriers-shippers, destinations,
and storage points

Departure and arrival times
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25. Western Union money orders

a. The St. Louis office of the Western Union
Telegraph Company is the records storage
center for all Western Union paid money
orders in the United States.

b. A Western Union money order transaction
results in two documents: The original
telegram -application prepared by the
purchaser or sender, and the bank draft
drawn by Western Union to the person
receiving the money. The Western Union
canceled drafts, after clearing through
banking channels, are associated with the
original telegram applications and sent to
the St. Louis office for storage under the
jurisdiction of its money order auditor.
These records (except for money orders
over $1,000) are destroyed month by month
after 3 years. :

State and Local Law Enforcement Agency Records

1.

State police (central records section)
a. Criminal cases

b. Criminal intelligence

¢. Inflammable liquid installations
d. Firearms registrations

e. Investigations conducted for other depart-
ments

f. Traffic arrests and motor vehicle accident
investigations

g. Noncriminal and criminal fingerprint
records

h. "Rogues gallery"

i. Investigation of aviation rules and non-
carrier civilian aircraft accidents

j« Police training school files
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City police

Criminal identification

(1) Records of arrests, accidents, and
general information

(2) Alphabetical indexes of every com-
plainant or suspect

(3) "Aided" cards (citizens assistance)

(4) Gun permits or applications and regis-
trations

(5) Lost or stolen articles
(6) Pawn shop files

(7) Towed or repossessed autos
(8) Ambulance files

(9) Business information files

(10) "Scofflaw files" (consistent violator
of minor offenses--primarily traffic)

Other divisions:

(1) Criminal division files

(2) Forgery squad (check squad)

(3) Juvenile division

(4) Morals or vice squad files

(5) Narcotics bureau

(6) Organized crime division

(7) Police force personal history files
(8) Public relations office (press file)

(9) Traffic division files

Small town police

Criminal index cards
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b.
c.
d.

e'

Criminal arrest cards
Accident reports
Complaint forums

Offense reports

County police (sheriff)

a.

Criminal Records

(1) Crimes involving bodily violence
(2) Crimes involving theft

(3) Crimes involving worthless checks

(4) Personal history sheets on people
connected with the crimes

(5) Juvenile division records
(6) County business owners
Traffic records

Name, address, license plate number,
driver's license number, arrsst number,
date and place of birth, sex, color, age,
occupation, height, weight, complexion,
color of hair, eyes, marks, and facts of
arrest.

National Sheriffs Association Directory

a.

bl

List of State institutions and their
superintendents

State and Federal enforcement agencies and
territorial Jjurisdictions

Associate members of National Sheriffs
Association

County sheriffs

Address of National Auto Theft Bureau

Other State and local law enforcement and
quasi-law enforcement organizations
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Specialized police organizations

Public, semi-public, and private organiza-
tions

The industrial security officer

International Association of Chiefs of
Police

The monthly police administration review
list of police publications

Federal Government Records

1.

Bureau of Alcohol, Tobacco and Firearms (ATF)

A e

Distillers, brewers, and persons or firms
who manufacture or handle alcohol as a
sideline or main product

Inventory of retail liquor dealers and
names of suppliers as well as amounts of
liquor purchased by brand

Names and records of known bootleggers

Processors, manufacturers, and wholesalers
of tobacco products

Names of subjects of investigations by ATF

List of all Federal firearms license
holders, including manufacturers, im=-
porters, and dealers

List of all Federal explosive 1license
holders, including manufacturers, im-
porters, and dealers

Capability of tracing any firearm from
manufacturer or importer to retailer

Services of the ATF Forensic Laboratory
may be obtained by writing the Director,
Bureau of Alcohol, Tobacco and Firearms,
1200 Pennsylvania Avenue, N.W., Washing-
ton, D.C. 20004.

Drug Enforcement Administration (DEA)

ae

Licensed handlers of narcotics
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b.

Criminal records of users, pushers, and
suppliers of narcotics

Federal Bureau of Investigation {FBI)

a'

b.

d.

e.

Criminal records and fingerprints

National Stolen Property Index @s?olen
Government property, including military
property)

Nonrestricted information pertaining to
criminal offenses and subversive activi-
ties

National Fraudulent Check Index

Anonymous Letter Index

Bureau of the Public Debt

a.

b.

U.S. savings bonds (registered bonds)
purchased and redeemed

Requests for information must be addressed
to:

Director, Division of Loans and Currency
Bureau of the Public Debt

J.S. Treasury Department

536 South Clark Street

Chicago, Illinois 60605

Requests must include:

(1) Zurname, given name, and middle name
or 1initial of each person in whose
name bonds probably were purchased

(2) Married woman's given name

(3) Current and former addresses of each
person

(4) Years for which information is de-

sired. Indicate whether issue date,
payment date, or both dates are de-
sired.

(5) If known, the series of bonds in-
volved. The following schedule shows
the dates when the sale of each series
began and ended.
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Series Dates

March 1935 through December 1935
January 1936 through December 1936
January 1937 through December 1938
January 1939 through April 1941
May 1941 through present (sales
continuing)

May 1941 through April 1952

May 1941 through April 1952

June 1952 through present (sales
continuing) )

I May 1952 through April 1957

J May 1952 through April 1957

moOw e

jasiiepIAry|

(6) A statement that the request has been
carefully screened and that the infor-

mation requested is necessary and its
intended use.

d. Bureau of the Public Debt provides pen-
ciled worksheets showing complete data

with respect to all bonds purchased and/or
redeemed.

5. Federal Aviation Agency (FAA)

a. This agency maintains records which re-~
flect the chain of ownership o~ all civil
aircraft in the United States. These
records include documents relative to
their manufacture and sale (sales con-
tracts, bills of sale, mortgages,. liens,

transfers, inspections, and modifica-
tions).

b. Information will be furnished in response
to telephone requests. However, certified
copies of information or documents will
not be issued without an official written
request addressed to:

Aircraft Registration Branch AC 350
Federal Aviation Agency

Field Box 1082

Oklahoma City, Oklahoma 73101

6. Department of Agriculture

2. Licensed meatpackers and food canners

b. Inspections made under Pure Food and Drug
Act
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C.

Transactions with individuals and busi=~
nesses (subsidies and adjustments)

Department of Defense

e

Data concerning pay, dependents, allotment
accounts, deposits, withholding stgtemegts
(Forms W-2), and any othe? financial
information relative to military person-
nel. This information 1is availab}e at one
of the following offices, depending upon
the branch of the Armed Forces to which
the individual was or is presently at-
tached.

(1) Army '
United States Army Finance Center
Indianapolis, Indiana 46249

Request to include the complete name
and Army serial number.

(2) Air Force:
Air Force Finance Center
3800 York Street
Denver, Colorado 80205

(3) Navy: _
Director, Bureau of Supplies and

Accounts

Department of the Navy
13th and Euclid Streets
Cleveland, Ohio 44115

Requests for information should be for-
warded to the respective f;nance center.
It is important that the subject pe ade-
quately identified, preferaply by name,
address, and military serlal_ number.
However, if the serial number 1s unknown
or cannot be furnished, the data may be
secured if the 1inquiry includes_ ?he
serviceperson's full name, date of_ birth,
and places of induction and/or discharge

from the service.

Addresses of military personnel:

(1) Form 2223, Request for Address of
Military Personnel, should be used to

obtain the current or 1last known
address of an individual who 1s a
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member of (or who has recently been
Separated or discharged from) the
Armed Forces. All Forms 2223 should
be prepared carefully. The full name
of the individual should be entered
accurately, and also the pre-service
address and serial number, if known.
If available, include the last known
military address of the individual and
the date such address was kKnown to be
current. The correct mailing ad-
dresses for the military service
branches are printed on the front of
Form 2223 and the address correspond-
ing to the member's branch of service
must be entered in the Space provided.
Make sure the return address of the
requestor has been inserted. Other-
wise, even though a current address
may be available, the military service
branch will be unable to return the
completed Form 2223.

(2) Many of the Forms 2223 will have to be
forwarded by the military service
branches to various record centers
located throughout the United States.
Therefore, no followup inquiry should
be made within 90 days from the date
of the original request. If a fol-
lowup inquiry is necessary, a second
Form 2223 should be prepared and
mailed to the proper military service
branch. However, the second Form 2223
should not be identified as a followup
request or as a second request, and no
reference should be made to the origi-
nal Form 2223,

Data concerning the personal and medical
history of former Arilyy  personnel (dis-
charged subsequent to 1912) ang former
Navy and Marine personnel are located at:
Military Personnel Records Center, GSA
9700 Page Boulevard, St. Louis, Missouri
63132. Requests should include: Complete
hame, including middle name ; service
serial number; date and place of birth;
dates of service, military organizations;

and the name of the individual's next to
kin.
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e. Records of contracts and all original
vouchers covering payments made tg persons
and firms dealing with the U.S. Air Force
are rctained at:

U.S. Air Force Accounting and Finance

Center '
AFO--Accounts and Mail Branch

3800 York Street
Denver, Colorado 80205
8. Department of State

a. Passport records (date and place of b%rth
required). Recent data may be obtained
from the local district court.

b. Import and export licenses
c. Foreign information
9. Bureau of Customs
a. Record of importers and exporters
b. Record of custom house brokers

c. Record of custom house truckers (cartage
licenses)

d. List of suspects

10. U.S. Secret Service

a. Records pertaining to counterfeip, fgr—
gery, and United States security violation
cases

b. Secret Service's central files in w§shing—
ton, D.C., contain an estimated 100,000
handwriting specimens of known forgers.
An electronic information retrieval system
facilitates comparison of que;tloned
handwriting with the specimens on file for
identification purposes.

11. U.S. Postal Service
a. Mail watch or cover

b. Photostats of postal money orders. Re-
quests for such records must be addressed
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12.

13.

4.

to the Money Order Division, U.S. Postal
Service,; Washington, D.C.

¢. Addresses of post office box holders.
These requests should be made only when
efforts to obtain the information from
other sources have proved unsuccessful.
Information can be obtained from the
Inspector-~in-Charge or Postal Inspector.
Check with the local post office to learn
the identity of the inspector who can
furnish the information.

Immigration and Naturalization Service
a. Records of all immigrants and aliens

b. Lists of passengers and crews on vessels
from foreign ports

¢c. Passenger manifests and declarations
(ship, date, and point of entry required)

d. Naturalization records (names of witnesses
to naturalization proceedings and people
who know the suspect)

e. Dcportation proceedings

f. Financial statements of aliens and persons
sponsoring their entry

Interstate Commerce Commission (ICC)

a. The ICC has information concerning 1indi-
viduals who are or have been officers of
transportation firms engaged in interstate
commerce. This information includes the

officer's employment and financial affil-
iations.

b. In addition to the record information
available in ICC, most safety  inspectors
of ICC are good sources of "reference"”
information because they have personal
knowledge of supervisory employees of the
various carriers in their region.

Securities and Exchange Commission (SEC)
a. Records of corporate registrants of secu-

rities offered for public sale, which
usually shows:
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(1) A description of registrant's pro-
perties and business

(2) A description of the ;ignificant
provisions of the security .to pe
offered for sale and its relatlon§hlp
to the registrant's other capital
securities

(3) Information as to the management of
the registrant

(4) Certified financial statements of the
registrants

Securities and Exchange Comgi§sion Ngws
Digest (a daily publication giving a brleg
summary of financial proposals filed an
the actions taken by the SEC)

tin (issued quarterly and_ conta}ns
?ﬁ%iimatién of official actions with
respect to the preceding mon@h). It .atsg
contains a supplement in which are lls.e
the names of individuals reported as being
wanted on charges of violat}ogs of the law
in connection with securities transac-
tions. It is available, upon request,. at
any of the SEC regional or branch offices
in the following cities:

Atlanta, GA Miami, FL
Boston,,MA New York, N¥ uT
Chicago, IL Salt Lake ?lty,
Cleveland, OH San Franscisco, CA
Denver, CO Seattle! WA
Detroit, MI St. Louis, MO

Fort Worth, TX St. Paul, MN

Houston, TX Washington, D.C.

Los Angeles, CA

Securities Violations Files (Securlt}es
Violations Section maintain; comprehensive
files on individuals and flrms who hgve
been reported to the Comm1851og as having
vioclated Federal or State securities }aysi
The information pertains to offlc%a

actions taken against such persons, 1in-
cluding denials, refusals,‘ suspensions,
and revocations of registrations; 1njunc-
tions, fraud orders, stop ordersz cgaie
and desist orders; and arrests, indict-

ments, convictions, sentences, and other
official actions.) Information in these
files, with respect to any particular
individual or firm, is available upon
request from the Director, Division of
Trading and Exchanges, Securities and

Exchange Commission, Washington, D.C.
20225,

Securities and Exchange Commission Offi-
cial Summary (lists the changes in benefi-
cial ownership by officers, directors, and
principal stockholders of securities
listed and registered on a national secu-
rities exchange, or Securities relating to
public utility companies and certain
closed-end investment companies)

15. Federal Reserve Bank (FRB)

United States Treasury Bonds

16. Veterans Administration (VA)

a.

a.

b.

Records of loans, tuition payments, insur-
ance payments, and nonrestrictive medical
data related to disability pensions are
available at regional offices in several
large metropolitan areas throughout the
country. This information, including
photostats, may be obtained by writing the
appropriate regional office.

All requests should include a statement
covering the need and intended use of the
information. The veteran should be iden-
tified clearly and, if available, the
following information should be furnished:

(1) VA claim number

(2) Date of birth

(3) Branch of service

(4) Dates of enlistment and discharge

17. United States Coast Guard

Persons Serving on United States ships

Vessels equipped with permanently in-
stalled motors
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Ce.

Vessels over 16 feet 1long equipped with
detachable motors

18. Treasurer of the United States

a.

Checks paid by the U.S. Treasury are
processed through the Office of the Trea-
surer of the United States. Photostats of
the cancelled checks may be obtained by
writing to:

Check Claims Division
Attention: Stop-Pay Branch
Treasurer of the United States
Liberty Loan Building

401 14th Street S.W.
Washington, D.C. 20226

All requests should include the name of
the payee, date of check, amount of check,
check number, and disbursing office sym-
bol. If the copy of the check is for use
in a trial or procedure requiring certifi-
cation, the request for certification
should be included in the original re-
quest. Checks and related records are
subject to the destruction policy of the
Check Claims Division and may not be
available for certification at a later
date.

Photostats of canceled U.S. Government
checks which relate to alleged forgery
violations are obtainable through the U.S.
Secret Service.

When information must be obtained from the
issuing disbursing office, the investiga-
tion may be expedited by asking that
office to obtain the copy and the neces-
sary certification from the Check Claims
Division.

19. National Crime Information Center (NCIC)

a.

The National Crime Information Center is a
repository of data relating to crime and
criminals gathered by 1local, state, and
Federal law enforcement agencies to combat
crime on a nationwide basis.
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The NCIC's computer equipment is located
at FBI Headquarters in Washington, D.C.
The present equipment includes rapid
access storage units (memory) with a
capability of accommodating nearly 2
million records on criminal activities.
In a matter of seconds, stored information
can be retrieved through equipment in the
telecommunications network. Connecting
terminals are 1located throughout the
country in police departments, sheriffs!
offices, State police facilities, and
Federal law enforcement agencies. Dis-
patchers can respond quickly to requests.
NCIC, as well as operating statewide
systems, furnishes computerized data in a
matter of seconds to all agencies partici-
pating in the centralized State systems.
The goal of NCIC is to serve as a national
index to fifty statewide computer systems

and heavily populated metropolitan area
sSystems.

NCIC Headquarters might be compared to a
large automated "file cabinet" with each
file having its own label or classifica-
tion. Such a cabinet of data contains
information concerning:

(1) Stolen, missing, or recovered guns
(2) Stolen articles

(3) Wanted persons

(4) Stolen/wanted vehicles

(5) Stolen license plates

(6) Stolen/embezzled/missing securities--
stocks, bonds, currency, etc.

(7) Stolen/wanted boats

These labels describe the types of records
available in the NCIC files. Most of the
files are self-explanatory. An "article™
is considered a serially identified item
of property not designated wunder other
classifications. Articles consist of auto
accessories, camera equipment, tools or
measuring devices, household appliances,
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musical instruments, office equipment, (5) The administrative office of the U.S.

personal accessories, radio and sound Courts has 1its office in Washington,
entertainment devices, ‘optical viewing D.C., and performs the administrative
equipment, etc. duties for the Federal court system.

20. The Federal Courts

This system is basically a three step process.
The first step is the U.S. District Court; the

the U.S. Court of Appeals; and the
the U.S. Supreme Court.

District Courts

(1) There are U.S. District Courts  in

every State (the 1larger States have
several) and in the District of Colum-
bia, Guam, Puerto Rico, the Canal Zone
and the Virgin Islands.

The U.S. District Court has exclusive
Jurisdiction in bankruptcy, maritime
and admiralty, patents, copyright
penalties, fines under Federal law,
and proceedings against consuls and
vice consuls of foreign states. In
addition it has jurisdiction when the
United States or a national bank is a
party, and 1in cases where the 1law
specifically states that the U.S.
District Court has original jurisdic-
tion.

The U.S. District Courts have concur-
rent jurisdiction with State courts on
"Federal questions" when the dispute
arises under the Constitution, laws,
or .treaties of the United States;
disputes between citizens of different
States; wone U.S. ecitizen and one
citizen of a foreign state; or a
citizen and a foreign state.

The U.S. District Court has broad
criminal Jjurisdiction over all of-
fenses against the laws of the United
States. When both Federal and State
laws are violated by one committing a
crime, the offender 1s subject  to
prosecution in both the Federal and
State courts for the separate crimes.
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The files of the clerk's office of a
U.S. District Court are not as complex
as those of a State court of original
jurisdiction. For the investigator
the most important records in the
custody of a clerk of a U.S. District
Court are the case records. These
records consist of the files (case
papers), the minutes, and the dockets.

The files consist of the pleadings,
process, and written orders and judg-
ments of the court and such other
papers as pertain directly to the
case.

The minutes are the record, in summary
form, of what happened during the
proceedings before a judge in open
court or in chambers. The minutes in
some courts are an integral part of
the file.

The docket sheet on each case is a
chronological summary, not only of
what takes place in court but also of

" the papers in the file. The docket

sheet can be very valuable to an
investigator who is loocking for only
one item in a huge file. 1In most U.S.
District Courts there are separate
sets of dockets for bankruptcy and
civil and criminal cases. Some clerks
have found it to their advantage to
keep a set of miscellaneous dockets,
but most clerks keep the docket sheets
for closed cases in a separate area.

The clerk of a district court will
have a record of banking institutions
that have been designated as deposito-
ries for money of estates in bank-
ruptey.

The United States District Courts have

jurisdiction to naturalize aliens and
maintain copies of the certificates of
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naturalization as well as a name index
of the individuals naturalized. If an
alien elects to change his or her name

at naturalization, both the o0l1ld and
new name appears in the index. In
additicn, a copy of the subject's
Application to File Petition for
Naturalization appears in the court
records. This form (N-400) contains
considerable information about the
alien being naturalized.

b. Other Federal Courts

To handle particular types of cases,

Congress has established special courts.
They are described in the Guide to Court
Systems as follows:

(1) Court of Claims--The U.S. Government
permits certain claims to be brought
against itself in the U.S. Court of
Claims.

(2) U.S. Customs Court--When certain
merchandise 1is imported into the
United States, customs duties have to
be paid to the Uu.S. Government.
Customs collectors at various ports in
the United States classify merchandise
and appraise 1it. When an importer
complains - on the rate, or that the
merchandise was improperly excluded,
the U.S. Customs Court is the court to
which the case mnust be brought.
Appeals from the U.S. Customs Courts
are taken to the Court of Customs and
Patent Appeals. This court also
reviews certain decisions of the
Patent Office and the U.S. Tariff
Commission.

State, County, and Municipal Government Records

Because of the different organizational structures
in the State, county and municipal governments, no
attempt has been made to identify the .source for
the records listed below:

1. Sale and transfer of property

2. Mortgages and releases
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8.
9.
10.
11.
12.
13.

14.

15.
16.
7.
18.
19.
20.
21.
22.
23.
24,
25.
26.

Judgments, garnishments, chattel
and other liens ’ mortgages,

Conditional sales contracts
Births, deaths, marriages, and divorces
Change of name

Auto licenses, transfers, and sales of vehi-~
cles

Drivers' licenses

Hunting and fishing licenses

Occupancy and business privilege licenses
Building and other permits

Court records of civil and criminal cases

Pgrole officers' and probation departments!
files

Registration of corporate entities and annual
reports

Registration of noncorporate business entities
Fictitious names index

School and voter registrations
Professional registrations

State income tax returns
Personal property tax returns
Real estate tax payments
Inheritance and gift tax returns
Wills

Letters of administration
Inventories of estates

Welfare agency records
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27.
28,

29.
30.
31.
32.
33.

Workmen's compensation files

Bids, purchase orders, contracts, and warrants
for payment

Civil Service applications

Minutes of board and agency proceedings
Public utility records

Health department records

State Unemployment Compensation records
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BANK RECORDS

Types of Banks

Banks are classified primarily by their ma jor
Services:

1. Commercial Banks (offer businesses and indi-
viduals such services as checking accounts,
loans, exchange instruments, etc.)

2. Savings banks and savings and 1loan associa-
tions (handle savings accounts and mortgage
loans)

3. Trust companies (handle property for others
under various types of fiduciary accommoda-
tions)

Many banks combine all three services.

Banks are organized under either State or national
banking laws.

The basic bank functions are:
1. Receive deposits
. Pay checks

« ' Transfer funds

2

3

4., Make loans
5. Collect sundry financial instruments

6. Hold and administer property for others
7

. Perform other services, such as safe deposit
box rentals

Importance of Bank Records

Bank records are perhaps the single most important
financial source available to you as an investiga-
tor. 1In addition to their wuse as evidence to
prove a criminal violation, they may provide leads
on sources of funds, expenditures, and personal
affairs.
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Internal Bookkeeping Procedures

Retention

Internal banking recordkeeping practices and
procedures are not only complex but are constantly
changing due to the growing sophistication of
computer technology. The nation's banks are
moving steadily toward an "electronic funds trans-
fer" system which will eliminate the use of
checks. Such a system will automatically transfer
money from the account of the purchaser to the
account of the seller. The "paper trails" would
disappear.

Detailed familiarity with the intricacies of
internal bank operations is not essential to you
in order to obtain the types of information neces-
sary for your investigations. What 1is essential
is the knowledge that records of customers' trans-
actions are maintained and retained.

of Records

The provisions of Titles 1 and 11 of Public Law
91-508, Financial Recordkeeping and Currency and
Foreign Transactions Act, make it mandatory to

-retain records of customers'! transactions.

U.S. Treasury Regulations, implementing Public Law
91-508, provide, in part, that an original, micro-
film, or other copy or reproduction of most demand
deposits (checking account) and savings account
records must be retained for 5 years. The records
must include:

1. Signature cards

2. Statements, ledger cards, or other records
disclosing all transactions; that is, deposits
and withdrawals

3. Copies of customers' checks, bank drafts,
money orders, and casnier's checks drawn on
the bank or issued and payable by it

In addition, banks must retain for a 2-year period
all records necessary to:

1. Reconstruct a customer's checking account.
The records must include copies of customer's
deposit tickets.

2. Trace and supply a description of a check
deposited to a customer's checking account.
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A1l of the above requirements apply only to checks
written, or deposits made, in excess of $100. It

should be noted that most banks find it cheaper to

microfilm all pertinent records, including the
checks and deposits in amounts less than $100,
rather than sort their records into two <catego-
ries. Therefore, 1if a particular transaction is
less than $100 and appears to be of particular
interest, there 1is a strong likelihood that the
necessary records to identify the transaction are
available.

The Regulations further provide that whatever
system banks use to photocopy or microfilm checks,
drafts, or money orders, both sides must be repro-
duced unless the reverse side is blank.

The Regulations also provide that banks maintain
their records in a manner so they can be made
available, wupon request, within a '"reasonable
period of time."

Public Law 91-508 provides for civil and/or crimi-
nal penalties for willful violations of the law.

Detailed information concerning Public Law 91-508
can be obtained from the U.S. Department of the
Treasury by requesting, Currency and Foreign

Transactions Reporting Act - Statute, Regulations,

and Forms, a publication prepared by the 0ffice of
the General Counsel and issued in June 1972.

Requests should be addressed to the Deputy Assis-
tant Secretary (Enforcement), The Department of
the 'Yreasury, Washington, D.C.

Bank Records

The bank records which are identified and dis-
cussed are limited to those of particular interest
to criminal investigators.

1. Signature card

The signature card (figure 1) is the evidence
of a contract between the customer and bank.
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Signature Card

FIGURE 1

Savings Association and ogree that this account shall be carried by soid Bonk as o

tenonts the survivor(s) will notify the Bonk at once.

The undersigned enter into this bank-depositor agreement with BANK OF AMERICA National Trust ond

CHECKING account and that all funds on deposit in said account shall be governed by said

[ savINGS Bank’s by-laws, all future omendments thereof, oll regulations passed or hereafter 10

be passed by its Board of Directors pursuaont 1o soid by-laws. ond by oll rules and

proctices as to interest and service chorges of said Bonk relating to soid account. Undersigned authorize said
Bonk 1o endorse checks, when presented for deposit to soid account, if presented unendorsed. Bank is outhorized
to mail or hold statements as indicoted on reverse hereof. Undersigned ogree that this agreement shall be govern-
ed by the National Eanking laws ond the low of the State of California. Undersigned further agree that all funds
now on deposit or which hereafter moy be placed on deposit of soid account shall be the property of the under-
signed as DIND[VIDUAL I TRUSTEE (See Beneficiary Identification ottached, if applicable)
JOINT TENANTS with right of survivorship — who may withdraw funds upon nuiiber of signatures

indicated below except in the event of conflicting demonds of the undersigned, the Bank may re-

quire oll signotures of the undersigned. Undersigned further agree that in the event of death of any of the joint

The Bank is hereby authorized on JOINT TENANCY account to occept and cash, or to deposit to said
account all checks poyable to any, or oll of the undersigned when endorsed by any of us, or one for the other.

Number of signatures required to withdraw funds . | R5%- sEc-
LA
e Signature
Pleose 2. Miss
Sign . Signature
3 M
{Continued on Reverse) Signature

15T SIGNATURE 2ND SIGNATURE

3A0 EIGNATURE

STREET
AGDRESS

ciry

TELEPHONE

BUSINESS OR
GCCUPATION

EMPLOYER

BIRTHPLACE

MOTHER'S

MAIDEN NAME

Said Bank is hereby authorized to:

MAIL al! stotements, vouchers and notices to the address indicated obove.
[} HOLD all siatements, vouchers ond notices until called for, if not colled for ofter 30 days
soid Bank moy mail stotements, etc., to the oddress indicated obave. If the above
moiled statements, vouchers and notices are returned undelivered, said Bank is hereby authorized to destroy

some two (2) yeors thereafter,

Bank is relieved of all ligbility for items lost in delivery by U.S. Mail or otherwise, or not called for

by the depositor.

FOR BANK USE ONLY
PREVIOUS TYPE OF
BANK/BHANCH 1.0,
OATE OPENED OPENING o SAVINGS
ORPENED BY DEPOSIT ACCT. NO.
DATE CLOSED CLOSING ¢ REVIEWED
CLOSED 8Y BALANCE By
ACASON
CLOSED
TEL-100 8-66 (REV.,} SIGNATURE CARD: INDIVIDUAL, TRUSTEE OR JOINT TENANCY

When a depositor opens an account, the bank
requires that a signature card be signed. By
signing the card the depositor becomes a party
to a contract with the bank under which he or
she accepts all rules and regulations of the
bank and authorizes the bank to honor orders
for withdrawing funds. For a corporation or a
partnership account, the signature card is
accompanied by copies of resolutions of the
board of directors or partnership agreements
naming the persons authorized to draw checks
on the accounts.

The signature card is a source of valuable
information. Although its form varies, it
usually contains such data as banking connec-
tions, the date and amount of the initial
deposit, etc. The initial deposit traced
through the bank's records may disclose a
source of 1income. The identification of the
official who opened the account might be
significant, especially if the depositor used
an alias.

Many banks investigate the banking references
given by the new customer. They may also make
inquiries of various credit reporting
agencies. This information is contained in a
correspondence file or a credit file, which
may contain comments of the official who
opened the account showing information given
by the depositor when he or she opened the
account.

In banks using ADP (Automatic Data
Processing), the signature card also contains
an account number assigned to the customer.
In tracing information about a subject's
transactions with the bank, the account number
must be used. If it does not appear on the
signature card it can be located in the bank's
cross-reference file. These assigned account
numbers are encoded on other documents relat-
ing to the depositor by means of a system
called MICR (Magnetic Ink Character Recogni-
tion). The card may also contain the deposi-
tor's social security number.

The signature card may define the account as

either a regular or a special checking ac-
count. The main difference between the two
accounts 1is  the service charges made by the
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bank. The regular checking account is used
mostly by businesses and individuals who
maintain large average balances. The special
checking account 1is used by individuals who
usually have small account balances.

When requesting the signature card you should
check whether the bank maintains any type of
central file. Most large banks maintain some
type of central file, which 1lists all the
bank's departments with which a customer has
had dealings. If the bank has such a file,
you need not check with each department to
obtain complete information.

It is important to remember that the subject
may at one time have had a bank account which
was later closed. Requests for information
from a bank about a subject should always
include a reference to both active and closed
accounts. Usually records of closed accounts
are maintained in a separate file.

The length of time records are retained varies
according to State laws, or the bank's poli=-
cies 1if there 1is no statutory requirement.
Therefore, you should not only ask what the
bank's retention schedule is but also whether
the records have been destroyed.

Negotiated checks

Canceled checks written by a subject or re-
ceived from others provide you with much more
than amounts, payees, and endorsees.

a. Recognizing "cashed" checks

Of particular interest to you are the
checks which have been cashed. All banks
use a series of codes or symbols which
they wusually imprint on the front of a
check to show that it has been "cashed."
Figure 2 shows some examples of cashed
codes used by banks. The specific codes
used in your particular area can be ob-
tained locally.
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FIGURE 2

1117

10

FACE OF CHECK

o &
O g
QY\\CJ?:‘ Vo«\o 0@9
S 2™

97PF 6 7 276 OCT 4 1,00000-8

BANK
( IDENTIFICATION

TELLER IDENTIFICATION

. TELLER > — BANK IDENTIFICATION
IDENTIFICATION

33 BRANCH IDENTIFICATION

B/A BANK OF AMERICA
111 < **CASHED"’ CODE

EXAMF:ES OF “"CASHED” CODES USED BY BANK
(IN EACH INSTANCE THE CODES ARE STAMPED
ON THE FACES OF CHECKS)
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Tracing checks

Tracing checks is facilitated by the use
of bank identification symbols.

As stated earlier, you do not have to
understand the internal bookkeeping proce-
dures used by banks. However, the concept

of bank identification symbols should be
of interest.

All checks printed for banking institu-
tions contain an "ABA transit number"
(figure 3). These numbers represent an
identification code developed by the

American Bankers Association. The ABA
transit number allows for the routing of a
check back to the bank of origin. In the
process of routing a trail is left which
enables the tracing of each specific item.

The ABA transit number identification code
is illustrated in figure 4.

See figures 5 and 6 for a complete listing
of the ABA Numerical System Identification
Code.
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ABA Transit
Number

P .E.G. means prior
endorsement guar-
anteed; additional
endorsements as
transit item

‘ A4~ Endorsement of re-
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bank
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FIGURE 4

AMERICAN BANKERS ASSOCIATION CODE
Also known as ABA Transit Number

No. . . .
0. 1-49 identifies the city This number identifies the bank

| 68 | 424 &

No. 50-99 identifies the state
514

Thus the number 68-424 is identified as follows:
68- State of Virginia
424- Adington Trust Co., Arington, Virginia

FEDERAL RESERVE ROUTING CODE
(1)

68-424 (1) This number identifies:
1- Head office of the Federal Reserve District
{114 2.5 Branch Offices of Federal Reserve District

This number signifies:
0- Available for inmediate credit
Deferred Credit
[Deaignaten the state in which the drawee bank

No. 1-9 identifies the Federal Reserve Districts

is located
8-9 Spspial collection arrangements
Thus the number 514 ‘is identified as follows:
5 - Rfth Federal Reserve District
1 - Head office in Richmond, Virginia
4- Deferred credit and the State of Virginia

(2)
32-77

11110 1
Other numbers are the same as in {1)

No. 10-12 identifies the Federal Reserve Districts
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RESERVE SYSTEM

FIGURE 5

ROUTING SYMBOLS (IN ITALICS) OF BANKS THAT ARE MEMBERS OF THE FEDERAL

= ALL BANKS IN AREA SERVED BY A FEDERAL RESERVE BANK OR BRANCH CARRY THE
ROUTING SYMBOL OF THE FEDERAL RESERVE BANK OR BRANCH -

FEDERAL RESERVE BANKS

AND BRANCHES

1.

9

Federal Reserve Bank of Boston

Head Office

Federal Reserve Bank of New

York Head Office
Buffalo Branch

Federal Reserve Bank of
Philadelphia Head Office

Federal Reserve Bank of
Cleveland Head Office

Cincinnati Branch
Pittsburgh Branch
Federal Reserve Bank of
Richmond Head Office
Baltimore Branch
Charlotte Branch
Federal Reserve Bank of
Atlanta Head Office
Birmingham Branch
Jacksonville Branch
Nashville Branch
New Orleans Branch
Federal Reserve Bank of

- Chicago Head Office
Detroit Branch

Sl
770
1-120
270
10-26
220
34
310
o1
710
1343
420

8-30
430

683
510

721
520

66-20
530

64-14
610

61-13
620

63-19
630

87-10
640

1‘4—-2_]
650
2-30
710
929

720

2-41

8. Federal Reserve Bank of

i0.

St. Louis Head Office
Little Rock Branch

Louisville Branch

Memphis Branch

Federal Reserve Bank of
Minneapolis Head Office

Helena Branch

Federal Reserve Bank of
Kansas City Head Office

Denver Branch

Oklahoma City Branch

Omaha Branch

. Federal Reserve Bank of

Dallas Head Office
El Paso Branch

Houston Branch

San Antonio Branch

Federal Reserve Bank of

San Francisco Head Office

Los Angeles Branch
Portland Branch
Sajt Lake City Branch

Secattle Branch

4124-05

4-4
8107
81-13
820
21-59
830
26--3
840
17-8
910

93-26
920
18-4
7070
23-19
7020
39-24
7030
27-12
1040
32-3
1710
88-1
1120
354
1130
30-72
1140
11-37
7210
16-16
7220
24-1
71230
31-31
1260
19-1
1250

[UUREY S
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THE NUMERICAL SYSTEM

The American Bankers Association
Index to Prefix Numbers of Cities and States

of

Numbers 1 to 49 inclusive are Prefixes for Cities

Numbers 50 to 99 inclusive are Prefixes for States

Prefix Numbers 50 to 58 are Eastern States
Prefix Number 59 is Alaska, American Samoa, Guam, Hawaii, Puerto Rico, and Virgin Islands
Prefix Numbers 60 to 69 are Southeastern States
Prefix Numbers 70 to 79 are Central States
Prefix Numbers 80 to 88 are Southwestern States
Prefix Numbers 90 to 99 are Western States

Voo ~ITAWN A WN —

61
62
63

New York, N. Y.
Chicago, 111
Philadelphia. Pa.
St. Louis, Mo.
Boston, Mass.
Cleveland, Ohio
Baltimore, Md.

“Pittshurgh, Pa.

Detroit, Mich.
Buffalo, N. Y.

San Francisco. Calif.
Milwaukee, Wis.
Cincinnati, Ohio
New Orleans, La.
Washington, D. C.
Los Angeles, Calii.
Minneapolis, Minn.

New York
Connecticut
Maine
Massachusetts
New Hampshire
New Jersey
Ohio
Rhode Island
Vermont
Alaska, American
Samoa, Guam,

Hawaii, Puerto Rico,

and Virgin Islands
Pennsylvania
Alabama
Delaware
Florida
Georgia

FIGURE 6

Prefix Numbers of Cities in Numerical Order

18
19
20
2]

22
23
24
25
26
27
28
29
30
31

32
33

Kansas City, Mo.
Seattle, Wash.
Indianapolis, Ind.
Loutsville, Ky.

St. Paul, Minn.
Denver, Colo.
Portland, Ore.
Columbus, Ohio
Memphis, Tenn.
Omaha, Neb.
Spokane, Wash.
Albany, N. Y.

San Antonio, Texas
Salt Lake City, Utah
Dallas, Texas

Des Moines, lowa

34
35
36
37
3
39
40
41
42
43
44
45
46
47
48
49

Tacoma, Wash.
Houston, Texas

St. Joscph, Mo.
Fort Worth, Texas
Savannah, Ga.
Oklahoma City, Okla.
Wichita, Kan.
Sioux City, Towa
Pueblo, Colo.
Lincoln. Neb.
Topeka, Kan.
Dubuque, Iowa
Galveston, Texas
Cedar Rapids, Iowa
Waco, Texas
Muskogee, Okla.

Prefix Numbers of States in Numerical Order

65
66
67
68
69
70
71
72
73
74
75
76
77
78
79
80
81
]2

Maryland
North Carolina
South Carolina
Virginia

West ™ rginia
Ilinois
Indiana

Jowa
Kentucky
Michigan
Minnesota
Nebraska
North Dakota
South Dakota
Wisconsin
Missouri
Arkansas
Colorado

2-42

83
84
85
86
87
88
89
90
91
92
93
94
95
96
97
98
99

Kansas
Louisiana
Mississippi
Oklahoma
Tennessee
Texas
California
Arizona
Idaho
Montana
Nevada
New Mexico
Oregon
Utah
Washington
Wyoming

4124-05
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MICR (Magnetic Ink Character Recognition)

MICR was developed hy the American Bankers
Association as a machine language and as a
standard in check design to whieh all
banks must conform.  Numeric information
is printed in magnetic ink on the bottom
of bank checks and other documents. This
coding is electronically scanned by com-
puters, which convert the magnetic ink
notations into electronic impulses intel-
ligible to a computer.

MICR information is printed in groupings
called fields (figure 7). On bank checks,
the first field on the left is the Federal
Reserve check routing code and the next is
the ABA transit number. These numbers
also appear in the upper right corner of
the check. The middle group of numbers,
(the account number field) =shows the
drawer's assigned account number at the
bank. The MICR information in these two
fields is imprinted on blank checks fur-
nished to the customer. The right field
contains a control number used for pro-
cessing and the amount of the check. The
dollar amount of the check should always
equal the encoded MICR amount. These two
figures should be compared to be sure the
subject did not alter the returned check.

As of September 1, 1967, all checks,
drafts, and similar items which are not
encoded with magnetic ink can no longer be
cleared through the Federal Reserve system
without special handling and delay.
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FIGURE 7

MICR encoaed check

STANDARD BANK & TRUST COMPANY 210
No.__ ) D] )
Any City, Any Stote P 11, 19.6-

PAY TO THE

a/(,/ ,? - |  SLY

ORDER OF.
-~

7 o/ \0
M.ZM ey d oo 7,\\0 DOLLARS
7/ . < A. B. DeposiTor
“\Q\’ Magy F DEPosITOR
= /&W
,Ai zuz Tt

10 240~088 71 22008L 2E 70"

0L 20000005670

| |

Lﬂ—_ _Y_JL'—‘ﬂ_"_"J Ay
CHECK ABA ACCOUNT PROCESS AMOUNT
ROUTING TRANSIT NUMBER CONTROL
SymBOL NUMBER J N S
Y Y

PREQUALIFIED POSTQUALIFIED

~

Deposit tickets and credit memorandums

The deposit ticket is the principal source
document for crediting the customer's
account.

Deposits are first recorded on the deposit
ticket or slip (figure 8), which wusually
segregates currency, coins, and checks.
The checks are listed separately. In many
localities the depositor writes the ABA
number on the deposit ticket or the name
of the maker of the check. Either of
these may help to identify the source of
the check. In other localities the bank
writes the ABA number on the deposit
ticket and in some banks no identifying
data is entered on the deposit ticket.

Regardless of the detail contained on a
deposit ticket, bank recordkeeping systems
are such that items ' of deposit can be
identified and traced to their source.
Unfortunately, the records which enable
this tracing may be retained for only 1 to
2 years.
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In working with deposit tickets,

remember

that sometimes the depositor "splits" the

deposit: only part :
actually deposited.
customer

sented are

instances the ‘
cash or requests part of tbe
to a note or 1n
bank. In some instances 1t may be

be applied

pre-

In these
receives

proceeds to
terest due the
impor-

tant to determine the total amount of cash

and checks presented
When this is the case,
deposits - are

deductions.

from the bank how

handled.

2-45
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e. Credit memorandums

Telegraphic transfers. Based on a custo-
mer's instructions, funds may be trans-
ferred from one bank account to another by
wire or telephone. Although the transfer
shows as a .deposit to the customer's
account by means of a c¢redit memo, the
detailed records of transfers are usually
kept in a special file.

If the subject of an investigation has
accounts with banks in several cities, the
possibility of obtaining funds by wire
should be investigated.

Other departments within a bank can credit
the depositor's account for funds col-
lected, such as the proceeds of loans,
items held by the bank for collection,
etc.

Note that items held by the bank for
collection are not always deposited to the
customer's account but remitted directly
to the customer.

f. Time deposits

Savings accounts are referred to as time
deposits because they are not as readily
available to the customer as deposits to a
checking account. Funds 1in a savings
account may be subject to a 30 day notice
of withdrawal.

Certificates of deposit are funds 1left
with a bank for a definite period of time °*
for example, 2 years, and draw a higher
rate of interest than the ordinary savings
account. When these are cashed 1in ad-
vance, Federal Reserve regulations require
a hardship reason.

Bank Ledgers and Bank Statements

Each bank has a bookkeeping department which
maintains customer accounts. The basic processes
performed in the bookkeeping department are sort-
ing checks to prepare them for posting; posting
checks to customers' accounts; posting deposits
and other credits; taking care of special items
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such as, stop payments; and proving and balancing
with general ledger totals for various types of :
accounts.

Ledger Cara
THE CITY BANK
of Washington, D.C.

FIGURE 9
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DM—Debit Memo
LS—List
3C—Service Chg

RT—Return Check
IN—Interest Coll
CM—Credit Memo

2-49

The manner in which this work is performed depends In
on whether a manual or ADP system 1is used. Ac- Account
cordingly, different types of records are gener- With TASA TARBUSH
ated by the two systems. However, a customer's
account can be reconstructed under either system. CHECKS [ DEPOSITS DATE NEW BALANCE
Bank Ledger Cards--Manual System A iy FEB 1 6.760.82* S
Ledger cards are the basic records produced by any FEB 2 40.00 440 .00CM FEB 2 67;825*
manual system. They show all checks, deposits, FEB 3 44 00 0. EEE g ;q‘séz*
and other transactions affecting customers' ac- : FEB 4 5584“8 FEB 4 65&84?
counts. Ledger cards are the customers' monthly FEB 6 1SOSC FEB 6 néségr
statements. The bank keeps the ledger cards and FEB 7 2460 FEB 7 gé323?
second or duplicate <copies of the customers' FER 8 2 000.00 FEB 8 4532.31*
statements. Some banks microfilm these records and FEB 9 185§5RT FEB 9 4@4656'
also the checks returned to the depositors with FEB 10 444721 FEB 10 ' .650D
the monthly statements. ' ' 6.000.00 FEB 10 599935.
FEB 11 44 .00 630.20 20.56
FEB 11 33.87 3.31 23.67
FEB 11 35.21 4.00 85.00
FEB 11 33.84 44 80 3.30
FEB 11 4.60 550 3.00
FEB 11 4.47 5.50 89.00 FEB 11 4,92552*
FEB 13 54.00 54 .00EC FEB 13 4,925.52*
FEB 14 85.00 FEB 14 5,010.562*
20.00CM FEB 14 5,030.52*
FEB 15 2.00SC FEB 15 5,028.52*
FEB 16 64.000M FEB 16 4,964 .52*
FEB 17 33.00CC FEB 17 493152
20.00CM FEB 17 4,951.52*
FEB 18 4.00 66.00 570
FEB 18 26.72 3375 33.07 FEB 18 4,782.28"
FEB 20 55.00 FEB 20 4,837.28*
FEB 21EC 55.00 FEB 21 4,782 .28"*
FEB 22 3,000.00 FEB 22 1,782.28"
FEB 23 1.5676.00 FEB 23 206.28*
FEB 24 000.00 EC 300.00 FEB 24 206.28*
FEB 25DM 2.00 FEB 25 204 .28*
50.00 FEB 25 254.28*
FEB 27 3.00 67.00 21.00 FEB 27 163.28*
EC—Error Correct CC—Cert Check PLEASE EXAMINE AT ONCE

Pass book should be presented to obtain
statement. If no errors are reported
in thirty days the account will be
considered correct.
NOTIFY PROMPTLY OF CHANGE OF ADDRESS
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Bank Statements--ADP System FIGURE 10

In an automated system no historical ledggr cards Detailed statement
are produced. This is the fundmental difference

from bookkeeping records produced under a manual
systemn. However, in the ADP system, statements

are produced periodically (generally month}y) for
checking accounts. The bank has either microfilm
or duplicates of all statements. ?here are two ‘mHNQQﬁWERET
vasic types of statements: detailed statements igg&wnmsa.g. v oooo0
(figure 10), similiar to bank ledger cards, and

ARLINGTON
TRUST

the summary or "bobtail" statements (figure 11).
ACCTY.
. PLEASE NOTIFY US OF ANY ADDRESS CHANGES [ No. 0=00=00=000 J
i i to trace transactions and records
It is easier — s o ___ TR

with detailed statements which show all transac-

L - i 2 JAN 68 138,64 1,648,56
tions. When only summary or betall ;tatemengs < 5 JAN 68 307,80 1,956.36 [
are available, all the transactions making up the lgjzsgg 17?g&m 00 1,952,52
. . 66. 182,70 1,896,32
statements must be reconstructed 11 JAN 68 ' aa 1,894 68
12 JAN 68 68,40 1,826,488
591,33 2,417,581
16 JAN 68 12.31 42,89 TJ 46,05
64,08 f& 220,50 2,472.98
17 JAN 68 15,00 69 og{\ 344,22 2,088,76
18 JAN 68 6,07 ‘a 2,011.29
19 JAN 68 112,63 éc 1,898.66
655,98 932,06 2,174,748
22 JAN 58 25.00 EE) Q) 54,80 76,73 . .
170400 1,858.21
23 JAN 68 24,56 44,00 67.21 1,712,442
24 JAN 68 100.00 1,612,484
25 JAN 68 220,00 297.80 1,690,24
26 JAN 66 298.00 1,988,24
29 JAN 68 95,77 148,40 1,704,07
30 JAN 68 535,18 2,279,25
31 JAN 68 1.92 2,277.33
31 JAN 68 .90SC 2,276.43

PLEASE EXAMINE AT ONCE AND REPORT ANY ERROR TO:BANK'S AUDITOR. IF NO ERROR IS REPORTED WITHIN TEN DA A ILL BE RRECT.
Rt CREDNED SUBIECT 1O FINAL FATMENT. TED TEN DAYS, ACCOUNT WILL CONSIDERED CORRECT. ALL ITEMS

00 - OYERDRAWN BALANCE

FOR BANK BUSINESS ONLY €C - CERTIFIED CHECK
gl DM - DESIT MEMO
7 61 9 9 2;15‘4 I 3.?H 2,154 SC - SERVICE CHARGE
2 0To A 5 o - T ~ . EC - ERROR CORRECTION
TR T crucd__ows aooco o SIOPNES | e e
WAS O14 O O SP - STOP PAYMENT FEE
1,787,20 ? 2,875,214 .9 3,365,37 2,276,643

SEE REVERSE FOR RECONCILEMENT

SRV
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FIGURE 11 ;
Bobtail statement
THE UNIVERSAL NATIONAL BANK
STATEMENT OF YOUR PERSONAL CHECKING ACCOUNT

(ACCOUNT NO. DAT:ED::JD BALANCE ON L::;’UiIATEMENT DEP?SITfTAND OTHER ITEMSEQ;ESD

0 0110} 4015 8(s 22207 B 52862 3
\0°3 | | W,

CHECKS AND OTHER ITEMS CHARGED SERVICE CHARGES DATE AND BAILANCE OF THIS STATEMENT

ANOUNT __ NUMEER CHECK FEE ISTATEMENT CHG I MONTH | DAY IYEAR AMOUNT

e 543160 14 |s 1I40$ |25 5|0 1[5 |= 205144 )

PLEASE EXAMINE THIS STATEMENT

F J WESTLAKE AND CANCELLED CHECKS PROMPTLY.
4161 S HARBOR DRIVE THE FORM ON THE BACK OF THIS
ENDICOTT NEW YORK STATEMENT WILL BE HELPFUL IN

BALANCING YOUR ACCOUNT.,

Savings Account Statements

Under a manual system, most banks use ledger cards
similar to checking accounts to maintain records
of savings accounts. A few banks use a system in
which statements are mailed to depositors at
stated intervals.

In an ADP system the procedure for reconstructing
a savings account is similar to that used for
checking accounts. In some instances copies of
periodic statements are available to expedite the
process; 1if not, the account must be reconstructed
item by item.

Exchange Instruments

Exchange instruments are vehicles by which the
bank transfers funds. They are cashier's checks,
bank drafts, traveler's checks, bank money orders,
and certified checks. :

1. Cashier's checks--Checks issued by the bank
(figure 12). These checks, also called trea-
surer's checks when issued by a trust company,
are frequently an excellent lead to other bank

2-52 4124-05

accounts, stock, real property, or other
a;sets. Because they can be held indefi-
nitely, subjects sometimes purchase cashier's
checks instead of keeping large amounts of
currency. In reconstructing a subject's
transactions with cashier's checks, be sure
that all checks are accounted for because

subjects sometimes exchange previously pur-
chased checks for new ones.

FIGURE 12

Cashier's Check

The %GGS NAngglgAL BANK 15-3

O{VAfbﬂNGTQN 541
' {Q% 353493 &

? Tolyyard<

@ ! .' * ep Ly,
& \L@ . iy
/'14’/'; ===Irfeaa®¥hovenue Servicos=a 'C;;; W

¥

CASHIE@EHECK .

"353L,93m 1054 4m000 3-%-0*1 50000 i

jid

2-53 4124-05

——— .



2. Bank drafts--Checks drawn by the issuing bank
on 1its account with another bank (figure 13).
Often this account is in the area where the
purchaser desires to make a payment. Bank
drafts may also be used when a subject does
not want to carry a large amount of cash.

;. t‘;//)(V /0 //1,/'

vrileresf

FIGURE 13
Bank Draft
The RIGGS NATIONAL BANK 32 g

of WASHINGTON, D. C.
WATERGATE OFFICE

\X:S’ Y o 7

O PINE STREET
NEW YORK. N. Y.

12020008 232 34 Ew00308°70

3. Traveler's checks--Checks issued in predeter-
mined amounts by the American Express Company
and several large United States banks (figure

14). Local banks purchase them from issuing
companies or U.S. banks and then sell them to
the public. Traveler's checks require two
signatures of the purchaser: one when pur-

chased and the other when cashed.

A1l accounting for and tracing of traveler's
checks is done by serial numbers. Usually the
issuing company keeps records of traveler's
checks sent to them by the selling bank.
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The local bank that sold the checks may keep a
copy of the sales order from which the Serial
numbers can be obtained. If the numbers are
not available, the issuing bank may be able to
supply the information if they know the date
the checks were purchased. The canceled
checks may be obtained from the American
Express Company or other issuing banks.
A subject may purchase large amounts of tra-
yeler's checks from one bank and deposit them
in gnother to avoid arousing suspicion by
having the deposit ticket reflect cash.
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FIGURE 14

Traveler's check

FIRST NATIONAL CITY BANK
NEIW YORKX

TRAVELERS CHECKS PURCHASE AGREEMENT

QUANTITY

CHECK MUMBERS « FROM

TO (INCL)

U5 § TOTAL

SOLD 8Y:

10

20

50

I, the undersignsd purchaser; hove read corefully and hereby
subscribe 1o the Purchase Agreement on the reverse side.

PURCHASER'S
SIGNATURE

100

500

NAME

1000

HOME
ADDRESS

PRESS PEN FIRMLY

NO

DATE OF SALE

JOTAL C

TOTAL SALE
OMMISSION

AMOUNT COLLECTED
FRCM PURCHASER

AMOUNT DUE TO

FNCB

4

§ON4 O4 QN3$ - TYNIORO

HIGNATURE

SPECIMEN

lVlI.l. PA

YENY ‘QQJB‘K',E‘}XG,

OF THE PUCE

SPECIMEN

COUNTERSIGRATURE - MUST BLAFFIXED INTHE OFTHE

CHICK

"OELDmDDDEh LESLSE?BqW

FIRST I}LWIJ@NAL g‘g\(f BANES \'__:

e SPEGIMEN

WHEN COUNTERSIGHED SELOW, BYTHE [RONVTOUALWHOSE SIGHATURE APPEARS |H THE UPPER LEFT CORNER

TSV GO STATES) GUERENAT &

2-56
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4. Bank nmoney orders--Similar to cashier's
checks, but are usually for small amounts
(figure 15). Many banks use money orders for
small amounts and cashier's checks for larger
amounts. Like cashier's checks, money orders

may be used by subjects who do not want to use
cash.

FIGURE 15

Bank money order

CUSTOMER'S RECORD COPY OF (B *; PEJsBMgL MONEY ORDER DRAWN ON =

2 {lho &nn&%ﬂxﬂmt_{ﬁnnb - M L
[EET3E) — PERSONAL MONEY*ORRER] $*BANK'S REGISTER COPY -
[llxs Iﬂjmim&hf_l&ﬁﬂb L s.3

SER EOes RNk

Uhp iﬁlggﬂf 'Nafmna[ Mﬂa’auk

OF WASHINGTON, D. &. T

1503 PENNSYLVANIA AVES N. W o 3

. . .. R

se s e 8 - ae LI ] L Ny Lo 74\4

WASHIGTON, D.C._ s " s s s e 19 1\0.3.'__; 71
PAY TO THE sse LYy . . . ~ 3

) ORDER OF_

]

R AR € o e

o

. k .NOT VALID OVER $200.00 *_~ . .

T N . DR N SIGNATURE

—
{
I
DR T S aiy

ADGRESS

11'3'?1111'?1"' 1054 k~0003. O W»086000 40

5. Certified checks--Customer's check on which
"certified" 1is written across the front of the
checks by the bank. This certification is a
guarantee that the bank will pay the checks.
Certified checks are liabilities of the bank
and, when paid, are kept by the bank. These
checks are immediately charged against the
customer's account by means of debit memoran-
dums. Customers get . copies of the debit
memorandums with their bank statements. Some
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Loans

banks permit customers to obtain the original
checks by surrendering the debit memorandums.

Information about bank exchange items 1is main-
tained by means of a register record which may be
a separate register for each type or one register
with separate columns for each kind of exchange
item. Banks often use multicopy forms to 1issue
these instruments. When the item is paid, it 1is
transferred from the outstanding file to the paid
file.

Issuing exchange instruments under an ADP system
is not very different from a manual process, but
under ADP all reference to the instrument must be
made by check number. A master file of outstand-
ing exchange instruments is kept on punchcards or
magnetic tape. When the instrument 1is presented
for payment it is matched against the outstanding
file and removed from it. Printouts are made
showing the exchange instrument number and amount.
You must obtain the instrument number from cither
the bank's copy or the canceled document itself;
and, to trace payment of the instrument, ycu mnmust
know the date it was paid.

Bank exchange instruments are often purchased with
currency; therefore, they may be good sources of

information about a subject's currency transac-
tions.

This function of a bank is often an important
source of information regarding a subject. In
keeping records of the loans, the collateral that
secures them, and the results of (bank) credit

investigations, a bank has a wealth of information
that can prove to be very important to an investi-
gation of a subject's affairs.

When a bank makes a commercial loan to an individ-
ual it requires a detailed statement of the assets
and liabilities of the borrower (figures 16(a) and
(b)). The loan file also includes the results of
credit inquiries showing paying habits, amounts of
loans, and present unpaid balances.

Basic records maintained by a bank credit depart-
ment are:
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The credit or loan file contains the 1loan
application, financial statement, and general
economic history of the subject.

In the liability ledger, loans to a customer
are posted on one page to show the liability
to the bank at both the present time and the
past. These sheets contain information such
as the loan date, note number, amount of the
loan, interest rate, due date, and payments.

The collateral register wusually contains a
complete description of the items pledged as
securities for loans. Records of such collat-
eral can provide valuable information about a
subject's assets.
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Borrower's financial statement FIGURE 16(a)
(front)

NAME (SPOUSE)

Occupation or Business

Home Address Business Address

To ARLINGTON TRUST COMPANY, INC,, Arlington, Va.

The undersigned, for the purpose of procuring and maintaining credit from time to time in any form whatsoever with the above Mm;'d' Bank,
for cluims and demands against the undersigned, submits the following as being a true and accurate statement of his financial condition on

the oo oo moicemcme oo day of ccocmemmmmecmmmmommeomme , 19 - , and agrees that if any change occurs that materially reduces

the means or ability of the undersigned to pay all claims or demands against him, the undersigned .will.immcdiately and’ without delay notily
the said Bank, and unless the Bank is so notified it may continue to rely upon the statement herein given as a true and accurate statement
of the financial condition of the undersigned

ASSETS LIABILITIES

i R e -

Cash on hand.. Notes pavable to banks—{Itemize on back) -
Cash on deposit Arlington Trustoom oo wfommmmi g Notes payable to others.. oo _—- -
Cash on deposit other Banks__.__.. e N J--=-| Open accounts payable _

Notes Receivable fgood) oo mme e : Mortgages or liens on real estate__________

Accounts Receivable {good) oo Lo . TAXES mm oo e m ) S
Real Estate (See Supplemental Sheet)... - . . . s

Equipment and Office Furniture used
in business o cuoelocoome mme——————e

Household Furnishings and Other
Personal Property - oococomnomainns

Stocks and Bonds fItemize reverse side) oo fioc oo dacnon o] ———

st and 2nd Mortgages—{Itemize
reverse side) . ool e I e

Cash Surrender \alue Life Insurance. .oo.-Y o oo doo 1 -- - P | ORI AP

Automobiles o~ el — e e o mmm e L i e e ea ———
Total liabilities - —

’I;OTAL o 7 ) TOTAL

Net worth .. ——

SCHEDULF OF LIFE INSURARNCE CARRIED:

Face Amount Name of Company Beneficiary rCash Surrender Value Loans
1

P JOPRURR R A RPN PRI EPIUORPEPIRS AP -

State annual net income from real estate and securities. oo e mmencmemmmmac e mm— o m e ——

State annual income from business or profession ... .o oceacwaooolioo e m e memmm—mm——————

Salary per annuUMao. oo e aaeee — e e ———————— ——

Oher INCOME m e et me e e e e e mmm i m e ma——— -
Amount of liability insurance: Auto S oo e immammmmmm cmmme e Property 8o moc oo cetcme mmmm—ee e -

Give details of contingent liability of any kind or nature, as endorsed or guarantor, or arrommodation endorser._

Are you a partner in any firM 2 e oot e mm o oo S o e S m S mmmommeo e

TAYLOR'S ING

Borrower's financial statement FIGURE 16(b)
(back)
S5TOCKS AND BONDS:
; N If pledged as
of Sharee Name of Company K cotiion Varee: e o
e 3 U $ [3

BANKS OR FINANCE COMPANIES WHERE CREDIT HAS BEEN EXTENDED

Name of Company | Branch High Credit Amount Owing Terms

FIRST MORTGAGES OR FIRST TRUST NOTES (as shown on asset side of statement):

Property Street and Number Lot Sq. Total Trust "\O""fn"c':;
$ $
S JE S - -
SECOND MORTGAGES OR SECOND TRUST NOTES (as shown on asset side of statement):
Property Street and Number Lot Sq. Total 1st Total 2d ?)Tnucr:it
_______________________ —— —— $ S

I hereby certify that the above is a true and correct statement as of the date above stated and [ understand that any credit now or here-
after given me is made upon the strength of the statements contained herein, In consideration of the granting of such credit, the under-
signed agrees that if the undersigned at any time fails or becomes insolvent, or commits an Act of Bankruptcy, or if any of the representations
made above prove to be untrue, or if the undersigned fails to notify you of any material changes as before agreed; then and in either such
case all obligations of the undersigned held by you shall, at your election, immediately become due and payable without demand or notice,
and the same may be charged against the balance of anv deposit of the undersigned with you, the undersigned hereby giving a continuing lien
upon such balance of deposit account from time to time existing to secure all obligations of the undersigned held by you. I further certify
that I owe no other taxes except as indicated on this statement.

Date signed. . o ecea PR 1 PR

Signature
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Check Credit Loans .

Check credit is another loan service more and more
banks are offering under various names, such as,
"Redi Credit™ and "Instant Credit." Under a check
credit plan, the bank agrees to extend credit to a
customer up to a maximum amount. The customer
writes a check for any amount up to the maximum.
If that amount 1is not in the checking account, the
resulting overdraft is set up as a loan. The bank
then bills the customer for the loan.

Another plan is a specialized checking account
used only wnen checks are written up to a prede-
termined amount under a loan agreement; the out-
standing balance 1s treated 1ike an installment
loan by the bank. Copies of loan agreements and

statements for both plans can be obtained from the

bank files. BANKAMERICARD STATEMENT NOTICE SEE REVERSE SIDE FOR IMPORTANT INFORMATION
Credit Cards 2UBE 110 388 1Y S ol
Banks are doing an incr'eas.ing business 1in credit Notice—See accomparying statement for impor*ani mformation
gaigs. Undir bank gredlt cird Elans, the Eard- regarding your nghts 1o arpute ihng errors
older can charge purchases a stores, restaur-
ants, and other places which agree to accept the TYPZ OF » N N B e
charges. The cardholder is billed monthly for TRANSACTION DESCRIPTION OF CHARGE S AND CREDITS AMOUNT
purchases. In most plans, the cardholder can o ~ - - L -
elect to pay the entire balance in one payment or ) PRIV BAL PREVVlOUS B/\LAN,C‘E FfﬁUM;/\K'SU\.:\(MEN»r / ) 00
pay in installments under arrangements similar to & EURCHA&i 82}9 iﬁ%i&i%éigR“SSSHop géHmo§Q bi 420
an installment loan account. the charge plan nggmgg 041201 DRUG FAIR 161 F%I(::MSEB VA 135;
records you need are the application for a card ol ’
1, ' g
and the bank's copies of monthly statements sent NEW BAL NEW BALANCE 69 27

to the cardholder. In some banks, copies of the
individual charges are also available. The MINIMUM PAYMENT DUI 1000
monthly statements and/or individual charge docu-
ments listing the stores where the cardholder has
made purchases can furnish valuable leads to the
spending habits of the subject.

Most banks offering credit card plans are affili-
ated with a national credit card system, for
example, BankAmericard (now Xknown as VISA) and
Master Charge. Figure 17 1is a sample monthly

JUSWO}BLS PIROTJIOWRNURY

Ll 3YNDIJ

statement issued by BankAmericard. =
n
£
1
o
u
TYPE OF CREDIT Wt Irod mw:\ l/‘l\im FINANCE /]:A:::'J?%\Li‘:: M..i'tll"k - ANNUAL
Whnde pobi | Arm b | iide i | CHARGE | =277 i PERCENTAGE
2-62 4124-05 Mo Mo Lt A L 1.00 17.00 0.00 0.00 0.00 05-20-76 RATE
TOR Wy PRy 1.00 17.00 0.00 0.00 ) e BILLING PERIOD
G v 0 A 1.50 18.00 0.00 0.00 s-2/010 | [I oF 1] 0.00
BALLA 1 e




The first four digits of the account number lo-
cated 1in the upper let't corner of the statement

identify the name of the member bank. Other
credit card companies have similar means of iden~
tifying member banks. The identities of the

various member banks can be obtained on a local
basis.

Safe-~deposit boxes

When banks rent safe-deposit boxes they are rent-
ing private vault space to customers. Since State
laws differ, the nature of the relationship
varies. Banks keep no record of the contents of
safe~deposit boxes and generally do not know what
the boxes contain.

The rental contract records identify the renters,
the person or persons who have access to the
boxes, their signatures, and the dates of the
original agreements and later renewals and may
contain other identifying information. Some
contracts contain the name of the initiating bank
officer. The officer's name could be significant
if it is necessary to identify the subject (who
may have used an alias in renting the box).

The records showing access to the boxes vary from
bank to bank. They contain the signatures of the
persons entering the boxes and usually the dates
and times of entry. The entry records are filed
in box number o,der.

The frequency of entry and the times and dates of
entries may be significant and may correspond to
the times and dates of deposits or withdrawals
from other accounts or to the purchases and sales
of securities, property, etc.
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BROKERS AND OTHER SOURCES FOR SECURITIES INFORMATION

Before delving into brokers as a source of infor-
mation, a brief overview of the securities market
is warranted. Securities 1is one of two basic
markets; the other 1is commodities. Securities
involves the buying and selling of stocks and
bonds; commodities involves the buying and selling
of grain, livestock, etc. Both markets operate
under similar structures although the terminoclo-
gies may differ somewhat. For the sake of sim-
plicity, only the securities market will be dis-
cussed here.

Fundamentals of Securities

Stocks

1. Classes

When a corporation is formed, capital stock
representing the ownership of the corporation
is authorized in the corporate charter. There
are two principal classes of stock--common and
preferred. If only one c¢lass of stock 1is
authorized, it is*“common stock. The number of
shares authorized can be changed by formal
approval of the stockholders.

Shares issued and subsequently reacquired by
the corporation through purchase or donation
are referred to as treasury stock.  The number
of shares outstanding will always equal the
number of shares issued, less the number of
shares of treasury stock.

Each stockholder is part owner of the corpora-
tion, since each share of stock represents a
fractional interest 1in the corporation. ' The
stockholder is entitled to a stock certificate
showing ownership of a specified number of
shares of stock in the corporation.

If a stockholder desires to buy more stock, it
is not necessary to obtain the permission of
the corporation. The stockholder acquires it
by purchase in the open market or privately.
Conversely, 1if a stockholder desires to sell
shares, he or she cannot demand the corpora-
tion to buy the stock. Instead, a stockholder
is free to seek a buyer for the stock eilther
in the market or by private sale.
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After the sale terms have been agreed upon,
the mechanies of transfer are simple. The
Seller signs his or her name on the back of
the stock certificate and delivers it to the
buyer or the buyer's broker. A record of ali
outstanding certificates is kept by the corpo-
ration or by its duly appointed transfer
agent, often a bank. The transfer agent has a
record of the names and addresses of the
stockholders and the number of shares owned by
each. After determining that the old certifi-
cate is in proper form for transfer, the
transfer agent issu:s a new certificate to the
new owner. Most companies have a registrar.
The duty of the registrar is to double check
the actions of the transfer agent to prevent
improper issue of stock or fraudulent trans-
fer.

Rights

A common stockholder may usually subscribe (at
a stated discount price) to new issues of
common stock in proportion to his or her
holdings. This privilege, known as a stock
right, 1is usually offered to stockholders for
a limited time. During this period, the
stockholders may exercise the right to pur-
chase additional shares under the terms of the
offer or may choose to sell the rights. If
the stockholder allows the time limit to run
out without acting, the rights become worth-
less.,

Warrants

A stock warrant is a certificate which gives
the holder the privilege to purchase common
stock at a stated price within a specified
time limit or perpetually. Warrants are often
issued with bonds or preferred stock as an
added inducement to investors. The stock-
holder may exercise the right to purchase
additional shares or choose to sell the war-
rants.

Splits

When the price of the common stock of a corpo-
ration reaches a high market value, the corpo-
ration may choose to bring the price down to a
more favorable trading range. To do this, the
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Bonds

corporation splits its shares, that is, it
increases the number of shares outstanding
without issuing additional stock. If, for
example, a stockholder owned 100 shares which
had a market value of $150 per share, a 3:1
stock split would increase the stockholder's
shares to 300 and decrease the market price to
$50 per share. Although the stockholder now
owns a greater number of shares, the value of
the stock and proportionate interest remains
unchanged.

5. Dividends

A corporation may pay a dividend in cash, in
stock, or in property. When cash dividends
are paid, the company, or its dividend dis-
bursing agent (usually a bank), sends checks
to all the stockholders whose names appear on
the books of the company on the so-called
record date. A dividend is a prorated distri-
bution among stockholders and when cash divi-
dends are paid they are in terms of so much
per share.

Some companies, in order to conserve cash, pay
a dividend in their own stock. A stock divi-
dend has an effect similar to that of a stock
split in that the stockholder's proportionate
share of the ownership remains unchanged. A
stock dividend is usually stated as a percent~
age of the outstanding shares (up to a maximum
of 25 percent, above which it is called a
stock split).

When a corporation pays a property dividend it
is usually in the form of stock of another
corporation which has beern acquired for in-
vestment or some other purpose.

When a corporation or governmental unit wishes to
borrow money for some period, usually for more
than 5 years, it will sell a bond issue. Each
bond, generally of $1,000 denomination, is a
certificate of debt of the issuer and serves as
evidence of a loan to the corporation or govern-
mental unit. The bondholder is a creditor of the
issuer. A bond pays a stated rate of ‘interest and
matures on a stated date when a fixed sum of money
must be repaid to the bondholder.
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Types of bonds

Railroad, public utility, and industrial bonds
are called corporate bonds. The obligations

of

States, counties, cities, towns, school

districts, and authorities are known as mu-
nicipal bonds. U.S. Treasury certificates,

notes, and bonds are classified as Government
securities. Bonds are issued in two principal

forms: coupon bonds and registered bonds.

a.

Coupon bonds

Coupon bonds have interest coupons at-

tached to each bond by the corporation
which issues it. Because the corporation
keeps no record of the owner of the bonds,
they are called bearer bonds. On the due
dates for the interest, the owner clips
the coupons and presents them to the
authorized bank for payment. The princi-
pal, when due, is payable to the holder or
bearer of the bonds.

Registered bonds

Registered bonds have the name of the
owner written on the front of the bond.
The company, or its authorized agent
(usually a bank), has a record of the name
and address of the owner. When interest
is due, it is paid to the bondholder by
check.

Types of transactions

a.

Long transactions

In a long transaction an account holder
purchases a security with the expectation
that the market price of that security
will appreciate or advance.

"Long" simply means ownership of a secu-
rity.

Short transactions

In a short transaction an account holder
sells a security he or she does not own
with the expectation that the market price
of that security will decline.
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"Short" signifies a liability position in
a security.

securities markets
Organized securities exchanges

Securities exchanges or stock exchanges
neither buy nor sell securities them-~
selves. An exchange functions as a cen-
tral marketplace and provides facilities
for executing orders. Member brokers
representing buyers and sellers carry out
these transactions.

The two major exchanges are the New York
Stock Exchange (NYSE) and the American
Stock Exchange (AMEX), both located in New
York City. While there are approximately
a dozen additional regional exchanges
Midwest, Pacific Coast, Philadelphia-
Baltimore-Washington, etc.), the NYSE and
AMEX together handle more than 90 percent
of the trading done through organized
exchanges.

If a security is to be traded on an ex-
change, the 1issue must 'be approved for
listing by that exchange. Securities
traded on the NYSE or AMEX may also be
listed and traded on a regional exchange
but no security is listed on both the NYSE
and the AMEX.

Over the counter market

The over-the-counter securities market
handles most of the securities transac-
tions that . take place 1in the United
States. In fact, 1its operations are so
extensive that the easiest way to describe
it is to indicate what it does not do  in
securities transactions. The over-the-
counter market does not handle the pur-
chase or sale of securities that actually
occur on sSecurities exchanges, but it
handles everything else in the way of
securities transactions. Thus, securities
not listed on a securities exchange are

"unlisted," that 1is, traded over-the-
counter.
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Brokers

Many differeul types of securities are
traded over-the-counter. These include:

(1) Bank stocks

(2) Insurance company stocks
(3) U.S. Government securities
(4) Municipal bonds

(5) Open-end investment company shares
(mutual funds)

(6) Most corporate bonds

(7) Stocks of a large number of industrial
and utility corporations, including
nearly all new issues

(8) Securites of many foreign corporations

The over-the-counter market is not located
in any one central place. Rather, it
consists of thousands of securities houses
located in hundreds of different cities
and towns all over the United States.
These securities houses are called brokers
or dealers and are engaged in buying and
selling securities usually for their own
account and risk.

¢c. Ownership of securities

There are two principal ways securities
are held--in the name of the aceount

holder and in street name. 1n <the first
instance the securities owred simply
reflect the name of the customer who

maintains the account. When securities
are held in street name they are regis-~
tered in the name of the broker. This

occurs when securities have been bought on
margin or when a cash customer wishes the
Security to be held by the broker, rather
than in his or her own name.

The broker is an agent who handles the public's
orders to buy and sell Securities, usually for a
commission. A broker may be a corporation,
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partnership, or individual and is often a member
of a stock exchange, or a member of a stock ex-
change/over~the-counter securities firm.

A registered representative (also known as a
Securities salesperson or account executive)
personally places customers' orders and maintains
their accounts. While commonly referred to as a
broker, a registered representative is usually an
employee of a brokerage firm rather than a member.
The broker can furnish virtually all source docu-
ments relating to securities account activity.
The principal documents available from a broker
are:

T. Customer account cards (broker's personal)
(figure 18)

2. Applications for account (figure 19)

3. Signature cards and margin agreements (figure
20)

- Securities receipts (figure 21)
- Cash receipts (figure 22)

- Confirmation slips (figure 23)

ol
5
6
7. Securities delivered receipts (figure 24)
8. Canceled checks

9

. Form 1087 (figure 25)

10. Monthly account statements (figure 26)

2
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Customer Account Card

(Broker's personal)
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Application for account

FOLGER NOLAN FLEMING DOUGLAS

INCORPORATED

TYPE ALL INFORMATION

i 1. WHITE COPY ~ NEW ACCOUNTS ~ 2ND FLOOR
2. YELLOW COPY = R, R.

FIGURE 19

NEW ACCOUNT APPLICATION

NEAETT FIRST MiOOLE LAST
- MR,
MRS, I. R, SERVICE
MISS

"OFFICE | AccounT

16 01362 819

[Cicasn marcin X}

ESICENCE ADDRESS: NUMBER AND STREET

e

TRUTH IN LENDING LETTER

1111 Constitution Avenue, N.W, DELIVERED X
CITy * STATE zZIP SOCIAL SECURITY NUMBER

Washington, D. C. 2022Y 691-36-4177

L_—_—- HOME PHONE BUSINESS PHONE DATE OVER 21
(202) 184-3281 —— Ogtober 7, 1974 X ves [no

EMFLOYER U.Ss. CITIZEN COUNTRY OF

NON-RESIDENT ALIEN

None Kives [ino

EMPLOYER'S ADDRESS EVER HAD AN ACCOUNT WITH COMPANY?

O ves X no

EMFE LD rER'S BUSINESS CUSTOMER'S OCCUFATION

Retired

RELATED TO ANY COMPANY OFFICER OR
EMPLOYEE?

Ives X NO WHOM?

¥ MAPRED WOME*' ~ STATE HUSBAND'S NAME, OCCUPATION & EMPLOYER

HOW LONG HAVE YOU KNOWN CLIENT?

Walk-in

MOvr HAS ACCCUNT OBTARINED?

T mREFERRAL X wacean _ aDvERTISING — OTHER:

 Fairfax County Ntl. Bank, Yorktowne Branch, Falrfax, Va.

]

WAS CREDIT CHECR MADE? IF SO. STATE WiTr WHOM
Yes - Capitol Service Bureau, Washington, D, C.
IF POAES OF ATYORNEY STATE (N FAVOR OF WHOM T T

| M. Bierman, Annandale, Virginia

INITtAL TRANSACTION

EMPLOYEE OF NYSE, BROKER, BANK,
INSURANCE CO., OR TRUST C0O.?

{3 ves XX~no

REG, REF. SIGNATURE
. .
Do A asdis on
PLEASE TYPE REG. REF‘dAME

James A. Milligan

OFFICER'S APFROVAL

SEEC. Z_ WA _1%G 1S RUCTIONE,

OFFICER [VOTING! APPROVAL

INVESTOR'S INDICATED OBJECTIVE:

It 1t~ understood that this 1s a general outhne and can change fron time to time.

COMMENT AS TO INVESTOR'S GENERAL OBJECTIVES

Short to Intermediate Term Gains

STANDING INSTRUCTIONS:

SALES:
—PaAYy . HOLD h TRANSFER
+~! PROCEEDS FUNDS & 5END

hoMARKS:

TRANSFER
l’_) & HOLD

{as _directed by client)
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FIGURE 20

Signature Card

FIGURE 21

Security Receipt

TO FOLGER NOLAN FLEMING DOUGLAS. INCORPORATED
AUTHORIZED SIGNATURE OF

SIGN J‘ ” CM’/W KIND OF ACCOUNT
MARGINE CASHO

HERE

ARE YOU AN EMPLOYEE OF NEW YORK STOCK EXCHANGE OF A BROKER
DEALING IN SECURITIES, OR OF A BANK, INSURANCE OR TRUST COMPANY? NO

OCCUPATION Retired ss.No.  691-36-];177

CITIZEN OF UsaA
RESIDENT ALIEN 0  NON-RESIDENT ALIEN O

AooRess: Resicence]11] Constitution Ave,,N,W., Wash. D.C.

RECEIVED OF:

I.R. Service
1111 Constitution Avenue, N.W.

Washington, D, C., 2022}

Folger Nolan Fleming Douglas
INCORPORATED
725 15TH STREET, N.W.
WASHINGTON, D.C. 20005
783-5252

01362-2-81.
9 paTe__ Qctober 7, 1974
CUSIP NO, NO, SHARES SECURITY/DESCRIPTION/NUMBER
263535-10-9 50 POLYCHROME CORP. Common # C=3722468

2473 p.p.cO.

PER &W/( K-‘M{ ,cashier
ci

ADDRESS: BUSINESS -

MAILING INSTRUCTIONS None

TELEPHONE No Resipence  18)1-3281 BUSINESS = ww =

Feirfex County Ntl. Bank, Fairfax, Va,

BANK REFERENCES

IF MARG!N OR JOINT ACCOUNT, ALSO SIGN ON REVERSE SIDE. DATE. 10/7/197)-1

{OVER!

Margin Agreement

Washington, D.C., OGtheI‘ ,19711 ....... [ | ST

FOLGER NOLAN FLEMING DOUGLAS, INCORPORATED

I hereby consent: That all transactions are subject to the rules and customs of the Exchange and
Clearing House where evecuted and to the Securities and Exchange Act and the rules and regulations
isstied thereunder: That all securities from time to tine carried in my marginal account or deposited to
protect the same may be juaned or may be pledged by you either separately or together with other
securities, either for the sum due thereon Sr for a greater sum, all without notice to me; That on ali
marginal busiress you may close transactions and may selt all securities from time to time carried in my
account or deposited to protect the same whenever the margin ma) be deemed insufficient by you, all
without demand for margin. notice of the clusing or of sale or of the time or place thereof.

This agreement shall cover individually and collectively all accounts which the undersigned may
open or re-open with you, and shall enure to the benefit of your firm, and any successor firm or firms,
irrespective of uny change or chianges at any time in the personnel thereof, for any cause whatsoever, and
of the assigns of your present furm or any successur firm, and shall be binding upon the undersigned,

andfor the estate, executors, administrators and assigns of the undersigned.

FIGURE 22
Cash Receipt
!

g. WASHINGTON. D. C October 8, 1974
i:g RECEIVED OF L. R. Service
§‘ b Eleven Thousand Six Hundred Thirt: . 32
S Ugw y-Seven and - 22
g deg : 7100 oLt ars
£ EEE CREDIT YoUR account_if_01362-2-819
& 0w X
; «'Z’§ drasm on Failrfax County Ntl. Bank, Fairfax, Virginia ABA 68-752
s "=
; FOLGER NOLAN FLEMING DOUGLAS, INC.
s . .

$._-11,637.35- PEKA&)‘-W }(A,UM scashier

8462 p.p.co, I U

N .

16438 PACRWOOD PRINTING CO FAIRFAX VA PHONE  273.5800

2-T4 4124-05
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G0-telitn

FOLGER NOLAN FLEMING DOUGLAS

MEMBERS

STERLING 3-5252 INCORFOHATLD N Y STOCK EXCHANGF
725 1574 STREET N. W., WASHINGTON, D. C. AMIRICAN STOCK t XCHANGE
PHIL A HALTO STOCK EXCHANGE
YOU BOUGHT YOU SOLD DESCRIPTION PRICE
EXCHANGE, TYPE ACC'T.
100 | ZERON INDUSTRIES 65 5/8 inx casd
3 PHILA BALTO SHORT 3
40T C SPEC SUR 4
S OTHER SPEC MISC 5
6-9°
s N | )
6562.50 81.00 66143.50 [ 2 |Bl9| 01362 |2
AMOUNT COMMISSION T o TAXES ANDIOR POSTAGE NET AMOUNT [MKT. SR.} ACCOUNT |TYPE

THIS TRANSACTION IS SUBJECT TO AGREEMENT ON REVERSE SIDE.

RETAIN THIS CONFIRMATION FOR YOUR INCOME TAX RETURN.

**ON OTHER THAN ROUND LOTS INJDRMALLY
100 SHARES}! AN ODD :LOT CHARGE IS IN=
CLUDED IN THE PRICE. ON THE N.Y.S5.E. AND
A.S.E, THIS IS lzic PER SHARE. IN ALL
OTHER CASES AN EXPLANATION WILL BE
PROVIDED ON REQUEST.''

TRADE DATE SETTLEMENT DATE

Ilo 09 | 10 |16 7

O DAY MO DAY YR

® YHE CAPACITY IN WHICHK WE
HAVE ACTED:8 INDICATEO ON
THE AKVIRSE 810K

ATTS UOTHBWITIUOY

¢c dYNOHIA

%y

35‘9

-

U,
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awie. r o8 0o U R i~

FOLGER NOLAN FLEMING DOUGLAS

INCORPORATED

725 FIFTEENTH STREET, N. W.

WASHINGTON, D. C. 2000%

~ No. £5(4

I. R. Service
1111 Constitution Avenue, N.W.
Washington, D. C. 2022}

L -

ACCOUNT NO. 01362-2-819

=2

yx
19dTe09Y POJIOATTS(Q S@TRTJNOSG

WE ENCLOSE CERTIFICATE (8) FOR:

.oate Nov. 13, 1974

REGISTERED IN NAMEK OF

CTERTIFICATH NOW. BHARES SECURMITY

R 1938477 100 du Pont (E. I.) de Nemours I. R. Service

Kindly Acknowledge Receipt of the Above Securities by Signing and Returning This Letter to Us.

RECEIVED THE ABOVE SECURITIES

DATE ’///4/7/ SIGN HERE O{ W ‘Q/Vl//‘/v(

g EHNDIA

S0-fclt




FIGURE 25

Form 1087

b3-0000000 !
bavis & Davis .
furka Head Buildingl
brovidence, Rhode Island 40401

Statement for Recipients of
Dividends and Distributions ﬂ@73

datnibuiions on stoch l erctunion {included 1n boa 1)

328.94

: Copy B

Tvpe or pnnt NOMINEE'S Federal identitying number, name. address and ZIP code above. For Recipient
' [ g i sl duthidul. Formgn t d {Applicatie only to
1 Gross diniderds ard other ) .2 | Diwdends not guashiying foe 3 C-l;r“:‘l:;n ul|'b':uul;." 4 I:;:l‘:ll;llblvl.l‘w lvmlxn LI'I “.am

RsunmNPSMcmuﬁngnmnMrgJ 691-36~4177

I. R, Serviée
1111 Constitution Avenue, N.W,
Washington, D.C. 20224

_Type or print RECIPIENT'S name, address and ZIP code above,

This information is being furnished' to the Internal Revenue
Service and appropriate State officials.

An "X’ 'in the upper leit corner indicates this is & corrected form.

rorm 1087~DIV

Department of tne Tressury—latemal Revenus Servica
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G0-helth

4 —;“”l‘lhlb;l»l”- _“:.:'..’...-] -’-T
Mo DAY TR ‘
10 |31 74 i« ACCOUNT WITH 01362 | 2.819
I. R. SERVICE FOLGER NOLAN FLEMING DOUGLAS '
1111 Constitution Avenue INLGRPIRATLD MEMBERS
WaShington, D. C. 20221& 725 15TH STREET N.W. NEw YORK STOCK E1CHANGE
WASHINGTON, D. C. AMERICAN STOCA ESCHANGE
STERLING 3-5252 PriLa BaLTO STOCK ExCHANGE
DA'TE BOLRHT SeR° DESCRIPTION PRICE DEBIT CREDIT BALANCE
g RECEIVED | DELIVERED DEBIT UNLESS MARKED *'CR’
Oct 01 Balance Forward : OOéOO
Oct Q7 50 Polychrome Corp. Rec : :
Oct 08 Funds Received : 11637:35
Oct 1L 30 Merck & Co. 60 1/L 1844 35 :
Oct 1 200 Chesebrough-Pond 2, 1/8 1,896 50
Oct 15 50 Polychrome Corp. Jnl :
Stock Split 2:1 :
Oct 16 100 Zeron Industries 65 5/8 66443 50 :
Oct 16 Punds Received . : 10000:00
Oct 28| 100 E. I. Dupont Denemours 77 3/k 7853 00 :
Closing Balance Oct 31 : 1400; 00 CR
A . .
Position : : :
Oct 31 30 Merck & Co. Psn : :
Oct 31 200 Chesebrough-Pond Psn :
Oct 31 100 Polychrome Corp. Psn .
Oct 31 100 Zeron Industries Psn ;-
Oct 31 100 E. I. Dupont Denemours Psn :
Legend .
REC -  receipt of securities by broker from customer .
DEL - delivery of securities from broker to customer :
JNL - journal entry :
PSN - position: securities of customer remaining unsold or undelivered in account :
STK - stock dividend :
DIV - dividend received or charged :
EXC =~ exchange of securities :
INT -~ interest income :
LIEU - cash paid in lieu of fractional shares of a distributed stock dividend :
WIS - stock warrants :

NOTICE

MONTHLY ACCOUNT STATEMEN%]

SAUSUIBBAS qUNOO0Y ATUUOR

9c HYNDHIA



Analyzing

The two most often used accounts are:

1. Cash: An account that requires securities
purchased to be paid in full.

2. Margin: An account that allows securities to
be purchased on credit.

Margin is the percentage of the purchase price of
a security that the customer must pay. The margin
requirement is established by the Federal Reserve
Board.

To open a margin account, a minimum of $2,000 1is
required. Stock purchased on margin must be
registered in street name while in the account.

Customer Security Account Statements

The customer's security account statement (issued
monthly) contains all transactions from the last
statement date. These statements are the basic
documents used to reconstruct a subject's security
position. The following rules are applicable when
analyzing security account statements.

1. Buying (entries in all the following columns)

a. "Bought or Received"

b. M"Description” (name of the security)

c. "Price or Symbol" (purchase price per
share)

d. "Debit" (amount of the purchase charged to

the customer's account)

2. Selling (entries in all of the following

columns)

a. "Sold or Delivered"

b. "Description" (name of the security)

c. "Price or Symbol" (sales price per share)
d. "Credit" (proceeds from the sales credited

to the customer's account)

When a subject purchases stock he or she has the
option of taking "delivery" of the certificates

2-80 L124-05

from the broker or leaving them in the broker's
custody.

If the subject takes delivery of the <certificates
the number of shares would be noted in the "Sold
or Delivered" column and the "Date" column would
show the date of delivery. In addition, there
would be no entry in the "Price or Symbol" column.
If there was a price in the "Price or Symbol"
column, the entries would reflect a sale rather
than a delivery.

If there are no entries indicating delivery of the
securities, they are, in fact, being held by the
broker and the subject 1is 1in what 1is commonly
referred to as a "long" position. Usually the
broker will 1list at the bottom of the customer's
December statement a summary of his or her 'long"
position, that 1is, a 1listing of the number of
shares of each stock being held for the subject.

Transfer Agent

The transfer agent keeps a record of the name and
address of each stockholder and the number of
shares owned, and checks that certificates pre-
sented for transfer are properly canceled and that
new certificates are issued in the name of the
transferee.

In many small firms, the transfer agent is usually
an attorney, a bank, or the corporation itself.
In most large firms the transfer agent is a bank.
The tranfer agent can furnish the following infor-
mation:

1. Stockholder identification

2. Stockholder position

3. Stock certificate numbers

4, Number of shares represented by certificates
5. Dates certificates were issued or surrendered
6. Evidence of returned certificates

7. Names of transferees and transferors

The principal documents available from the trans-

fer agent are:
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had

1. Stockholder ledger cards
2. Stock certificate(s)

The names and addresses of transfer agents may be
found in Moody's or Standard and Poor's, or may be

obtained from the main offices of the corpora-
tions.

Dividend Disbursing Agent

Most large corporations distribute their dividends
through agents known as dividend disbursing
agents.

The dividend disbursing agent is generally a bank
and can furnish the following information:

T. Stockholder identification
2. Stockholder position

3. Amount of dividends

4. Form of dividends

5. Dates paid

6. Evidence of payments

The principal documentz available from the divi-
dend disbursing agent are:

1. Canceled checks

2. Forms 1099

It is common practice for separate financial
institutions to serve as transfer agent and divi-
dend disbursing agent. However, a single finan-
cial institution can serve both functions.

Names and addresses of institutions providing
these services can be found in:

T« Securities publications such as:

a. Financial Stock Guide Service. This is
the most comprehensive service. It in-
cludes name changes, mergers, dissolu-
tions, ete., from 1927 to present. It
also includes information about Canadian
corporations.
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b. Moody's Investors Service, Inc.

c. Standard and Poor's Corporation

2. Local brokerage houses
3. Local or main offices of subject corporations
Information or documentation can b obtained by

writing directly to the separate transfer agents
and dividend disbursing agents.
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OBJECTIVES

LESSON 3

ACCOUNTING FOR THE INVESTIGATOR

This lesson gives an overview of the art of ac-
counting--the necessity for it and how it is used
in the books and records of various business
organizations-~-and sets out some audit techniques.
A basic understanding of -accounting principles
combined - with good audit techniques will help 'you
during a financial investigation tc identify new
leads and discover discrepancies that may exist in
a set of books and records.

At the end of this lesson, you will be able to:

1. Analyze the balance sheet and income statement
and determine their relationship to each other

2. Explain the difference among various business
entities and their capital structure

3. Determine which accounts are affected by
transactions

4, Trace entries from original source documents
into journals, accounts, and ledgers

BACKGROUND

Why Accounting?

Accounting is more than three thousand years old.
Stone and clay tablets containing financial re-
cords have been discovered by archeologists in
several locatilons throughout the world. The Roman
Empire developed methods of recording and summa-
rizing numerical information. The Romans kept
elaborate records for such purposes as keeping
track of their military personnel and their mili-
tary payroll. The American Indian used notches on
sticks and strings of beads to denote the accumu-
lation of data.

The art of accounting evolved slowly over thou-
sands of years until trade and business reached a
complexity which required something more sophisti-
cated. During the Industrial Revolution in Europe
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large pools of capital were needeq to finance the
purchase of machinery anq equipment. Partger—
ships, Jjoint-stock ' companies, and cgrporatlons
evolved to meet this need. New accounting proce-
dures had to be developed for 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 Personnel

As accounting became more sophisticated,. so did
the people who used it. Thus it becomes important
to the investigator that he or she .have some
understanding of the duties and functions of @he
accounting personnel who may be egcountered during
an investigation. This will assist you, as an
investigator, in knowing who to ask what ques-
tions.

The internal accounting staff can be.viewed as a
three tiered hierarchy. At the top is the princi-

i i i i . his person

al responsible financial offlcer . T .
gay have the title of President, Vice President,
Treasurer or Comptroller. At any rate, when

making initial contact, it is a goqd policy @o
seek out the principal financigl.offlcer to obtain
approval and cooperation. An 1n1§1§l approach at
any other level will probably gllClt t@e rﬁsponse
"Sorry, we don't give out that information.

incipal financial officer generally w;ll
ggzsppyou palong to the second level, the chief
accountant who heads the accounting stgff. F?om
this person you can obtain general information
about the accounting system, where the records are
located, and who is most familiar with them: In
the event you are running dgwn some partlcu%ar
item or type of account, the chief accountan@ will
turn you over to the next level, the accountlpg.or
posting clerks. These employees are most familiar
with the day-to-day entries to the bogks .of ac-
count. They can be a big help in tracing items in
the books.

Many businesses employ outside accountants whgse
responsibility dis to audit the pooks and verify
the accuracy of a company's financial statemgn@s.
These outside accountants are generally certified
public accountants (C.P.A.'s) who are licensed and

3_2 4124-05

regulated by each state. Often, if for some
reason the records of a company are out of reach,
it may be possible to get the information sought

from interviewing the C.P.A. and examining his or
her workpapers.

During the course of an independent audit, the
C.P.A. sends letters to customers, creditors, and
lending institutions to verify sales, receipts,
outstanding balances and cash transactions of the
company. These documents are only a part of the
C.P.A.'s workpapers. They also contain analyses
of the company's individual ledger accounts,
comments on internal control, and various computa-~
tions that becoue a permanent part of the C.P.A.'s
workpapers. Your review of all of these work-

bapers could provide valuable leads as well as
documentary evidence.

Definition of Accounting

The American Institute of Accountants has defined
accounting as ‘'the act of recording, classifying
and summarizing in a significant manner and in
terms of money, transactions and events which are,
in part at least, of a financial character, and
interpreting the results thereof . .n

FORMS OF BUSINESS ORGANIZATION

The broprietorship, also called sole proprietor-
ship, 1is the simplest to set up and is the most
common business form. Usually no legal red tape
is involved--the properietor just commences busi-
ness. BUT, a license may be required to engage in
a particular activity (regardless of whether it is
done by proprietorship, partnership, or corpora-

tion), such as funeral home, liquor store, or
restaurant.

A partnership is created when two or more persons
agree to do business together. In a general
partnership each nartner has authority to partici-
bate in the management of the business, although
the partnership agreement may divide the manage-
ment in specific ways (one person handling sales,
another bookkeeping). Profits and 1losses are
usually divided equally, although the agreement
may specify another division of profits or losses.

A corporation is an entity legally separate from
the persons owning it. Corporations are created
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by State governments (in a few cases, also by the
Federal Government). Actions taken by a corpora-
tion are restricted to what is permitted by State
corporate law and what is authorized by the
charter of the corporation. A  corporation is
owned by 1its stockholders (also called share-
holders), who hold stock (also called shares) in
the corporation. A corporation can own property,
buy, sell, enter into contracts, borrow money or
take any other business action an individual can
take, subject always to the limitations imposed by
law and by the corporation's charter.
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FIGURE 1

Comparison of Forms o7 Business Crganization

Sole Proprietorship
Advantages

Ownership of all profits
Ease of organization
Freedom of action
Minimum of legal
restrictions
Maximum personal
incentive
Freedom from tax on
business income
Ease of dissolution

Disadvantages

Unlimited liability for
business debts

Limited capital re-
sources

Life ends with death of
proprietor

General Partnership
Advantages

Larger capital resources
than sole proprietor-
ship

Better credit standing
than single individual

More managerial talent
than single individual

Few legal restrictions

High degree of personal
incentive

Freedom from tax on
business income

Ease of dissolution

Disadvantages

Unlimited hability for
business debts

Existence ends with
death or withdrawal
of any partner

Restricted transfer of
ownership

3-5

Corporation
Advantages
Limited liability of
stockholders
Very large capital
resources possible
Ease of transfer of
ownership
Long or perpetual life
Ease of expansion
Legal entity distinct
from owners

Disadvantages

Tax on business income

Extensive legal restric-
tions and regulations

Expenses of organiza-
tion

Possibly limited personal
incentive

4124-05
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A limited partnership permits partners to 1limit
their risk to the amount of their investment.
Their risk is similar to the limited liability of
a stockholder of a corporation. A limited
partnership agreement must be in writing (usually
a copy of the agreement 1is filed in the county
courthouse, as required by most State laws).
There must be at least one general partner, who
has unlimited liability. Limited partners may not
participate in the management of the firm, al-
though they may meet from time to time to vote on
general policies of operation. This form has
recently been popular in oil well drilling, cattle
feeding, and real estate ventures.

A cooperative is a corporation in which profits
are distributed to shareholders not 1in proportion
to the number of shares each owns, but in propor-
tion to the amount of business each shareholder
(also called member) does with the cooperative.
Unlike in a business corporation, which generally
allows one vote per share, in a cooperative each
member has one vote.

A mutual company is a type of corporation that has
no stookholders. It is common in the fields of
1ife insurance and savings. It is owned by its
customers (policyholders or depositors), who may
have the right to vote for the directors or may
not, depending on the provisions of the charter.
If any profits are distributed, they are paid out
according to the size of the policy or the size of
the deposit.

If Company A hclds enough voting stock in Company
B to control Company B, Company A is called a
holding company (also called the parent company)
and Company B 1s called a subsidiary of Company A.
By controlling Company B, Company A can borrow
money from Company B at attractive terms (such
toans are called upstream loans), sell to Company
8 at attractive prices or buy at low prices, and
enjoy various other benefits. If Company B Dbe-
comes bankrupt, Company A loses only its invest-
ment in stock in Company B, as do other stock-
holders, if any, holding Company B stock.

A shell corporation is one that has no assets or
liabilities. It simply has a charter to do busi-
ness. Attractions of shell corporations are speed
and confidentiality. Original application may
take weeks to approve. Names of persons on the
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original application for charter to the State
government are on record with the Secretary of
Statg and might be investigated before a charter
is 1issued. Names of subsequent stockholders and

directors are not on record with the Secretary of
State.

The ul@imate object of any accounting system is to
show, in summary form, the results of transac-
t}ons. This <can be done in many ways. We will
discuss the two systems most commonly used:

§ingle-entry recording and double-entry bookkeep-
ing.

Single~Entry Bookkeeping

This is the system that has been used for most of
the three thousand years of accounting. It is the
s;mplest form of noting a financial ¢transaction.
Wlth. the advent of more complex financial organ-
1z§tlon§, it has declined in use. However, it is
still 1in use by some small businesses. In its
mos@ sophisticated form, it is merely the entering
of 1nformation from all sources in one place--usu-
ally in columnar form. In other words, it 1is a
system of accounting for financial transactions
without making an effort to balance the records.

Double-Entry Bookkeeping

This concept in accounting is that every transa-
tlop affects two or more accounts with equal
debits and credits and is recorded in them. Thus
two or more adjustments must be made, never just

?neé The name "double entry" is derived from this
act.

The object of the double entry system is to show,
in summary form, the results of the many transac-
tions and forces affecting a business. To do this

requi¢es_an organized and convenient system for
classifying all business transactions.

THE FUNDAMENTAL EQUATION

The basic cgncept of the double-entry system is
that every item of value of whatever kind is owned

or claimed by someone. This may be expressed 1in
the form of an equation.
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Items of Value = Claims

Ttems of Value--The various things owned by a
company are called assets. They include cash,
supplies, machinery, furniture, fixtures, land,
and other tangible things too numerous to mention.
There are many other assets which are not physical
things, such as the right to collect money from
others, patents, investments, goodwill, etc. To
be treated as an asset, the item should be of
value to the owner; if it has no value to the
owner, it is not the concern of the acccounting
system.

Claims--There are two kinds of claims against the
assets. The first is the claim of the owners for
the total value invested. This is called equity,
capital, or net worth. This represents the origi-
hal investment of the owners of a business minus
any losses sustained plus any profits retained in
the business. In a proprietorship all of the net
worth belongs to the proprietor. In a partnership
the share of the net worth belonging to each
partner 1s designated. In a corporation the net
worth is divided into at least two accounts~-capi-
tal stock and surplus (or retained earnings). The
capital stock account might be divided ‘into pre-
ferred stock and common stock.

The second kind of claim arises from those who
extended credit to the business. Such claims may
be from suppliers, banks, investors, mortgages,
ete. The claims of these creditors are known as
liaibilities.

The previous equation can now be converted to the
fundamental accounting equation.

Assets = Liabilities + Capital
A =L+ C

Although business transactions affect the composi-
tion of one or more of the items in the equation,
the total of assets must always equal the total of
claims. If the equation is to be maintained, it
is impossible to change a single item alone with-
out destroying it. For instance, when an asset is
increased, a corresponding adjustment must be made
in the equation or it will not balance; either
another asset must be decreased, or a liability or
net worth increased.
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The following table classifies the effects of any
business transaction under double entry bookkeep-

ing:
The Change The Result
Increase in an asset Decrease in another asset, or
Increase in a 1iability, or
i Increase in an item of net worth.
Decrease in an asset Increase in another asset, or
Decrease in a liability, or
i Decrease in an item of net worth.
Increase in a liability Decrease in another liability, or
Increase in an asset, or
i Decrease in an item of net worth.
Decrease in a liability Increase in another liability, or
Decrease in an asset, or
i Increase in an item of net worth.
Increase in an item of net worth| Increase in an asset, or
Decrease in a liabililty, or
Decrease in another item of net
i worth.
Decrease in an item of net worth| Decrease in an asset, or
Increase in a liability, or
Increase in another item of net
worth.
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All of these transactions are classified into
various types of accounts. An account is a head-
ing, or title, pertaining to the various assets,
the various liabilities, or factors which affect
net worth. The increases and decreases resulting
from business transactions expressed in terms of
money are recorded in two columns under each of
these account headings. The column on the left is
called the debit column and the column on the
right is called the credit column. "Debit" refers
only to the left column of an account; "credit" to
the right column. The rules for recording the
increases and decreases resulting from transac-
tions are as follows:

Assets

Increases on the left Decreases on the right
(debit) (credit)
Normal balance

Liabilities and Net Worth (Capital)

Decreases on the left Increases on the right

(debit) (credit)
Normal balance

Income
Decreases on the left Increases on the right

(debit) (credit)
Normal balance

Expenses
Increases on the left Decreases on the right

(debit) (credit)
Normal balance
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In analyzing

transactions,

following

steps

should be taken in conformity with the above rule:

1.

2.

Determine the accounts affected by the

action.

trans-

Determine the effect on each account; that is,

increase or decrease.

Apply the appropriate
account; that is,

11

designation
debit or credit.

in the
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EXAMPLES OF DEBIT AND CREDIT BOOK ENTIRES

Example 1
Company Y buys a desk for $200, paying cash.
ENTRY:
CASH FURNITURE
PR} DR CR BAL PR} DR CR BAL
$ 5004 $ 6000~
$ 200~ 3004 $ 200~ 6200~
Example 2

Company Y buys a desk for $200, paying $50 cash and $150 on account.

ENTRY :
FURNITURE CASH ACCT'S PAYABLE
PR} DR CR BAL PR} DR CR BAL PR} DR CR BAL
$ 6000- T $ 500- $ L0o0-
$ 200- 6200~ $ 50-1 U50- $ 1504 550-
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Example 3

Company Y sells $2,000 in merchandise; $500 in cash is pald by the customer C.0.D.

and balance is to be paid on account.

ENTRY :
CASH ACCT'S RECEIVABLE SALES
PR} DR CR BAL PR{ DR CR BAL PR} DR CR BAL
$ 600 $ 950 $17,000
$ 500 1100 $ 1500 2450 $ 2000{ 19,000

A final note - "Anything that is recorded as a debit (credit) in one set of

books is recorded as a credit (debit) in somebody else's hooks.!

k124-05
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METHODS

There are two methods of accounting: cash Dbasis
and accrual basis. However, there are three ways
that these methods can be used: (1) cash Dbasis

only; (2) accrual basis only; (3) a combination of
these methods, called the hybrid method.

Cash basis means that revenues are recorded in the
period when the cash collections are received and
that the expenses are recorded in the period when
the cash is paid out.

(Note: the "pivotal" words are "receivedf and
"naid." In other words, only when you phy§1cally
have received the collection--not the promilse to
pay--or have paid the expense do you have the
basis for making an entry in the books.)

Accrual basis means that revenues are recorded 1in
the period earned (regardless of whgn co@lected)
and expenses are recorded in the period incurred
(regardless of when cash was disbursed).

The fundamental difference between the cash and
accrual bases is in the matter of "timing."
Accountants often describe the process of deter-
mining periodical net income as a proper "mgtch-
ing" of revenues and expenses by perlods: Th}s is
achieved by the accrual basis of accounting; 1t.1s
not achieved by the cash basis of accounting
except for those transactions that normally are
completed within the given period.

Example 4

You order $500 worth of widgets to use for heating
in December for delivery in December. However,
you do not pay for the widgets until January.

Cash basis method: You would record the $500 as
an expense when paid in January.

Accrual basis method: You would reco?d the $SQO
as an expense when incurred (or committed for) in
December.

Example 5

You are in the business of tree removal. You
receive an order in April to remove a tree. You
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remove the tree for $190 in April, but the custo-
mer does not pay you until June.

Cash basis method: You would record the receipt
of the $190 as income in your books in June when
you received the payment.

Accrual basis method: You would record the $190
as income in April when it was earned.

The hybrid method of accounting is a combination
of* the cash-basis and accrual~basis methods. It
can be used if it is consistently applied and
clearly reflects income. It is most commonly used
when inventories (items held for resale) are
involved. In a small business, it simplifies the
recordkeeping because 1in determining net income
only sales and cost of sales accounts are recorded
on the accrual basis, while all other accounts are
kept on the cash basis. In a small business, the
"timing" of incurring expenses and paying them is
usually of short duration. There is 1little dis-
tortion of net income; thus, 'in these circum-
stances it is an acceptable method. However, - it
is not acceptable to use the cash basis for re-
cording income and accrual basis for recording
expenses because the distortion could be material.

When investigating a small business, you may find
it uses the hybrid method for recording transac-
tions. Larger businesses, as a rule, will use the
accrual basis method because of the volume and
complexity = of recording the transactions and such
management practices as making future business
projections, analyzing <cash flow through the

business, and realistically costing their product
or service.

THE BALANCE SHEET

To understand the complete accounting cycle, you
would begin by studying the balance sheet. The
balance sheet 1s a financial statement depicting
at a specific time and in a systematic manner the
assets (A), liabilities (L), and capital (C) of a
business organization.

The fundamental equation A = L + C can also be

stated A - L = C. Thus balance sheets can be
prepared in two basie forms, report form and
account form. The following examples show a
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simple set of accounts arranged first by report
form (Example 6) then by account form (Example 7).
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Example 6

REPORT FORM

Persimmon Inec.

Balance Sheet

June 30, 197X

Assets:
Cash $ 3,000
Packing Machine 12,000
Delivery Equipment 40,000
Total Assets
Liabllities:

Accounts Payable $ 5,000
Notes Payable 25,000

Total Liabilities

Capital:

Authorized & outstanding
2500 shares @ $10 per share

Fundamental Equation A-L=C
$55,000 (&) minus $30,000 (L) = $25,000 (C)

3-17 b124-05

$55,000

$30,000

$25,000



ACCOUNT FORM

Persimmon Inc.

Balance Sheet
June 30, 197X

Example 7
ASSETS
Cash $ 3,000
Packing Machine 12,000

Delivery Equipment 40,000

Total Assets $55,000

Fundamental Equation: A=LAC

LIABILITIES

Accounts Payable $ 5,000
Notes Payable

25,000
Total Liabilities $30,000
CAPTITAL

Authorized & outstanding
2500 shares @ $10 per sh. = $25,000

Total Liabilities/Capital $55,000

$55,000 (A) equal $30,000 (L) plus $25,000 (C).

4124-05

Analyzing

You will notice that there are no changes in the
figures or in the designation of the groupings
under which they fall. These groupings and
amounts are simply reorganized in a different
form. Regardless of the arrangements, in the
general groupings (that is, assets, liabilities,
and capital) the relationship of each to the other
was not changed. All that changed was the place-
ment of the presentation of the grouping.

the Balance Sheet

We have studied the fundamental equation (A = L +
C) which is the basis for organizing the balance
sheet; we have reviewed the forms (report and
account) which are most commonly used in balance
sheet presentation. Now we are going to - take a
look at the set up of the balance sheet and the
accounts which commonly appear there.

Balance Sheet Heading identifies the business

name, sets out the fact 1t is a balance sheet, and
gives the date (the financial picture as it stood
on that particular day).

CURRENT ASSETS (HEADING)

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

year.
Some examples of current assets are:

CASH

The bills and coins in the business as well as
the money on deposit in a bank. These depos-
its may take the form of savings accounts or
checizing accounts.

NOTES RECEIVABLE

A formal written promise Ly a debtor to pay a
specified amount of money, usually with inter-
est, at a definite time.

ACCOUNTS RECEIVABLE

Claims against customers arising from the sale
of merchandise or services on credit.
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ALLOWANCE FOR BAD DEBTS

An estimated amount of accounts receivable
which will probably be uncollectible due to
nonpayment by a customer of a sale for credit.
This account is normally shown as a reduction
to accounts receivable.

MERCHANDISE INVENTORY

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

PREPAID EXPENSES

Expenses paid in advance such as rent and
insurance.

FIXED ASSETS (HEADING)

Those assets not intended for sale and which are
used over and over again in order to manufacture
the product, display it, warehouse it, or trans-
port it. Some examples of fixed assets are:

FURNITURE AND FIXTURES

The furnishings and fixtures which are owned
by the business.

ALLOWANCE FOR DEPRECIATION

The total amount set aside for the decline 1in
the useful value of the fixed assets due to
wear and tear from usage and the passage of
time. This account 1is normally shown as a
reduction to fixed assets.

DELIVERY EQUIPMENT

The vehicles used to get the goods from the
business to the customer.

BUILDING

The physical structure which houses the com~
pany.

CURRENT LIABILITIES (HEADING)

All debts of the company which fall due within a
12-month period. Some examples of current li-
abilities are:

3-20 4124-05

NOTES PAYAEBLE

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 liability wusually arising from
the purchase of merchandise for credit.
Unlike the note payable, no formal written
promise to pay is issued.

ACCRUED EXPENSES PAYABLE

Expenses which are owed but not yet paid. A
common example is salaries owed to the employ-
ees but not paid until the end of the pay
period.

LONG-TERM LIABITITIES (HEADING)

Debts of a business with distant maturity dates.
As an example:

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.

CAPITAL (HEADING)

What the business is worth. The difference be-
tween the assets and the liabilities.

As we have just seen, the assets and 1liabilities
shown on the balance sheet are arranged in a
definite order. In most commercial enterprises
this arrangement of assets 1s 1n 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
liabilities, 1liquidity is that 1liability which
falls due or matures first. These are generally
listed first. Those which mature later are listed
later.
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Again it is worthwhile to mention that the balance
sheet only shows the assets, 1liabilities, and
capital for one business entity on a given day.

HOW CAPITAL STRUCTURES DIFFER

There are many ways in which the capital structure
can be presented. We will confine our discussion
to the three major forms of business organization;
namely, the proprietorship, the partnership, and
the corporation. By reviewing the capital struc-
ture set out on the balance sheet, you can usually
tell which type of organization a business is.

The amount shown in the balance sheet as the
equity or capital account cannot be regarded as
representing "net worth" in the sense that it 1is
what the owners would receive on immediate dis-
posal of the assets. It represents the difference
between assets and liabilities because all assets
and liabilities are listed at cost and not their
fair market value (current salable price).

Example 8

Capital section of a balance sheet for a propri-
etorship, net income is $8,000.

Capital

Elsen Sedge beg. bal. $14,000
Net income for period $8,000
Less: Withdrawals 6,000

Net increase to capital 2,000

Elsen Sedge ending balance

Generally the only difference between the finan-
cial statements of a proprietorship and those of a
partnership will be located 1in the capital
(owner's equity) section of the balance sheet.

$16,000

TR T

Capital
Hicks Fernshaw beg. bal. $47,000
Net income for period $18,000
Less: Withdrawals 16,000
Net increase to capital 2,000
Hicks Fernshaw end bal. $49, 000
Turks Kartaba beg. bal. $39,000
Net income for period $18,000 )
Less: Withdrawals 20,000 2
Net decrease to capital (2,000)
Turks Kartaba end balance 37,000
Total Capital $86ZOOO

Withdrawals are those amounts that are taken out
by the partner for nonpartnership-related expendi-
tures. They are recorded in an account called a
drawing account. This account is directly related
to the partner's capital investment in the busi-

ness as you see in the examples above.

The example that follows will contain those ac-
counts most commonly found in the capital section
of a corporate balance sheet.

Example 10

Capital section of a balance sheet for a corpora-
tion. Net income is $400.000.

Stockholders Equity (Capital)

Capital Stock:

Preferred Stock, 5% Cumulative
$100 Per Value Each; Authorized,

Issued & Outstanding 6,000 shares ¥ $ 600,000
The following example illustrates the capital Common Stock: $5 Per Value Each
section of a partnership balance sheet. We will Authorized, Issued and
assume that there was no specific partnership Outstanding 300,000 shares ¥¥ 1,500,000
agreement as to how the profits should be divided.
Therefore, they are split equally between the Accumulated Earnings (Beg of Period) $1,300,000
partners. Net Income for Period 400,000
Accumulated Earnings (End of Period) $1,700,000
Example 9 (1)
Total Stockholders' Equity $3,800,000(1
Capital section of a balance sheet for a partner- =
ship. Net income is $36,000. (1) Equivalent to ending Capital balances of two previous
examples.
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Retained earnings (surplus) are the accumluated
profits and losses of the corporation.

Ownership of a corporation 1is represented by
stock. Par value is the value assigned to each
share of stock in the charter of the corporation
and printed on the face of stock certificates. If
no dollar figure is printed on the face of a
certificate, the stock is no-par.

Preferred Stock ¥ Common Stock ¥¥
Priority in payment of Dividend One vote per share for directors
Dividend limited in amount Dividend payable after preferred
Priority in liquidation of Last to be paid in liquidation

corporation Dividends may vary according to
Share in liquidation limited profits
Non-Voting

Value of Stock:

Par value - see above.

Book value - for preferred it is par value (usually plus any
preferred dividends overdue and unpaid). For
common it is net worth minus book value of pre-
ferred. To get book value per share for common,
divide the above figure by number of common
shares outstanding.

Market value - whatever price the stock can be sold for.
This may be above or below book value or par
value.

THE INCOME STATEMENT (Also called PROFIT AND LOSS STATEMENT)

An income statement reflects money earned and
expenses incurred by an entity or individual for a
designated period of time. While the balance
sheet reflects the financial condition at a given
date, the income statement shows the record of a
company's operating activities for the whole

period. The income statement matches the amounts
received from selling the goods and other items of
income against all the costs incurred in order to
operate the company. The result is a net profit
or net loss for the period. See figure 2 for a
sample ‘of an income stateament.
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FIGURE 2
REEVES-SURINAM, INC.
INCOME STATEMENT
FOR YEAR ENDED DECEMBER 31, 19XX
Revenue:
Gross Sales
Less: Sales Returns and #63.300 :
et éllowances 650 :
e ales 82,6 |
Cost of Goods Sold: #»650
Merchandise Inventory
January 1, 19XX
Purchases $49,400 f>750
Less: Purchase Returns
And Allowances 275
Nez Purchases $49,105
dd: Freight-In 1,100
Net Cost Purchases 50,225
Goods Available for Sale $57.975
Merchandise Inventory ’
December 31, 19XX 8,
Cost of Goods Sold 220 49,025
Gross Profit From
Sales
Operating Expenses: 333,625
Selling Expenses:
Sales Salaries $6,200
Rent Expense, Selling
Space $4,800
Advertising Expense 900
Freight-Out And
Delivery Expense $1,350
Store Supplies Used 425
Depreciation Expense
Store Equipment 775
Total Selling
Expenses 14,4
General And Administrative Expenses: ? 2
Office Salaries $3,100
Rent Expense, 0ffice 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 $15,175
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Let's take a look at the preceding income sState-
ment and determine what accounts have been af-
fected by the company making a profit of $15,175.

Income Statement Heading

Like the balance sheet, the income statement has a
heading which consists of the name of the company,
the name of the financial statement, and the date.
But unlike the balance sheet the income statement
date 1is preceded by the term "for the year, pe-~
riod, or month ended." The income statement
reflects the net income or loss for the entire
period stated in the heading.

GROSS SALES

Total revenue received from the sale of merchan-
dise.

SALES RETURNS AND ALLOWANCES

The sale price of all merchandise returned to the
company for which it has given an allowance.

NET SALES
The net dollar amount of 211 merchandise sold.

MERCHAYDISE INVENTORY 1-1-XX

The dollar cost of the goods available to sell on
1-1-XX, or the beginning balance.

PURCHASES

The cost o' the merchandise purchased for the
purpose of resale.

PURCHASE RETURNS AND ALLOWANCES

The goods returned, for any reason, for which the
company received an allowance.

NET PURCHASES

The net dollar cost of merchandise purchased for
the purpose of resale.
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FREIGHT-IN

The transportation costs incurred to get the
merchandise to the company's place of business.
Freight-in 1is added +to purchases in determining
the cost of the goods 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 the company's place of
business.

GOODS AVAILABLE FOR SALE

The total goods available to sell. The total of
beginning merchandise inventory and cost of pur-
chases.

MERCHANDISE INVENTORY 12-31-XX

The dollar cost of the merchandise on hand and not
sold at the end of the year or the ending balance.

COST OF GOODS SOLD

The difference between fhe goods available to sell
and the ending merchandise inventory--the merchan-
dise not sold.

GROSS PROFIT

The difference between the dollar amount 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 subgroups of selling and administra-
tive expenses.

SELLING EXPENSES

The expenses allocated to the selling of merchan-
dise.

ADMINISTRATIVE EXPENSES

The expenses allocated to the management and
administration of the business.
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TOTAL OPERATING EXPENSES

Total of all expenses incurred in the sale of
merchandise.

NET INCOME

The profit earned. The difference between the
gross profit and total operating expenses.

RELATTIONSHIPS BETWEEN THE BALANCE SHEET AND INCOME STATEMENT

The double-entry system of recording will always
affect at 1least two accounts. Yog will recall
that earlier in this lesson Wwe€ dlscusged the
"debit-credit" action when a tﬁansactlgn was
necorded. Now let's look at the 1nteracthn of
accounts between the balance shee@ and the income
statement. This table (figure 3) is not complete.
However, it will give you an understanding of how
various accounts relate to each other.

3_28 4124—05

FIGURE 3

TABLE OF RELATTIONSHIPS

Balance Sheet Account

Income Statement Account

Current Assets:

Cash

Notes Recelvable
Accounts Receivable
Allowance for Bad Debts
Merchandise Inventory

Prepaid Expense

Fixed Assets:

Furniture & Fixtures

Allowance for Depreciation

Machinery

Building

Current Liabilities:

Notes Payable
Accounts Payable

Accrued Expenses

Long-Term Liabllities:

Mortgage Payable

Capital:

3-29

Sales; cash pald out; expenses;

any form of cash outlay for

operating the business i
Interest Income

Sales

Bad Debt Expense

Cost of Goods Sold

Various eipense accounts, i.e.
Rent; Insurance; Supplies, etc.

Depreciation; Interest Expense;
repairs
Sales of Furniture & Fixtures

Depreciation; Sales of Furniture
& Fixtures

Depreciation; Repairs; Sales of
Machinery

Depreciation; Repairs; Property
Taxes; Insurance Expense

Interest Expense
Various Expenses & Purchases

Payroll Expense; Payroll Tax
Expense

Interest Expense; Property Taxes;
Insurance Expense

Net Profit and Loss

4124-05
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ANATOMY OF THE BALANCE SHEET AND INCOME STATEMENT (Financial
Statements)

Where do the figures come from? How are transac-
tions recorded? Classified? Summarized? In
order to simplify this process, think of it as a
series of building blocks made up of Dbooks and
records and forming a pyramid (figure &). Watch
how the arrows flow from one set of blocks to the
other until the final product is achieved.
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ANATOMY OF FINANCIAL STATEMENTS
(BALANCE SHEET AND INCOME STATEMENT)

4.| BALANCE SHEET INCOME
STATEMENT
/\;.
3 ASSETS LIABILITIES CAPITAL INCOME EXPENSE
GENERAL LEDGER (SUMMARIZE)
CASH CASH
2. RECEIPTS DISBURSEMENTS SALES PURCHASES GENERAL
JOURNAL JOURNAL JOURNAL JOURNAL JOURNAL
JOURNALS (CLASSIFY)
DEPOSIT TICKETS CHECKS:; ETC INVOICES FOR ADJUSTMENTS OR
AND/OR CASH CASH PAID-OUT SALES 'NCVO'CES MERCHANDISE CORRECTIONS OF
SALES ETC SUPS ETe OPERATING EX RECORDED
ADM EX ETC TRANSACTIONS

SOURCE DOCUMENTS (RECORD)
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BOOKS AND RECORDS

Source Documents

These are all of the "pieces of paper," whatever
their form, that affect the business operation as
stated in dollars (1st step of pyramid). These
are the basic documents from which all transaction
entries will be compiled. Listed below are some
of these source documents.

Deposit tickets (figure 5)--Documents that reflect

amount deposited in the bank. FEach usually gives
a breakdown by ABA number of the checks included
in that deposit.

Checks/checkbooks (figure 6)--In addition to the

canceled <checks themselves, the c¢neck stubs or
remittance advices (nonnegotiable portions of
checks) may show such things as true purpose of
payment, person authorizing payment, and handling
instructions.

Invoices/purchase receipts--Source records showing

dates, shipping points, delivery instructions,

descriptions of items bought or sold, etc. They
are maintained and stored separately and are not
part of the general ledger or Jjournals. See

figure 7 for sample.

Notes payable/receivable-~A document showing date

of loan, 1interest percentage, makers, and other
terms, and signator.

Miscellaneous

Leases-~Show terms, dates, conditions of the

lease, signator, and property owner.

Insurance policies--Contain the original applica-

tion, effective date, face amount of policy,
original premium, riders to the policy, method of
payment, and beneficiaries.

Cash paid-outs--Are notated slips of small cur-
rency expenditure that show date, amount, and
reason for payment.
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FIGURE 5
DEPOSITED "IN DOLLARSI ZENTE
. CASH 75 _
Tue NoRTHERN VIRGINIA BANK p——
- Springfield, Virginia BY BANK NUMBER
;‘I SUBJECY TO CONDITIONS AS PRINTED ON THE REVERSE SIDE OF THIS TICKET 58_750 430 OO
U 3
o NAME.___A. Partnership Company 99-1 70 100
r Springfield, Virgini
g ADDRESS. P . ¥4 irginia 1523 525 |00
June 1 19 XX
DATE
§ ' 91-283 200 100
ACCOUNT NUMBER
%
" b 2|3]|=lals]e |7 ToTAL 1$ 1350 oo
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NO 901 $529.72.

—1=15 19z
' 10 XX2 -

rop Office Suppliet

NOLLARS CLnIs

suance €434 1 17

eerositeo

n

TOTAL

AWT

TS CHICK 5291 72

TOoTAL

OTHIR
LIOUCTION

L N0 5904 1 45

N0. 902 $_500.00
o 1-16_ ___i9xx%
10 ABC Company

fok_Suppliss

DOLLARS _ €inTs
taunce 5904 | 45

oLeastTLn

b

VAL

msoneex|| 500 | 00

i TOTAL
amier -
DEOUCTION 5404 | 45

BAL, FON'D

N0, 903 132,10
1-16 19 XX
10 Cleano Company

FoR Equuipment -
DOLLARS CENTS
aaance 5404 | 45
DEPOSITED
B
To14L
s encen 32 110
17T
OINIR
bLoucrign
. soxn 5272 135

FIGURE 6

OATE January 15

i . X 529,72
THE W " " .
PaY O XYZ Stationery Company $

Five hundred and twenty-nine and 72/100--<~--mcmcccauucuo—x DOLLARS

northem virginia bank

SPRINGFIELD, VIRGINIA

Office Supplies _Iohn Doe

FOX

1L0SEQwD ? 50181

MW N
W AT TR ST ORI X\ Y

£, Partnership Company 4002
(3-750/560
OATE January 16 193X
500.00
Y YO THE .
hotsor_ ABC Company .

Five hundred and C0/100
"0 northem virginia bank

BPRINGFIELD, VIRGINIA

Jdohn Doe

DATE
E,’;‘,’,{f’gf‘ Cleano Company
THAT Ly =two and L0/ 100 oo mmmm oo e m e m
"R northam virginia benk
SPRINGFICLD, VIRGINIA
for_Lquipment b Do
2056007501

CAR INVOICE

~8

CAODiILLAC

LINDSAY CADILLAC COMPANY
1525 KENWOOD AVENUE ~ PHONE 683-0350
ALEXANDRIA, VA, 22302

FIGURE 7

06487

DATE 7/10/xx
SOLD TO

A. Suspect
Springfield

SALESMAN TELEPHONE

DESCRIPTION
OF MOTOR VEHICLE

make Cadillac
YEAR 19X

MOTOR NUMBER ST 191046
SERIAL NumBer PO 213028

MODEL 1l4/4
BODY STYLE Tudor

IGN. KEY 17842
TRUNK key 34763

NEW OR USED New

CAR TRADED 19xx Buick

TERMS OF TIME CONTRACT

FINANCE COMPANY  Riggs National Bank
PAYMENTS OF §

EACH PAYABLE ON THE DAY
OF EACH MONTH BEGINNING

SUMMARY OF INSURANCE COVERAGE

FIRE $ TERM
THEFT $ TERM
COMPREHENSIVE § TERM
COLLISION-UPSET § TERM
PO, &P.L. § TERM

COMPANY — BROKER — AGENT

Anne Arundel Company

* OPTIONAL EQUIPMENT AND ACCESSORIES BASIC PRICE OF CAR
DESCRIPTION PRICE TRANSPORTATION

OPTIONAL EQUIPMENT AND ACCESSORIES
ALL OTHER CHARGES

TITLE OR SALES TAX

PERSONAL PROPERTY TAX

INSPECTION FEE

REGISTRATION FEE

CERTIFICATE OF TITLE

HOTARIAL AND RECORDING FEES  __

OTHER (ITEMIZE) 777" S
CASH SALE PRICE $6500.00

DEPOSIT 1000.00
CASIT ON DELIVERY 3000,00
TRADE-IN ALLOWANCE —
TOTAL CASH IPRICE BALANCE $2500,00
TOTAL COST OF INSURANCE
CREDITOR’S LIFE INSURANCE
AMOUNT OF FINANCE CHARGE e
TOTAL TIME PRICE BALANCE DUE -
FROM THE PURCHASER $2500.00

NO LIABILITY INSURANCE INCLUDED

3-35
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JOURNALS

The books described below are all called journals
or books of original entry. This means that
information from the source documents has been
recorded in the proper journals and classified in
the process (2d step of pyramid). The Jjournals of
a company can include any or all of the following:

Cash Receipts Journal (figure 8)--Will show the

source and amounts of money received.

Cash Disbursement Journal or Check Register (fi-

gure 9)--Generally reflects the dates, amounts,
and recipients of payments made. It will also
show the check number and the balance sheet or
income statement account(s) that the payment is to

be recorded in. (Also see Voucher Register de-
scription.)

Sales Journal (Accounts Receivable Journal)--Lists

Sales involices in date or numericial order for
sales made on credit.

Purchases Journal (Accounts Payable Journal)--Is
used to record all acquisition of merchandise or
services purchased on credit that the business
uses. (Also see Voucher Register description.)

General Journal (figure 10)--Will reflect transac-
tions not covered by specific-purpose Jjournals.

Will also be used to record adjustments to the
books and records.

Voucher Register--When using the voucher systenm,
the methods of recording transactions are changed
considerably. Under the voucher system, vouchers
are prepared for all purchases and expenses in-
curred and are entered into the voucher register.
When entered into the Voucher Register, the appro-
priate account is debited and the liability 1is
always entered in the vouchers payable account.
When the voucher is paid, the 1liability (voucher
payable) is decreased. The voucher system elimi-
nates the need for the Purchases Journal and the
Cash Disbursements Journal.

3-36 4124-05

Transactions:

Received $250 from Redbay and Co. on account.

Sold $175 merchandise for cash to Reed Manufacturing.
Received $215 from Jean Hazel on account.

Received a $300 payment from Bur, Inc., for cash sale.
Received a $90 payment from M.A. Pine for cash sale.

Entries -— Cash Receipts Journal:

CASH RECEIPTS JOURNAL

FIGURE 8

CASH ACCTS: REC. SAIES-kCASH)
DATE RECEIVED FROM DEBIT CREDIT CREDIT
19xx (101) (102) (501)
! Pl 1
| |
\\“///—\\\\u//’ﬁ\\\\\,(/ \\\__/Wﬁ/ﬁ\r\\_,//ﬁ\\\_///’—
' 14 ||Redbay & Co. 250 - 1 f2 5 0—m
18 ||Reed Manu. I 175 —1| | 175 —
21 ||Jean Hazel 215 — i 2] 5
22 1iBur, Inc. 300 - 300—1| |
30 M.A. Pine 90 — 90— |
31250 — 15 75— 750 —— | |
() (v) V')
|
|
|
|
]
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FIGURE 9

Transactions:

$500 is paid to Sylvester Sage on account. .

$ 75 is paid to the Telephone Company for the monthly bill.
$250 is paid to John Woods on account.

$300 is paid to Realty Management.

Entries —- Cash Disbursements Journal:

_CASH DISBURSEMENTS JOURNAL |
} = 2 3 4

e 4. CHECK__ § _ CASH ACCTS. PAY, MISC. EXP.
oae || pavee | ~weer | cmeprr | peerr | peIr
we | (101) (201)
25 |sylvester Sage || | _|275--| | poo—| | |s00— |
___ .25 || Telephone Co.. 276 TS50 .| 75—

27 jjJohn Woods 27 7 — 25 0-- 250 —
29 ||Realty Mgt. Jer8—| | Boo- _|300—
. T e o] | 83—
L B ] 2) ) ‘
—— I _ ——— ﬁﬁa,.ﬁ . e _
3-38 4124-05

FIGURE 10
Transaction:
Company O buys a desk for $200, paying $50 cash and $150 on
account.
Entry: General Journal Page 6(GJ6)
GENERAL JCURNAL
DATE EXPLANATION P.R.| DEBIT| CREDIT
3-15-xx| Furniture 105 | $200--
Cash 101 $ 50—-
Accounts Payable 201 $150--
To record purshase of office
desk on account.
]
Entry: General Iedger
FURNITURE #105 CASH #101 ACCT'S PAYA}BLE #201
PR} DR CR BAL PR} DR CR BAL PR} DR CR BAL
k5 6,000~ 500~ ¥ b40oo-
CJq 2004 6,200~ e 50-{ 450- GJq $ 150- 550~
3-39 4124-05




LEDGERS

T e books described below are called ledgers.
They are periodical postings (entries from the
journals in summary form) into a series of num-
bered accounts (3d step of pyramid).

General Ledger (figure 11)--A compilation of all

Jjournals, balance sheet accounts, and income
statement accounts. Each account 1is usually given
a designated number. This number comes from a
document known as a chart of accounts. The chart
of accounts is a listing of the accounts in - bal-
ance sheet order with a designated number. This
number is used in the Jjournals to classify the
various transactions (figure 12).

Subsidiary Ledgers--Separate records usually wused

for accounts receivable, accounts payable, and
equipment and showing specific names, 1nvoice
numbers, descriptions, etc., as opposed to Jjust
"total®" figures that are reflected on the general
ledger sheets (figure 13).

Other

Corporate Minute Books--Contain minutes and reso-

lutions of corporate stockholder or board of
directors meetings. May reflect persons author-
ized to sign on bank checking accounts, the making
of loans Lo corporate officials, the borrowing of
large sums by the ccrporation, nominee agents of
the corporation, and functions of responsible
corporate officials.

Corporate Stock Book--Shows how many shares of

stock, date purchased, who purchased stock, and
amounts paid for stock.

3-40 4124-05

FIGURE 11
Two examples of General Ledger accounts are shown
below. The words appearing in parentheses are

placed there

only to indicate the purpose of each

column and, in man i
s y cases, are not used in ac
accounts. ’ aetual

(Debit) (Credit)
__Year Year
MC| Day] Explanation| LF| Amount|MO| Day| Explanation | LF | Amount
Year
MO | Day Explanation LF| Debit | Credit | Balance
3-41
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Sample

Chart of Accounts

ASSETS

101 Cash on Hand

102 Cash in Bank

103 Accounts Receivable

105 Merchandise Inventory

106 Prepaid Insurance

117.0 Delivery Equipment

117.5  Accumulated Depreciation - Delivery
Equipment

118.0 Office Furniture

118.5 Accumulated Depreciation - Office
Furniture

119.0 Office Equipment

119.5  Accumulated Depreciation - Office
Equipment

120 Goodwill

LTIABILITIES

201 Accounts Payable

202 Salaries Payable

204 Employee's Income Tax Payable

205 F.I.C.A. Tax Payable

206 State Unemployment Tax Payable

207 Sales Tax Payable

208 Notes Payable

NET WORTH

251 Capital, Robert Ogle

252 Drawing, Robert Ogle

253 Profit and Loss

3-42

FIGURE 12

REVENUE

301 Sales

302 Sales Returms and Allowances
303 Sales Discount

311  Purchases

OPERATING EXPENSES

4ot
Lo2

403
Lok
L4os
4o6
Lot

408
Log
410
411
h12
13
OTHER

501
502

601

Delivery Expenses
Depreciation Expenses - Delivery
Equipment

Salaries Expense

Payroll Expenses
Miscellaneous Selling Expenses
Express-0-Charge Expense
Depreciation Expense - Office
Furniture

Depreciation Expense - Office
Equipment

Insurance Expense

Office Supplies Expense

Rent Expense

Bad Debt Expense

Miscellaneous General Expense

INCQME

Gain on Disposal of Plant Assets
Interest Income

EXPENSES

Interest Expense

4124-05

FIGURE 13

An Example of Relationship
of General Ledger to Subsidiary Ledger

GENERAL LEDGER SUBSIDIARY LEDGER

ACCOUNTS RECEIVABLE ACCOUNTS RECEIVABLE

1,500 T. Albert 100
R. Brown 500

R. Clark 300

E. Drew 600

Total 1,500

From the example we can see more clearly 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 custo~
mer and shows us how much each customer owes us.
At the end of any accounting period the Subsidi-
dary Ledger and the control account must be in
balance.

Tigure 14 shows postings from the Cash Receipts
Journal to the General Ledger and Accounts Receiv-
able Subsidiary Ledger; figure 15 illustrates
postings from the Cash Disbursements Journal to
the General and Accounts Payable Subsidiary
Ledgers. Note that each individual entry 1is not
posted in the 1ledgers: Monthly columnar totals
are posted to the General Ledger and individual
items to the Subsidiary Ledgers.
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FIGURE 14 FIGURE 15

CASH RECEIPTS JOURNAL
CASH DISBURSEMENTS JOURNAL

= =gy===—= = —— >

= >
, . casH. ACCTS. REC. || SALES (CASH) S : 1 == (=== I —————
DATE il RECEIVED FROM DEBIT ~ CREDIT  CREDIT . i .. ... )| _ CHECK |\ _CASH _ (ACCTS. PAY. | MISC. EXP. |\
19xx (101) (102) (501) DATE 1 PAYEE )| NUMBER ||  CREDIT || DEBIT ~ DEBIT
~ =] ' ‘ 19xx (101) (201)
] o o] T T T T T
) \_/ / S-f_l ‘ \‘__r/ . \‘/ i \//./——\_//'T‘I\ L. /"L—.‘\ ,,. . i /‘-\..\.~ ‘,4”,”.‘ .
3 14| Redbay & Co. L 2‘5‘0?__ . 1250~ o ? . : S ) N R N oo dined o
4 18 || Reed Manu. 1 75— 17 5m 3 25 || Sylvester Sage RIS P00 13000 L e
5 21| Jean Hazel |15k s | 4 25 |j Telephone Co. =3 A ool | N 1 | AR SR O SO Y 4> e B
. oo || Bup. Tne 3,00/ 30 0r 5 27 || John Woods 27 T 250] — 25 0|—
7 30 M.A. Pine 90__ 90—- 6 29 Realty Mgt' .. 2,.7,8—", 3 00} —— - . 3 00 b | SO S
s om0l Ta7d— 75 d | 4 b L serl -l | azeo—| | 83— |
of 0 TTTOGey T e TG . G (.= ‘ S
GENERAL IEDGER
GENERAL LEDGER
CASH 101 ACCT'S PAYABLE 201 RENT EXPENSE 601
CASH 101 ACCT'S REC. 102 SATES 501 PR} DR CR BAL PR| DR CR BAL PR| DR CR BAL
PR} DR CR BATL, PR{ DR CR BAL PR} DR CR BAL $ 79434 $5500- c31$ 300- $ 300-
§ 2700, § 2505 s 15001 c3 $l4297-| 36464 c3|$1320- 4180
CRY $3250~ 59504 CR3 $1575-| 9504 CR3 $ 750-| 22504
SUBSIDIARY IEDGER ‘ SUBSIDIARY LEDGER
TELEPHONE EXPENSE 602 SYLVESTER SAGE JOHN WOODS
BAY 0. JEAN HAZEL
REDBAY AND C PRl DR CR BAL PR} DR CR BAL PR| DR CR BAL
PR} DR CR BAL PR| DR CR BAL
4 500- s D)5 C3$ 75- $ 75 ~ $ 500~ $ 750~
vic s o50-| 2504 R s o15-] - C3}$ 500- - C3{$ 250- 500
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WORKING TRIAL BALANCE

After the books are closed (that is, the last
entry 1is made for the period), it is advisable to
take a post closing (after closing) trial balance
to be sure that the debits equal the credits in
the ledger. This is another safeguard against any
errors made in the closing of the books. A trial
balance is simply running totals of debits and
credits to be sure they are equal. A working
trial balance is a listing of these account bal-
ances on a worksheet in the same order as they are
kept in the General Ledger (figure 16).

Working Trial Balance

Refer to Figures 16 and 17 as you read the follow-
ing information. In terms of our pyramid, we are
between the General Ledger and the statements
leading to the figures we will use in our formal
presentation of the income statement and the
balance sheet (financial statements).

Heading--Should contain description of worksheet
and date.

Account Number--The designated number of the
account name from a chart of accounts.

Trial Balance 12-31-XX--A listing of the balances
reflected 1in the General Ledger for the account
names. After they are listed, they are added--
notice in figure 14 that in the first two columns
the debits equal the credits.

Adjustments--Usually contains four c¢olumns, one
each for the adjusting Journal entry numbers
(figure 16) and one each for debits and credits

that are posted here. When these columns are
added, debits equal credits.

Income Statement--Contains the income and expense

balances from the general ledger after the adjust-
ing entries have been included. When first added,
these columns do not balance. Net income 1is the
difference between the two figures--$307,000 minus
$272,760 = $34,240.

Balance Sheet--Contains the adjusted balances of

the assefs, 1liabilities, and capital. When tot-
aled, it does not balance until we add the income
for this period. Note tnat the final totals show
that debits equal credits.

3-46 ‘ 4y124-05

Adjusting

Remarks--Contains typical kinds of nctations that

you might find on a working trial balance. These
notes can be leads to other dogumentg or work-
papers that you can use in your investigation.

Let's take a minute to look at the trial balance
and the adjusting entries. You are looking at_two
more intermediate steps in achieving our final
product.

The working trial balance and related .adjustlng
entries can be a useful investigative too}.
Reading the explanation of each adjusting entry 1is
useful in developing leads to third parties.

Entries

At the end of any particular period we want the
financial statements (income statement and palance
sheet) to be accurate. Due to the changes 1n the
amount of accounts, such as insurance, the records
do not always reflect the correct amount. Before
the financial statements can De prepared accu-
rately, consideration must be given to those
accounts which do not appear, or are not correctly
stated in the various accounts.
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Example 11

We purchase a 6-year insurance policy for $360 on
1-1-XX. This transaction would be recorded-in the

Cash Disbursements Journal at the date of purchase
as follows.

Debit Credit

Prepaid Insurance 360 Z
Cash 360

At the end of the first year, 1/6 of $360, or $60,
of insurance is used up. The +transaction to
record this using up of insurance over the course T
of the year is recorded in the General Journal as

dpprarad Uy

follows: o6 |38 5% gvgRuReeN  INC. FIGURE 16 )
Insurance Expense $60 wogﬁ;hf?,-zﬁlﬁL BALANCE
Prepaid Insurance $60 - ) . s s , . 9 to= == ‘ -
TRIAL HALANCE | B I .
To record amortization of 1/6 of a 6 year A:Jif’ Y '2""(&. P HDD,T_“"&EMS TeEw "“;’:5““2‘2” P
premium of $360. g T TE T T
2 : 77“55& : I 4 ; 1 L 4 IL
This transaction, recording insurance expense : MR RNINI il NI S
of $60, 1is an adjusting entry. (See figures ‘ IRNREEE ERE RSN WA 8 duid I R A2 b
16 and 17). : j S1E e e - i
; T b+ i perd i . +44r4 +
s . . : ’ 37 SRR Eu N 15 4551 NIRRT B NEGE
The adjusting Jjournal entries are recorded in the . [ ’[‘g NN WIS HISIN B Al
General Journal at the end of the accounting s L 2éo0- | i) SRSt L RN MORARY ,jg;_ i
period. Remember, too, that all adjusting entries 10 i EIE % h , Ak #7600~
should be followed by a brief explanation of the " FE00= S A A T L
purpose of the entry. ; I A R ning iR R SN R
14 aEaEl | i 3 "’ ‘Y T
s Boca.- | | s
CLOSING ENTRIES " 2o~ 11 , TS
L I L) o L b il
Owners wants to know the results of their business B e R & PR i R Rk
activities for each business period. They do not 2 y dodaa- | 111 i f
want to confuse the results for one period with Al L X
those of another. It is necessary to develop a 230 7%?- 1 YT s
way of starting the income and expense accounts A zih bl 1 T
for each period with a clean slate. This is N 27000~ ' 1 e T s
accomplished by means of closing the General 2 | - RERRIN C
Ledger at the end of each period. 2 2FE iﬁ- 1 == 1 b Z
28| o ' - - +1
The process of closing the General Ledger is ) ’ - i
accomplished by transferring the balances of all : o 70. 111 ]
income and expense accounts to a summary account, 2 Qepucation /El / ;ﬁ- : L A
called P & L Summary or Income and Expense Sum- w611 | Propenty Joxes Booo- . 2 1 Sane m
mary, and then to the capital section of the j 3 , in zvr -1l Bogoeol- | Rdligiad - NM%- | rt :
General Ledger. z JHate 51/ ded | siridleeo; - béu- S - " T e
e kil e AR A BN
3-48 412405 ' N e ! ! ST
(R | -, g ! . 40
40) N ! il e
:; - - A L s L e
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FIGURE 17
INVESTIGATOR'S WORKPAPERS

' Your workpapers are important. Because of their
importance, workpapers should be headed to show
clearly their contents and purposes. They should
be neat, legible, and complete. You should in-
itial and date your workpapers so that they can be

Everareen, Inc. . _ identified as such at a later date.

____Adjustwa Entries

12- 31 - KX During the course of inspecting and analyzing
e e financial records, you will be preparing written

2 3 4 memos, lists, transcripts, reconciliations, compu-
e S | SO | R tations, etc. These documents are generally
Acct- No. Dr Cr. N referred to as workpapers. These workpapers are
. o important because:
A o 1. They are a record of what you did, and what
9 5 fOZ ‘ ‘O" books and documents you inspected.
'ﬁhpaui~9no’ 03 N S o0- | | 2. They serve as a source for you to refresh your

recollection at a later date.

3. They permit your managers or the prosecuting

. ? ; attorney to review your work.

o 4., They allow for a check on computations and
TTTETT ) o calculations.

‘sﬁszﬁdé - _vso3h N éod_ U 5. They make it possible for a successor investi-
S I A | I | I I DA gator to take over your investigation and pick
aid OF. Sup 105 | ©0a -

up on what was done up to that point.

Do uvide <cuoslees | | | 1 1 T I I 6. They permit verifying addition and tracing of
. awﬂ"fﬂlppw B L L SRR | N RO AU | N )

any mathematical errors.

7. Should the original books and records be
R { N A u ““"'5““"”""”“"'“'#“[‘*” T destroyed or later withheld on constitutional
R ‘ grounds, the workpapers may be the most compe-

tent evidence of what was in the records.

AUDIT TECHNIQUES

T - — R e | B e You have been studying the flow of recordkeeping
N T e to gain an understanding of how "pieces of paper"
S T become complete formal financial statements. As

an investigator, you will rarely reconstruct a set
of records. However, you will be working with
books and records or fragments of books and re-
cords. From these, you will attempt to tie the
financial transactions to various kinds of crimi-
nal activity.
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Audit techniques are an investigative tool. You
can wuse them in cases involving suspected politi-
cal corruption, embezzlement, fencing operations,
and narcotics violations.

Audit techniques are based on three action words--
analyze, scrutinize, compare. They are key terms
in dissecting and tracing financial transactions.

Remember that as an investigator you have been
trained to look below the surface. Investigating
books and records requires the same kind of skep-
tical approach that you apply when investigating
any kind of criminal activity.

Look beyond the written figure in books and re-
cords. To do this in the accounting sense is to:

Analyze~-Break a ledger balance into its component
parts. This simply means that you 1list those
figures thest make wup the balance to see if they
are compatible with the account they were charged
to.

Scrutinize--Review those documents used tc arrive
at the figure in your analysis. Look for leads in
alterations, absence of business purpose, and
notations on the documeuts.

Compare-~-Evaluate the two different sources for
accuracy or proper recording. In other words,
compare the source document to the analysis, again
looking for those things that are out of the
ordinary.

Let's take a look at an example of how these

techniques are used in a case of suspected politi-
cal corruption.

Example

It has been alleged by several sources, that some

city building inspectors are on "the take.”" One
building contractor seems to be the focus of these
allegations. An inspection of the books and

records reveals the following transactions:

1. The contractor, Tee Contracting Company,

writes a check to the supplier, XYZ Company,
for "service" for $10,000 (figure 18). You
see that the check was endorsed and deposited
by the XYZ Company. In reviewing the Cash
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Company, you notice that other checks to XYZ
Company have never been issued for more than a
$1,000.

Audit technique--You scrutinized the check.

You went one step further and compared the
other payments made to XYZ Company to the
$10,000 check. You have found something out
of the ordinary.

Inspection of XYZ Company's Cash Receipts
Journal shows no entry for the Tee Contracting
Company payment (figure 19).

Audit technique--You scrutinized XYZ Company's

journal and compared it to what should have
happened. Remember a debit 1in one set of
books is a credit in another set of books.)

You looked at XYZ Company's General Ledger and
notice a large debit  entry to Miscellaneous
Expenses. You also noticed a credit of
$10,000. This credit represents the deposit
that did not appear in the Sales Journal.
The canceled check shows that the president of
the XYZ Company drew a check to cash for
"Miscellaneous Expense" and cashed the check
(figure 20). You noticed a "CC-1-59199" below
the endorsement.

Audit technique--You analyzed the ledger
balance, scrutinized the check for leads as to
why it was cashed. You noted "CC-1-59199."

The cashed check was used to buy a cashier's
check #1-59199 (the bank usually notates this
on the back of the check). You obtained
cashier's check #1-59199 from the bank and
discovered it has been endorsed by Bache & Co.
(figure 21).

Audit technique--You scrutinized the cashed
check, picked up on the cashier's check nota-
tion and again scrutinized the endorsement of
the cashier's check.

You asked Bache & Co. how the cashier's check
was recorded by them. You are told that it
was credited to the account of a customer.

Bache & Co. records show the person to be a
city building inspector, William D. Inspector
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(figure 22). The monies were used to purchase
stock which is held in the "street name" for
the inspector.

Audit technique--You compared the date and
amount of check to the amount and date on the
Bache & Co. statement of the 1inspector's
account.

You now have the documentary evidence to show
to the president of XYZ Company. Confronted
with this information, the "go-between"
(president of XYZ Company) admits his involve-
ment and outlines the entire Scheme.

When tracing financial transactions remember that
dates can be as important as amounts. 1In the
example you just read, if the contractor was known
to "payoff" after completion of a job, comparing
dates of job completion with large disbursements
might have given 1leads to other '"go-betweens."
However, never discount use of informants for this
information. How many variations of audit tech-
niques are there? As many as the situation and
your imagination can devise.
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SUMMARY-~INVESTIGATIVE ACCOUNTING CONCEPTS

The significant advance in commerce, industry, and
government has created many advances in the ac-
counting field. Our study has concentrated on
understanding these advanced concepts and the flow
of documents to financial statements. We have
dissussed how these concepts could be manipulated
for personal gain and how the investigator can
detect these through review of the books and

records.

It is important to note, however, that the total
proficiency of the investigator, that is, the
investigator's ability to avoid wasting time and
effort on a hopeless case, to avoid fruitless
investigative steps, to innovate, and build a
sense of professional confidence, demands contin-
ual supplementing of these fundamental concepts by
examination of what succeeds and what fails. When
you detect fraud, your primary goal should be
prosecution and conviction.

Fraud investigations usually are initiated by
indicators, a composite of small events which
together point to a possible pattern of deception

(figure 23).
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FIGURE 23

INDICATIONS OF SUSPECTED FRAUDULENT TRANSACTIONS IN BUSINESS

ENTERPRISES
1.

2.

11.
12.

13.

T4,
15.

16.
17.
18.
19.
20.

21.

Maintaining two sets of books and records

Concealment of assets

Destruction of books and records

Large or frequent currency transactions ?
Payments to fictitious companies or persons

False or altered entries and documents

False invoices or billings

Use of nominees

p

Frequent cashing of checks received
Frequent use of cashier's checks

Using photocopies of invoi i
. Op ] Ceés or receipt
instead of original documents ore

Personal expenses paid with corporate funds

Payee names on checks left bla i
nk and
at a later date ’ rnserted

Excessive billing discounts

Excessive spoilage or defects

Double payments on billings
Unneceséary use of collection accounts

An individual negotiating checks made payable
to a corporation

Second- or third-party end
et oner y orsements on corpo-
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22. Excessive use of exchange checks or clearing
accounts

What you have learned should not be considered
tools to be rigidly applied, but rather it should
be an inventory of perspectives which will broaden
the base of your knowledge as an investigator.

Review--Ma jor Chapter Points

The fundamental accounting equation is:
Assets = Liabilities + Capital

The balance sheet will show you the assets, 1li-
abilities, and equity for an entity or person at a
given date.

An income statement reflects money earned and

expenses incurred by an entity or person for a
certain period of time.

A financial statement 1is a combination of an
entity's or person's balance sheet and income
statement accounts. It is usually used to support
and verify an application for credit.

Double-entry bookkeeping uses a system of debi@s
and credits to record financial transactions in
the books and records.

Debits are used to record: Increases in assets

Reductions in liabili-
ties

Incurring of expenses

Credits are used to record: Increases in liabili-
ties

Reductions in assets
Earning of income
Increases in capital

A debit to one set of ©books 1s. a credit to
another.

When a balance sheet or income statement transaq-
tion takes place, the totals of debit and credit
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entries used to record the transaction in the
books must equal each other.

The Accounting Cycle

Financial statements are prepared at regular
intervals selected by management. These intervals
are called accounting periods. During each ac-

counting period a sequence of procedures, called
the accounting cycle, is followed.

1. Opening the books: At the end of the prior
accounting period a procedure was followed to

"close the books." Therefore, the first step
in the new accounting cycle is to "open the
books." This means that all account balances

carried forward are entered in the books as of
the first day of the new period.

2. Journalizing and posting: This involves
classifying transactions into corresponding
debits and credits and entering them on the
books., This 1is done daily throughout the
accounting period.

3. Taking a final balance: At the end of an
accounting period, the net debit and credit
balances in every account are listed on a
worksheet. This 1s called a trial balance.
Total credits must be made to equal total
debits ©before going on. This is called bal-
ancing the books.

4. Adjusting and correcting entries: These
entries are made to account balances needing
adjustment or correction.

5. Closing the books: Balances listed for oper-
ating accounts are carried to a profit or loss
account. This has the effect of clearing
these accounts and reducing the balances to

zero preparatory to beginning a new accounting
period.

6. Preparing the balance sheet and income state-
ment . The balance sheet is prepared from the
balances of the asset, liability, and propri-
etorship accounts. The 1income statement is

prepared from the profit and loss accounts.
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