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1.0 OBJECTIVES 

After studying this unit you should be able to: 

o describe the need for branch accounting 

s explain the different types of branches from accounting point of view 

@ describe three systems of maintaining branch accounts for a dependent branch 

o prepare branch account under the debtors system both at cost price and at invoice 
price 

s prepare branch account under the final accounts system 

o prepare the necessary accounfs under the stock and debtors system. 

1.1 INTRODUCTION 

A business may be split up into a number of divisions. The divisions are known as 
departments if  located under the same roof and branches if located at different places 
of the same town, country or world. For example, Cottage Emporium has various 
divisions like garments, furniture, gift items, jewellery, etc. They are locatcd in thc 
same building and so are called departments. Snowhite has its showrooms in 
Connaught Place, Nehru Place, Karol Bagh, South Extension and Kemlanagar. 
These are all branches of Snowhitc. Similarly, Bata has its branches all over thc 
country and Leventies all over the world. Each branch is treated as a separate profit 
centre and hence the profit or loss is to be worked out separately f ~ r  each branch, 
Moreover, the firm has to keep strict control over various activities of cach branch 
and ensure its smooth functioning. The accountants, therefore, have developed some 
specialised accounting methods for the recording of transactions at branch level and 
for incorporating the net effect of all branch transactions in a firm's books, I 
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7* From accounting point of view, the branches are divided into three categories : 
I (i) dependent branches. (ii) independent branches, and (iii) foreign branches# I n  this q 
$2 unit you will learn how the accounts of dependent bradches are maintained and how 

their profit or loss is worked out. 

1.2 NEED FOR BRANCH ACCOUNTING 

As stated earlier. each branch is treated as a separate profit ccntrc. Hence i t  should 
record various transactions in such a manner that its profit or, loss can be worked 
out and incorporated in the firm's overall results at the end of the accounting year. 
Moreover, the branches conduct all activities under the direction and control of the 
head office which may need a variety of information from time to time about the 
functioning of each branch. This becomes possible only ifathe branches keep proper 
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and hpnrtmental Accaunt* books of account. Thus, the main reasons of keeping branch accounts can Qe 
summariscd as follows : 

i )  to find out the profit or loss of each branch for the accounting period: 

ii) to ascertain the financial position of each branch at the end of the acc,ounting 
year; I . 

iii) to incorporate the net effect of branch transactions and their assets and 
liabilities in a firm's final accounts; 

iv) to estimate requirements of cash and stock for each branch; 

v) to evaluate the progress and performance of each branch; 

vi) to calculate the commission for payment to the managers, if based on profit of 
branch; 

vii) to assess the prospects for expansion of business in each branch; and 

viii) to meet audit requirements. 

Id3 TYPES OF BRANCHES n 

From adcounting point of view the branches can be divided into the following 
categories: 

1)  .Branches not keeping full system of accounting; 
2) Branches keeping full system of accounting; 
3) Foreign branches, 

Let us have.an idea about their main characteristics. 1 11, . 
Branches not Keeping Full System of Accounting: The branches not keeping full 
system of accounting are also called dependent branches. The main features of such 
branches are: 

i )  They sell only those goods which are received from the head office and are not 
usually allowed to make purchases in the.open market except with the permission 
of the head office. 

ii) Goods are supplied by the head office to such branches either at cost price or a t  
invoice price. I 

iii) All major expenses of the branch are paid by the head office. The branch 
manager is allowed to incur only petty expenses like cartage, postage, etc. out 
of the petty cash provided to. him for which he is required to maintain a simple 
petty cash book. 

iv) The amount received from cash sales and debtors is either remitted to the head 
office daily 'or .deposited in the- account of head office in some local bank, 

v) The branch manager i i  normally expected to sell the goods for cash, but he may 
be authorised to sell goods on credit in certain cases. 

vi) Such branches do not keep complete account books. They simply maintain rewrd 
of sales and prepare debtors accounts, if necessary. They are also required to  
maintain a stock register and furnish weekly or  monthly statements giving 
complete information about stock position and movement of goods to the head 
office. This enables the head office to keep proper control over stock at branches. 

Branches Keeping Full System of Accounting: Branches keeping full system of I 

accounting are called independent branches. 7hey are allowed to purchtisk pods 
from the market and also supply to the head office, if necessary. They can inhlr 
expenses from the cash realised and operate the bank account in their own names. 
Thus, they operate as independent units for all practical Their only link 
with the head office is that they are owried by the head office ahd whatever profit , 
they earn or loss they incur ultimately belongs to the head office. ! 

Such branches keep a complete set pf books on the double entry system and prepare 
their own Trial Balance, Trading and Profit & Loss Account and Balance Sheet. Such"; 
branches open Head Office Account in their books and record all transactions j'i' 

I .  between the branch and the head office in this account: ! 

Porelgn Branches: When a branch is located in a foreign country, it is called.ti foreign. I 
6 branch. Such branches .yill keep their .books of account in foreign curr*cy. The 
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distinctive feature of foreign branches is that financinl infornli~tion rcccivcd from 
them will be in foreign cuhency which has to be converted into the currency of the 
country of the head office before it can be incorporated in the head office books. For 
example, if an Indian company has a branch in Nairohi, the branch Trial Balance will 
be in Kenyan shillings. The Trial Balance must be converted into rupees before it 
can be incorporated in head office books. For all practical purposes, however. foreign 
branches are treated as independent branches. 

Look at Figure 1. t for complete classification of branches. 

Clussification of Bri~nches 

Inland Branches Forcign Br:~nchcs 

 ranches not keeping , Br~inches keeping 
full system of Accou~ltitig full system of Accounting 

(Dependent Branches) (Independent Branches) 

1.4 ACCOUNTING FOR DEPENDENT BRANCHES 
You know that the dependent branches do not keep a complete set of books. Most 

1 of .their trsnsactions are recorded at the head office level. The accounting system 

1 adopted by head office for a branch depends up on the size of a branch and the degree 

i of control to be exercised by the head office. The following are the vi~rious methods 

I by whic'h the head office usually keeps branch accounts in  its books: 

1 i) Debtors System: This system is adopted generally for those branches which are 
fairly small in size. Under this system, the head office simply opens a Branch 

1 Account for each branch in which it records all transactions relating to the branch. 
I 
I The Branch Account is prepared in such a manner that it also helps in ascertaining 
1 . the branch profit or loss. ' ii) Final ~ccounti  System: Under this system, the head office preparcs u Trading and 
i 'Profit and Loss Account 'in order to find out profit or loss of each branch and a 

Branch Account to find out the amount due to, or due from, that branch, In this 
case, the Branch.Account simply acts as a personal account. 

iii) Stock murd k b t o r s  System: Under this system, the head office does not open any 
'Branch Account. For each branch, it prepares a Branch Stock Account, a Branch' 
Expenses Account, a Branch Adjustment Account and Goods sent to Branch 
Account in order to find out the profit or loss of each branch. . 

As stated earlier, under debtors system, the head office simply opens a Branch 
Account for each branch in which it records all transactions relating to the branch. 
The Branch Account also helps in ascertaining the profit or loss of the branch. 

Goods may be invoiced to a branch at cost or at selling price (also called invoice price). 
Accordingly, there are two methods of preparing the Branch Account: (0 Cost Price 
Method, and (ii) Invoice Price Method. Let us now study the preparation of Branch 
Acoount under both of thew methods. 

1.5.1 Cast Price Method 
When g&ds are invoiced at cost, the following journal entries are passed in the books 
of the head office to record various transactions relating to the branch. 

1) For goade eeot to brsaeh 
Branch Alc Dr. , 

To Goods Sent to Branch Alc 
(Being goods sent to branch) . . 

. . 
Rnnch A w n l c  - I 
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Bl.rnch nnd Departnlental Accounts 2) For return of ~ O O ~ S  to heed 0Ifice 
Goods Sent to Branch A/c 

To Branch Alc 
(Being goods returned by the branch) 

3) For amount sent to branch for expenses 
Branch N c  Dr. 

To Bank Alc 
(Being cheque sent to branch for expenses) 

4) For amount received from branch 
Bank Nc Dr. 

To Branch N c  
(Being cash or cheqt~e received fro111 hranch) 

5) For closing goods sent to branch account 
Goods Sent to Branch Alc Dr. 

To Purchasesmrading Alc 
(Being balance transferred to Trading Account) 

6 )  For closing balances of assets at the hranch 
Brunch Assets A/c Dr. 
(Individually) 

TO Branch N c  
(Being closing balances of assets brought into account) 

7) For closing balances of llabilltles at the branch 
Branch Alc 

To Branch Liabilities A/c 
(Individually) 

(Being closing balances of liabilities 
brought into account) 

Dr. 

8) For transferring proflt or I- to the General Profit and Lc#Pa Account 

i) Hfprofit 
Branch N c  Dr. 

To General Profit and Loss A/c 
(Being branch profit transferred to 
General P & L Nc)  

i i)  If laos I 

General Profit and Loss Alc 
To Branch A/c 

(Being branch loss transferred to 
General P & L A/c) 

Dr. 

The closing balances of branch assets and liabilities ace shown in the Balance Sheet 
of the head office. At the beginning of the next year, the entire numbers 6 and 7 are 
reversed so as to show opening balances in the Branch Account, 

' The Branch Account will appear as given in Figure 1,2. 

Dt. 

To Opying Balnnces 
Stock 
Debton . 
Petty Cash 
Furniture 
Prepaid expenes 

By Oprnlng Balsncca 
Credit00 
Outstanding expenxs 

By Bank 
Cash Sales 
Collections from Debtors 

(for remittances) 



To Goods sent to 
Branch A/c ' By Goods Sent to Branch A/c 

To Bank A/c (for expenses (goods returned by the branch 
or any payment made 
by the H.O. on behalf 
of the Branch) 

By ClcgineBplPnces 

To Closing tlPlnnccs 
Outstanding expenses 
Crediton 

To Profit 
(transferred to General 
Profit & Loss Alc) 

(transferred to General 
Profit & Lass Ak) 

Look at illustrations 1 and 2 and study how Branch Account is prepared with the help , 

of the given information. 

Illustration 1 

From the following particulars relating to Delhi Branch for the year ending December 
31, 1988 prepare Branch Account in the books of head office. 

Stock at Branch on 
1-1-1988 

Debtors at Branch 
on 1-1-1988 

Petty Cash at Branch 
on 1-1-1988 
Goods sent to Branch 

Cash sales 

Received from Debtors 

Credit Sales 

Rs. 

15.OiM Cheques sent t o  
Branch for 

30,000 Salaries 9,000 

300 Rent and 1 .So0 
Taxes 

2.52.000 Petty Cash - 1 . 1 0  

60,000 Goods returned 
by the bronch 

2,10,000 Stock at Branch 
on 31-12-1288 

2.28.000 Petty cash at Brunch 
on 31-12-1988 

~ e b i o r u  at Bronch 
on 31-12-1988 

Rs. 

3 

Solution 

Herd Omce YAyr 

h lh l  Branch Accorht 

Dr. 
,, - 

Rs. 

P,fO,~Kw, 

2,m 

25 ,Oo 
48,000 

To Balance bid 
Branch Stock 
Branch Debtors 
Branch Petty Cash 

To Goods sent to 
Branch A/c 

To Bank A/c 
Salaries 9.000 
Rent &Taxes 1.500 
Petty Cash 1.100 

- 
To Profit (transferred to 

General P & L Nc)  

Rs. 

15,000 
30,000 

3 0  

2.52.000 

By Cash: 
Cash Sales hO,IMH) 
Received from 
Pebtors 2 , 1 0 , 0  

By Goods sent to 
Branch Alc 

By Balance dd  
Branch Stock 
Branch Debton 

11,600 

36,5bO 

3,45,200 

Branch Petty Cash 

1 

200 

3,45,200 



Bnnnch nt~d Departmental Accounts Illustration 2 

Sankat Mochan Ltd., Varanasi, opened a branch at  Madras on January 1,1988. The 
following particulars are available in respect of the branch for the year 1988. 

Rs. Rs. 

Goods sent to branch 75,000 Cash remittance to branch 
towards Petty Cash 6,m 

Cash sales at branch 50,000 petty cash at branch 
on 31-12-1988 500 

Credit sales at branch M),000 Debtors at branch 5 
on31-12-1988 

Salaries of branch staff Stock at branch 
paid by head office 15,000 01131-12-1988 27,W 

Officc expenses of branch paid 
by head office 12,000 

Prepare Branch Account to show the profitiloss from the branch for the year 1988. 

Solution 

b 

Dr. 

Books of Sankat Mochan Ltd. 

Madras Branch ~ c c o u n l  

Cr. - 

Brurtcll Alc 

To Bxnk A/c Received f om 

Officc expcnscs m) 
To Bi~n k Alu Branch Debtors 

(for pctty cxpcn~cs) 

To Profit (transkrrcd to 
Gcncri~l P K: L AIL.) 

Note: Thc amount of cash received from debtors is not given. It has been found by 
preparing thc Mcrnorandum Branch Debtors Account as follows: 

Dr.  
Memorandum Branch Debtors Accounl 

Cr. 

I I Rs. 

By Cesh Ruccivcd 
(hnlancinp figure) 

By H;ilancc c/d 

- 

~ome '~ecul ia r  1 terns 

Petty cash expenses: No entry is made in respect sf petty cash expenses incurred by 
the hrnnch out i ~ f  its pettyci~sh. As per practice. the Branch Account is debited with 
thc opcning I~i~larlcc of pctty cash and the amount of petty cash sent by head office, 
and it is crcditcd with the closing balance of petty cash, This amounts to a net debit 
to Branch Account which is equal to the amount of petty expenses incurred by branch. 
For cxi~mplc. tllc apcning billance of petty cash with a branch was Rs. 200, the cash 
scnt hy hcid officc for pctty expenses was Rs. 300, and the petty expenses incurred 
by hranch wcrc Rs. 40(). When we debit the Branch Account with Rs. 200 (opening: 
petty citsfi bul;\ncc) and Rs. 30() (amount sent by head office) and credit it with 
Rs. Io(t (closing petty cash balance). the Branch Account stands debited by a net. 
amount of Rs. -3 (Rs. 2(W) + Rs. 300 - Rs. 1 0 )  which is equal to the amount of 

10 petty cash cxpttnses (Rs. 400) incurred by the branch. 



Credit des ,  sales re turn ,  bad debts, discount allowed to debtors, etc. : All these items 
relate to branch debtors and will not be shown in the Branch Account. The reasoning 
is similar to that of petty cash expenses. When the Branch Account is debited with 
the opening bzlance of branch debtors and credited with cash received from debtors 
and the closing balance of branch debtors, the amount of credit sales etc. 
automatically stand accounted for. 

Shortage or surplus of stock: It is possible that, at the time of checking the stock of 
a branch, certain aniotnnt of shortage or surplus is detected. These are not to be 
shown in the Branch Account because the closing stock crcdited to the Branch 
Account is the actual amount of stock and thus the shortage or surplus is 
automatically covered. 

Depreciation of f i x 4  assets: This is also not shown in the Branch Account because, 
as per practice, the closi~rg balance of the fixed asset after deducting the amount of 
depreciation is shown on the credit side of the Branch Account. 

Thus you should note that while preparing the Branch Account for dependent 
branches, the following items will be ignored: 

1) Petty Cash Expenses 
2) Credit Sales 
3) Sales Returns 
4) Bad Debts 
5) Discount Allowed to Debtors .- 

6) Shortage or Surplus of Stock 
7) Depreciation - 

Look at Illustratiori 3 and see how Branch Acco~int is prepared without specifically 
showing the above items, if given. 

Illustration 3 

Pratap Tractors Ltd., Allahabad,'has a branch at Hissar. From ihe following 
particulars relating to the branch for the year eriding December 31, 1988, prepare the 
Branch Account in the head office books : 

Branch Debtors 
on I-I-1988 

Petty Cash 
on 1-1-1988 

Furniture 
on 1-1-1988 

Prepaid Insurance 
on 1-1-1988 

Salaries Outstanding 
on I-1-1988 

Goodssent to Branch 

Cash Sales 

Crcdit Sales 

Rs. 
Discount Allowed 

1 O.(H)O to Debtors ' 

Cash sent to Branch 
J.oMl Rent 

Salaries 

5(H) Pctty.Gash 

Insurance 
2,000 (up to 31-3-lL)80) 

Goods Rcturncd by 

150 Brunch 
Goods Rerurncd by 

,rn,  Del'tors 

'XO,,XH, Stock at Branch 
oil 31-12-19XX 

1.30.(X)O 
Petty Expcnvcs pilid 

J().(nH) hy Rri~nch 

Rs. 

1 0 0  

Cash received from Dehtors 35.000 

Cash paid by Dehtors 
(direct to head office) 7.0HXI 

Provide depreciation on furniture @ 10% p.a. 

Solution 

Hlssar Branch Account 

- 
To Balance hid 

Branch Stock 
Branch Dehtors 
Branch Petty Cash 

Rs. 

1 ,IX),O(K) 

Rs. 

IO.OfJ0 
4.0MX) 

500 

By Balance bld 
Branch Outstanding 
Salaries 



I Urnncb iutd qepartrnentnl Accounts 
Ilranoh Furn~turc 
Hricnch prepaid insurance 

To Good+ sent t(1 

Brunch 
Lchs : Return from 

Brunch - 
To Bank 

lnsurancc 

To Profit (transfcrrcd to 
Gcncrrl P iYr L Alc) 

Notes : 1) Cash received from debtors include Rs. 2,000 which the debtors directly 
paid to the head office. 

2) Branch petty cash balance at the end is not given. It is ascertained as 
follows : 

Petty C'i~sh at thu bcginning 

Add itmount sent hy heild officc 

Less pctty cash cxpcnscs 

3) Furniture at the end has been shown after deducting Rs. 200 for 
dcprcciation. 

4) I'repi~id insuri~nce on 31-12-1988 is one-iourth of Rs. 6 0 .  

5) The closing balance of branch debtors is not given. It has been worked. 
out by prcplring that Memorandum Branch Dcbtors Account as follows : 

Memorandum Rranch Uehtors Account 

1.5.2 Invoice Price Method 
As in the casc of consignment (you have studied about it in the eiective course 
ECO-02). thc goods mily be invoiced to branches at a price higher than the cost ' 

(tcrmctl :I%-invoicc pricr). This is donc primarily to have i\n effective control over 
stock with branchcs and ktcp the margin of profit seciet from the branch manager. 
I n  such a situi~tion, ell cntries relating to goods are made in the Branch Account at 
invoice pricc :~nd ncccssary adjustments for loadjng (difference between I.P. and 
C.P.) art: rccordcd at thc cnd by passing the following additional journal entries: 

To I311lnncc h/d 

To Si~lcs (Credit) 

1) For adjustment of loading in opening stock at branch 
Stock keserve A/c Dr. 

I2 . , To Branch Alc 

Ks. 
4,OM) 

JO.(WW) 

-- 
44.000 

By Cash Rcccived from 
Dchtors 

By Sulcs Returns 

By Discount Allowcd 

By Bull~ncc cld 
(balancing figure) 

Rs. 

37.m 

2.000 
100 

4.900 

4 ,om 



+ 

2) For adjustment of loading in goods sent to branch less returns 
Branch NC Dr. 

To Goods Sent to Branch N c  

3) For adjustment of loading in closing stock at branch 
Branch A/c Dr. 

To Stock Reserve A/c 

Look at Illustration 4 and see how Branch Account is prepared when goods are 
invoiced at a price higher than cost. 

The Mukund Gas Co., Varanasi have a sales branch at Ghaziabad and invoiced goods 
to the branch at cost price plus 33'13 per cent. It is arranged that all cash received by 
the branch is to be paid daily to the Head Office Account with the Banaras State 
Bank Ltd. and the necessary advice sent to the Head Office. From the following 
particulars, prepare Branch Account and Goods sent to Branch Account in the Head 
Office ledger showing the actual profit or loss of the branch for the year ending - 
December 31, 1988. 

Rs. Rs. 

Stock on 1-1-1988 Rent, Rates nnd Taxcs 3.2(W) 
(at invoice price) 12'000 Salaries and Wages 4.H(W) 

Goods Sent to Branch 
(at invoice price) 

Debtors on  1-1-1988 
, ,  

Cash Sent to Head Office 

Sales 

Debtors on 3 1 - 12-1 988 I .(m 
96,000 

Goods Returned to 
Head Office 

77.100 (at invoice pricc) 

77,000 Shortage of stock 
(at invoice price) 

, Solution 
Ghazinbed Branch Account 

T o  Balancc bld 
Branch Stock 
Brunch Debtors 

To Goods sent to 
Branch Alc 

-. . 

To Bank 
Rent. Rates & 

Taxes 3.200 
Salaries & 

Wages 4.80() - 
To Srock'Reservc Alc 

(loading in cl. stock) 

I Rs. I 

To Profit (transferred 
to Gcncral P 8: L ,A/c) 

Rs. 

By Goods sent to 
Branch A/c 
(loading in goods 
sent less returns) 

121(HH) 
1.50() 

96,0()0 

By Bali~nce e/d 
I)r;~ncli Stock 
Branch Debtors 

Dy Cash Reccivcd 

Dy Goods Returned by 
Branch A/c 

Dy Stock Rcscrve AIL! 
(loading in op, stock) 

Goods Sent to Dranch Account 
-- - 

Notes : 1 )  'The branch stdck at the end has not been given. I t  can bc worked out by 
preparing Memorandum Branch Stock Account as follows. 

3) Loading is $5% of invoice pricr .Q I 

To Ghaziabad Branch A/c 

To Ghaziabad Branch A/c 
(loading on Rs. XO.(X)o) 

To Trading Alc 
(trander) 

Branch Accounts - I 

R h .  

96.0MH~ 

A 

9h.OMJ 

Rs. 
16.MX) 

20.(X)O 

M).(KK) 

06.(111 

By Ghaziabad Branch A/c 



Drnnch mid Deportmenid Accounts Memorandum Branch Stock Account 

To Balance hld 16.000 

To Goods rcccivcd from 77,oOU 

To Gcir~ds rcturncd By Shortage of Stock 
by Customers 

By Balance cld 14.800 

It should be noted that all figures in Memorandum Branch Stock Account have been 
reeortfed at the invoice price. 

Check Your Progress A 

1) What do you mean by dependent branch? I 
I 

2) Fill in the blanks: 

i) The branch expenses paid by the head office are ................... to the Branch 
Account. 

................... i i )  The balance in Goods sent to Branch Account is transferred to 
Account. 

iii) If the cost price is Rs. 100 and the invoice price is cost plus 20% on invoice 1 ................... price, the invoice price is Rs. f 
iv) Loading is the .................... between cost price and invoice price. 1 
Y) If opening or- closing stock is not given, the same call be worked out by 1 

preparing .................... Account at .................... price. I 
3) List the items which are nbt to be shown in Branch Account prepared under the 

Debtors System. 

- 
3 

1.6 FINAL ACCOUNTS SYSTEM --- -----".---- 

The profit or loss of a dependent branch can also be worked out by preparirrg a 
Memorandum Branch Trading and Profit & Loss Account. This account is prepared 

I 
1 

on the basis of cost of goods sent to the branch (not the invoice price). Apart from I 

the Branch Trading and Profit & Loss Account, the Head Office also maintains the 1 
I 

Branch Account. But, under this system, the Branch Account is in the nature of a 
personal account which shows only the mutual transactions between the head office 
and the branch, The balance of Branch Account, therefore, represents the net assets 

I 
i 

of the branch. i 
I 

Look at Illustration 5 and study how profit or loss is ascertained and how Branch 
Account is maintained under the final accounts system. I 

1 
Illustration 5 I ! 
A-one Ltd., Bhopal has a branch at Madras to which the goods are sent at cost plus 
25%. The Madras branch keeps its own Sales Ledger and remits all cash received to 

I 
I 

the head office every day. All expenses are paid by the head office. ?he transactions I 
for Madras Branch during the year ending December 31, 1988 were as follows: I 

Rs. k. 1 
1 

Stock (1-1-1988) 11,000 Return Inwards ,500 j 
14 Debtors (1-1-1 988) 100 Cheques sent to Branch 



Petty Cash 

Cash Salcs 

Rs. 

I(,(, ' Rent 
Wages 

2.6s0 Salary and othcr expunsss 

Rs. 

Credit Sales 23,950 Stock (31-12-1YHH) 13.IU)O 
Goods sent to Branch z ( ) s ( M K )  Debtors (31-I2.19XH) 3.IUX) 
Collection on Ledger Alc zI-(WX) Putty Cush (31-12- I9M) 

Goods returqed to H.O. 300 (including miscellaneous inconie . 
Rs. 25 not remitted.) 

Bad Debts 300 125 " 

Allowances to Customers 2.50 

Prepare the Memorandum Branch Trading and Profit & Loss Account ilnd Madras 
Branch Account for the year ending December 31, 1988. 

Solution 

Memorandum Branch Trading nnd &oflt & Account for thc year cndlng 31-12-1988 

Dr. 

To Opcning Stock 
(I 1 ,m- 2,20()) 

To Goods sent to Branch 
(20,000- 4.W) 

To Wages 

To Gross Profit cld 

To Bad Debts 

To Allowances 

To Rent 

To Salaries and other 
expenses 

To Profit transferred to General 
Profit & Loss A/c 

Rs. 

By Solcs 
Cash 2,650 
Credit 23.950 

2b.slX) 
Lcss Kcturns 500 - 

By Goods sent to 1-1.0. 
( 3 ~ )  - rd)) 

By Closing Stock 
(13.rxn)-2.6cn,) 

By Gross Profit bld 

By Misc. Income 

Cr. 

Rs. 

26,l(W) 

240 

IO.J(XI -- 
36,740 

1 1,740 

25 

1 1,765 

1 Msdras Branch Account 

( To Balance bld I I By Bank N c  . I 
I % 

Stock 
Debtors 
Petty Cash 

To Goods sent to 
Branch Alc 

To Bank Alc 
Rent 
Wages 
Salaries and othcr expenses 

To  Profit as per Branch Trading 
a n d P & L N c  

Rs. 

Cash Received from ' 

Debtors 
Cash Salcs 

By Goods sent to Branch 
(returns to H.O.) 

Dy Balance d d  
Stock 
Debtors 
Petty Cash 

I 

Rs. 



1p~h and Dtpsrhrental Accounta 
I 1.7 STOCK AND DEBTORS SYSTEM 

Under Stock and Debtors System, the head office does not open a Branch Account 
in  its books. It maintains a few control accounts for recording the various branch 
transactions. These accounts usually are : (i) Branch Stock Account, (ii) Branch 
Debtors Account, (iii) Branch Expenses Account, (iv) Briych Cash Account, 
(v) Goods sent to Branch Account, and (vi) Branch Fixed Assets Account. At the 
end of the accounting year, i t  prepares the Branch Adjustment Account and the 
Branch Profit & toss Account. This system is used only when goods are invoiced at 

, selling price which the branch is not allowed to vary. 1 

Let us now stu'dy the working of each account opened by the head office when such 
a system is followed. 

, Branch Stock Account: This is the most important account which helps the head office 
in controlling the branch stock. It shows'all branch transactions relating to goods. 
The goods sent to branchesand the sales returns are shown on its debit side, and the 
sales (both cash and credit) and the goods returned to head office cn the credit side. 
All theseitems are recorded at the invoice price. Hence, if the figure of any of these 
items is given at cost,'the same should be converted into invoice price before 
recording it in the Branch Stock Account. The balance of this account would show 
tlie unsold goods (stock) lying with the branch. If i t  is found that the actual stock 
with the branch is less than the balance shown by the Branch Stock Account, it means 
that there is a 'shortage' in the stock with the branch. Similarly, i f  the actual stock 
with the branch is more than the balance shown by the Branch Stock Account, it 
would reflect 'surplus'. Both situations warrant investigation. But, sb far as their - 
recording goes, the shortage will be shown on the credit side of the Branch Stock 
Account and i f  there is surplus, the same will be recorded_oh its debit side. Then, 
the balance of the Branch Stock Account will be the exact amount of actual stock with 
the branch. In other words, while preparing the Branch Stock Account, you will show 

t h e  actual stock with branch as the balance in this account, and then if the totals of 
both sides do not tally, you will show the difference as shortage or surplus as the case 
may be. 

Branch Debtors Account: This account shows all transactions telating to branch 
debt~rs.  The credit sales are shown on its debit side, and cash received from debtors, 
sales returns, bad debts, discount allowed, etc. on the credit side. The balance of this 
account represents the closing debtors of the branch. 

Dranch Expenses Account: This account shows all expenses incurred by the branch. 
In addition, the items like bad debts, discount allowed, depreciation on branch fixed 
assets, etc. are also debited to this account. This account is closed by transfer to the 
Branch Adjustment Account. 

Branch Cash Accou~t: This account shows all cash transactioss of the branch where 
the branch is not required to remit all collection of cash immediately to the head 

' office but use it for branch expenses and remitqhe balance to the head oftice from 
time to time. This account helps the head office to keep control over branch cash. 
Normally, the dependent branch is not allowed the freedom to retain cash collections. 
Hence, this account need not be maintained. 

I 

. Branch Fixed Assets Account: The head office maintains separate account for each 
type of branch asset such as furniture, equipment, building, etc. These accounts are 

I . . prepared in the usual manner. The depreciation on branch fixed assets is, however, 
debited to Branch Expenses Account and credited to the respective account. 

Goods Sent to Branch Account: This account is prepared in the same mannpr as in 
case of branches to which the goods are sent at the invoice price (Sub-section 1.5.2). 

Branch Adjustment Account: This accouqt is like a Trading Account of the branch. 
It is prepared to ascertain the gross profit or gross loss made at the branch by 
recording the loading (difference between invoice price and cost price) on  variaus 
items. The loading on branch closing stock and shortage is shown on its debit side 
while-the loading on branch opening stock, goods sent to branch (less returns) and 
surplus on the credit side. The halance of this account reflects the gross profit or gross 

16 ' . loss which is transferred to Brnnch Profit & Loss Account. 
. .A 



Braneb Profit 8r Lms Accounf: This account is prepared to ascertain the net profit or 
net loss made at the branch. As stated ~ar l ie r ,  the gross profit or gross loss 
ascertained by the Branch Adjustment Account is transferred to this account. It is 
debited with branch expenses as per the Branch Expenses Account and the loss on 
account of shortage being the cost of such shortage. In case the Branch Stock Account 
reveals some surplus, the amount equal to the cost of such surplus will be shown on 
the credit side of the Branch Profit & LOSS A2count. The balance of the Branch Profit 

' 

& Loss Account represents the net profit or net loss made at the branch which is 
transferred to the General Profit & Loss Account. 

The following journal entries are passed in the head office books for opening the, 
above accounts relating to the various branch transactions: 

I) When goods are sent to the branch (at invoice price) 
Branch Stock AJc Dr. 

% Goods Sent to Branch Afc 

2) When g d s  are returned by the branch to the H.O. (at invaicc price) 
Goods Sent to Branch A/c Dr. 

To Branch Stock A/c 

3) When sales are made by the branslr 
i )  For Cash Sales 

Cash Alc Dr. 
To Branch Stock Alc 

ii) For Credit Sales 
Branch Debtors A/c I%. 

To Branch Stock Alc 

4) When ash is received from debtors 
Cash Afc 

To Branch Debtors Alc 

5) For sales returns 
Branch Stock AJc 

To Branch Debtors Alc 

6) For discoplnt allowed, bad debts, etc. 
Branch Expenses A/c 

To Branch Debtors Alc 

7) 'For shortage of stock 
Branch Adjustment A/c 
(with amount of loading) 

Dr. 

Dr. 

Dr. 

Branch P & L Afc 1 Dr. 
(with cost of shortage) 

To Branch Stock A/c 
For surplus at branch, the reverse entry will be passed. 

8) For Branch expenses paid in Cash 
Branch Expenses Afc 

To Cash Afc 
Dr. 

9) For closing branch expenses account 
Branch P & L A/c Dr. 

To  Branch Expenses A/c 

10) For adjustment of loading on the opening stock 
Stock Reserve A/c Dr. 

To  Branch Adjustment A/c 

11) For aqustment sf loading on the closing stack 
Branch Adjustment Alc Dr. 

To  Stock Reserve Afc , 

12) Far adjustment d loading OQ net goods sent to branch 
Goods Sent to Branch Alc Dr. 

T o  Branch Adjustment Alc 

13) For transfer of gross profit 
Branch Adjustment N c  Dr. , 

T o  Branch P & L N c  
- .  



B r ~ c l l  llnd Departmental Accounts 14) For transfer of net profit to General Profit & Loss Aecomt 
Branch Adjustment Alc Dr. 

T o  General P & L Alc 
The entry will be reversed if there is net loss. 

15) For closing the Goods Sent to Branch Account . 
Goods Sent to Branch A/c Dr. 

To Trading Alc 

Look at Illustration 6 and see how the accounts for various branch transactions are 
prepared under Stock and Debtors System. 

Indiana Traders, Jaipur opened a btanch at Jodhpur on 1-7-1987. The goods were 
sent by the head office to the branch invoiced at selling price of the branch which 
was 125% of the cost price of the head office. 

The following are the particulars relating to the transactions of Jodhpur Branch : 
Rs. Rs. 

Goods scnt to brunch 
(at cost to head office) 

Sales- Cash 

Sates -'Crc~1it 

Cash collcctcd from dchtors 

Discount 111 lowed 

Spclilcd cloth in balcs written 
o f f  at invoice price. 

Cash sent to branch for : 

Wages 3.000 

Freight 11,000 

Other expenses including 
godown rent 6,m 

.. 
Ascertain the profit or loss for the Jodhpur Branch for the year ended June 30,1988 
by preparing accounts under the Stock and Debt Jrs System. 

Solution I 

Branch Stock A c c a ~ n t  

Stock on June 30,1988 55.500 
500 (at invoice price) 

Dr. 

To  Goods Sent to Branch Afc 

To  Branch Debtors Alc 
--(sales returns being 

balancing figure) 

Rs. 

3.50 ,OM 

5,000 

- 
3 ,ss .m 

By Cash Afc 
(cash sales) 

By Branch Debtors N c  
(credit sales) 

By Branch Adjustment A/c 
(s poilage-loading) 

By Branch P & L Alc 
(spoilage-~ost) 

By Balance c/d 

Cr. 

Rs. 

1.24,OIX) 

1,75,000 

1W 

m 
55,sm 

3,55,000 

Note: Total of the credit side of Branch Stock AIC exceeds the debit side by Rs. 5,000. 
It is assumed to.be on acc~unt  of returns by customers. 

To  Branch Adjustment Alc 
(loading) 

To Trading Alc 

Goods Sent to Branch Account 

Bnoch Debtors ACcouot 

Rs. 

3 , 5 0 , m  

3,50,000 

Rs. 

70,000 

2,80,000 

3,50.000 

By Branch Stock Alc 

R.5. 

1.56,000 ByCashAIc To Branch Stock A/c 

Rs. 
1,75,ODO 












