UNIT 1 BRANCH ACCOUNTS- |

Structure

1.0 Objectives

11 Introduction

1.2 Need for Branch Accounting

1.3 Typesd Branches

14  Accounting for Dependent Branches

15 Debtors System
1.5.1 Cost Price Method
1.5.2 Invoice Price Method

1.6  Fina Accounts System

1.7 Stock and Debtors System

18 Let UsSum Up

19 Key Words

1.10 Answers to Check Your Progress
111 Terminal Questions/Exercises

1.0 OBJECTIVES

After studying this unit you should be able to:

® describe the need for branch accounting

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

@ describe three systems of maintaining branch accounts for a dependent branch
@ prepare branch account under thedebtorssystem both at cost priceand at invoice
price

prepare branch account under the final accounts system

prepare the necessary accounfsunder the stock and debtors system.
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1.1 INTRODUCTION

A business may be split up into a number of divisions. The divisionsare known as
departmentsif 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 located in the
same building and so are called departments. Snowhite has its showrooms in
Connaught Place, Nehru Place, Karol Bagh, South Extension and Kemlanagar.
These are dl branches d Snowhitc. Similarly, Bata hasits branches dl over the
country and Leventies al over the world. Each branch istreated as a separate profit
centre and hence the profit or lossis to be worked out separately for each branch,
Moreover, the firm has to keep strict control over various activities of each branch
and ensure its smooth functioning. The accountants, therefore, have devel oped some
specialised accounting methods for the recording o transactions at branch level and
for incorporating the net effect of al branch transactions in a firm's books,

From accounting point of view, the branches are divided into three categories :

(i) dependent branches. (ii) independent branches, and (iii) foreign branches. In this
unit you will learn how the accountsof dependent bradches are maintained and how
their profit or loss is worked out.

1.2 NEEDFOR BRANCH ACCOUNTING

Asstated earlier. each branch is treated asa separate profit centre. Henceit 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 a 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 if.the branches keep proper
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books of agcount, Thus, the main reasons of keeping branch accounts can be
summarised as follows :

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

iiy  to ascertain the financia position of each branch at the end of the accounting
year; '

iii)  to incorporate the net effect of branch transactions and their assets and
liahilitiesin a firm's find accounts;

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

v) to evauate the progressand performance d each branch;

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

vii) to assessthe prospects for expansion of businessin each branch; and

viii) to meet audit requirements.

1.3 TYPES OF BRANCHES

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

1) .Branches not keeping full syssem of accounting;

2) Branches keeping full system o accounting;

3) Foreign branches,

Iet us have_ an idea about their main characteristics.

Branches not Keeping Full System of Accounting: The branches not keeping full
system df accounting are also called dependent branches. The main features of such

branches are:

iy They sal only those goods which are received from the head office and are not
usually allowed to make purchasesin the-open market except with the permission
d the head office.

i) Goodsare supplied by the head officeto such brancheseither at cost priceor at
invoice price. ‘

iii) All major expensesof the branch are paid by the head office. The branch
manager is allowed to incur only petty expenses like cartage, postage, etc. out
o the petty cash provided to him for which heisrequired to maintain asimple
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 is normallyexpected to sell the goodsfor cash, but he may
be authorised to sell goods on credit in certain cases.

vi) Such branchesdo not keep complete account books. They simply maintain rewrd
o 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. Thisenablesthe head officeto keep proper control over stock at branches.

Branches Kesping Full System of Accounting: Branches keeping full system of
accounting are called independent branches. They are allowed to purchdse goods
from the market and also supply to the head office, if necessary. They can intur
expenses from the cash realised and operate the bank account intheir own names.
Thus, they operate asindependent unitsfor all practical purposes® Their only link
with the head office is that they are owried by the head office and whatever profit
they earn or loss they incur ultimately belongs to the head office.

Such branches keep acomplete set pf books on the doubleentry system and prepare 7
their own Trial Baance, Trading and Profit & Loss Account and Balance Sheet. Such”;

branches open Head Office Account in their booksand record all transactions i
between the branch and the head office in this account: 1

Forelgn Branches: When a branch islocated in aforeign country, itiscalled aforeign. - I
branch. Such branches will keep their books of account in foreign currency. The |
\s

.
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distinctive feature of foreign branches is that financial information received from
them will be in foreign cutrency which has to be converted into the currency of the
country of the head officebeforeit can beincorporated in the head office books. For
example, if an Indian company hasa branch in Nairobi, the branch Trial Balancewill
be in Kenyan shillings. The Trial Balance must be converted into rupees before it
can beincorporated in head office books. For al practical purposes, however.foreign
branches are treated as independent branches.

Look at Figure 1.1 for complete classification of branches.

Figare 1.1

Clussification of Branches

I , c
Inland Branches Foreign Branches
o |
Branches not keeping . Branches keeping
full system of Accounting  full system of Accounting
(Dependent Branches) (Independent Branches)

14 _ACCOUNTING FOR DEPENDENT BRANCHES

You know that the dependent branches do not keep a complete set o books. Most
of their transactions are recorded a the head officelevel. The accounting system
adopted by head officefor abranch depends up on the size of a branch and the degree
o control to be exercised by the head office. The followingare the various methods
by which the head office usually keeps branch accounts in its books:

i) Debtors System: This system is adopted generaly for those branches which are
farly smal in size. Under this system, the head office smply opens a Branch
Account for each branch in which it recordsal transactions relatingto the branch.
Fhe Branch Account is prepared in such a manner that it a so hel psin ascertaining

. the branch profit or loss.
ii) Final Accounts System: Under this system, the head office prepares a Trading and
'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 Smply acts as a personal account.

iii) Stock and Debtors System: Under thissystem, the head officedoes 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.

1.5 DEBTORS SYSTEM

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

(ods may beinvoiced toa branch at cost or at salling price (also called invoice price).
Accordingly, there are two methods of preparing the Branch Account: (1) Cost Price
Method, and (if) Invoice Price Method. Let us now study the preparation of Branch
Account under both of these methods.

151 Cast Price Method
When géods areinvoicedat cost, the following journal entriesare passed in the hooks
of the head office to record various transactions relating to the branch.
1) For goods sent t 0 branch
Branch A/c Dr. ,

To Goods Sent to Branch A/c
(Being goods sent to branch)

Rnnch Arceunts - |
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2) For return of geods to heed office

Goods Sent to Branch A/c Dr
To Branch A/c
(Being goods returned by the branch)

3) For amount sent to branch for expenses

Branch A/c Dr.
To Bank Ale
(Being cheque sent to branch for expenses)

4) For amount received from branch

Bank A/c Dr.
To Branch A/c
(Being cash or cheque received from branch)

5) For closing geods sent to branch account

GoodsSent to Branch A/e Dr.
To Purchases/Trading Alc
(Being balance transferred to Trading Account)

6) For closing baancesof assets at the branch

Brunch Assets Alc Dr.
(Individually)

To Branch A/e
(Being closing balances of assets brought into account)

7) For closing balancesof liabilities at the branch

Branch A/c Dr.
To Branch Liabilities A/e
(Individualy)
(Being closing balancesd ligbilities
brought into account)

i) If profit
Branch A/c Dr.
To General Profit and Loss Alc
(Being branch profit transferred to
General P& L Nc)

1

General Profitand Less Alc .
To Branch A/e

(Being branch loss transferred to
Generd P& L Ale)

i) f loss

For transferring profit or loss to the General Profit and Loss Account

The closing balancesd branch assets and liahilities ace shown in the Balance Sheet

of thehead office. At the beginningdf the next year, theentire numbers6 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,

Figure 1.2
Branch Accoynt
Dt. - ;
| Rs | ~Rs.

To Opening Balances | By Opening Balances '

Sock Creditors

Debtors . Outstandingexpenxs

Petty Cash By Bank

Furniture Cash Sales

Prepaid expenses Collections from Debtors

(for remittances)



To Goods sent to
Branch A/c

To Bank Afc (for expenses
or any payment made
by theH.O. on behalf
of the Branch)

To Cad ry Balances
Outstanding expenses
Creditors

To Profit

(transferred to General
Profit & Loss A/c)

By GoodsSent to Branch A/c
(goodsreturned by the branch
to head office)

By Clesing Balances
Petty Cash
Stock
Debtors
Furniture (at
depreciated valug)
Prepaid expenses

By Loss, if any
(transferred to Generat
Profit & Lass aJe)

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

o the given information.

INlustration 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.

Rs. Rs.
Stock at Branchon 15,000 Chequessentto
1-1-1988 Branch for
Debtorsat Branch 30,000 Salaries 9,000
on 1-1-1988
Peity Cash at Branch 300 Rentand 1.500
on1-1-1988 Taxes
Goodssent to Branch 252000 Petty Cash 1100 11,600
Cashsales 60,000  Goodsreturned 2,000
by the branch
Received from Debtors 2,10,000 Stock at Branch 25,000
on31-12-1988
Credit Sales 228,000  Petty cash at Brunch 200
on 31-12-1988
Debtors at Branch 48,000 -
on 31-12-1988
Solution
Herd Office Ledger
Delhl Branch Account
Dr. Cr.
Rs. Rs.
To Baanceb/d By Cash:
Branch Stock 15,000 Cash Sales 60,000
Branch Debtors 30,000 Received from
Branch Petty Cash 300 Debtors 2,10,000 2,70,000
To Goods sent to -
Branch A/c 2,52,000 By Goods sent to
To Bank Ale Branch Alc 2,000
Sdlaries 9,000 By Balancedd
Rent & Taxes 1.500 Branch Stock 25,000
Petty Cash 1.100 Branch Debtors 48,000
11,600 Branch Petty Cash 200
To Profit (transferred to
General P& L Ale) 36,300
3,45,200 3,45,200

M Accounts - 1
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Hinstration 2
Sankat Mochan Ltd., Varanasi, opened a branch at Madrason January 1,1988. The
following particulars are availablein respect of the branch for the year 1988.

Rs. Rs,

Goods sent to branch 75000 Cash remittance to branch

towards Petty Cash 6,000
Cashsalesa branch 50,000 Petty Cash a branch

on 31-12-1988 500
Credit sales a branch 60,000 Debtors at branch 5,000

on31-12-1988
Salaries of branch staff Stock at branch
paid by head office 15,000 on31-12-1988 27,000

Office expenses of branch paid
by head office 12,000

Prepare Branch Account to show the profit/loss from the branch for the year 1988.

Solution
. Books of Sankat Mechan Led.
Madras Branch Account
Dr. cr.
Rs. Rs.
To Goods sent to By Bank A/c
Branch Alc 75,060 Cash Sales 50,000
To Bank Afc Received f om
Salarics - 15,000 ‘ Debtors 55,000 LOS,O(I) .
Office expenscs 12,000 27460 By.Balance ¢/ 1:
Branch Puity Cash 560
To Bunk A/c 6,000 Branchi Debtors 5,000
(for petty expenses) Branch Stock 27,000
To Profit (trunsﬂ:rrcd to 29.5(K)
Generut P & L Ale) ‘
1.37.500 1,37,500

Note: The amount o cach received from debtors is not given. It has been found by
preparing the Mcrnorandum Branch Debtors Account as follows:

Memorandum Branch Debtors Accounl

Dr. Cr.
.. Rs. Rs.
To Credit Sales 60,000 By Cesh Ruccived 55,000
- (balancing figure) |
By Balanee ¢/d 5,000
60,00 60,000

Some Peculiar Items

Petty cash expenses: No entry is made in respect of petty cash expenses incurred by
the branch out of itspetty cash. As per practice. the Branch Account isdebited with
the opening balance of petty cash and the amount of petty cash sent by head office,
and it is credited with the closing balance of petty cash, This amounts to a net debit
to Branch Account whichisequal to theamount o petty expensesincurred by branch.
For example, the opening balance d petty cash with a branch was Rs. 200, the cash
sent by head office for petty expenses was Rs 300, and the petty expenses incurred
by branch were Rs, 4060, When we debit the Branch Account with Rs. 200 (opening:
petty cash balance) and Rs. 300 (amount sent by head office) and credit it with

Rs. 100 {closing petty cash balance). the Branch Account stands debited by anet
amount of Rs. 400 (Rs, 200 T Rs. 300 = Rs. 100) which isequal to the amount of
petty cash expenses (Rs, 400) incurred by the branch.



Credit sales, sal esreturns, bad debts, discount allowed to debtors, etc. - All these items
relate to branch debtorsand will not be shown in the Branch Account. The reasoning
issimilar to that of petty cash expenses. When the Branch Account is debited with
theopening balance of branch debtorsand credited with cash received from debtors

and the closing balance d branch debtors, the amount of credit sales etc.

automatically stand accounted for.

Shortage or surplus of stock: It ispossible that, at the time of checking the stock of
a branch, certain amount of shortage or surplus is detected. These are not to be
shown in the Branch Account because the closing stock credited to the Branch

Account is the actual amount of stock and thus the shortage or surplus is

automatically covered.

Depreciation of fixed assets: This is also not shown in the Branch Account because,
as per practice, the closing 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 ignosed:

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 lllustration 3 and see how Branch Account is prepared without specifically

showing the above items, if given.
[llustration 3

Pratap Tractors Ltd., Allahabad, has a branch at Hissar. From the following

particulars relating to the branch for the year ending December 31, 1988, prepare the

Branch Account in the head office books :

Rs. Rs.
Stock at Branch Discount Allowed
on {-1-1988 10,000 to Debtors 100
Branch Debtors Cash sent to Branch
on |-1-1988 4.000 Rent 2,000
. Salaries 2,400
Cash
; Insurance
o 1068 2000 (Uptodi-3-1989) 600
i Goods Returned by .
Prepaid Insurance
gﬁ 1-1-1988 150 Branch 1.0(X)
SaariesOutstandi ng Goods Returned w
on 1-1-1988 100 Debtors 2.(”“)
) Stock at Branch
i;dssslem to Branch :().l),(()() on 31-12- 1988 5.KK)
ales 1,30.0%K) .
. ( Petty Expenses paid
Credit Sales 0.0 hy Brunch K50
Cash received from Dehtors 35.000
Cash paid by Dehtors
(direct to head office) 2000
Provide depreciation on furniture @ 10% p.a.
Solution
Hissar Branch Account
Rs. Rs.
To Baance b/d By Balance b/d
Branch Stock 10,000 Branch Outstanding
Branch Debtors 4.000 Salaries 1,00, (¢X)
Branch Petty Cash 500

Branch Accounts - |
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Branch Furniture
Branch prepaid insurance

To Gaods sent to
Brunch 80,00}
Less - Return from
Brunch [RLLY
ToBank
Rent . 2,004
Salaries 2,400
Petty Cash 1,00}
Insurance _6i0

To Profit {transferred to
GenerrlP &L Ale)

2,000

150

79,000

0,00K)

77,950

1,79,60)

By Cash
" Cash Sales
Cash Received
from Debtors

By Balance ¢/d
Branch stock
Branch Petty Cash
Branch Debtors
Branch Furniture
Branch Prepaid

Insurance

30,600

37,000

1,67,000

5,000

650
4,900
1,800

150

1,79,600

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

2) Branch petty cash batance at the end is not given. It is ascertained as

follows :

Petty Cush at the beginning
Add umount sent hy head office

Less petty cash cxpcnscs

500
1000
1,500

850

650

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

depreciation.

4) Prepaid insurance on 31-12-1988 is one-fourth of Rs. 600.

5) The closing balance of branch debtors is not given. It has been worked.
out by preparing that Memorandum Branch Debtors Account asfollows:

Memorandum Branch Debtors Account

To Balanee bid

To Sales (Credit)

Rs,
4.(X0

40,000

44.000

B/ Cash Rcccived from
Debtors

By Sules Returns
By Discount Allowed

By Balnnce ¢/d
(balancing figure)

Rs.

37.000
2,000
100

4.900

44,000

15.2 Invoice Price Method

As in the case of consignment (you have studied about it in the eiective course
ECO-02), the goods may be invoiced to branchesat a price higher than the cost
(termctl gstinvoice price). This is done primarily to have an effective control over
stock with branches and keep the margin o profit secret from the branch manager.
In such a situation, ell entries relating to goods are made in the Branch Account at
invoice price and necessary adjustments for loading (difference between 1.P. and
C.P.) art: recorded at the end by passing the following additional journal entries:

1) For adjustment of loading in opening stock at branch

Stock Reserve Alc
To Branch A/c

D

r.



2) For adjustment of loading in goods sent to branch less returns

Branch A/c

To Goods Sent to Branch Afc
3) For adjustment of loading in closing stock at branch

Branch A/c

To Stock Reserve Afc

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

Tlustration 4

The Mukund GasCo., Varanasi have a sales branch at Ghaziabad and invoiced goods

Y

Dr.

Dr.

to the branch at cost price plus33/s per cent. It isarranged that al 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 Goodssent to Branch Account in the Head
Office ledger showing the actual profit or lossdf the branch for the year ending

December 31, 1988.

Rs. Rs.
Stock on 1-1-1988 Rent, Rates nnd Taxes 3.200
(at invoiceprice) 12000 s aries and Wages 4,800
Goods Sent to Branch Debtorson 31-12-1988 1,600
(atinvoice price) 96,000
Goods Returned to
Debtorson 1-1-1988 1,500 Head Office
Cash Sent to Head Office 77100 (atinvoice price) 16,000
Sales 77,000  Shortage of stock
(at invoice price) 200
, Solution
Ghaziabad Branch Account
Pr. Cr.
Rs, Rs.
“To Balance b/d Dy Cash Reccived 77.1()
Branch Stock 12,000 Dy Goods Returned by
Brunch Debtors 1500 Branch A/c 16,000
To Goodssent to Dy Stock Rescrve Afe
Branch Alc 96,(MX) (Ioadingin op. StOCk) 3 4KK)
ToBank By Goods sent to
Rent. Rates & Branch Alc
Taxes 3.200 (loadingin goods
Sdaries& sent less returns) 20,000
Wages 4,800 B, (000 B 2l
. - y Balance ¢
To Stock Reserve Alc Branch Stock 14,800
(Ioadlng incl ﬂOCk) 3,700 Branch Debtors 1.6
To Profit (transferred
to General P & L Alc) 11,300
1.32.500) 1.32,500
Goods Sent to Dranch Account
Rs. Rs.
To Ghaziabad Branch A/c 16,000 By Ghaziabad Branch A/c 96,000
To Ghaziabad Branch A/c
(loading on Rs. 80.004)) 20.000
ToTrading Alc 60,000
(transfer)
96.(KX) U6 (KK)

Notes: 1) The branchstock at the end hasnot been given. It can bc worked out by

preparing Memorandum Branch Stock Account as follows.
2) Loading is 35% o invoice price

Branch Accounts ~ {
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. Rs. : Rs.
fom
R To Balance hd 12,000 By Goods returned to heud office 16.000
To Goods rcccived f r onbead office 96,000 By Sales 77,000
To Gonds rcturncd - By Shortage of St ock 200
by Cust S
yL-ustomers By Balance dd 14.800
1,08,000 1,08.0(0)

It should be noted that dl figuresin Memorandum Branch Stock Account have been
recorded at the invoice price.

Check Your Progress A

1) What do you mean by dependent branch? !

..........................................................................................................

----------------------------------------------------------------------------------------------------------

2) Hll in the blanks:
i) The branchexpenses pad by the head officeare................... tothe Branch
Account.
i) Thebaancein Goodssent to Branch Account istransferred t0 ......cvveuvenrenes
Account.
iii) If the cost price is Rs. 100 and the invoice price iscost plus 20% on invoice
price, theinvoiceprice ISRS. ..vuvvvinieninnes
iv) Loadingisthe .................... between cost price and invoice price.
v) If opening or closing stock is not given, the same can be worked out by
Preparing ......c..ooevvviiin Account at ......ocoeeeeinnnnn, price.
3) Ligtheitemswhichare nbt to beshownin Branch Account prepared under the
Debtors System.

-----------------------------------------------------------------------------------------------------------

1.6 FINAL ACCOUNTSSYSTEM

The profit or lossof a dependent branch can aso be worked out by preparing a
Memorandum Branch Trading and Profit & LossAccount. Thisaccount isprepared
on the basisdf cost d goods sent to the branch (not the invoice price). Apart from
the Branch Trading and Profit & L0sS Account, the Head Office also maintainsthe
Branch Account. But, under this system, the Branch Account is in the nature of a
persona account which showsonly the mutual transactions between the head office
and thebranch, The balance of Branch Account, therefore, representsthe net assets
of the branch.

Look a Illustration 5 and study how profit or loss is ascertained and how Branch
Account is maintained under the final accountssystem.

Illustration 5 '

A-one Ltd., Bhopal hasabranch at Madrasto which the goods are sent at cost plus
25%. The Madras branch keepsits own SalesL edger and remitsal | cashreceivedto
the head officeevery day. All expensesare paid by the head office. The transactions
for Madras Branch during the year ending December 31, 1988 were as follows:

Rs. Rs.

Stock (1-1-1988) 11,000 Returnlinwards ,500
14 Debtors(1-1-1988) 100 Chequessent toBranch




Petty Cash

Cash Sales

Credit Sales

Goods sent to Branch
Collection on Ledger Ale
Goodsreturned to H.O.
Bad Debts

Allowancesto Customers

Rs.

100

2,650
23,950
20,000
21,000

300
00
250

Rent

Wages

Sdary and other expenses
Stock (31-12-1988)
Debtors (31-12-198R)

Petty Cash (31-12-1988)

(including miscellaneousincome .

Rs. 25 not remitted.)

Rs.

600
200
906

13,000
2,000

125

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

Solution

Memorandum Branch Trading and Profit & Less Account for the year cuding 31-12-1988

Dr. Cr.
Rs. Rs.
To Opening Stock By Sales
{11,000 - 2,200) 8.800 Cedl' 2,650
To Goodssent to Branch Credit 23,930
(20,000- 4,000) 16,000 26,600
To Weges LY Less Returns 500 26,100
To Gross Profit ¢/d 11.740 By Goods sent t01-1.0.
‘ (300 - 60) 240
By Closing Stock
(13,000 - 2,6(43) 10, 4(X)
36,740 36,740
To Bad Debts 300 By Gross Profit b/d 11,740
To Allowances 250 By Misc, Income 25
To Rent 600
To Sdlariesand other
expenses 900
To Profit transferred to General
Profit & LossAle : 9,715
11,765 11,765
Madras Branch Account
. Rs. Rs.
To Baanceb/d By Bank A/c
Stock 8,800 Cash Received from .
Debtors 100 Debtors 21 ,(XX)
Petty Cash 100 Cash Sales 2,630
To Goodssent to '
By Goods sent to Branch
Branch Ale 16,000 (returnsto H.O.) 240
ToBank Ale By Balance ¢/d
Rent »600v Stock 10,400
Waggs 200 Debtors 2,000
Sdariesand other expenses 900 Petty Cash 125
To Profitasper Branch Trading :
andP &L Alc 9,715
36,415 367415

e
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1.7 STOCK AND DEBTORS SYSTEM

Under Stock and Debtors System, the head office does not open a Branch Account
in its books. It maintainsa few control accountsfor recording the various branch
transactions. These accounts usudly are : (i) Branch Stock Account, (ii) Branch
Debtors Account, (iii) Branch Expenses Account, (iv) Branch Cash Account,

(v) Goods sent to Branch Account, and (vi) Branch Fixed Assets Account. At the
end of the accounting year, it prepares the Branch Adjustment Account and the
Branch Profit & Loss Account. This system is used only When goods areinvoiced at
selling price which the branch is not dlowed to vary.

Let us now study theworking o each account opened by the head office when such
a sysdem is followed.

, Branch Stock Account: Thisis the most important account which hel ps the head office

in controlling the branch stock. It shows “all branch transactions relating to goods.
The goods sent t0 branchesand the sales returns are shown on itsdebit side, and the
sales (both cash and credit) and the goods returned to head officecn the credit side.
All these items are recordedat theinvoiceprice. Hence, if theflgured any d these
items is given a cost, 'the same should be converted into invoice price before
recording it in the Branch Stock Account. The balance of this account would show
the unsold goods (stock) lying with the branch. If it isfound that the actual stock
with the branchislessthan the balance shown by the Branch Stock Account, it means
that there is a'shortage’ in the stock with the branch. Similarly, if the actual stock
with the branch is more than the balance shown by the Branch Stock Account, it
would reflect 'surplus. Bath situations warrant investigation. But, so far as their
recording goes, the shortage will be shown on the credit side of the Branch Stock
Account and if there is surplus, the same will be recorded on its debit side. Then,
the balanced the Branch Stock Accountwill be the exact amount of actual stock with
the branch. In other words, while preparing the Branch Stock Account, you will show
the actual stock with branch asthe balance in this account, and then if the totals of
both sidesdo not tally, you witl show the differenceasshortageor surplus as the case

may be.

Branch Debtors Account: This account shows al transactions telating to branch
debtors. The credit sales areshown on itsdebit side, and cash received from debtors,
salesreturns, bed debts, discount allowed, etc. on the credit side. The balanced this
account represents the closing debtors of the branch.

Dranch Expenses Account: This account shows al expenses incurred by the branch.
In addition, theitemslike bed debts, discount allowed, depreciation on branch fixed
assets, efc. are also debited to thisaccount. Thisaccount isclosed by transfer to the
Branch Adjustment Account.

Branch Cash Account: This account shows al cash transactions of the branch where
the branch is not required to remit al collection of cash immediately to the head
office but use it for branch expenses and remit4he balance to the head office from
time to time. This account helpsthe head office to keep control over branch cash.
Normally, the dependent branchisnot allowed thefreedom to retain cash collections.

Hence, this account need not be maintained.

Branch Fixed Assets Account: The head office maintainsseparate account for each
type of branch asset such as furniture, equipment, building, etc. These accountsare
prepared in the usud manner. The depreciation on branch fixed assetsis, however,
debited to Branch Expenses Account and credited to the respective account.

Goods &Ent to Branch Account: This account is prepared in the same manner asin
case of branchesto which the goodsare sent at the invoice price (Sub-section1.5.2).

Branch Adjustment Account: This account islike a Trading Account of the branch.
It is prepared to ascertain the gross profit or grossloss made at the branch by
recording the loading (difference between invoice price and cost price) on various
items. The loading on branch closing stock and shortageis shown on its debit side
whilethe loading on branch opening stock, goods sent to branch (less returns) and
surpluson thecredit side. Thebalance of thisaccount reflectsthegross profit or gross

. losswhich is transferred to Branch Profit & Loss Account.

¢



Branch Profit & Loss Account: Thisaccount isprepared to ascertain the net profit or
net loss made at the branch. As stated earlier, 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 surpluswill be shown on
the credit side of the Branch Profit & Loss Atcount. 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.

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

1) When goods are sent to the branch (at invoice price)
Branch Stock A/c Dr.
To Goods Sent to Branch A/c

2) When geeds are returned by the branch to the H.O. (at invoice price)
GoodsSent to Branch A/c Dr.
To Branch Stock A/c

3) When sales are made by the bramnch
i) For Cash Sdles
Cash Ale Dr.
To Branch Stock A/c
i) For Credit Sales .
Branch Debtors A/c Dr.
To Branch Stock A/c

4) When eash is received from debtors
Cash A/c Dr.
To Branch Debtors A/c

8) For sAlesreturns
Branch Stock A/c Dr.
To Branch Debtors A/c

6) For discount allowed, bad debts, etc.
Branch Expenses A/c Dr.
To Branch Debtors A/c

7)'For shortage of stock

Branch Adjustment A/c Dr.
(with amount of loading)
Branch P & L Alc | Dr.

(with cost of shortage)
To Branch Stock Afe
For surplus at branch, the reverse entry will be passed.

8) For Branch expenses paid in Cash

Branch Expenses A/c Dr.
To Cash A/c
9) For closing branch expenses account
BranchP & 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 adjustment S loading on the closing stock
Branch Adjustment A/c Dr.
To Stock Reserve Alc

12) For adjustment of loading en net goods sent to branch
GoodsSent toBranch Alc Dr.
To Branch Adjustment Alc

13) For tramsfer of gross profit
Branch Adjustment A/c Dr. ,
ToBranch P& L Ale

Branch Accounts - 1
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14) For transfer of net profit to General Profit & Loss Account
Branch Adjustment A/c

ToGenera P& L Al

The entry will be reversed if there is net loss.

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

To Trading Alc

Dr.

Dr.

Look at Illustration 6 and see how the accounts for various branch transactions are

prepared under Stock and Debtors System.

Hlustration 6

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 sdlling price of the branch which
was 125% d the cost price of the head office.

The following are the particulars relating to the transactions o Jodhpur Branch :

Goodssent to branch
(at cost to head office)

Sules— Cash

Sales — Credit

Cash collected from debtors
Discount allowed

Spoiled cloth in bales written
off at invoice price.

Rs.

2,80,000
1,24,000
1,75,000
1,56,000

4,000

500

Cash sent to branch for :
Wages 3.000
Freight 11,000
Other expensesincluding
godown rent 6,
Stock on June 30,1988

(at invoice price)

Rs.

20,000

55.500

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

Solution !
Branch Stock Acccant
Dr. a.
Rs. Rs.
T o GoodsSent to Branch Alc 3.50,000 By Cash Ak
To Branch Debtors Afe 5,000 (cash stles) 124,000
___(sales returns being By Branch Debtors A/c
balancing figure) (credit sales) 1,75,000
By Branch Adjustment Afc
(spoilage-loading) 100
By Branch P & L A/c
(spoilage-cost) 400
By Balance e/d 55,500
3,55,000 3,55,000

Note Total df the credit sideof Branch Stock A/c exceedsthe debit side by Rs. 5,000.
It is assumed to-be on account of returns by customers.

Goods Sent to Branch Account

Rs. Rs.
To Branch Adjustment A/e 70,000 By Branch S ock A/c 3,50,000
(loading)
To Trading A/e 2,80,000
3,50,«” 3,50l(l.n
Branch Debtors Account
| Rs. Re
To Branch Stock A/ 1,75,000 By Cash A/c 1,56,000




'

By Branch Stock A/e
(returns) ) S.(HM)
By Branch Expenses Ac
(discount allowed) 4K}
By Balance c/d 10,000
1,75.000 1.75.000

Branch Expenses Account

Rs. Rs.
To Cash A/c : By Branch P & L Afe 24,000
Wages L _ 3,000
Freight 11,000
Other Expenses ‘ 6,000
To Branch Debtors A/c
(discount) 4.0(0)
24,000 24,000
Branch Adjustment Account
/ Rs. Rs.
To Branch Stock A/c 100 By Goods Sent to Branch Afc 70,000
(loading on spoilages) (loading)
To Stock Reserve Alc 11,100
(loading on closing stock) .
To Branch Profit & Loss A/c 58,800
70,000 70, (KX}
Branch Profit & Loss Account !
Rs. Rs.
To Branch Expenses A/c 24,000 By Branch Adjustment Afc ~ 58,800
To Branch Stock A/c . ‘
(spoilage-cost) 400
To Net Profit transferred
to General P & L A/c 34,400
58,800 58,800

It should be noted that if there is any theft or spoilage of goods at the branch, or

some goods are lost in transit, these are to be treated in accounts in the same way as

the shortage of goods. If, however, some amount is received from the insurance

company for such abnormal losses of stock, the same will be credited to the Branch
. Profit and Loss Account.

~ Zinerk Your Progress B _
1) How is the Branch Account prepared under the Debtors System different from
the Branch Account prepared under the Final Accounts System,

Branch Accounts =y -
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2) Fill in the blanks:
i) The closing balance of Branch Account under the Final Accounts System

TEPIESENtS ....uvvvianinsnn, at the branch.

ii) Branch Expenses Account under the Stock and Debtors System is closed by
transfer to .................. Account,

iili) Under Stock and Debtors System, all figures in Branch Stock Account are
recorded at .......c.coecounn price.

iv) Under Stock and Debtors System, ...... e Account is credited when

the branch returns goods to the head office.

v) Under the Stock and Debtors System, Bad Debts are credited to Branch
Debtors Account and debited to .................. ‘Account,

vi) Ifthe balance shown by Branch Stock Account is different from actual stock
with the branch, the difference reflects .................. .

1.8 LET US SUM UP

From accounting point of view, each branch is treated as a separate profit centre.

Hence, accounting for branch transaction is designed in such a way that profit or loss

made at each branch can be correctly worked out and proper control can be exercised
over their financial activities. For this purpose, the branches are divided into three
categories: (i) branches not keeping full system of accounting (dependent branches),
(ii) branches keeping full system of accounting (independent branches), and

(iii) foreign branches.

Where branches do not keep full system of accointing, the. head office has to
maintain proper record of branch transactions, Tl.zre are three methods that can ber
followed for this purpose: (i) Debtors System (i) Final Accounts System, and
(iii) Stock and Debtors System.

Decbtors System is usually adopted for small branches which merely act as sales
depots. Under this system, the head office simply opens a Branch Account for each
branch in which it records all related transactions. The Branch Account is maintained
like a Consignment Account which also helps in ascertaining the profit or loss made
by the branch.

Under the Final Accounts System of maintaining branch accounts, the head office
prepares. a Memorandum Trading and Profit. & Loss Account for each branch from the
data provided by the branch and ascertains its profit or loss for the accounting period.
Then it also maintains a Branch Account for recording mutual transactions between

the head office and the branch which finally reveals the amount due to, or due from,

the branch. Its balance, in fact, will be equal to the net assets with the branch.

Stock and Debtors System is followed where the goods are invoiced to the branch at
selling price. Under this system, no Branch Account is opened. The head office
maintains (i) Branch Stock Account, (ii) Branch Expenses Account, : (iii) Goods Sent
to Branch] Account, and (iv) Branch Fixed Assets Account. At the end of the
accounting period, it prepares Branch Adjustment Account and Branch Profit and
Loss Account for ascertaining the branch gross profit/gross loss and the net profit/net
loss respectively, This system also enables the head office to exercise effective control
on branch stock,

1.9 KEY WORDS

Branch Adjustment Accounl An Account prepared under Stock and Debtors System _
for ascertaining the gross profit or gross loss made by a branch. -

" Debtors System : A _system of accountmg for transactions of a branch by openmg

Branch Account wh:ch also hélps to. ascertain branch proﬁt or loss.

Dependent Rranch : A small branch which ‘does not keep full system of accountmg.

Final Accounts Syslem A system of accountmg for transactions of a-branch under
which branch profit or loss is ascertained by prepanng Memorandum Branch Trading

anfl Prum & Loss A/c




General Profit & Loss Account : Profit and Loss Account of the Head Office which
shows the profit or loss of the business unit as a whole.

Independent Branch : Branch keeping full system of accounting.

Loading : Difference between the cost price and the price at which goods are invoiced
to the branch. ‘

Stock and Debtors System : A System of accounting for transactions of a branch
without opening a Branch Account. Under the system, branch profit or loss is
ascertained through Branch Adjustment Account.

1.10 ANSWERS TO CHECK YOUR PROGRESS

A 2)i) debited ii) Trading iii) 125 iv) difference
v) Memorandum Branch Stock, invoice price
B 2)i) net assets ii) Branch Adjustment ili) invoice
iv) Branch Stock v) Branch Expenses vi) Shortage or surplus

1.11 TERMINAL QUESTION S/EXERCISES

Questions
1) What are the objectives of keeping branch accounts?

2) Name the three systems of maintaining the accounts of a dependent branch and
describe how profit is ascertained under each system.

3) Explain how Branch Stock Account helps in keeping effective control over the
branch stock.

Exercises

])' Kabir & Co. of Moradabad have their branch at Kanpur. The following are the
transactions relating to the branch for the year ending December 31, 1988:

Rs.
Opening Stock on January 1, 1988 , ; 20,000
Goods supplied ta Branch - ’ ' 50,000
Cash sent to Bra‘nch for : )
~ Rent ‘ _ 200
Other Expenses : ’ ' 1))
. —_— o3
Cash received from Branch during the year : ; o 60,000
Closing Stock on December 31, 1988 , K : 15000
Closing balance of Petty Cash on December 31, 1988 ) ]

From the above information, pass the necessary journal entries and prepare
Kanpur Branch Account and othcr necessary accounts in the books of the Head
Office. : S

(Answer' Branch Net Profit Rs. 4,710)

2) A Meerut Company has a retail branch in Kota whlch is supphed with all goods
from Meerut. The branch keeps its own Sales Ledger, receives cash against the
ledger accounts and remits the whole of the cash received daily to the head office.
All wages and branch expenses are drawn by cheque weekly from the Head Office
upon the imprest system. From the under mentioned partlculdrs supplied by the

~ Branch Manager, show how the Branch Account would appear in the Hedd Offncc
books. as on December 31, 1988.

i ’ : : Rs. B ~ Rs.

'*S'f'%momh"scredit-sales ... . ,2387...  Stock Deccmber 31, 1988 1,121
’Rctufn inwards. T 20 - Debtors July 1, 1988 ' . 1,227
Cashreceived on Ledgeraccounts . . 2,384 - Goods received from Head Office. | 2,178
Cash Sales. - 1214 Rent, Taxes etc,paid = _ AT
Stock July'1.1988 _ 720 Sundry Expcnscs : ' 396
Bad Debts . ' ' -100-

Branch Accounts -7
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3)

(Answer: Net Profit Rs. 933; Missing Figure; Closing Debtors Rs. 1,110)

Royal Store of Kanpur opened a selling branch at Madras on July 1, 1988. Goods
are sent to branch from the head office at cost plus 25%. The branch is advised
to deposit cash every day in the bank in head office account. From the following
particulars, prepare Branch Account in the books of head office for the period
ending December 31, 1988. Petty Cash at branch is maintained on imprest system.

Rs. ' Rs.
Cash sent 1o branch for ‘ Cash sales by the branch . 80,000
meceting pelly expenses 1,560 Credit sales during 6
. Furniture purchased for : months . 30,000
the branch 12,000 Cash received from the o
Goods sent 1o branch at , debtors ' 22,000
invoice price ) 1,60,000 Discount allowed to
Expenses paid by the debtors 400
Heud Office : ' ‘ Goods returned by debtors
Rent : 2,200 * (atinvoice price) 800
Adve.rtiscment 800 Bad debts written off 100
Salaries 4,600 ' Petty expenses paid by the branch 1,000
Insurance N .
(upto June 30, 1989) 400 : . Stock at invoice price on December 31
- (excluding stock received

Provide depreciation on furniture at 10% p.a.

4)

from debtors) 40,000

(Answer: Profit Rs. 3,940; Debtors at the end Rs. 6,700)

X Ltd. of Bombay has a branch in Delhi. The head office sends goods to the
branch at cost plus 50%. From the following data, prepare the necessary accounts
in the books of head office under Stock and Debtors System. T

' Rs. Rs.
Goods sent from Head Office Credit Sales 8,000

(utinvoice price) * 50,000

Returns to Head Office . - 1,000 Opening Stock 10,000
Cash Sales ' 35,500 Closing Stock 11,000

(Answer: Profit Rs. 11,500; Shortage of Goods Rs. 4,500)

Shyam Brothers of Delhi has a branch at Hyderabad. In order to maintain strict
control over stacks, it invoices goods to the branch at selling price including profit
of 25% on selling price, From the following particulars, prepare Branch Stock
Account, Branch Debtors Account, Goods Sent to Branch Account, Branch =
Adjustment Account, and Branch Profit and Loss Account,

‘ Rs,

Stock January 1, 1984 30,000
Debtors on January 1, 1989 22,800
Goods invoiced to Branch at invoice price . ‘ ‘ 1,34,000
Salesatthe branch _ ‘

Cash ' : . 62,000

Credit - : 74,800

Cush received from Dchtms 80,000

Bad Debts written off ‘ 500
Discount dllowed to customers ‘ 600
Expenses at the branch ) 13.400
Stock on December 31, 1989 : 26.800

"(Answer Gross Profit Rs. 34,200; Net Profit Rs. 19 400)

Note: These questions will help you to understand the unit better. Try to write
answers for them. But do not submit your answers to the Umversny
These are for your practice only.






