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3.0 OBJECTIVES 

After studying this unit, you should be able to : 

r, describe the nature and purpose of accounting for departmental transactions, 
e outline the importance and advantages of deparhnental accounts, 
r, explain the process of recording departmental transactions and prepare 

departmental trading and profit & loss account, 
r, allocate the expenses between different departments by selecting some rational 

basis, 
o explatn the accounting treatment of inter-departmental transfers on the basis of 

cost price as well as transfer price, 
6 work out the amount of u~lrealised profit in respect of unsold/unused goods and 

explain its accounting treatment. 

3.1 INTRODUCTION 

You have learnt that a business unit may be operating through a network of branches 
like those of Bata which has branches all over the country or Snowhite which has 
branches all over the city of Delhi. You dso know that, in such a situation, each 
branch is treated as a separate profit cent.& and the profit or loss is worked out for 
each branch separately. Similwly, in many cases, the activities of the business unit 
my be divided into a number of divisions or departments that are usually located 
under the same roof and each dealing In different types of goods. For example, a 
Super Market or a Departmental Store may have separate sales counterslsections for 
ready-made garments, cosmetics, electrical appliances, medicines, gift items, etc. For 
purposes of meaningful supervision of the affairs of each section or department and the 
assessment of their individual performance it is advisable to maintain accounts in such 
a manner bat we can prepare a trading and profit & loss account for each section or 
departbent separately and work out its profit or loss. In Ulis unit, you will learn how 
are the departmental accounts maintained and how are the common expenses allocated 
to each section or department in order to arrive at its profit or loss separately. 

3*2 MEANING AND PURPOSE OF DEPARTMENTAL 
ACCOUNTS 

Departmental accounts refer to the maintenance of accounts of a business in a manner 
that makes it possible to,.ascertain the operational results of each activity, section or 
department by preparing sepmte trading and profit & loss account for each ane of 
them. In fact, departmental accounts are nothing more than as many trading and profit 
& loss accounts as there are the departments. 



Drnncl~ and Dcpnrtmentul Accounts As indicated in  ion 3.1, the main purpose of prepxing departmental accounts is to 
ascertain the financial performance of each section or departtnel~t. This is considered 
necessary 

1) to identify the departments which are inefficient and which need better attention; 
*ffereilt departments; 2) to control wastage or misuse of resources in d; 

3) to compare the performance of different departments, and also of their own with 
those of the previous years; 

4) to evaluate the contribution of the departmental employees, compensate them 
suitably by way of commission on departmental profit and motivate Ulem for still 
better results; 

5) to formulate suitable policies with regard to future business planning for 
expansion; and 

6 )  to consolidate all operations on more profitable lines which may involve closing 
down of unprofitable sections and improving tlle activities of departments which 
generate' satisfactory profits. 

Thus, in case of organisatiorls that are engaged in vcuious lines of business, the 
preparation of departmental accounts is almost a finatkcid necessity and a managerial 
responsibility. 

3.3 IMPORTANCE OF DEPARTMENTAL ACCOUNTS - 

The Profit and Loss Account for the organisation as a whole does not reveal 
effectively the true operational results of different departments within the organisation. 
In any manufacturing unit, while some departments may be mnnilig in profit, others 
may suffer a loss. The net resnlt, however, may still be a position of profit and this 
profit becomes an indicator of successful performance of the entire b~rsiness. But, in 
reality, the actual profit of the business could be highcr than the one shown by the 
books of account provided we were able to check the working of weaker departments. 

A system of departmental accounts, therefore, has the following adventages : 

1) It facilitates better contr~l of operations. 

2) It fixes responsibility of the departmental managers. 

3) It improves the overall efficiency of the business. 

4) It shows the profit or loss position of the business ill n more direct and specific 
manner. 

5) It helps formulation of policies suitable to further expansion. 

6)  I t  rewards.deparunental managers on the basis of their achievement and results. 

7) It offers an opportunity to compare departmental results, 

3.4 WCORDING OF TRANSACTIONS 

You have learnt that departmental accounts aim at preparing Trading and Profit & 
Loss Account of every department separately. This needs specific data in respect of 
sale, purchase and stock for each department. For this purpose, the subsidiary books 
like Purchases Book, Sales Book, Purchase Returns Book, Sales Rctunls Book, Cash, 
Book etc., should provide separate columns for each section/dcp~rncnt of the business 
and then for them to be accumulated under separate heads in the ledger. For example, 
if a business has three departments X, Y and Z, the Purchases Book, Sales Book, etc., 
should have separate 'calumns for X. Y and Z departments. 

A &chen of Purchases Book in a columnar Lorn showing scpxate details for each 
department is given in Figure 3.1. 



Figure 3.1 

PURCHASES BOOK 

Date Particulars L.E Total Dcpt. X . Dept. Y Ilept. Z 
Rs. Rs. Rs. Ws. 

- 
The sane fonnat could be used for other subsitlinry books too. The (:lash Book lnny 
also have separate colulnns to recortl cnsh silles ant1 cash purchases for' ench 
dep~trnent in their respective columns. Alter~intively, n sepurrrte sat of hooks ~iiuy be 
lrlni~itai~ied for dif'ferent departnlents. 

. ' *  
Check Your Progress A 

1) Ilepartmentnl accounts assist the business in : 
a) reducing trading losses 
b) improving business prolits 

c) increasing emoluments of elnployces 

(1) minimising cost. of protluclion 

e) filcing market compclilion 

f) estimating the possible future t.rends in lurnovcr 

g) knowing the profit or loss ol' clilYerent brnnches 
h) planning for protluct diversificntion 

i) designing new lines of output 

SLlte which of the above phrnses is FALSE. 

2) Mdahima Trading runs three sales counte~s : 

ii) Ready-mncle (ismnents, and 
iii) Mngazines 

The Ne! E'rofit.ol' ~hr, busi~icss for the yew ending 31st M,2l'ch, 1998 is Its, 
5,80,000. The nlnoulit of cnpilnl iuvested in the business is Rs. 50,00,000, 

a) 110 you consi(1er the financial results of the business so as to provide 
satisfactory finalicinl results. ; - 

b) Can you suggest nliy modification in the accounting system foilowed by UIQ 
business so ns to provide sntisfnctory tinancial results. 

3.5 ALLOCATION OF EXPENSES - 
Whether we ~nnintnin separate books 01 account ibr clifferent depwt~~ents or provide 
additional colurnns in subsidiary books, the I ?in proble~n in nscertnining the profit or 
108s for ench depar~nent relates to the allocat "t on of business expenses to vwious 
departments. There we some expenses which we specificnlly incurred for a particular 

1. 



Branch rind Depnrbnental Accounts department such as shxy  payable to departmental staff or electricity charges if 
separate meters have been installed for each department. These can be directly 

' 

attributed to the departments concerned and present no problem. Similarly, we do not 
face much problem in ascertaining the amounts relating to opening stock, purchases, 
expenses incurred on purchases, purchase returns, sales, sales returns, and closing stock 
for each department as the subsidiary boolcs could provide the necessary details. The 
real problem, however, relates to the apportionment of business expenses that are 
incurred for the business as a whole e.g., advertisement expenses, salary of managers, 
labour welfare expenses that are incurred for the business as a whole e.g., 
advertisement expenses, salary of managers, Iabour welfare expenses, indirect wages, 
depreciation, etc. These are called cotnmon (combined) expenses and have to be 
apportioned among various departments on some rational basis. Now the question 
arises as to what exactly is the rational basis for apportioning such expenses. 

Based on the nature of each expense and what obtains in practice, it could be any one 
of the following bases. 

a) Amount of wages incurred by each department; 

b) Number of workers in each department; o 

c) Floor area occupied by each deparunent; 

d) Production hours of each department; 

e) Sales made by each department; 

f) Capital value of assets held by each department; and 

Technical estimate. 

Let us take a few common expenses and note the possible bases of their allocation as 
follows : 

Expenditure Basis Applied for Ailocntioll 

1 Selling Commission Sales 

2 Bad Debts Sales 

3 Carriage Outwards 

4 Rent and Rates 

5 Building Insurance 

6 Building Repairs 

7 Lighting 

8 Depreciation 

9 Power 

Sales 

Floor area covered 

Floor area covered 

Floor area covered 

Number of lighting points or 
Floor ,area covered 

Value of assets or wages 

Horse Power of Machinery Installed 

10 Insurance Average Stock, Value of  Asset 

1 1  Workmen's Compensation Wages 

12 Labour Welfare Expenses Number of Employees 

13 Advertising sales or Space Allocated to each Department 
- -- 

There are however some expenses that cannot be allocated or appo&ned to different 
departments on any suitable basis such as audit fees, director's fees, interest on loan, 
etc. These need not be taken into account for ascertaining the profit or ' los~ of 
different departments but may be charged to combined General Profit & Loss Account. 

Thus, for purposes of departmental accounts, three broad principles of allocating the 
expenses emerge. These are as follows : 

1) Expenses which are directly attributable to a particular department should be 
I 

charged to that department. 

2) Expenses which are common should be apportioned among different departmefits 
46 on, some suitable basis. 

I 



3) Expenses which are difficult to apportion iunong dil'l'erent rlcparlments on some 
suitable basis may be chiugcd to General Profit & Loss Accou~lt of the business. 

~ o o k  at Illusvations 1 and 2 and see how clifferent expenses have been allocated to 
(lilfercnt clepartments while preparing the I)epilr~~nenlal Trntling iulcl E'rolit XL LOSS 

Account. 

Saini Brolhe~s we lending papcr merchants and booksellers. Their wholesale business 
is in paper and their retail showroo~n conducts business in stationery, books and 
mqazines. The following balances are extracted from their 11ooks as at the end of 
heir tinanci:ll year, ,31st March 1998 : 

Rs. 

Capital 

$lock : (1-4-1997) 

I'n per 2,00,000 
Stationery 50,000 
Books 1,00,000 
Magazines 25,000 

Purchases 

t'aper 
Stationery 
Books 
Magaziucs 

Sales : 

Paper 
Stationcry 
liooks 
Magazines 

Ken1 
Lighting 
Showroom maintenance 
Showroom fittings 
Suntlry 1)cbtors (for paper) , 
Sundry (:reclitors 
Salaries : 

Showroom staff 
Wholesale busincss staff 
Showroo~n cashier 

Ge~leral Office Salaries 
(:;enera1 Clflice Expenses 
Cash and Bank Balances 

You are requestctl by the tirm lo prepare their I~epw~nental  Trading ;und ['refit ant1 
Loss Account for the financinl year under reference with Lhe help of rhe I'ollowing 
ndditional inhnnation : 

1) Closing stock at Ihc end of Ihe ye:u in the various tlepr~rllnents were : 

F'aper : Rs. 1,80,000 Statio~lcry : Rs. 40,000 

Books : Rs. 1,20,000 Magazines : Rs. 30,000 

2) Rent and lighti~ig :we for premises taken on lense, Genert~l oftice accorn~nodatiori 
is negligible. Wholesale (Icpwlment uses 1,500 sq. feet. The balance of 1,500 srl. 
feet is occupied by the Show-room with equal clivision among stalioncry, books 
and magazines. 

3) Show-room fittings are to t  be tle111,eciatetl 11y 10'h 13.a. 



Solution 

I)el~art~rlentnl Trodil~g ar~c l  I'rofit SI Loss Accot~~~t for the ycrlr ending 31-3-1998. 

30.000 

Show-room 
Mnillrcnnnce 

Ciel~. fJlfice 
Solmries 
Gcn. office 

Uel~recintioa 

Opening 
~ I D c ~  1.011$00 

I I I I I I I I I 
Pnper 

Pyrclinses 
Gross 

Profit cN 

Gross Profit bld 

hlr~gr\zinr 
I& 

Stntloncry ~I~~IIZ~IICS 

50,0110 
3,(10,000 

5O.WO 

X,00,000 

1.80,000 

Notes : 1) Show-room rn:iin~ennocc find deprec/ntiol~ or sliowroon~ Cittit~gs lieve bee11 ktlunlly cliviiled aliiollp thc three 
rctnil depnrlmcat~. 

Uooks Ui101is Pi~pcr 

2) Snlnries of  show-roo~n atnfr nnd show-ronm cnshier hnvc been divided nlliollg the tllree retail depnrlmea~h. UII 1h6 
bnfiis or fisles. 

S~B~~IIIICI'~ 

1,00,000 
3,50,01111 

3) Ciel~ernl olfica un1qrje.s nnd Cienernl Office Expense llave been apportioned nlnong nll tlie Four depnrtments OII 

the bnsls OI sales. 

The Trading ancl Profit & Loss Aceounl of ('hzulclni Electricals for six months e~idcd ,' 
31st March, 1998 is :is Collaw's : I 

90.000 1.2.5.000 

25,000 
3,00,000 

TV Sets (A) 
Radio Sets ( R )  
Spnre Parts (C) 

Salcfi 
C!lo$ing Stock 

Salmies &c Wngcs 
Kent 
Suntlry Expenses 
Net Profit 

Its. 

TI:, f'urchases : 

lIJ,00,(100 
1,80,000 

Ns. 

TV Sets (A) 
Rncliu Sets ( S )  
Servicing ((3) 

On the basis of the followiog additional infonnatiou, prepwe I)ep~uun~l!lal Accounts 
for  each of the three depnrhne~lls A, B nncl C: \ 

3,bll.OUII 
4 1 1 1  

By Sales : 

15,00,000 
10,00,000 
2,50,000 , 

4,80,000 
1,OR,000 
1,10,000 
1,45,000 

1) TV Sats and Radio Sets are sold at the Showroom. 

2) Servicing nnd Rcp:drs itre ciurietl out ilt Lhe Worksl~op, 

J 
1 2 u i l ' ~  

Ry Closing Stuck : 
TV Sets (A) 
liaclio Sets (D) 
Spare Parts ((?) 

3) Salaries and Wages comprise : , . 
Showroom % 
Workshop '/s a 

4,2U,iIUO . 
3(.l,UI10 

6,O 1,000 
2,03,00C) i 
4,46,000 

4) It was decided lo nllocate the Show-rc)om Salaries and Wages in the ratio of 1:2 , 
between the depnrlmenls A and H, 

5) The Workshop Rent is.Rs, 5,000 per lnonth. The Showroo~n Rent is to I>e tlivitled 
eclunlly between clephrt~nents A nncl R ,  

6 )  Sundry 'Expenses are to be nllocated on the basis of tulxover of each deparunent. 

. -- ... 



/ 
,. Solution 

- --., 
Depnrtrnentnl Trading and Profit and 'Lossa Account 

for six months ending 31st March, 1998 

~ r .  a 

A B C A B C 

Rs. Rs. Rs, Rs. Rs. Rs. 

To Purchases 14,07,000 9,06,000 6,44,000. By Sales I 15,00,000 I lO,OO,WO I 2,50.000 I I I I  
To Snlnries & Wages 1,20,000 2,40,000 1,20,000 By Closing Stock 6,01,000 2,03,000 4,46,000 

To Rent 1 39.000 39,000 1 30.000 I By Net Loss 1 - 1 22,000 1,OR.OOO 

'Ib su;dry Expenses 1 60,0001 40.000 I 10.000 I I I I 
To Net Profit 4,75,000 - - 

I I 
Rs. 21,01,000 12,25,000 8,04,000 

3.6 INTER-DEPARTMENTAL TRANSFERS 

'Sometimes the departments within k organisation operate as a chain of activities. As a 
result, the product of one department may be used as a raw material in another 
department. For example, a firm may have two departments, cloth and ready-made 
garments. The garments are made out of the cloth supplied by cloth department. Such 
supply of cloth is called inter-departmental transfer. The accounting entry in such cases 
involves debiting the department which receives goods or services, and crediting the 
department which supplies them. 

The inter-departmental transfer of goods or services may be done either (a) at Cost 
Price, or (b) at Selling Price. 

When goods or services are supplied from one department to another at cost price, the 
corresponding entries to record the transfer will be made at cost price. This does not 
involve any adjustment at any stage. However, when goods or services are supplied to 
another department at selling price, the transfer has to be recorded at a selling price 
called transfer price. This obviously includes cost as well as profit, In such a situation, 
if the department to whom goods or services are transferred at selling price has an 
unsold on unused stock at the end of the accounting period, this involves an element 
of unrealised profit. This needs an adjustment which will be ma& by creating a stock 
reserve with the help of the following journal entry : 

General Profit & Loss A/c Dr. 
, To Stock Reserve 

It may be noted that the unredised profit is equal to the mount of difference between 
the selling price and the cost price of the unsold/unused stock. 

Check Your Progress B 

1) State whether each of the following statements is TRUE or FALSE : . 
i) Non-departmental expenses are charged to the General Profit and Loss 

Account. 

ii) Repairs to Machinery are allocated, to different departments on the b&is of the 
number of machines in each department. 

; iii) The cost of electric power should be apportioned over different departments 
according to horse power installed multiplied by machine hours. 

iv) The amount of Stock Reserve on goods transferred from Department X to 
Department Y on a price 25% above cost means that the value of closing 
stock will be reduced by 20% 

Dspnrtinentnl Afcouhtn 



~ r a ~ n c h  and ~ e ~ a r h n e n t n i  Accounts 2) Put a tick mark (4) against the correct answer : 

i) When the rate of Gross Profit of three Depamnents A, B and C is the same,, 
the cost price of these departments will be in the ratio of their respective : 
a) Sales Value 
b) Stock Value 

ii) Allocation of premium paid on insurance of a building among the departments 
should be based on : 
a) Annual Sales 
b) Floor Area Occupied 

iii) Depreciation on Plant and Machinery should be divided over the different 
departments : 

a) Equally 

b) On the basis of Production Capacity of each department 

c) On the basis of value of machines in each deparment. 

iv) Debts which cannot be realised, should be written off from : 

a) the General Profit md Loss Account 

b) a charge to the different departments on the basis of their sales 

v) Management expenses should be charged to : 
a) Departmental Drofit and Loss Account equally 

b) General Profit and Loss Accou'nt 

vi) Stock Reserve for unrealised profit on inter-department. transfer should be 
charged to : 

a) General Profit and Loss Account 

b) Departmental Profit and Loss Account equally 

Look at Illustrations 3 to 6 and see how Ihter-departmental transfer is show in 
Departmental Trading and Profit & Lost? Account, anU how unrealised profit on unsold 
unused stock with transferee department is halt with hitransfer is made at the selling 
price. It needs to be noted that an adjbstmeqt for umea,lised profit will also be 
necessary for the opening stock of the transferred goods, if any. 

Illustration 3 

From the following Trial Balance of Chema and Smriti, prepan: Departmental Trading 
and Profit and Loss Account for the year ending 31st March, 1998 and the Balance 
Sheet as at rhat date : 

\ 

Rupees in '000 

Stock (1st April, 1997) 

Department X 
Department Y 

Purchases 

Department X 7,180 
Department Y 6,040 , 

Sates 

Department X 13,160 
Department Y 10,250 

Wages 

Department X 
Department Y 540 



Rent, Rates & l':ixes 
Su~idry Expenses 
Salaries 
Lighting & Hcating 
Discou~it Allowed 

. Discount Received 
Advertjsirig 
C:rriage Ir\w:u'tIs 
Furniture & Fittings 
Machinery 
Sundry Debtors 
Sundry Creditors 
Cnpi tal 
Drawings 
Cash nt Hank 

The following additional information is available : 

1) .Inter-transfer of goods froin X to Y l)cl>:u~tment Ks. 84,000. 

2) Kenl, R:ltcs and Taxes, Sulirlry Expenses, Lighting ancl Heating, Snlwies a~itl 
(Imiage :ire to bc apportioned 213 to X 1)cpiutnncnt and 113 10 Y Department. 

1 

3) Advertising is to be apportioned equally. 
! 4) Iliscount allowed and received are to be apportioned on the basis of I)epartmenlal 
! Sales ri1ic1 ~ U ~ C ~ B S B S  (excluding t~~anst'ers). 

5) Dcprec.intion at 10% per annum on Furniture and Fillings and on Machilicry is to 
, be charged 314 to X and 114 to If, 

6) Services rcntlered by Y 1)cp:uLment to X Depxlinent are iticluded in its wages 
ah. i.oo,ooo. 

rjr) Stock on 31st March, 1998 in X Dep:wunent was worth Its. 33,48,OOO and in Y 
1)epiu-unent Rs. 24,111,000. 

Solutio!l 

Depnrt~~~ell t l~l  l'rrbdi~~g 011d Profit bFr Loss Accoul~t 
for the ycur cl~tli~ig 31st Mtlrclt, 1998 

(Rupees '000) 
Dr.  C:r. 

To Opeoing Str~ck 
To I'urchnses 
To Wages 
Ib T~~imsli?r of (3oods 
?b Cm.14ingc 1nwlu.cls 
li, Ciross Profit cltl 

By S;llcs 
By 'Transfer of C~oods 
Dy Closing Stock 

To Snl:~ry 
Tn Rent, Rates & Taxes 
To Sundry Expetlses 
TO Lighting 6: 1-1e:lting 
To Aclvertising 
TO Del~recintion : 

On Machinery 
On Fumiturc . 

To Discuuut Allnwecl 
TO Net Profit 

13 y Ciross F'lufit bltl , 3,060 3,040 
By [)iscount 

I<eccivecl 7 0 60 
By Net Loss 25 2 - 



Branch and Dagnrtmentel Accounts Bi?+uNCE SHEET 
ks on 31st March, 1998 

(Rupees '000) 

Departtnent A transferred to Department B 4,000 units of material X at Rs. 10 per 
unit, The actual cost of materials of Department A is Rs. 8 per unit: 

Find out the Stock Reserve on 1,000 units of material X which could not be 
consumed by Department B during the year. 

Solution 

X 
Rs. 

4,200 
420 

600 
60 

Liabilities 

Machinery 
Less: Dep. 

Furniture & Fittings 
Less:Dep. 

Stock-in-Trade 
Sundry Debtors 
Cash at Bank . 

Percentage of profit charged by Department A on supplies made to Department 3 = 

Y 
Rs. 

3,780 

540 
5,758 
1,212 
2,O 14 

13,304 

Y 
Rs. 

9,584 
3,720 

13,304 

Assets 

... 
Capital 
Add: Profit 

Less : Drawings 
Sundry Creditors 

Difference between Selling Rlce and Cost Wce 
lM) 

Selling Price 

X 
Rs. 

9,532 
952 

10,484 
900 

Value of Stock Reserve or Umdised Profit on Unconsumed Materials 

= Rs. 2,000 

lllustratlon S 

The following figures relate to the business of Pushpa Associates for the year ended 
31st becember, 1997 : 

Department 
X Y 

4 

Rs. Rs. 

Stock (lat Jmutuy, 1997) 
Purchases horn outside 
Wages 
Transfer of Goods £ram Dept. X 

Stock at Cost (31st December, 1997) 
Sales 

Y's entire stock represents goods from Department X which transfers them at 25% 
above the cost, Administrative and Selling Expenses mount to Rs. 30,000 which are 
to be allocated between Departments X and Y in the ratio of 4:l respectively. 

l'repnr2 Departmental 'Ikading and &fit and Loss Account and a Combined Income 
Account of the business for the year ended 31st December, 1997. 



Solution Drpn~t~l le l~lnl  Avutbul~ir 
4 

Depnrtll~errtal Tradil~g nr~d Proflt k Loss A c c o u ~ ~ t  
for the year erldlr~g Dcce~i~ber 31st 1997 i 

I 

Dr C'r , 

X 
Ks. 

1,00,000 

4,00,000 

60,000 

5,60,000 

60,000 

60,000 

TO Opening Stock 
To R~rchnses 

To Wnges 
TO Goods from X 
To Gross Profit c/d 

To Adm. & Selling 
Expenses 

* To Net Profit 

Rs. 

Y 
Rs. 

1,42,000 

20,000 

1,62,000 

20,000 

20,000 

Y 
Rs. 

- 
40,000 

2,000 

1,00,000 

20,000 

l,G2,000 

6,000 

14,000 

20,000 

X 
Rs. 

80,000 

4,00,000 

20,000 

- 
60,000 

5,60,000 

24,000 

. 36,000 

60,000 

Geuernl Profit nod Loss Accol~tit 
for tlie ycar elidl~ig Ueceriibcr 31, 1997 

By Trn~lsfer of Goods to Y 
By Sales a 

By Closing Stock 

By Gross Rofit b/d 

Rs. 

To Stack Reserve 
(sec note) 

Ta Net Profit 
(to Capital A/c) 

Note :The stock Reserve relates to the unrenlised profit on unsold stock of Rs. 20,000 
with Department Y out of the goods supplied by X. The cunouut has been calculated 
as under : 

25 20,000 x - = Rs. 4,000 
125 I 

Illustratio~i 6 

A firm had t,wo depnrtments, cloth'nnd ready-made gmnents. The g h e n t s  were inade 
by the firm itself out of cloth suppliecl by the cloth depru'enent nt its selling price, 
From the follbwing figures prepare Depwtmenutl Tmding nnd Profit & Loss Account 
for the year 1997. 

.- 
Cloth Keatly-macle 

Department Cinr~nents 

Rs. Rs. 

Opening Stock on 1.1.1997 6,00,000 1,00,000 
I Purchases 40,00,000 30,000 

Sales 44,00,000 9,00,000 
Transfer to Ready-made Gmnents Depaunent 6,00,000 - 
Expenses - Manufacturing - 1,20,000 

- Selling 40,000 12,000 
Stock'on 31.12.1997 4,00,000 . 1,20,000 

The stocks in the ready-mnde gmnents departtrlent lnay be considered as consistingof 
75% cloth and 25% other expenses. The clolll depwunent euned gross profit at the 
rate of 15% in 1996. General expenses of the business as a whole cane to Rs, 
~,~o,ooo. 

I - 

I 53 

Y 

Rs. 

4,000 

46,000 

50,000 

By Net Profit as per 
Dept. Trnding mid P & L A/c 
X Dept. 
Y Dept. 

Rs. 

36,000 
14,000 

50,000 



Branch nod Departmental Arcounts Solution 
Z '  

- - -. '. Departmental Trading and Prr~fit & Loss Account 
\ for. the year ending December 31, 1997 

Note : Stock R e s e ~ e  has been calculated as follows : . 
- 

Rate of Gross Profit on Sales in Cloth Debt. 

To Opening Stock 
To Purchases 

To 'llanrfer from 
Cloth Dept. 

To Mfg. Exp. 
To Gross Profit cld 

Ta Se!ling Exp. 

~lernent of cloth in closing stock of G<uments 

75% of Rs. 1,20,000 = Rs. 90,000. 

Ready-made 
Garments 

Rs. 

9,00,000 

' 

1,2Q,MlO 

10,20,000 

16 KJnrealised Profit = - x 90,000 = Rs. 14,400 
100 

Totnl 

RJ. 

53,00,000 

6,00,000 

5,20,000 

64,20,000 

. . '  . UnreliEised Rofit in opening stock of Garments 

9,70,MO 
To Net Profit c/d 

Cloth 

R7. 

6,W,000 
40,00,000 

8,00,000 

54,M),OOO 

40,000 

l5 75 x 1,00,000 = Rs. '1 1,250 -x- 
100 100 

Ready-made 
Gments 

Rrr . 
1,00,000 

30,000 

6,OO,DOO 
1,20,OM) 
1,70,000 

10,20,000 

. 12,000 

Total Cloth 

3.7 LET US SUM UP 

When a number of departmental units comprise a single business operation, it is 
always useful to follow departmental accounting system so as to fin8 out the profit or 
loss of each department separately. This assists the process of effectiveness in control , 
and improvement in profitability. 

To Gen. h p .  
To Stock k ~ c ~ e  

(cl. stock) 
To Net Profit 

Rs. -- 
7,00,000 

40,30,000 

6,00,000 
1,20,OOO 
9,70,000 

64,20,000 

52,000 

In order to record.the transactions under departmental accounts, ?be major tasks are as 
follows : 

7,60,000 

a) to maintain subsidiary books in a columnar form; 
b) to prepare departmental' trading and profit & loss account fbr ascertaining the 

profit or loss for each department separately; 

1,58,000 9,18,000 

By Sales 
By Transfer to 

Ready -nude 
. GarnantsDept. 

By Closing Stock 

By Gross 

c) ' to effect allocation of various, expenses .of the business .*ong the different 
departments on some rational basi$; t , , - 

8,00,000 

44,00,000 

6,00,Q00 

4,00,000 

54,00,000 

d) to make appropriate adjustments for goods and services transferred from one , 
department to another; and 

1,70,Oo 

9,29,250 

9,70,000 

2,20,000 
14400 

6,94,850 

Profit bld 

e) to keep suitable provision for unrealised profit on departmental stock at the time ' 
54 of obtaining periodjcal results if the inter-departmental transfer has been done.at a I 

profit. I 

8.W.000 ( 1,70,000 

By Net Profit bld 
By Stokk Reserve 

(op. stock) 

8,00,MH] 1,70,000 

9,29,250 

- 
9,70.000 

9,18,000 
11,250 



~ ) ~ ~ a r ~ n e n ~ 1 1  accounts, thus, help in n more efficient managelnent of busirless through Depart~ncrtnl Accot~~ntn 
t sepwate dep;uttnentnl figures relating to its various xeas of operatio11 during an 
I 

I , accountillg period. 
I 

I 5 KEY WORDS 

~llocatloll s Apgor~ionlQe~~t Qf CqXw3es between different deparunents of the business 
on soine mtlunal I?asts, 

nal~sfer  l'rice : Tl~e price 1lt which inter-dep~tmental transCer is rec:orclccl which ,nay 
be Gle cost or tbe cost plus a maxiin of profit. 

Stock Reserv; : created ibr adjustment of unrenlised profit on stock. 

Inter-Departmentnl Transfers 1 (3ne4d~pwhnent of a business supplying its good8 or 
I services to another depwu-nent of thr: business, 

s Ui~renlised Profit : .Refit illcludad in t.ha vnlue of goods remaining unused or u~lsolc~ 
out of those supplied by another dep:utJne~~t at cost plus profit. 

I r 3.9 ANSWERS TO CHECK YOUR PROGRESS 

I 
B 1) (i) True (ii) Falsc (iii) True (iv) True 

I i 2) 0) a (ii) 11 (iii) c (iv) 1) (v) b (vi) a 

i 3.10 TERMINAL QXJESTlIONB/JEXERCISES I I -- 

1) What do you mean by Deptwunentiil Accounts 1 Why fire they cdj~eidererl ' 
liecessnry ? 

I 
2) What are tho ndvnntages of 1)epwunental Accounts I Explain briefly, 

3) ~nplain the bases of allocatioo of coininoll expenses nlnong vnrious dqwments. 

I 4) I-low we inter-clep&unen$l m~)sfeis of goad6 vgfited in 1)epwbnentnl Accounts ? 

5 )  What i s  umenUsed profit ? Show bow It is worked out 9nd accounted for. 
1 

I Exercises 

' 1) From the followil~g figures relating to MandCakini Traders which has three 
operating deparuneilts prepme Depart~nental Trading Account. 

Units 

I 
. . 

Per1 , Pap@ Rook 

Purchases 1000 2MI 2400 
1 20 I Stock (Opening) 80 

Sales 1020 1920 
152 

2496 

The totid cost of purchases was Rs, 1,00,000, ,The selling price for lhe three 
depaments were as follows : ' 

Pen @ Rs. 20 each 
Paper 8 Rs, 22.50 each 

Book @ Rs. 25 each 
L 

The purchase and sale prices are constant for the lasl two years. 



llrasch nnd kpGtmental Accounts Hint : Assuming all the units purchased were sold at tlleir respective 
departmental selling prices, the t o d  gross profit would work out to Rs. 

, 25,000. Based on this, the gross profit rate would be 20% and the cost 
per unit for Pen, Paper and Book Rs. 16, Rs. 18 and R. 20 respectively. 

(Answer : Gross Profit : Pen Rs. 4,080; Paper Rs. 8,640; and Book Rs. 12,480). 

2) Glamour Stores has three deplu-bnents - Plastic, Glass and Steel. From the 
following figures, prepare Departmental Trading arid Profit & Loss Account 
showing Gross Profit and Net Profit for the three departments for the quarter 
ended March 31, 1998 : 

Plastic Glass Stecl 
Rs. Rs. R5. 

Stock (1st January, 1998) 30,000 35,000 15,000 
Purchases (upto March, 1998) 35,000 37,500 23,500 
Sales (upto March, 1998) 60,000 50,000 30,000 
Direct Expenses (upto March, 98) 10,000 7,250 3,550 

It was difficult to take stock on March 31, 1998. The normal rates of Gross Profit 
for the three departments are 40%, 30% and 20% on turnover iGspectively. 
Indirect expenses are charged in proportion to departmental turnover. The total 
indirect expenses for the petiod were Rs. 7,000. 

(Answer : (Gross Profit - Plastic Rs. 24,000; Glass Rs. 15,000 and Steel 
Rs. 6,000. Net' Profit'- Plastic Rs. 21,000, Glass Rs. 12,500 and 

.. , G Steel Rs. 4,500) 

3) Prepare the Departmental Trading and Profit & LOSS Account of Kmalaya Stores 
on the basis of the following information : 

Department Departnlcnt Depnrtmcnt 
A . -  . It C 

Rs. Rs. Rs. 

Opening Stock 41,000 34,000 94,000 
Closing Stock 33,000 44,000 82,000 
Purchases 2,10,000 75,000 1,39,000 
Purchases Returns 14,000 6,000 2 , m  
Sales 4,00,000 1,54,000 3,62,000 
Sales Returns Nil 3,300 11,000 
Wages 73,000 30,OOF) 25,000 

Goods were transferred from one department to another at cost .price as under : 

(i) A to 0 Rs. 400 and A to C Rs. 7,000; (i) B to A Rs. 5,000 'and (iii) C to A -- 

Rs. 4,000 and C to B Rs. 6,000. 

Apportion equally Stationery Rs. 900; Postage Rs. 600, General Charges 
Rs. 39,000, Insurance Rs. 1,800 and Depreciation Rs. 6,000. 

The expenditure on rent and rates amounting to Rs. 45,000 is to be divided on the ' 
basis of space occupied i.e., A 4 B 2 and C 3. 

I 

Allocate the following expenditure as you think best and append notes, stilting the , 
basis selected for each of them; ~stablishment R. 63,000; Bad Debts Rs. 15,000; I 

Advertising Rs. 9,000 and Income-tai Rs. 12,000. 
, / 

(Answer : (Profit A R.s71,21,400; B Rs. 60,300; C Rs. 1,80,000. Neb wfit : 
1 

A Rs. 55,169; b Rs. 29,622; C Rs. 1,19,709. Establishmentl pad 
Debts and AdWtising Expenses have been apportioned iff. $mportio 
to net sales; ahd Income-tax bas..?xen allocated according .Q$ net 
profits i.e., A 58,406; B 31,360; @:';1,26,734). 

56 I 
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4) Five Siiu' Dresses run two depwl~nents - I.'lolh I)ep:ut~ncnt :ultl Shirts 
1)ep;u-~neol. Shirts we made Ily the lirm out ol' clot11 supplied hy 1l1c Clot11 
I)epiu*t~nent at its usunl sellillg price. 

From the following tigures, prepilre l)ep:u.bnenl;~l Tr:ding :uld Prolil Jlr Loss 
~ccc)unt for Lhe year 1997 : 

Cloth I)epa~*tmeot Shirts I)rp;~rtolent 
Its. Its. 

Opening Stock 
Purchllses 
Sales 
Tr:u~sltr to Shirts I>epL. 
M:u~uC:~cluring Expe~ises 
Selling Expe~lses 
C:losing S~ock 

The slack ill the Shirts IZep;u~uneol may be consiclcrctl ils consisting o f  XO'? cloth 
ancl the resl as expenses. The Clloiti I)epi~tlne~it rni~tle :I (:iross L)rlil ol' 25% in 
1996. Cieneral Expe~ues of llic busioess as a whole aulie to Rs. 1,80,000. 

(Aoswer : Cloth 1)epxunenL Ciross Prolit Rs. 6,60,000; Net I'rclfit Its. 4,72,400. 
Shirts 1)ep:uhnent Ci1.o~~ I'roli t Rs. 1,20,000; Net Prolit Its. 80,OUO). 

5) From thc Sollowing figures relating to Kilvilo E~lterp~~iscs, prcpiuac Dcpi~~uenL;~l 
l'l'i~tling Accounl :IIICI Cieneral I'rolit i11d 1,oss Accouut lilla the yeiu cntlecl 31sl 
Miu'ch, 1908 luntl a H:~lnnce Shcel 3s on UI:IL d:~te i~l'ler iitlju~li~~g rlic u~~rci~lisetl 
depi~runenml prokits, if any : 

n~ -CI= 
Its. Its. 

Cnpi till 
L:unrl LYr. Buildings 
Fumi turc 

Sales : 
I ) e j ~ i ~ t ~ n e l ~  t A 20,OO,I1CIO 
Ileparhnc~lt B 32,00,000 

General Expetlses 
Sundry Debtors 
Sundry (::reclitors 
1)rawings 
Clash at Hank 

Ks. 5G,CJUIOU0 Ks. 56,UO,llOO 

Additional Intbrn~at iot~ 

1) Ctosing Stock : Deplwhnent A lis. 1,30,000 including goods li.oin I)epwlment 
H Iis. 40,000 at cost lo Depnr!ment A. 1)epiuLnent B Its. 2,6U,UOO inclucling 
goods from Ileparhnent A Rs. 90,000 nt  cost lo 1)epwbnent 1%. 

2) Sales oS 1)ep:uhnwt A il~clucle uaansl'er or goods LO Depxhnent TJ oC h e  valuc 
or Its. 2,00,000 and !;ales of T)cpwlment R include usnnsfer of goods Lo 



I 

Urnnch n~rd Drpnr t~~~er~ ta l  ACCOUII~S Depwtrr~ent A of the value of Rs. 3,00,1)00 both ;IL market price of transferor . 
clepxu-m~eals. These are already il~cluded in purchases of respective 
dep'ulmen ts. 

3) Opening Stocks of I)epnrhnetlt A and r>ep:utment H include goods of the 
value of Rs. 10,000 and Rs. 15,000 taken ti-om Deparu~lent I3 and Department 

I A respectively i ~ t  cost to unnsSero~- departments. 

4) Ilepreciate Land and Huildi~lgs by 5% and Furniture by 10% p~ ilnl~um. 

(Answel- : Gross Profit : A Rs. 11,00,000; B Rs. 19,20,000. Stock Rese~~vc ; 
A Its. 49,500; D 1Zs. 24,000. NeL E'rofit : Ks. 15,37,750, Hnlrulce 
Shect Total Ks. 16,57,750). 

5) From the following particulars of Nihnrika ~ssociates which hns three 
1)ep;ullneots A, B,and C ,  prepare 1)epiulJnental Ti.ding ;lnd Prolit Jlr Loss 
Account : 

Depurtme~~t  [ ) e c i l r t n ~ e ~ ~ t  L)epurt~~iet~t 
A 1% C: 
RS. RS. r t ~ .  

Opening S L O C ~  3,000 4,000 6,001) 
Collsulnption of Direct Materials 8,000 12,000 
Wages 5,000 10,000 
Closing Stock 4,000 14,000 8,000 
Sales 34,000 

Stocks of each depuunent :ue valued at cost to the depnrlments concernetl. Stocks 
of Dep:uhneut'A. are u-ansfemed to 13 at iI i n u ~ i n  of 50% above de11arlmental cosl. 
Stocks of 1)ep;uanent B ;we transferred to 1)ep:u.lment C 'at a margin of 10% 
above dep,vtliienl:~l cos~.  

OLtler expenses were : 

Salary 2,000 
1,000 Printing 

Re11 t 6,000 
Interest F'aitl 4,000 
Depreciation 3,000 

Allocale expenses in the ratio of deparl~nentnl gross platits. (')pening ligures for 
reserve of unrealised profils on depiuhnentnl stocks were : 

D e p u t t ~ ~ e n ~  I3 Rs. 1,000 
Ileparunmt C Its. 2,000 

(Answer : Net Loss : Depitrtrnent A Rs, 2,000, Department U Rs. 1,000 and 
Depxunent C Rs. 1,1100. Tom1 Net Loss d ter  acl jus~~~enls  for Stock 
Reserve Rs. 4,918). 

4 
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. Note :These questions will help you to untlersbnd the unit better. Try to write 
answel's for them. But do 1101 submit your answers to Lhe University for 
assessment. These are for your practice only. 

, 
i 
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