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Disadvantages of departmental accounts
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Allocation of Income and Expenditures among Departments
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Allocation of income and expenditures among departments
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Sl. No. | Name of the Expenses Basis of Allocation
01. Expenses relating to Purchase, e.g., Departmental net purchase ratio

a. Carriage inward

b. Import duty

¢. Purchase discounts

d. Freight in

e. Cartage & wages

f. Customs duty

g. Other purchase expenses
02. Expenses relating to Sales, e.g., Departmental net sales ratio
a. Selling expenses

b. Carriage outward

c. Salesman commission
d. Sales tax

e. Advertising expenses
f. Bad debts

g. Discount allowed
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Sl. No. | Name of the Expenses Basis of Allocation
h. Export duty
i. Salesman salaries
j. Packing expenses
k. Sales Managers salaries and other benefits
I. Other sales expenses
03. a. Rent, rate & taxes Area or value of floor space
b. Air conditioning expenses occupied
c. Heating
d. Repair & maintenance of buildings
e. Fire insurance of building
04. Electricity expenses Light points
05. Salaries Number of employees
06. Insurance premium, e.g.,
a. Insurance on stock a. Cost price of stock
b. Insurance on building b. Cost of building
c. Group insurance premium c. Direct wages
d. Fire insurance premium for properties d. Value of assets
07. Depreciations, e.g.,
a. Depreciation on buildings a. Floor space occupied
b. Depreciation of machineries & other assets b. Value of machinery & other assets
08. a. Printing & stationery On the basis of amount uses
b. Postage & telegram
09. a. Coal, water & gas Horse power or machine hour rate
b. Power, fuel & heat
10. a. Labor welfare expense Number of employees
b. Entertainment expenses
11. Income tax Departmental net profit ratio
RICHEC RG]

Inter-departmental transaction
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Mathematical Problems and Solutions
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Mathematical problems and solutions

Example 1 : The following balances are taken from the books of Arnab Traders having two
departments, P & Q.

Debit balances Tk. Credit balances Tk.
Opening stock : P 20,000 | Sales: P 1,00,000
Q 25,000 Q 60,000
Carriage inwards 3,000 | Transferto P 5,000
Carriage outwards 5,000 | Accounts Payable 20,000
Advertising 10,000 | Capital 35,000
Salaries: P 6,000 | Loan 28,000
Q 7,000
General salaries 12,000
Rent & rates 9,000
Lighting expenses 900
Fixtures 15,000
Account receivables 20,000
Bad debts 1,600
Purchases: P 60,000
Q 40,000
Bank balances 4,500
Bank interests 4,000
Transfer from Q 5,000
Total 2,48,000 | Total 2,48,000

Additional information:

i) Area occupied by the two departments is in the ratio of 2:1.

ii) General salaries are to be divided in the ratio of 3:2.

iii) Closing stocks are in the department P of Tk. 14,000 and department Q of Tk. 15,000.

iv) Depreciation on fixtures is 10% to be allocated in the ratio of the space occupied by the two
departments.

Requirements : You are required to prepare Departmental Income Statement and Balance Sheet of
Arnab Traders for the year 2020.

BTG e BT 38



e Ty ffqwgiers fafqa cenarT
Solution :
Arnab Traders
Departmental Income Statement
For the year ended December 31, 2020
Account Titles P (Tk.) Q(Tk.) Total (Tk.) Account Titles P (Tk.) Q(Tk.) Total (Tk.)
Opening stocks 20,000 25,000 45,000 | Sales 1,00,000 60,000 1,60,000
Purchases 60,000 40,000 1,00,000 | Transfer - 5,000 5,000
Carriage inwards 1,800 1,200 3,000 | Closing stocks 14,000 15,000 29,000
(Purchase ratio 3:2)
Transfer 5,000 - 5,000
Gross profit 27,200 13,800 41,000
Total 1,14,000 80,000 1,94,000 | Total 1,14,000 80,000 1,94,000
Salaries 6,000 7,000 13,000 | Gross profit 27,200 13,800 41,000
Advertising (5:3) 6,250 3,750 10,000
General salaries 7,200 4,800 12,000
(3:2)
Carriage outwards 3,125 1,875 5,000
(Sales ratio 5:3)
Rent (Area 2:1) 6,000 3,000 9,000
Lighting (Area 2:1) 600 300 900
Bad debts (sales 5:3) 1,000 600 1,600
Dep. on fixtures 1,000 500 1,500
(Area 2:1)
- - - | Netloss (3,975) (8,025) (12,000)
Total 31,175 21,825 53,000 | Total 31,175 21,825 53,000
Arnab Traders
Balance Sheet
As at December 31, 2020
Liabilities Tk. Assets Tk.
Accounts payable 20,000 | Bank balances 4,500
Loan 28,000 | Account Receivables 20,000
Capital 35,000 Stocks (P 14,000 + Q 15,000) 29,000
(-) Net Loss 12,000 Fixtures 15,000
+Bank Interests 4,000 16,000 19,000 | (-) Depreciation 1,500 13,500
Total 67,000 | Total 67,000

Statement and General Income Statement for the year ended Dec 31, 2020 :

Example 2 : From the following particulars of Mohosin Machinery Enterprise, prepare Departmental Income

Purchase of new machine
Purchase of old machine
Wages in workshop
Showroom wages
Salaries
Bank charges
Rent of showroom
Rent of workshop
Sundry expenses
Sale of new machine
Sale of old machine
Sundry receipts (Not appropriationable to the Departments)
Closing stocks:

New machine

Old machine

Tk. 6,00,000
3,00,000
25,000
30,000
20,000
200
6,000
3,000
90,000
8,00,000
6,00,000
40,000

60,000
40,000

All expenses are to be divided between New and Old machine department in proportion of 3 : 2.
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Solution :
Mohosin Machinery Enterprise
Departmental Income Statement
For the year ended December 31, 2020
Dr. Cr.
Account Titles New Old Total (Tk.) Account Titles New Old Total (Tk.)
Machine | Machine Machine Machine
Purchases 6,00,000 | 3,00,000 9,00,000 | Sales 8,00,000 6,00,000 | 14,00,000
Wages in workshop 15,000 10,000 25,000 | Closing stock 60,000 40,000 1,00,000
Rent of workshop 1,800 1,200 3,000
Gross profit ¢/d 2,43,200 | 3,28,800 5,72,000
8,60,000 | 6,40,000 | 15,00,000 8,60,000 6,40,000 | 15,00,000
Salaries 12,000 8,000 20,000 | Gross Profit b/d 2,43,200 3,28,800 5,72,000
Rent of showroom 3,600 2,400 6,000
Wages of showroom 18,000 12,000 30,000
Sundry expenses 54,000 36,000 90,000
Net Profit (Departmental) 1,55,600 | 2,70,400 4,26,000
2,43,200 | 3,28,800 5,72,000 2,43,200 3,28,800 5,72,000
Mohosin Machinery Enterprise
General Income Statement
For the year ended December 31, 2020
Account Title Tk Account Title Tk
Bank charges 200 | Departmental net profit 4,26,000
Net profit 4,65,800 | Sundry receipts 40,000
4,66,000 4,66,000

Example 3: Sylhet Engineering has two Departments, X & Y. From the following figures, prepare Departmental
Income Statement, General Income Statement for the year ended December 31, 2020 and a Balance Sheet as on

that date.
Account titles Tk. Account titles Tk.
Opening stocks: Capital 3000
X 1500 | Loan 3000
Y 2000 | Transfer to X 500
Carriage inward 300 | Sales:
Carriage outward 500 X 10000
Advertisement 1000 Y 5000
Salaries: Accounts payable 1500
X 600
Y 700
General salaries 1200
Rent 900
Lighting 90
Accounts receivable 1000
Fixtures & fittings 1500
Bad debts expense 160
Purchases:
X 6000
Y 4000
Bank balances 650
Bank interests 400
Transfer from 'Y 500
Total 23000 | Total 23000
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Other Data :
a) Area occupied by X & Y in the ratio of 2:1.
b) General salaries are to be divided in the ratio of 3:1.
c) The closing stocks were: X Tk. 1400 and Y Tk. 1600.
d) Depreciate fixture and fittings @ 10%.

Solution :
Sylhet Engineering
Departmental Income Statement
For the year ended Dec 31, 2020
Account Titles X Y Total (Tk.) Account Titles X Y Total (Tk.)
Opening stocks 1500 2000 3500 | Sales 10000 5000 15000
Purchases 6000 4000 10000 | Transfer to X -- 500 500
Carriage inward 180 120 300 | Closing stocks 1400 1600 3000
Transfer from 'Y 500 -- 500
Gross profit 3220 980 4200
Total 11400 7100 18500 Total 11400 7100 18500
Salaries 600 700 1300 | Gross profit 3220 980 4,200
Advertisement 667 333 1000
General salaries 900 300 1200
Carriage outward 333 167 500
(Sales ratio 2:1)
Rent 600 300 900
Lighting 60 30 90
Bad debts 107 53 160
Dept. of fixtures 100 50 150
Net loss 147 953 1,100
Total 3,367 1933 | 5300 Total 3,367 1933 | 5300
Sylhet Engineering
General Income Statement
For the year ended Dec 31, 2020
Account Titles Tk. Account Titles Tk.
Net loss 1100 Net loss 1500
Bank interests 400
Total 1500 Total 1500
Sylhet Engineering
Balance Sheet
As at Dec 31, 2020
Liabilities Tk. Assets Tk.
Accounts Payable 1500 Cash at bank 650
Loan 3000 Accounts receivable 1000
Capital 3000 Stocks:
(-) Net loss 1500 1500 X 1400
Y 1600
Fixtures 1500
(-) Depreciation 150 1350
Total 6000 Total 6000
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Example 4 : The following Trial Balance for the year ended December 31, 2020 was extracted

from the books of Hazi & Co.

Account title Tk. Tk.
Capital on January 1, 2020 1,50,000
Drawings 30,000
Opening stocks
Dept. A 17,100
Dept. B 14,700
Purchases:
Dept. A 59,400
Dept. B 56,100
Sales:
Dept. A 1,11,000
Dept. B 99,450
Wages & Salaries 24,750
Advertising and samples 13,050
Accounts receivable 73,800
Accounts payable 44,610
Carriage 3,600
Rent & taxes 27,450
Furniture & Fixture 22,500
General expenses 11,100
Departmental transfer
Dept. A 3,750
Dept. B 3,750
Returns inward:
Dept. A 5,250
Dept. B 4,200
Interest received 1,575
Investments 34,500
Provision for bad debts 1,125
Cash in hand 10,260
4,11,510 4,11,510

You are required to prepare Departmental Income Statement and a Balance Sheet after

considering the following adjustments:

a. Write Bad debts of Tk. 1,800 and increase the provision for doubtful debts to 5% on net

accounts receivable.

b. Depreciate furniture & fixture @ 10%.

c. The value of closing stocks on December 31, 2020 was: Dept. A Tk. 45,000, and Dept. B Tk.

26,000.

d. Advertising and sample prepaid Tk. 1,050.

e. Inter-departmental transfers were made at cost price.
f. Unallocated expenses are to be allocated between departments in the ratio of 2:1.
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Solution: Hazi & Co.
Departmental Income Statement
For the year ended December 31, 2020
Dr. Cr.
Account titles | Dept. A | Dept. B | Total TK. | Account titles Dept. A | Dept. B | Total TK.
Opening stock 17,100 14,700 31,800 | Sales less returns | 1,05,750 95,250 | 2,01,000
Purchases 59,400 56,100 | 1,15,500 | Transfer of goods 3,750 - 3,750
Transfer of goods -- 3,750 3,750 | Closing stocks 45,000 | 26,000 | 71,000
Carriage 2,400 1,200 3,600
Wages & salaries 16,500 8,250 | 24,750
Income Statement 59,100 37,250 96,350
(Gross profit)
1,54,500 | 1,21,250 | 2,75,750 1,54,500 | 1,21,250 | 2,75,750 |
Advertising & 8,000 4,000 12,000 | Income Statement 59,100 | 37,250 | 96,350
samples less prepaid (Gross profit))
Rent & Taxes 18,300 9,150 27,450 | Interest received 1,050 525 1,575
General expenses 7,400 3,700 11,100
Bad debts 1,200 600 1,800
Provision for 1,650 825 2,475
Bad debts
Dep. on furniture 1,500 750 2,250
Net profit transferred 22, 100 18,750 40,850
to balance sheet
60,150 371,775 | 97,925 60,150 | 37,775 | 97,925
Hazi & Co.
Balance Sheet
As December 31, 2020
Liabilities Tk. Assets Tk.
Capital 1,50,000 Furniture & Fixtures 22,500
(+) Net profit Less: Depreciation 2,250 | 20,250
40,850
1,90,850 Accounts Receivable 73,800
(-) Drawings 30,000 Less: Bad debts 1,800
1,60,850 72,000
Accounts Payable 44,610 | Less provision for bad debts 3,600
68,400
Investments 34,500
Cash in hand 10,260
Advertising & sample prepaid 1,050
Closing stocks 71,000
2,05,460 2.05,460 |
@ HICFA ¢
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s | ey forte wewr o | = s sied @3 “Ndey g $F9 | Define departmental

account. Mention its difference with branch account.
3 | e f&orieaa fadieteT 091 F | Describe the advantages of departmental account.
3 | e faotitaa sPIfietett AT F5264 | Explain the disadvantages of departmental accounts.
8 | fafeg Reem oy ww ¢ I 35w fSfestsr I F7 | Mention the basis for allocation of
income and expenditure among departments.
¢. BN 9w« JeI0e F A2 What is meant by Inter-departmental transaction?
V. From the following information, prepare Departmental Income Statement for the year ended
December 31, 2020 :

Account Titles Tk.
Opening stocks : A 2,00,000
B 1,90,000
Purchases : A 1,11,000
B 85,800
Carriage inwards 2,100
Sales : A 2,00,000
B 1,60,000
Purchase returns A 1,000
B 800
Discount received 4,200
Salaries : A 10,000
B 8,000
General salaries 9,000
Rent & rates 5,000
Advertising 8,100
General expenses 2,700
Discount allowed 5,400

The following further information is supplied:

(a) Goods transferred from Department A to Department B are Tk. 10,000. This has not yet
been recorded.

(b) General salaries is to be allocated in proportion of 2:1.

(c) Area occupied by Department A 60% and Department B 40%.

(d) The closing stocks of the two departments are: A : Tk. 32,000 and B : Tk. 25,000.



9| The following Trial Balance for the year ended December 31, 2020 was extracted from the
books of Rahman Traders.

Tk. Tk.
Capital on January 1, 2020 1,55,000
Drawings 35,000
Opening stocks
Dept. A 18,100
Dept. B 16,700
Purchases:
Dept. A 59,400
Dept. B 56,100
Sales:
Dept. A 1,16,000
Dept. B 99,450
Wages & salaries 24,750
Advertising and samples 13,050
Accounts receivable 76,800
Accounts payable 49,610
Carriage 3,600
Rent & taxes 29,450
Furniture & fixture 22,500
General expenses 11,100
Departmental transfer
Dept. A 3,750
Dept. B 3,750
Returns inward:
Dept. A 5,250
Dept. B 6,200
Interest received 1,565
Investment 34,500
Provision for bad debts 1,125
Cash in hand 10,250 -
4,26,500 4,26,500

You are required to prepare Departmental Income Statement and a Balance Sheet after

considering the following adjustments:

a. Write the bad debts of Tk. 1,500 and increase the provision for doubtful debts to 5% on
accounts receivable.

b. Depreciate furniture & fixture @ 10%.

c. The value of closing stocks on December 31, 2020 was: Dept. A Tk. 40,000 and Dept. B Tk.
25,000.

d. Advertising and sample prepaid Tk. 1,050.

e. Inter-departmental transfers were made at cost price.

f. Unallocated expenses are to be allocated between departments in the ratio of 2:1.



v | There are two departments in a trading concern, P and Q. The following information is
available for the year ended 31° December, 2017.

Sales (ratio 11:10) Tk. 6,30,000

Purchases (ratio 5:4) 3,78,000

Opening stocks (ratio 5:3) 58,400

Closing stocks (ratio 6:8) 67,200
Carriage inwards 1,854 | Rent and rates 18,640
Salaries and wages 37,800 | Lighting 6,800
Postage 630 | Store rent 6,280
Carriage outwards 840 | Depreciation on furniture 5,040
Discount received 1,890 | Legal expenses 7,700
Interest on loan 5,440 | Show room rent 4,200

Area occupied by the departments P & Q is 3:2. Number of light points of two department are
10 and 7, book value of furniture are Tk. 25,000 and Tk. 20,000 respectively. Postal expenses
are to be allocated between the departments at the ratio of 5:4.

Requirement: Calculate the Departmental Profit and the Net Profit of the concern.



