BRANCH ACCOUNTING.

A branch is a segment or part of a business situated at another part away from the entities
head office. A branch belongs to a business that has already been established and
therefore branches have no share capital.

PURPOSE FOR BRANCH ACCOUNTING

1.

To ensure proper control of branches.

2. To safeguard the cash and inventory of goods in the hands of branches.

3. To ascertain the profit and loss from the branch’s operations.

4. To compare the profitability of different branches.

5. To maintain adequate records regarding the transactions between head office and
branches.

6. To calculate commission to managers in based on the profits of the branch.

Types of branches.

1. Dependent branches-this is a small branch whase main activity is to sell the goods
supplied by the head office. They do“not maintain accounting records. The
accounting records are usually maintained by the head office.

2. Independent branches-they are branches which operates as separate business
from the business that has established them (head office). They maintain their own
set of accounting record. In additional to the goods supplied to them by the head
office, they may have authority to purchase goods locally.

3. Foreign branches-these are branches located in a foreign country. They can either

maintain their own accounting record or they can be maintained by the head
office.

Ledger accounts maintained where goods are sent to branches at selling price/cost plus

markup. (Dependent branches)

1.

Branch stock account.

2. Goods sent to branch account.

kAW

Branch debtors account
Markup /stock adjustment/provision for URP account.
Branch expenses account.

Journal entries

1. Goods sent to the branch Dr: Branch stock account (invoice price)

Cr: Goods sent to branch (at cost)
Cr: Branch mark-up account (profit)
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2. Goods returned to head office by branch
Dr: goods sent to branch-cost
Dr: branch mark-up account-profit
Cr: branch stock account-invoice price

3. Sales made by branch Dr: cash/bank/debtor
Cr: branch stock account
4. Returns of good by branch customer  Dr: branch stock account
Cr: debtors account
5. Returns of good by branch customer to head office
Dr: goods sent to branch account-cost
Dr: branch mark-up account-profit
Cr: branch debtor’s account
6. Goods stolen in the branch Dr: goods stolen/loss account-at cost
Dr: branch mark-up account
Cr: branch stock account-invoice price

7. Cash sales stolen Dr:cash stolen account
Cr: branch stock account
8. Increase in price in the branch Dr:branch stock account

Cr:'branch mark-up account
9. Transfer of goods from one branch to another
a. Books of receiving branch Dr: branch stock account-invoice price
Cr: branch mark-up account.
Dr: Goods sent to branch account
b. Books of selling branch Dr: branch mark-up account
Dr: Goods sent to branch account
Cr: branch stock account-invoice
Balancing goods sent to branch account-this account is balanced and its balancing figure
is closed to purchases account.
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ILLUSTARTION 1.

X Itd deals in electronics goods. The head office is In Nairobi and has branches all over the
country. All purchases are made by the head office and goods are charged to branches at
cost plus (mark-up) 25%. The following information relates to Nakuru branch for the year

ended 31/12/2024.

Opening balances 1/1/2024.

Branch inventory (invoice price)

Branch debtors

Closing balances 31/12/2024.

Branch inventory (invoice price)

Transactions for the year

Goods sent by the head office to branch (invoice price)

Goods returned by branch to head office (invoice price).

Cash sales
Credit sales
Returns from customers to branch
Discount allowed.
Bad debts written off
Branch expenses
Goods stolen at branch
Cash sales stolen at branch (not includedin other sales)
Cash received from branch debtors
Required:
a) Branch inventory account
b) Branch adjusted /mark up account
¢) Goods sent to branch account
d) Branch debtors account
e) Branch income statement.
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ILLUSTRATION 3

Kassmatt Itd operates a supermarket chain with the head office in Nairobi and branches in Meru

and Eldoret.

Goods are transferred from the head office to Meru branch at a mark-up of 25% and to Eldoret
branch at a gross profit margin of 25%. The branches do not maintain separate books of accounts.

The following transactions took place during the year ended 31 March 2016.

Opening stock at invoice price

Goods transferred to branch at invoice price

Cash remittance by branches
Returns by branches at invoice price
Cash at branch (1 April 2015)

Cash at branch (31 March 2016)
Debtor balance (1 April 2015)
Debtor balance (31 March 2016)

MERU BRANCH
Sh “000”
10,000
50,000
28,385
3,000
2,000
1,000
840
1,200

Returns by branch customers directly to head office 180

Cash received from branch debtors
Discount allowed

Bad debt written off

Expenses paid by branch

Additional information:

16,800
360
90

9,000

ELDORET BRANCH
Sh “000”
10,000
40,000
43,715
1,000
500

600

860

150
14,200
270

105
3,000

1. Meru branch transferred to Eldoret goods which had cost the head office sh. 4,500,000.
2. Eldoret branch had remitted sh.2,000,000 in cash to Meru branch

Required:

a. Branch inventory accounts.
b. Branch mark-up account.
c. Branch debtors account.

d. Branches cash account.
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Financial statements of independent branches.
Independent branches will be required to prepare and present the income statement and
statement of financial position at the end of each economic period. The financial statement of
independent branches will then be combined with those of head office so as to present the FS of
the combined business.

Income statement format.

XYZ Ltd
Statement of comprehensive income for the year ended 31 Dec 2020

HO branch combined
Sales (external only) XX XX XX
Good sent to branch XX - -
Total sales XX XX XX
Cost of sales
Opening stock XX XX XX
Add purchases XX XX XX
Goods received - XX -
Goods available for sale XX XX XX
Less goods stolen/lost (xx) (xx) (xx)
Less closing stock (xx) (xx) (xx)
Cost of sales XX XX XX
Gross profit XX XX XX
Provision for URP XX - -
Adjusted gross profit XX XX XX
Less expenses (xx) (xx) (xx)
Profit XX XX XX
Transfer of branch profit XX (xx)

Xx - XX
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