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Definition:	Departmental	accounting	is	an	accounting	system	used	by	organizations	to	manage	the	accounts	of	their	various	departments	in	separate	books,	i.e.,	for	every	department	separate	trial	balance	and	profit	and	loss	account	is	prepared,	and	at	the	end	of	the	year	balances	of	each	department	gets	transferred	to	general	profit	and	loss	account,
prepared	to	find	out	the	profitability	of	a	firm	as	a	whole.	Content:	Differential	Pricing	Methods	of	Departmental	AccountingTo	ascertain	the	profit	or	loss	incurred	by	every	department,	trading	and	profit	&	loss	accounts	are	prepared	by	the	organizations,	and	the	account	of	each	department	gets	closed	by	transferring	its	profit	or	loss	to	the	general
profit	and	loss	account.	Such	departmental	accounts	can	be	kept	by	following	two	methods;	they	are	as	follows:Separate	Departmental	Accounting:	In	general,	this	method	is	adopted	by	large	organizations	having	various	departments	or	if	the	law	has	asked	to	prepare	separate	department	accounts.	In	this	method,	accounts	of	each	department	are
kept	independently,	and	each	department	is	considered	as	a	separate	unit	of	an	organization.	This	method	is	a	more	expensive	method	than	the	columnar	method	of	departmental	accounting.Columnar	Books	Departmental	Accounting:	This	method	is	adopted	by	the	small	business	organizations	in	which	they	do	not	maintain	a	full	book-keeping	system;
however,	it	only	maintains	records	of	some	transactions	such	as	purchases,	sales,	stock	details	and	expenses	incurred	by	the	departments.	Trading	and	profit	&	loss	account	contain	different	columns	for	each	department,	and	expenses	pertaining	to	respective	departments	are	recorded	in	their	particular	column,	and	if	the	expenses	are	of	common
nature,	they	get	distributed	amongst	all	departments	according	to	the	concerned	ratios.	Advantages	of	Departmental	AccountingFollowing	are	some	of	the	advantages	of	departmental	accounting:If	the	organization	prepares	departmental	accounts,	it	becomes	beneficial	for	them	to	improve	the	department	wise	efficiency	by	ascertaining	and	reducing
the	operating	expenses	of	each	department.Departmental	accounting	enhances	the	profits	of	each	department	every	year.Departmental	accounts	are	reviewed	for	preparing	the	departmental	budgets	of	an	organization.Departmental	accounting	proves	beneficial	to	compute	the	stock	turnover	ratio	of	every	department.It	is	advantageous	to	compute
the	performance	of	the	employees	working	in	each	department	to	reward	them	accordingly.Departmental	accounting	helps	to	enhance	the	competitive	spirit	of	each	departments	personnel	which	as	a	whole	benefit	the	organization.It	is	beneficial	for	the	investors	as	it	provides	detailed	information	to	them	about	each	department.It	helps	in	the
comparative	study	of	stock	turnover	ratios	and	sales	of	every	department.	Objectives	of	Departmental	AccountingSome	primary	objectives	of	departmental	accounting	are	as	follows:	To	compare	the	performance	of	each	department	with	their	previous	year	performance	as	well	as	with	the	other	departments	of	the	organization	to	measure	the
efficiency	of	the	departments.It	helps	the	organizations	to	identify	high	profit	serving	departments.Departmental	accounting	clarifies	the	picture	of	the	higher	operating	departments	of	the	organization.It	helps	the	organization	in	decision	making	regarding	expansion	or	closure	of	the	departments,	i.e.,	which	department	should	be	continued	and
which	should	be	shut	down.Commissions	of	the	department	managers	are	decided	on	the	basis	of	the	departments	profit	or	loss.It	helps	the	organization	to	form	policies	to	optimize	the	profits	of	the	departments.	IllustrationFrom	the	following	information,	prepare	the	departmental	trading	and	profit	&	loss	account	and	general	profit	and	loss
account.Following	are	the	two	departments	of	the	clothing	store:Ladies	Cloth	DepartmentGents	Cloth	DepartmentParticulars	Amount	()	1.	Opening	Stock-Ladies	Clothes	1,24,900-Gents	Clothes	96,4002.	Purchases-Ladies	Clothes	3,45,800-Gents	Clothes	3,52,4003.	Carriage	Inwards	26,420	4.	Salaries	96,0005.	Rent	and	Rates	1,20,3006.	Discount
Allowed	12,6007.	Advertising	52,0008.	Accounting	Charges	6,0009.	General	Expenses	39,60010.	Insurance	Premium	12,00011.	Discount	Received	18,20012.	Sales-Ladies	Clothes	6,00,000-Gents	Clothes	5,62,000Salaries	to	be	distributed	equally	to	both	department	employees.2.	Closing	stock-Ladies	Clothes	1,62,400-Gents	Clothes	1,24,9003.	An
Insurance	premium	is	paid	for	the	concerned	policy	taken	by	the	proprietor.4.	Occupied	area	ratio	2:15.	Carriage	Inward	will	be	distributed	in	the	purchase	ratio.6.	Discount	Received	will	be	distributed	in	the	purchase	ratio.Solution:Departmental	Trading	and	profit	&	loss	AccountFor	the	year	Ended-	ParticuliarsLadiesGentsParticularLadiesGents	To
Opening	Stock1,24,90096,400By	Sales6,00,0005,62,000	To	Purchases3,45,8003,52,400By	Closing	Stock1,62,4001,24,900	To	Carriage	Inwards(	3458:3524)1308513335	To	Gross	profit	c/d278615224765	---------762400------------------686900------------------762400------------------686900---------	To	Salaries4800048000By	Gross	profit	b/d278615224765	To	Rent	and
Rates(2:1)8020040100By	Discount	Received90149186	To	Advertising(	600:562)2685025150	To	General	Expenses(	600:562)2044819152	To	Discount	Allowed(	600:562)65066094	To	Net	Profit	c/d10562595455	---------287629------------------233951------------------287629------------------233951---------	General	Profit	&	Loss	AccountFor	the	year	Ended-
ParticularsAmountParticularsAmount	To	Insurance12000By	Net	Profit-	Ladies-	Gents10562595455	To	Accounting	Charges6000	To	Net	Profit	(Transferred	to	Balance	Sheet)183080	---------201080------------------201080---------ConclusionDepartmental	accounting	is	a	method	of	maintaining	financial	records	of	an	organizations	every	department	separately
so	as	to	ascertain	the	exact	income	earned	by	each	department.	It	also	helps	the	organization	to	keep	control	over	each	department.	However,	at	the	end	of	the	year,	profit	or	loss	earned	by	each	department	gets	combined	and	transferred	to	the	general	profit	and	loss	account	to	ascertain	the	overall	profit/loss	of	the	business	during	a	year.	Reader
Interactions	Departmental	accounting	is	a	system	of	accounting	which	maintains	a	separate	book	of	account	for	every	department	or	branch	of	a	business	enterprise.	It	is	one	where	accounts	are	prepared	and	maintained	for	different	departments	of	an	organization	on	an	individual	basis	for	evaluating	their	results	in	a	fair	manner.	These	individual
books	of	account	are	then	consolidated	together	with	accounts	of	head	office	for	preparation	of	financial	statements	of	business.	Departmental	accounting	aims	at	recording	all	the	expenses	and	revenues	of	each	department	in	a	separate	book	of	accounts.	It	enables	in	measuring	the	profitability	of	every	branch	and	detect	if	any	department	is
underperforming	than	their	capability.Such	accounting	information	system	is	suitable	for	organization	operating	in	diversified	range	of	activities.	Departmental	accounting	is	an	efficient	tool	for	monitoring	the	expenses	and	performance	of	business	where	several	products	are	produced	by	different	branches	under	same	roof.	For	example,	a	textile
industry	may	be	producing	many	fabrics	such	as	woolen,	cotton	and	jute.Departmentalization	is	very	beneficial	for	large	scale	organization	for	managing	their	activities	and	attainment	of	desired	goals.	Good	departmentalization	enables	firms	to	easily	identify	their	most	crucial	branches	playing	more	important	role	in	achieving	results.	It	enables	in
bringing	all	necessary	adjustments	from	time	to	time	in	case	of	any	variation	by	finding	out	performance	of	each	department.	Departmental	accounting	is	more	favorable	for	these	type	of	large	scale	firms	than	a	single	centralized	accounting	system.	Single	accounting	system	fails	to	properly	account	for	divisional	performance	and	therefore
comparison	of	results	at	department	level	cant	be	made.	Companies	implementing	departmental	accounting	are	easily	able	to	categorize	their	departments	into	well	performing,	average	performing	and	moderate	performing	units.	This	type	of	accounting	assist	managers	in	formulating	effective	policies.Main	objectives	of	departmental	accounting	are
as	given	below:	Evaluation	of	individual	performance	of	branches	which	facilitates	in	doing	comparison	of	results.Detects	financial	position	of	every	department	in	organization.Formulation	of	proper	plans	and	strategies	after	knowing	results	of	each	branch.Calculation	of	remuneration	and	commission	of	managers	of	every	department	after	knowing
result	of	operations.Deciding	appropriate	actions	after	measuring	the	performances	of	all	divisions.Assist	in	cost	control	by	providing	full	detail	information	about	business	organization.Efficient	management	of	cost	of	all	departments	by	proper	allocation	of	cost	to	various	departments.Promotes	healthy	competitive	spirit	among	distinct	branches	that
leads	to	enhance	the	profitability.Assist	in	taking	decisions	related	to	expansion	and	shutting	down	of	business	departments	in	accordance	to	their	results.There	are	two	methods	that	are	used	in	departmental	accounting:	Where	a	separate	set	of	books	is	maintained	for	every	department.Where	all	departmental	accounts	maintain	columnar-wise
collectively.It	is	method	under	which	every	branch	of	an	organization	is	regarded	as	separate	unit	and	therefore	individual	book	of	accounts	are	prepared	and	maintained	for	every	unit.	At	the	end,	financial	result	of	every	department	is	calculated	and	consolidated	to	find	the	overall	performance	and	net	result	of	whole	organization.This	method	of
departmental	accounting	involves	huge	costs	and	is	preferred	only	by	large	scale	organizations	or	where	is	required	by	the	law.	Companies	involved	in	insurance	business	are	the	one	which	are	compulsorily	required	to	implement	this	system	of	accounting.Under	this	technique	of	departmental	accounting,	accounts	of	all	branches	are	maintained
collectively	in	columnar	form	by	central	accounts	department.	In	this	method	for	every	department	a	departmental	trading	and	profit	and	loss	account	is	opened	in	columnar	way	altogether.	There	is	a	separate	column	for	Total	for	finding	out	the	results	of	different	departments	both	on	individual	and	collective	basis.	Balance	sheet	is	however
prepared	in	a	combining	form.For	incorporation	of	purchase	and	sale	of	goods,	a	subsidiary	book	of	accounts	is	prepared	with	different	columns	for	different	departments.	Various	subsidiary	books	prepared	are	Purchase	book,	Sales	book,	Purchase	return	and	Sales	return	book.	Cash	book	with	separate	columns	of	cash	purchase	and	cash	sale	is	also
maintained	in	case	of	large	volumes	of	purchase	and	sales	done	on	cash	basis.Final	accounts	of	departmentalized	organization	are	prepared	keeping	in	mind	the	following	principles:	Determination	of	gross	profit	or	loss	and	net	profit	or	loss	of	every	unit	of	business	should	be	done	separately	before	taking	total	amount	to	balance	sheet	or	appropriate
account	of	organization.Bases	of	appropriating	gains	and	losses	to	each	and	every	unit	should	be	given	fairly.Most	significant	advantages	of	departmental	accounting	are	described	in	points	given	below:	Facilitates	interdepartmental	comparison:-Departmental	accounting	is	one	which	enables	managers	in	doing	a	performance	comparison	of	various
departments	of	business.	A	separate	book	of	accounts	is	prepared	for	every	unit	which	records	revenue	and	expenses	of	these	units	on	an	individual	basis.	Profit	is	calculated	and	compared	with	one	another	for	determining	their	performance	level.Formulation	of	policies:-	Formulation	of	proper	plans	and	policies	is	an	important	role	played	by
departmental	accounting.	Managers	get	detailed	information	about	every	unit	through	the	individual	book	of	accounts.	They	analyse	these	set	of	books	for	determining	the	efficiency	level	of	various	departments.	Proper	knowledge	of	every	business	unit	enables	them	to	take	proper	actions	for	increasing	profitability.Assist	in	Expansion	and	Shut	down
decisions:-	Departmental	accounting	plays	an	inefficient	role	in	deciding	the	expansion	and	shutting	down	of	different	departments	of	an	organization.	Managers	through	an	individual	set	of	books	are	able	to	detect	which	units	have	a	more	important	role	in	business	operations	and	which	one	plays	the	least	role.	They	can	easily	decide	on	the	basis	of
results	that	which	units	should	be	expanded	further	and	which	one	should	be	closed.Reveal	the	success	or	failures	of	units:-	This	accounting	determines	the	success	rate	and	failure	of	every	department	within	the	organization.	Every	expense	and	income	of	these	departments	are	properly	recorded	for	calculating	its	real	profitability.	Amount	of
revenue	generated	by	these	units	gives	a	clear	idea	about	the	one	that	is	successful	in	their	role	and	one	that	fails	to	meet	their	goals.Benefits	to	Auditors	and	Investors:-	It	supplies	all	revenant	information	in	a	correct	manner	about	each	unit	of	business	to	auditors	and	investors.	Auditors	can	easily	access	to	the	account	of	each	individual	unit	for
knowing	all	expenses	and	revenues	and	thereby	enables	them	in	verifying	the	correctness	of	financial	statements.	Investors	can	get	a	clear	view	of	portability	and	overall	value	of	an	organization.Determine	managers	commission:-	Departmental	accounting	assist	in	the	fair	calculation	of	managers	commission	working	within	different	departments	of
the	business.	Commissions	are	paid	to	managers	on	the	basis	of	profit	earned	by	their	respective	departments.	Proper	accounts	that	are	maintained	separately	for	every	unit	yield	right	amount	of	their	profit	levels.Promote	competitive	spirit:-	It	promotes	a	sense	of	completive	spirit	among	all	staff	working	within	an	organization.	All	operations	of	each
business	unit	is	properly	monitored	under	this	system	of	accounting.	Team	members	are	rewarded	on	the	basis	of	performance	of	their	departments	which	is	revealed	by	the	departmental	book	of	accounts.	This	motivates	staff	to	work	efficiently	for	improving	the	overall	performance.Enhance	profitability:-	Departmental	accounting	has	an	efficient
role	in	increasing	the	profitability	of	the	business	organization.	This	system	of	accounting	closely	monitor	every	aspect	of	cost	and	revenues	of	organization	related	to	various	units	for	avoiding	any	errors	and	frauds.	It	ensures	that	all	resources	are	efficiently	utilized	with	minimum	wastage.	These	separate	account	books	assist	managers	in
determining	performance	level	from	time	to	time	and	taking	corrective	actions	which	leads	to	raising	the	profit	level.	If	a	business	consists	of	several	independent	activities,	or	is	divided	into	several	departments,	for	carrying	on	separate	functions,	its	management	is	usually	interested	in	finding	out	the	working	results	of	each	department	to	ascertain
their	relative	efficiencies.	This	can	be	made	possible	only	if	departmental	accounts	are	prepared.	Departmental	accounts	are	of	great	help	and	assistance	to	the	managements	as	they	provide	necessary	information	for	controlling	the	business	more	intelligently	and	effectively.	It	is	also	helpful	in	readily	identifying	all	types	of	wastages,	e.g.,	wastage	of
material	or	of	money;	Also,	attention	is	drawn	to	inadequacies	or	inefficiencies	in	the	working	of	departments	or	units	into	which	the	business	may	be	divided.	The	main	advantages	of	departmental	accounting	are	as	follows:	The	performance	of	each	department	can	be	evaluated	separately	on	the	basis	of	trading	results.	An	endeavour	may	be	made	to
push	up	the	sales	of	that	department	which	is	earning	maximum	profit.	The	growth	potential	of	a	department	as	compared	to	others	can	be	evaluated.	It	helps	the	management	to	determine	the	justification	of	capital	outlay	in	each	department.	It	helps	to	calculate	stock	turnover	ratio	of	each	department	separately,	and	thus	the	efficiency	of	each
department	can	be	revealed.	Availability	of	separate	cost	and	profit	figures	for	each	department	facilitates	better	control.	Thus	effective	planning	and	control	can	be	achieved	on	the	basis	of	departmental	accounting	information.	Basically,	an	organisation	usually	divides	the	work	in	various	departments,	which	is	done	on	the	principle	of	division	of
labour.	Each	department	prepares	its	separate	accounts	to	judge	its	individual	performance.	This	can	improve	efficiency	of	each	and	every	department	of	the	organisation.	Some	major	objectives	of	departmental	accounting	are	explained	as	follows:	Using	the	results	of	departmental	accounting,	the	relative	performance	and	profits	generated	by	each
department	can	be	determined.	These	results	help	in	comparing	the	relative	financial	position	of	each	department.	When	the	accounting	results	of	different	departments	are	found,	the	growth	potential	of	a	department	as	compared	to	others	can	be	determined.	At	times,	the	commission	or	incentives	of	managers	and	staff	persons	of	departments
depends	upon	the	relative	performance	of	their	department.	Departmental	accounting	helps	in	determining	the	incentives	of	employees.	Departmental	accounting	helps	the	management	to	gain	an	understanding	of	how	much	capital	is	employed	in	each	department.	Based	on	the	performance	of	each	department,	the	management	decides	how	much
capital	they	have	to	spend	on	each	of	them.	In	other	words,	departmental	accounting	helps	in	monitoring	and	regulating	the	performance	of	each	department	and	preparing	departmental	budgets.	Departmental	accounting	helps	in	calculating	the	stock	turnover	ratio	of	each	department	which,	in	turn,	helps	in	judging	the	efficiency	of	each	department
separately.	Departmental	accounting	provides	cost	and	profit	values	for	each	department	which	helps	in	maintaining	better	planning	and	control	of	these	departments.	With	respect	to	departmental	accounting,	there	are	two	types	of	departments,	which	are:	Independent	departmentsDependent	departments	These	are	those	departments	that	hardly
transfer	any	resources	to	other	departments	or	need	any	resource	from	the	other	departments.	Their	functions	are	isolated	and	they	are	independent	from	the	other	departments.	For	example,	the	legal	department	or	research	department.	These	are	those	departments	where	there	is	inter-departmental	transfer	of	resources	and	the	activities	are	close
knit.	For	example,	production	and	purchase	departments,	operations	and	production	departments	and	sales	and	marketing	departments.	One	departments	output	becomes	the	other	departments	input.	This	has	to	be	accounted	at	a	transfer	price,	which	means	it	does	not	have	an	element	of	profit,	but	done	on	cost	price	and	the	value	added	by	the
department	on	it.	However,	it	is	necessary	to	maintain	departmental	accounts	for	both	dependent	and	independent	departments	as	monitoring	performance	of	each	is	essential.	The	only	difference	is	that	independent	departments	accounting	will	be	less	complicated	than	dependent	departments	due	the	inter-departmental	transfers.	Departmental
accounting	can	be	done	by	two	methods,	which	are	explained	as	follows:	Under	this	method,	each	department	is	treated	as	an	independent	individual	unit	and	individual	set	of	books	are	maintained	for	each	department.	The	expenses	and	revenue	of	each	department	are	calculated	at	the	end	of	the	accounting	period	in	the	overall	stores	books.	This
type	of	accounting	involves	high	cost	as	each	department	requires	an	individual	accountant	to	maintain	these	books.	This	is	followed	by	large	organisations	such	as	Reliance,	Tata,	Hindustan	Unilever,	etc.	For	some	organisations,	it	is	mandatory	to	maintain	department-wise	accounts.	For	example,	insurance	companies.	Under	this	method,	individual
columns	are	made	in	the	common	books	of	accounts	for	each	department.	Large	organisations	cannot	use	this	method	as	the	number	of	columns	will	become	quite	large	and	will	create	confusions.	This	method	is	suitable	for	smaller	organisations	which	do	not	have	a	lot	of	accounting	transactions.	In	such	small	organisations,	the	central	accounting	of
the	organisation	can	be	maintained	in	a	columnar	form.	In	this	method,	separate	columns	are	maintained	in	the	accounting	books	for	sales,	purchases,	stock	expenses,	etc.	Till	now,	you	have	seen	different	ledgers	of	sales	and	purchases.	However,	large	number	of	transactions	take	place	on	a	daily	basis,	then,	separate	subsidiary	books	are	maintained
by	the	business.	Let	us	now	present	a	sample	purchase	book.	Purchase	Book	DateParticularsL.F.Kids	Dept.Mens	Dept.Ladies	Dept.Accessories	Further,	to	get	the	department-wise	gross	profit,	a	trading	account	is	made	in	a	similar	columnar	form.	In	the	above	example,	you	have	product	wise.	We	can	also	create	the	same	for	different	departments
such	as	purchase	department,	production	department,	finance	department,	and	sales	and	marketing	department.	Definition:	Departmental	accounting	is	an	accounting	system	used	by	organizations	to	manage	the	accounts	of	their	various	departments	in	separate	books,	i.e.,	for	every	department	separate	trial	balance	and	profit	and	loss	account	is
prepared,	and	at	the	end	of	the	year	balances	of	each	department	gets	transferred	to	general	profit	and	loss	account,	prepared	to	find	out	the	profitability	of	a	firm	as	a	whole.	Content:	Differential	Pricing	Methods	of	Departmental	AccountingTo	ascertain	the	profit	or	loss	incurred	by	every	department,	trading	and	profit	&	loss	accounts	are	prepared
by	the	organizations,	and	the	account	of	each	department	gets	closed	by	transferring	its	profit	or	loss	to	the	general	profit	and	loss	account.	Such	departmental	accounts	can	be	kept	by	following	two	methods;	they	are	as	follows:Separate	Departmental	Accounting:	In	general,	this	method	is	adopted	by	large	organizations	having	various	departments
or	if	the	law	has	asked	to	prepare	separate	department	accounts.	In	this	method,	accounts	of	each	department	are	kept	independently,	and	each	department	is	considered	as	a	separate	unit	of	an	organization.	This	method	is	a	more	expensive	method	than	the	columnar	method	of	departmental	accounting.Columnar	Books	Departmental	Accounting:
This	method	is	adopted	by	the	small	business	organizations	in	which	they	do	not	maintain	a	full	book-keeping	system;	however,	it	only	maintains	records	of	some	transactions	such	as	purchases,	sales,	stock	details	and	expenses	incurred	by	the	departments.	Trading	and	profit	&	loss	account	contain	different	columns	for	each	department,	and
expenses	pertaining	to	respective	departments	are	recorded	in	their	particular	column,	and	if	the	expenses	are	of	common	nature,	they	get	distributed	amongst	all	departments	according	to	the	concerned	ratios.	Advantages	of	Departmental	AccountingFollowing	are	some	of	the	advantages	of	departmental	accounting:If	the	organization	prepares
departmental	accounts,	it	becomes	beneficial	for	them	to	improve	the	department	wise	efficiency	by	ascertaining	and	reducing	the	operating	expenses	of	each	department.Departmental	accounting	enhances	the	profits	of	each	department	every	year.Departmental	accounts	are	reviewed	for	preparing	the	departmental	budgets	of	an
organization.Departmental	accounting	proves	beneficial	to	compute	the	stock	turnover	ratio	of	every	department.It	is	advantageous	to	compute	the	performance	of	the	employees	working	in	each	department	to	reward	them	accordingly.Departmental	accounting	helps	to	enhance	the	competitive	spirit	of	each	departments	personnel	which	as	a	whole
benefit	the	organization.It	is	beneficial	for	the	investors	as	it	provides	detailed	information	to	them	about	each	department.It	helps	in	the	comparative	study	of	stock	turnover	ratios	and	sales	of	every	department.	Objectives	of	Departmental	AccountingSome	primary	objectives	of	departmental	accounting	are	as	follows:	To	compare	the	performance	of
each	department	with	their	previous	year	performance	as	well	as	with	the	other	departments	of	the	organization	to	measure	the	efficiency	of	the	departments.It	helps	the	organizations	to	identify	high	profit	serving	departments.Departmental	accounting	clarifies	the	picture	of	the	higher	operating	departments	of	the	organization.It	helps	the
organization	in	decision	making	regarding	expansion	or	closure	of	the	departments,	i.e.,	which	department	should	be	continued	and	which	should	be	shut	down.Commissions	of	the	department	managers	are	decided	on	the	basis	of	the	departments	profit	or	loss.It	helps	the	organization	to	form	policies	to	optimize	the	profits	of	the	departments.
IllustrationFrom	the	following	information,	prepare	the	departmental	trading	and	profit	&	loss	account	and	general	profit	and	loss	account.Following	are	the	two	departments	of	the	clothing	store:Ladies	Cloth	DepartmentGents	Cloth	DepartmentParticulars	Amount	()	1.	Opening	Stock-Ladies	Clothes	1,24,900-Gents	Clothes	96,4002.	Purchases-Ladies
Clothes	3,45,800-Gents	Clothes	3,52,4003.	Carriage	Inwards	26,420	4.	Salaries	96,0005.	Rent	and	Rates	1,20,3006.	Discount	Allowed	12,6007.	Advertising	52,0008.	Accounting	Charges	6,0009.	General	Expenses	39,60010.	Insurance	Premium	12,00011.	Discount	Received	18,20012.	Sales-Ladies	Clothes	6,00,000-Gents	Clothes	5,62,000Salaries	to	be
distributed	equally	to	both	department	employees.2.	Closing	stock-Ladies	Clothes	1,62,400-Gents	Clothes	1,24,9003.	An	Insurance	premium	is	paid	for	the	concerned	policy	taken	by	the	proprietor.4.	Occupied	area	ratio	2:15.	Carriage	Inward	will	be	distributed	in	the	purchase	ratio.6.	Discount	Received	will	be	distributed	in	the	purchase
ratio.Solution:Departmental	Trading	and	profit	&	loss	AccountFor	the	year	Ended-	ParticuliarsLadiesGentsParticularLadiesGents	To	Opening	Stock1,24,90096,400By	Sales6,00,0005,62,000	To	Purchases3,45,8003,52,400By	Closing	Stock1,62,4001,24,900	To	Carriage	Inwards(	3458:3524)1308513335	To	Gross	profit	c/d278615224765	---------762400----
--------------686900------------------762400------------------686900---------	To	Salaries4800048000By	Gross	profit	b/d278615224765	To	Rent	and	Rates(2:1)8020040100By	Discount	Received90149186	To	Advertising(	600:562)2685025150	To	General	Expenses(	600:562)2044819152	To	Discount	Allowed(	600:562)65066094	To	Net	Profit	c/d10562595455	--------
-287629------------------233951------------------287629------------------233951---------	General	Profit	&	Loss	AccountFor	the	year	Ended-	ParticularsAmountParticularsAmount	To	Insurance12000By	Net	Profit-	Ladies-	Gents10562595455	To	Accounting	Charges6000	To	Net	Profit	(Transferred	to	Balance	Sheet)183080	---------201080------------------201080---------
ConclusionDepartmental	accounting	is	a	method	of	maintaining	financial	records	of	an	organizations	every	department	separately	so	as	to	ascertain	the	exact	income	earned	by	each	department.	It	also	helps	the	organization	to	keep	control	over	each	department.	However,	at	the	end	of	the	year,	profit	or	loss	earned	by	each	department	gets
combined	and	transferred	to	the	general	profit	and	loss	account	to	ascertain	the	overall	profit/loss	of	the	business	during	a	year.	Reader	Interactions	Definition:	Departmental	accounting	is	an	accounting	system	used	by	organizations	to	manage	the	accounts	of	their	various	departments	in	separate	books,	i.e.,	for	every	department	separate	trial
balance	and	profit	and	loss	account	is	prepared,	and	at	the	end	of	the	year	balances	of	each	department	gets	transferred	to	general	profit	and	loss	account,	prepared	to	find	out	the	profitability	of	a	firm	as	a	whole.	Content:	Differential	Pricing	Methods	of	Departmental	AccountingTo	ascertain	the	profit	or	loss	incurred	by	every	department,	trading
and	profit	&	loss	accounts	are	prepared	by	the	organizations,	and	the	account	of	each	department	gets	closed	by	transferring	its	profit	or	loss	to	the	general	profit	and	loss	account.	Such	departmental	accounts	can	be	kept	by	following	two	methods;	they	are	as	follows:Separate	Departmental	Accounting:	In	general,	this	method	is	adopted	by	large
organizations	having	various	departments	or	if	the	law	has	asked	to	prepare	separate	department	accounts.	In	this	method,	accounts	of	each	department	are	kept	independently,	and	each	department	is	considered	as	a	separate	unit	of	an	organization.	This	method	is	a	more	expensive	method	than	the	columnar	method	of	departmental
accounting.Columnar	Books	Departmental	Accounting:	This	method	is	adopted	by	the	small	business	organizations	in	which	they	do	not	maintain	a	full	book-keeping	system;	however,	it	only	maintains	records	of	some	transactions	such	as	purchases,	sales,	stock	details	and	expenses	incurred	by	the	departments.	Trading	and	profit	&	loss	account
contain	different	columns	for	each	department,	and	expenses	pertaining	to	respective	departments	are	recorded	in	their	particular	column,	and	if	the	expenses	are	of	common	nature,	they	get	distributed	amongst	all	departments	according	to	the	concerned	ratios.	Advantages	of	Departmental	AccountingFollowing	are	some	of	the	advantages	of
departmental	accounting:If	the	organization	prepares	departmental	accounts,	it	becomes	beneficial	for	them	to	improve	the	department	wise	efficiency	by	ascertaining	and	reducing	the	operating	expenses	of	each	department.Departmental	accounting	enhances	the	profits	of	each	department	every	year.Departmental	accounts	are	reviewed	for
preparing	the	departmental	budgets	of	an	organization.Departmental	accounting	proves	beneficial	to	compute	the	stock	turnover	ratio	of	every	department.It	is	advantageous	to	compute	the	performance	of	the	employees	working	in	each	department	to	reward	them	accordingly.Departmental	accounting	helps	to	enhance	the	competitive	spirit	of	each
departments	personnel	which	as	a	whole	benefit	the	organization.It	is	beneficial	for	the	investors	as	it	provides	detailed	information	to	them	about	each	department.It	helps	in	the	comparative	study	of	stock	turnover	ratios	and	sales	of	every	department.	Objectives	of	Departmental	AccountingSome	primary	objectives	of	departmental	accounting	are
as	follows:	To	compare	the	performance	of	each	department	with	their	previous	year	performance	as	well	as	with	the	other	departments	of	the	organization	to	measure	the	efficiency	of	the	departments.It	helps	the	organizations	to	identify	high	profit	serving	departments.Departmental	accounting	clarifies	the	picture	of	the	higher	operating
departments	of	the	organization.It	helps	the	organization	in	decision	making	regarding	expansion	or	closure	of	the	departments,	i.e.,	which	department	should	be	continued	and	which	should	be	shut	down.Commissions	of	the	department	managers	are	decided	on	the	basis	of	the	departments	profit	or	loss.It	helps	the	organization	to	form	policies	to
optimize	the	profits	of	the	departments.	IllustrationFrom	the	following	information,	prepare	the	departmental	trading	and	profit	&	loss	account	and	general	profit	and	loss	account.Following	are	the	two	departments	of	the	clothing	store:Ladies	Cloth	DepartmentGents	Cloth	DepartmentParticulars	Amount	()	1.	Opening	Stock-Ladies	Clothes	1,24,900-
Gents	Clothes	96,4002.	Purchases-Ladies	Clothes	3,45,800-Gents	Clothes	3,52,4003.	Carriage	Inwards	26,420	4.	Salaries	96,0005.	Rent	and	Rates	1,20,3006.	Discount	Allowed	12,6007.	Advertising	52,0008.	Accounting	Charges	6,0009.	General	Expenses	39,60010.	Insurance	Premium	12,00011.	Discount	Received	18,20012.	Sales-Ladies	Clothes
6,00,000-Gents	Clothes	5,62,000Salaries	to	be	distributed	equally	to	both	department	employees.2.	Closing	stock-Ladies	Clothes	1,62,400-Gents	Clothes	1,24,9003.	An	Insurance	premium	is	paid	for	the	concerned	policy	taken	by	the	proprietor.4.	Occupied	area	ratio	2:15.	Carriage	Inward	will	be	distributed	in	the	purchase	ratio.6.	Discount	Received
will	be	distributed	in	the	purchase	ratio.Solution:Departmental	Trading	and	profit	&	loss	AccountFor	the	year	Ended-	ParticuliarsLadiesGentsParticularLadiesGents	To	Opening	Stock1,24,90096,400By	Sales6,00,0005,62,000	To	Purchases3,45,8003,52,400By	Closing	Stock1,62,4001,24,900	To	Carriage	Inwards(	3458:3524)1308513335	To	Gross	profit
c/d278615224765	---------762400------------------686900------------------762400------------------686900---------	To	Salaries4800048000By	Gross	profit	b/d278615224765	To	Rent	and	Rates(2:1)8020040100By	Discount	Received90149186	To	Advertising(	600:562)2685025150	To	General	Expenses(	600:562)2044819152	To	Discount	Allowed(	600:562)65066094	To
Net	Profit	c/d10562595455	---------287629------------------233951------------------287629------------------233951---------	General	Profit	&	Loss	AccountFor	the	year	Ended-	ParticularsAmountParticularsAmount	To	Insurance12000By	Net	Profit-	Ladies-	Gents10562595455	To	Accounting	Charges6000	To	Net	Profit	(Transferred	to	Balance	Sheet)183080	---------201080-
-----------------201080---------ConclusionDepartmental	accounting	is	a	method	of	maintaining	financial	records	of	an	organizations	every	department	separately	so	as	to	ascertain	the	exact	income	earned	by	each	department.	It	also	helps	the	organization	to	keep	control	over	each	department.	However,	at	the	end	of	the	year,	profit	or	loss	earned	by	each
department	gets	combined	and	transferred	to	the	general	profit	and	loss	account	to	ascertain	the	overall	profit/loss	of	the	business	during	a	year.	Reader	Interactions	Difference	between	Management	Accounting	and	Financial	accountingFinancial	accounting	and	management	accounting	are	two	different	branches	of	Accounting.	Financial	accounting
is	a	branch	of	accounting	which	deals	with	recording	of	financial	transactions	of	business	for	preparations	of	financial	statements	like	Income	statement	and	Balance	sheet.	These	financial	statements	reveal	the	true	financial	position	of	business	to	all	its	stakeholders.	Whereas,	Management	accounting	records	both	financial	and	non-financial
information	and	presents	it	in	the	form	of	reports	to	management	for	decision	making	and	policy	formulation.It	collects	all	relevant	information	about	business	and	presents	it	to	the	internal	management	team	for	making	policies,	strategies,	and	plans	for	business	functioning.	Financial	accounting	is	done	in	accordance	with	rules	provided	by	GAAP	or
IFRS	while	there	are	no	specified	rules	for	doing	management	accounting.	Financial	accounting	aims	to	provide	financial	information	to	all	stakeholders	of	business	including	both	internal	and	external	users.	Management	accounting,	however,	is	practiced	to	serve	the	information	needs	of	internal	management	required	for	decision	making.Basis	of
DistinctionFinancial	AccountingManagement	AccountingMeaningFinancial	accounting	is	a	accounting	branch	which	records	financial	transactions	for	preparation	of	financial	statements.	It	is	an	accounting	system	which	ascertain	financial	position	of	company	by	preparing	financial	statements.Management	accounting	is	a	accounting	system
concerned	with	recording	and	providing	all	relevant	information	to	managers	for	decision	making.Nature	of	informationRecords	only	financial	transactions.It	records	both	financial	and	non-financial	information.AimIt	aims	to	provide	financial	information	to	all	stakeholders	including	internal	and	external	parties.Provides	information	to	only	internal
management	team.TimingFinancial	statements	are	prepared	at	end	of	accounting	periods.	Accounting	period	is	generally	of	one	year.No	specific	time	period.	Reports	for	managers	are	prepared	from	time	to	time	as	per	the	requirement.DependenceFinancial	accounting	does	not	depend	on	management	accounting	for	information.It	depends	upon
financial	accounting	for	various	financial	information	for	right	decision	making.Governing	principlesFinancial	statements	are	accordance	with	rules	specified	in	GAAP	and	IFRSThere	is	no	specified	rules	and	regulation	for	preparing	management	accounting	reports.AccuracyIt	focuses	on	accuracy	of	facts	and	figures	recorded	as	it	is	verified	by
auditors.It	focuses	on	recording	wide	range	of	information	all	of	which	is	not	verifiable	as	it	contains	predictive	information	also.Statutory	complianceFinancial	accounting	is	statutory	required	to	be	done	by	all	companies.There	is	no	mandatory	requirement	for	doing	management	accounting.Difference	between	Management	Accounting	and	Financial
accountingDefinition:	Departmental	accounting	is	an	accounting	system	used	by	organizations	to	manage	the	accounts	of	their	various	departments	in	separate	books,	i.e.,	for	every	department	separate	trial	balance	and	profit	and	loss	account	is	prepared,	and	at	the	end	of	the	year	balances	of	each	department	gets	transferred	to	general	profit	and
loss	account,	prepared	to	find	out	the	profitability	of	a	firm	as	a	whole.	Content:	Differential	Pricing	Methods	of	Departmental	AccountingTo	ascertain	the	profit	or	loss	incurred	by	every	department,	trading	and	profit	&	loss	accounts	are	prepared	by	the	organizations,	and	the	account	of	each	department	gets	closed	by	transferring	its	profit	or	loss	to
the	general	profit	and	loss	account.	Such	departmental	accounts	can	be	kept	by	following	two	methods;	they	are	as	follows:Separate	Departmental	Accounting:	In	general,	this	method	is	adopted	by	large	organizations	having	various	departments	or	if	the	law	has	asked	to	prepare	separate	department	accounts.	In	this	method,	accounts	of	each
department	are	kept	independently,	and	each	department	is	considered	as	a	separate	unit	of	an	organization.	This	method	is	a	more	expensive	method	than	the	columnar	method	of	departmental	accounting.Columnar	Books	Departmental	Accounting:	This	method	is	adopted	by	the	small	business	organizations	in	which	they	do	not	maintain	a	full	book-
keeping	system;	however,	it	only	maintains	records	of	some	transactions	such	as	purchases,	sales,	stock	details	and	expenses	incurred	by	the	departments.	Trading	and	profit	&	loss	account	contain	different	columns	for	each	department,	and	expenses	pertaining	to	respective	departments	are	recorded	in	their	particular	column,	and	if	the	expenses
are	of	common	nature,	they	get	distributed	amongst	all	departments	according	to	the	concerned	ratios.	Advantages	of	Departmental	AccountingFollowing	are	some	of	the	advantages	of	departmental	accounting:If	the	organization	prepares	departmental	accounts,	it	becomes	beneficial	for	them	to	improve	the	department	wise	efficiency	by
ascertaining	and	reducing	the	operating	expenses	of	each	department.Departmental	accounting	enhances	the	profits	of	each	department	every	year.Departmental	accounts	are	reviewed	for	preparing	the	departmental	budgets	of	an	organization.Departmental	accounting	proves	beneficial	to	compute	the	stock	turnover	ratio	of	every	department.It	is
advantageous	to	compute	the	performance	of	the	employees	working	in	each	department	to	reward	them	accordingly.Departmental	accounting	helps	to	enhance	the	competitive	spirit	of	each	departments	personnel	which	as	a	whole	benefit	the	organization.It	is	beneficial	for	the	investors	as	it	provides	detailed	information	to	them	about	each
department.It	helps	in	the	comparative	study	of	stock	turnover	ratios	and	sales	of	every	department.	Objectives	of	Departmental	AccountingSome	primary	objectives	of	departmental	accounting	are	as	follows:	To	compare	the	performance	of	each	department	with	their	previous	year	performance	as	well	as	with	the	other	departments	of	the
organization	to	measure	the	efficiency	of	the	departments.It	helps	the	organizations	to	identify	high	profit	serving	departments.Departmental	accounting	clarifies	the	picture	of	the	higher	operating	departments	of	the	organization.It	helps	the	organization	in	decision	making	regarding	expansion	or	closure	of	the	departments,	i.e.,	which	department
should	be	continued	and	which	should	be	shut	down.Commissions	of	the	department	managers	are	decided	on	the	basis	of	the	departments	profit	or	loss.It	helps	the	organization	to	form	policies	to	optimize	the	profits	of	the	departments.	IllustrationFrom	the	following	information,	prepare	the	departmental	trading	and	profit	&	loss	account	and
general	profit	and	loss	account.Following	are	the	two	departments	of	the	clothing	store:Ladies	Cloth	DepartmentGents	Cloth	DepartmentParticulars	Amount	()	1.	Opening	Stock-Ladies	Clothes	1,24,900-Gents	Clothes	96,4002.	Purchases-Ladies	Clothes	3,45,800-Gents	Clothes	3,52,4003.	Carriage	Inwards	26,420	4.	Salaries	96,0005.	Rent	and	Rates
1,20,3006.	Discount	Allowed	12,6007.	Advertising	52,0008.	Accounting	Charges	6,0009.	General	Expenses	39,60010.	Insurance	Premium	12,00011.	Discount	Received	18,20012.	Sales-Ladies	Clothes	6,00,000-Gents	Clothes	5,62,000Salaries	to	be	distributed	equally	to	both	department	employees.2.	Closing	stock-Ladies	Clothes	1,62,400-Gents
Clothes	1,24,9003.	An	Insurance	premium	is	paid	for	the	concerned	policy	taken	by	the	proprietor.4.	Occupied	area	ratio	2:15.	Carriage	Inward	will	be	distributed	in	the	purchase	ratio.6.	Discount	Received	will	be	distributed	in	the	purchase	ratio.Solution:Departmental	Trading	and	profit	&	loss	AccountFor	the	year	Ended-
ParticuliarsLadiesGentsParticularLadiesGents	To	Opening	Stock1,24,90096,400By	Sales6,00,0005,62,000	To	Purchases3,45,8003,52,400By	Closing	Stock1,62,4001,24,900	To	Carriage	Inwards(	3458:3524)1308513335	To	Gross	profit	c/d278615224765	---------762400------------------686900------------------762400------------------686900---------	To
Salaries4800048000By	Gross	profit	b/d278615224765	To	Rent	and	Rates(2:1)8020040100By	Discount	Received90149186	To	Advertising(	600:562)2685025150	To	General	Expenses(	600:562)2044819152	To	Discount	Allowed(	600:562)65066094	To	Net	Profit	c/d10562595455	---------287629------------------233951------------------287629------------------233951----
-----	General	Profit	&	Loss	AccountFor	the	year	Ended-	ParticularsAmountParticularsAmount	To	Insurance12000By	Net	Profit-	Ladies-	Gents10562595455	To	Accounting	Charges6000	To	Net	Profit	(Transferred	to	Balance	Sheet)183080	---------201080------------------201080---------ConclusionDepartmental	accounting	is	a	method	of	maintaining	financial
records	of	an	organizations	every	department	separately	so	as	to	ascertain	the	exact	income	earned	by	each	department.	It	also	helps	the	organization	to	keep	control	over	each	department.	However,	at	the	end	of	the	year,	profit	or	loss	earned	by	each	department	gets	combined	and	transferred	to	the	general	profit	and	loss	account	to	ascertain	the
overall	profit/loss	of	the	business	during	a	year.	Reader	Interactions	Definition:	Departmental	accounting	is	an	accounting	system	used	by	organizations	to	manage	the	accounts	of	their	various	departments	in	separate	books,	i.e.,	for	every	department	separate	trial	balance	and	profit	and	loss	account	is	prepared,	and	at	the	end	of	the	year	balances	of
each	department	gets	transferred	to	general	profit	and	loss	account,	prepared	to	find	out	the	profitability	of	a	firm	as	a	whole.	Content:	Differential	Pricing	Methods	of	Departmental	AccountingTo	ascertain	the	profit	or	loss	incurred	by	every	department,	trading	and	profit	&	loss	accounts	are	prepared	by	the	organizations,	and	the	account	of	each
department	gets	closed	by	transferring	its	profit	or	loss	to	the	general	profit	and	loss	account.	Such	departmental	accounts	can	be	kept	by	following	two	methods;	they	are	as	follows:Separate	Departmental	Accounting:	In	general,	this	method	is	adopted	by	large	organizations	having	various	departments	or	if	the	law	has	asked	to	prepare	separate
department	accounts.	In	this	method,	accounts	of	each	department	are	kept	independently,	and	each	department	is	considered	as	a	separate	unit	of	an	organization.	This	method	is	a	more	expensive	method	than	the	columnar	method	of	departmental	accounting.Columnar	Books	Departmental	Accounting:	This	method	is	adopted	by	the	small	business
organizations	in	which	they	do	not	maintain	a	full	book-keeping	system;	however,	it	only	maintains	records	of	some	transactions	such	as	purchases,	sales,	stock	details	and	expenses	incurred	by	the	departments.	Trading	and	profit	&	loss	account	contain	different	columns	for	each	department,	and	expenses	pertaining	to	respective	departments	are
recorded	in	their	particular	column,	and	if	the	expenses	are	of	common	nature,	they	get	distributed	amongst	all	departments	according	to	the	concerned	ratios.	Advantages	of	Departmental	AccountingFollowing	are	some	of	the	advantages	of	departmental	accounting:If	the	organization	prepares	departmental	accounts,	it	becomes	beneficial	for	them
to	improve	the	department	wise	efficiency	by	ascertaining	and	reducing	the	operating	expenses	of	each	department.Departmental	accounting	enhances	the	profits	of	each	department	every	year.Departmental	accounts	are	reviewed	for	preparing	the	departmental	budgets	of	an	organization.Departmental	accounting	proves	beneficial	to	compute	the
stock	turnover	ratio	of	every	department.It	is	advantageous	to	compute	the	performance	of	the	employees	working	in	each	department	to	reward	them	accordingly.Departmental	accounting	helps	to	enhance	the	competitive	spirit	of	each	departments	personnel	which	as	a	whole	benefit	the	organization.It	is	beneficial	for	the	investors	as	it	provides
detailed	information	to	them	about	each	department.It	helps	in	the	comparative	study	of	stock	turnover	ratios	and	sales	of	every	department.	Objectives	of	Departmental	AccountingSome	primary	objectives	of	departmental	accounting	are	as	follows:	To	compare	the	performance	of	each	department	with	their	previous	year	performance	as	well	as	with
the	other	departments	of	the	organization	to	measure	the	efficiency	of	the	departments.It	helps	the	organizations	to	identify	high	profit	serving	departments.Departmental	accounting	clarifies	the	picture	of	the	higher	operating	departments	of	the	organization.It	helps	the	organization	in	decision	making	regarding	expansion	or	closure	of	the
departments,	i.e.,	which	department	should	be	continued	and	which	should	be	shut	down.Commissions	of	the	department	managers	are	decided	on	the	basis	of	the	departments	profit	or	loss.It	helps	the	organization	to	form	policies	to	optimize	the	profits	of	the	departments.	IllustrationFrom	the	following	information,	prepare	the	departmental	trading
and	profit	&	loss	account	and	general	profit	and	loss	account.Following	are	the	two	departments	of	the	clothing	store:Ladies	Cloth	DepartmentGents	Cloth	DepartmentParticulars	Amount	()	1.	Opening	Stock-Ladies	Clothes	1,24,900-Gents	Clothes	96,4002.	Purchases-Ladies	Clothes	3,45,800-Gents	Clothes	3,52,4003.	Carriage	Inwards	26,420	4.
Salaries	96,0005.	Rent	and	Rates	1,20,3006.	Discount	Allowed	12,6007.	Advertising	52,0008.	Accounting	Charges	6,0009.	General	Expenses	39,60010.	Insurance	Premium	12,00011.	Discount	Received	18,20012.	Sales-Ladies	Clothes	6,00,000-Gents	Clothes	5,62,000Salaries	to	be	distributed	equally	to	both	department	employees.2.	Closing	stock-
Ladies	Clothes	1,62,400-Gents	Clothes	1,24,9003.	An	Insurance	premium	is	paid	for	the	concerned	policy	taken	by	the	proprietor.4.	Occupied	area	ratio	2:15.	Carriage	Inward	will	be	distributed	in	the	purchase	ratio.6.	Discount	Received	will	be	distributed	in	the	purchase	ratio.Solution:Departmental	Trading	and	profit	&	loss	AccountFor	the	year
Ended-	ParticuliarsLadiesGentsParticularLadiesGents	To	Opening	Stock1,24,90096,400By	Sales6,00,0005,62,000	To	Purchases3,45,8003,52,400By	Closing	Stock1,62,4001,24,900	To	Carriage	Inwards(	3458:3524)1308513335	To	Gross	profit	c/d278615224765	---------762400------------------686900------------------762400------------------686900---------	To
Salaries4800048000By	Gross	profit	b/d278615224765	To	Rent	and	Rates(2:1)8020040100By	Discount	Received90149186	To	Advertising(	600:562)2685025150	To	General	Expenses(	600:562)2044819152	To	Discount	Allowed(	600:562)65066094	To	Net	Profit	c/d10562595455	---------287629------------------233951------------------287629------------------233951----
-----	General	Profit	&	Loss	AccountFor	the	year	Ended-	ParticularsAmountParticularsAmount	To	Insurance12000By	Net	Profit-	Ladies-	Gents10562595455	To	Accounting	Charges6000	To	Net	Profit	(Transferred	to	Balance	Sheet)183080	---------201080------------------201080---------ConclusionDepartmental	accounting	is	a	method	of	maintaining	financial
records	of	an	organizations	every	department	separately	so	as	to	ascertain	the	exact	income	earned	by	each	department.	It	also	helps	the	organization	to	keep	control	over	each	department.	However,	at	the	end	of	the	year,	profit	or	loss	earned	by	each	department	gets	combined	and	transferred	to	the	general	profit	and	loss	account	to	ascertain	the
overall	profit/loss	of	the	business	during	a	year.	Reader	Interactions	A	system	of	accounting	known	as	departmental	accounting	divides	the	financial	data	of	an	organisation	into	various	divisions	or	departments.	Its	primary	goals	are	to	make	decision-making,	performance	assessment,	and	cost	control	easier	inside	each	department.	Cost	allocation,
revenue	allocation,	and	profit	computation	for	each	department	are	techniques	used	in	departmental	accounting.	Both	benefits	of	departmental	accounting	include	better	cost	analysis,	enhanced	accountability,	and	the	capacity	to	distinguish	between	profitable	and	unproductive	departments.	A	departmental	accounting	system	is	an	accounting
information	system	that	tracks	the	department's	operations	and	financial	data.	Departmental	accounting	is	essential	for	large,	successful	businesses.It	controls	waste	and	misuse,	pays	employees	based	on	profits	and	commissions,	and	compares	performance	and	advancement	from	year	to	year,	department	to	department,	or	similar	business	to	the
firm.At	the	end	of	the	year,	the	balances	from	each	department	are	transferred	to	the	general	profit	and	loss	account,	which	is	prepared	to	determine	the	company's	profitability	as	a	whole.	Departmental	accounting	is	an	accounting	system	used	by	organisations	to	manage	the	accounts	of	their	various	departments	in	separate	books.This	article
explores	the	concept	of	departmental	accounting,	its	advantages,	objectives,	and	methods,	highlighting	the	importance	of	this	system	in	facilitating	informed	decision-making	and	maximising	profitability.	Did	You	Know?	Departmental	Accounting	can	be	applied	not	only	to	business	organisations	but	also	to	non-profit	entities.	It	assesses	the	financial
performance	and	efficiency	of	different	program	areas	or	departments,	helping	them	allocate	resources	effectively.	Definition	and	Meaning	of	Departmental	Accounting	Departmental	accounting	is	an	accounting	system	that	keeps	a	distinct	book	of	accounts	for	each	department	or	division	of	a	corporation.	It	is	one	in	which	accounts	are	generated
and	kept	individually	for	various	sections	of	an	organisation	to	evaluate	their	results	fairly.These	separate	books	of	account	are	then	merged	with	the	head	office's	accounts	to	create	business	financial	statements.	Departmental	accounting	tries	to	document	a	department's	costs	and	income	in	a	separate	book	of	accounts.It	allows	for	the	measurement
of	the	profitability	of	each	branch	and	the	detection	of	departments	that	are	underperforming	their	capabilities.	Such	an	accounting	information	system	is	appropriate	for	organisations	that	engage	in	various	operations.Departmental	accounting	effectively	tracks	business	spending	and	performance	when	various	branches	manufacture	multiple	goods
under	the	same	roof.	For	example,	a	textile	business	may	produce	various	materials	such	as	woollen,	cotton,	and	jute.	Concept	ofDepartmental	Accounting	Departmentalisation	is	extremely	advantageous	for	large-scale	organisations	in	terms	of	managing	their	activities	and	achieving	their	objectives.	Good	departmentalisation	allows	businesses	to
readily	identify	their	essential	branches,	which	play	a	more	extensive	role	in	obtaining	goals.It	permits	the	implementation	of	all	essential	modifications	from	time	to	time	in	the	event	of	any	variation	by	determining	the	performance	of	each	department.	Departmental	accounting	is	more	advantageous	for	these	large-scale	businesses	than	a	single
centralised	accounting	system.	Because	a	single	accounting	system	fails	to	account	for	divisional	performance	adequately,	departmental	comparisons	are	impossible.Companies	that	use	departmental	accounting	may	categorise	their	departments	as	high-performing,	average-performing,	or	moderate-performing.	This	style	of	accounting	helps
managers	develop	successful	policies.	Read	More:What	is	Management	Accounting?	Importance,	Objectives	and	Types	Advantages	of	Departmental	Accounting	The	following	are	the	significant	benefits	of	departmental	accounting:	1.	Policy	Formulation	Departmental	accounting	plays	a	vital	role	in	formulating	appropriate	plans	and	policies.	The
individual	book	of	accounts	provides	managers	with	specific	information	on	each	unit.They	examine	these	books	to	determine	the	effectiveness	of	various	departments.	Knowledge	of	each	business	unit	helps	them	make	appropriate	decisions	to	increase	profitability.	2.	Facilitates	Interdepartmental	Comparison	Departmental	accounting	allows
managers	to	compare	the	performance	of	multiple	corporate	departments.	Every	unit	has	its	book	of	accounts,	which	tracks	its	revenue	and	costs	individually.Profit	is	computed	and	compared	to	other	companies	profits	to	determine	their	performance	level.	3.	Unit	Success	or	Failure	This	accounting	evaluates	the	success	rate	and	failure	rate	of	each
department	inside	the	organisation.	Every	cost	and	income	of	these	departments	are	correctly	recorded	to	calculate	their	true	profitability.The	income	these	units	create	reveals	which	units	are	effective	in	their	roles	and	which	fail	to	reach	their	objectives.	4.	Assist	in	Expansion	and	Shutdown	Decisions	Departmental	accounting	efficiently	determines
the	expansion	and	shutdown	of	various	organisational	departments.	Managers	can	discover	which	units	are	more	vital	in	corporate	operations	and	which	play	the	least	important	function.Based	on	the	results,	they	can	simply	select	which	units	should	be	extended	further	and	which	should	be	closed.In	this	process,	don't	forget	to	hire	a	virtual	legal
assistant	who	can	ensure	that	all	legal	requirements	are	met	during	expansion	or	shutdown,	handling	contracts,	compliance,	and	any	necessary	legal	documentation.	5.	Benefits	to	Auditors	and	Investors	It	provides	auditors	and	investors	with	accurate	information	about	each	company	unit.	Auditors	may	readily	access	the	accounts	of	each	unit	to	learn
about	all	costs	and	revenues,	allowing	them	to	check	the	accuracy	of	financial	records.	Investors	can	receive	a	clear	picture	of	an	organisation's	mobility	and	overall	worth.	6.	Improve	Profitability	Departmental	accounting	plays	a	vital	role	in	boosting	the	profitability	of	a	corporation.	This	accounting	system	monitors	every	component	of	the
organisation's	costs	and	revenues	connected	to	multiple	divisions	to	avoid	mistakes	and	fraud.It	guarantees	that	all	startup	resources	are	used	efficiently	and	withlittlewaste.	These	distinct	account	books	enable	managers	to	establish	performance	levels	regularly	and	implement	remedial	steps	that	increase	profit.	7.	Compute	the	Manager's
Commission	Departmental	accounting	aids	in	the	equitable	computation	of	managers'	commissions	throughout	various	corporate	departments.	Managers	are	paid	commissions	based	on	the	profit	generated	by	their	departments.Proper	accounting,	kept	individually	for	each	unit,	produces	the	correct	quantity	of	profit	levels.	8.	Encourage	a
Competitive	Spirit	It	encourages	a	competitive	spirit	among	all	employees	in	an	organisation.	This	accounting	system	accurately	monitors	the	operations	of	each	corporate	unit.Team	members	are	compensated	based	on	the	success	of	their	departments,	as	evidenced	by	the	departmental	book	of	accounts.	This	encourages	employees	to	work
effectively	to	improve	overall	performance.	Objectives	of	Departmental	Accounting	The	primary	objectives	of	departmental	accounting	are	as	follows:	To	evaluate	each	branch's	performance,	allowing	for	easier	comparison	of	findings.	To	compare	the	department's	performance	to	the	prior	period's	results.	To	compute	the	gross	profit	of	each
department.	To	highlight	the	non-profitable	departments.	It	aids	in	determining	the	department	manager's	commission	when	it	is	linked	to	the	profit	made	by	their	department.	Each	department's	progress	may	be	tracked	to	determine	what	measures	should	be	taken.	To	assist	the	owner	in	developing	the	best	insurance	for	the	future.	To	aid
management	in	selecting	whether	to	eliminate	or	create	a	department.	It	can	assist	management	in	determining	which	departments	should	expand	and	which	should	close	to	maximise	overall	business	profitability.	To	offer	complete	information	on	the	entire	organisation.	To	aid	management	with	cost-cutting	measures.	It	also	aids	in	allocating
expenditures	to	various	divisions,	allowing	for	greater	control	of	the	company's	costs.	Controlling	and	monitoring	numerous	departments	depending	on	the	items	they	sell	is	considerably	easier	for	a	corporation	dealing	with	multiple	products	than	controlling	it	as	a	single	firm.	Determines	the	financial	situation	of	each	department	in	the	organisation.
After	learning	the	findings	of	each	branch,	develop	appropriate	plans	and	tactics.	Taking	necessary	steps	after	assessing	the	performance	of	all	divisions.	Efficient	cost	management	of	all	departments	through	efficient	cost	distribution	to	all	departments.	Encourages	a	solid	competitive	spirit	among	several	branches,	which	leads	to	increased
profitability.	Methods	of	Departmental	Accounting	Organisations	make	trading	and	profit	and	loss	accounts	to	determine	the	profit	or	loss	suffered	by	each	department,	and	each	department's	account	is	closed	by	transferring	its	profit	or	loss	to	the	general	profit	and	loss	account.	The	following	are	two	approaches	for	keeping	such	department
accounts:	1.	Separate	Departmental	Accounting	In	general,	this	approach	is	used	by	big	organisations	with	several	departments	or	where	the	law	requires	the	preparation	of	separate	department	accounts.	Accounts	for	each	department	are	kept	individually	under	this	system,	and	each	department	is	treated	as	a	separate	unit	of	an	organisation.	This
form	of	departmental	accountingis	more	costly	than	the	columnar	method.	2.	Columnar	Books	Departmental	Accounting	This	approach	is	used	by	small	businesses	that	do	not	maintain	a	comprehensive	bookkeeping	system;	instead,	it	merely	keeps	records	of	certain	transactions	such	as	purchases,	sales,	stock	data,	and	costs	made	by	the
departments.Trading	and	profit	and	loss	accounts	include	separate	columns	for	each	department,	and	costs	belonging	to	various	departments	are	recorded	in	their	respective	columns.	If	the	expenses	are	similar,	they	are	allocated	between	all	departments	based	on	the	relevant	ratios.	Read	More:Matching	Concept	in	Accounting:	Benefits	and
Challenges	Conclusion	Departmental	accountingallows	organisations	to	assess	the	performance	and	profitability	of	individual	departments	or	divisions.	By	maintaining	separate	books	of	accounts,	this	system	provides	managers	with	valuable	insights	into	the	financial	health	of	each	unit,	facilitating	interdepartmental	comparisons	and	informed
decision-making.The	advantages	of	departmental	accounting	are	numerous.	Furthermore,	departmental	accountingpromotes	cost	efficiency,	improves	profitability,	and	fosters	a	competitive	spirit	among	employees.Its	clear	objectives	and	various	implementation	methods	serve	as	a	vital	component	of	effective	financial	management,	ensuring	the
success	and	growth	of	organisations	in	today's	dynamic	business	environment.	Follow	Khatabook	for	the	latest	updates,	news	blogs,	and	articles	on	micro,	small	and	medium	enterprises	(MSMEs),	business	tips,	income	tax,	GST,	salary,	and	accounting.
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