
A SIMPLE GUIDE TO THE 
U.K. COMPANIES ACT 1981 
E.A. Fava 

With the aim 'of harmonising company accounting in Europe, the 
European Economic Community published a document known as the 
Fourth Directive. This Directive is binding on all memlber ,states'. As a 
result, the 1981 Companies Act was enaJCted in order to bring into U.K. 
Law the requirements of the Fourth Directive. The 1981 Act introduces 
some fundamental accounting cttanges. The ohief ,changes may be sum
marised as the: 
(1) setting of accounting pr;Lnciples. 
(2) laying down of detailed valuation rules in V.K. for ,the first time. 
(3) settilng out of fixed formart:.s in wh'ich accounts arre to be drawn up. 
(4) requiring of additional disclooures. 
( 5) mcrease ,in iniformation in the directors' report. 
(6) 'allow'ing of less detailed Ia'ccounts by medium-sized and small companies. 
(7) giviIllg of finrundal assi&tance for the purchase by a cOtrnpany of its own shares. 
(8) purchase and redemption by a compalllY of its own shares. 
(9) disclosure of interests iin ~hares. 

1. Accounting Principles: 

(A) The Act sets out the accounting principles to be followed 
in the preparation of all a:ccounts. These aTe: 
i) The compaJny is t'O be corusidered as a going concern. 

ii) accounting p(}lic.ies are to be cOl1Jsistently applied. 
Hi)' an item~are to be prudently detel"1Illned; in particular 

(a,) only those profits which are regarded illS realised by generally 
accepted accounting principles are to be included iilt the accounts. 

(b) taU 1fabil'itiesor losses which have al'if;en or are l.ikely to arise 
should be taken int'O account. 

iv) -revenue and charg,~ are to be included irrespective of the date of payment. 
v) component parts of each asset and liability are to be treruted &-eparately and 

not as a whJale. 

(B) As one can see the first f,our 'Of these principles ag,ree witlh 
the fundamental accounting concepts already in practice, namely, the 
going !Concern concept, the consistency concept, the prudence concept 
and the accruals concept. The fifth principle Cv albove) is almost new 
since its f,oribids ,items being treated in aggregate. Henceforth, fixed 
assets and investments will have to be treated separately. This principle 
is familiar with regard to the valuation of stock, where individual stock 
items were valued separately and not as one gloibal iStoOk. 
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2. Valuati,on Rules: 

(A) The Act lays down two sets tOf detailed rules ~or the valuation 
of particular assets and liabilities, namely, 
i) The h]storica1 cost accounting rules. Here valuations are based on purchase, 

or in the ca~;e of manufacturin'g, on production cost. 
ii) The alternative accounting rules. Here items are stated on 'll! current cost basis, 

OIl' in:a mo're limlited way, on a revaluation basis, OIl' on other bases. 

i(B) Historical cost rules pTovide that assets are recor:ded in the 
accounts at their original purchase price or production 'oost. These may 
be reduced by aPPliOpriate depreciation provisions. Production cost 
means the purchase price of raw materials, !pLus :other direct costs, plus 
a reasonable 'Proportion of dndkect 'costs that relate to the period of 
production, plus any interest on capital horrowed to filIlance the pro-
duction of the asset in question. ' 

(C) Fixed Assets must be redUlCed Iby provisions for depreciation 
computed in \Such a way as to write off thei'r oast or price, less the 
estimated sorap value, lover their useful lives. Fixed assets iIIlc1ude in
tangihle aJSISets, long rt:erm investments witlh limited usetiul.economic lives, 
and purohased goodwill. As regards purchased goodwill, this must be 
written off over a period estimated by the company's diTectors as its 
useful econlOmic Itfie~ The ciirectors must !State !the reasons for their 
estimated Period. 

(D) Stocks are to be valued under one of tine follo:wing, which-
ever is appropriate to the company concerned. 
i) Firm; iin, first out (FIFO) 
ii) L8JSIt in, first OIUt (LIFO) 
in) Weighted laverage 
iv) Any simil:ar method 

(E) [n :addition ,to historical cost, assets may be vallUed at cur
rent oost or any other accea>table valuation. The rules allow 'oompanies 
to use current cost accounts as their main aocounts. Atlso, they permit 
toogible fiXed assets to Ibe valued at market vaLue, while investments at 
market value lor at directors' value. ,Jf the revaluation oreates a \Surplus 
(:or deficit) this should be transferred to a revaluation reserve. This 
seems to lbe iIIl direct ,conflict to the treatment of write doWllls under 
the historical cost rules, where any permanent reduction in value of any 
fixed asset has 1:10 !be provided for by being dharged to the profit and 
loss 'account and disclosed in the notes to the accounts. 

(F) Where the alternative rules are used, rde;preciartion balS:ed on 
the revalued amounts is to be used. However ,!both the equivalent 
historical oost amounts iQor any difference hetween historical cost and 
the revaLued amounts) and the depreciation based on the [historical 
cost mU!st ibe disclosed. 

It is accepted that some difficulty may be encountered when it 
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becomes necessary to identify the historical cost:of .assets which had 
been revalued in the past. 

3. Fixed F'I):rmats: 

(A) Companies are free to use anyone of two fi,xed formats, 
provided that once a particular flOll'mat has been adopted it is not to be 
ohamged unless there are special reasons to do so. :If a change does take 
place, then details of the change ood the reasons £0[' it must :be disclosed 
in the accounts. These formats give the miJni:mum details to be disclosed; 
thus, it is left at the discretion of tJhe d1rectors to give more, if they 
so wish. Comparative figures must /be shown and 1]0 !Set offs are <per
mitted between assets and liabilities or revenue and expenditure. 

Cl8) The two ibasic formats for the pnofit and loss acaoUll'llt are: 
one suitable fD[' a retailing bUlSiness and the other suitable fur a man
ufacturing concem. Both formats may !be presented either in a ;v1ertical 
or horizonJtal flOiI"lll. The two formats, iJn vertical form, are reproduced 
hereunder. iIn general, a profit and loss account must Sihow: 
i) profit or loss f,rom ordinary activities before amOfUlI1ts transferred 1(:0 

'Oir from !l'eserves, and 
ii) total amount of dividends paid or proposed. 

PROFIT AND LOSS ACCOUNT 

Retailing 
1. Turn.over 
2. Co&t of SaLes 
3. Gross Profit (Loss) 
4. Distribution Costs 
5. Administrative Expenses 
6. Other .operating dncome 
7. lncome ~m cl:1ares in group c.ompanies 
8. Income fruin shares -in related c.omp'anies 
9. Income from Oither fixed asset investments 

10. Other interest receivable and sinnilar inlCOme 
11. Am.ounts wirtten .off investments 
12. Inte'l"est payable and si!lll!i.lar charges 
13. Tax 00 profit (loss) .on .orclin!ary activities 
14. Profit (loss) .on .oroinary activities after tax 
15. ExtralOirdinarY income 
16. Extraorddna:ry charges 
17. Extraordinary profirt (l.oss) 
18. Tax .on extraoroinary profit (loss) 
19. Other taxes not shown under above items. 
20. Profit (lioss) fur the fiJnJancial year 

MANUFACTURIING 
1. T.um.over. 
2. Change in stooks of finished g.oods' and work in pr.ogress. 
3. Own w.ork capirtalis,ed. 
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4. Other operating income. 
5. i) Raw Mcrtermls and ,consumables. 

ii) Other extema~ charge:;. 
6. Staif costs: 'i) Wages and salaries 

i'i) SociaL security costs 
id.'i) Other pension co~ts 

7. i) Deprecation and other amOlUl11ts wIli.tten off tangible and intangible assets 
ii) Exceptional amounts written off current asoots, 

8. Other operating cilarges. 
9. Inc(}me from shaves in group compan'ies. 

10. IncOl11'e from shall"es m related companies. 
11. Income from other fixed illS set investments. 
12. Other interest receivabLe and ~imilar 'income. 
13. AmOUIllts written off investments. 
14. Interest payable Illnd similar dharges. 
15. 'I\aoc on profit (loss)' on ordinary activities. 
16. Profit (loss.) on ordOOlary activities after tax. 
17. Emaordtinary income. 
18. Extraordinary charges. 
19. Extraoroinary profit (loss). 
20. Tax 00; extraordinary profit (Loss). 
21. Other taxes nOlI: shown under the Illbove items. 
22. Profit (lo&'» for the fina!Ilcial year. 

(C) The two basic fomnats fior the Balance Sheet arc one in 
vertical form and the other in ihorizontal form. There is basically no other 
difference between the two formats. Hereunder is the Balance Sheet 
formalt in vertical form. 

R.<\.LANCE SHEET 
(A) Called up shall capital not paid. 
(B) Fixed Assets: 

1. Intangible Assets: 
i) Development costs 

ii) Concessions, patents, licences, trade marks and simiJ,ar rights and assets. 
liIil) Goodwill. 
iV) Pa~ments on account. 

2. Tangible Assets: 
i) Land and buildings. 
ii) P~ant and macllinery. 

Hi) Fixtures, filttings, tools and eqmpment. 
iv) Payments on account and a.ssets in oourse of construction. 

3. InveSltments: 
i)' Shares in group companies. 
i'i) LOOM to group companies. 

Hi) ShllJres in related companies. 
iV) Loons to related companies. 
v) Other investments other than loans. 

vi) Other loalllS. 
"'ii) Own shares. 

{C) Current Assets: 
1. Stocks: 

i) Raw materials and collisumables. 
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'ii) Work in progress. 
iii) Finished goods cmd goods for res.ale. 
iv) Payments on a'Ccount. 

2. Debtors: 
i) Trade debtoTs. 
ii) Amounts owed by group companies. 
iii) Amount:; owed by related companies. 
iv) Other debtors. 
v) Called up share capitaL not paid. 
vi) Prepa)iments and !accrued income. 

3. Investmen.w: 
i) Shares in group companies. 

'ii) Own shlltres. 
Hi) Other investments. 

4. Cash at bank and in hand. 
(D) Plrepayments and accrued income. 
(E) Creditors: amounts fallimg due within one year. 

i) Debenture loans. 
ii) Bam:k loan'5 and overdrafts. 

iiJ.) PaymlOO,ts received on account. 
iv) Trade cr.editors. 
v) B'iLlfJ of eX!Chalnge payable. 
vi) Amounts owed to group companies. 

vii) Amounts owed to related companies. 
viii) Oilier creditors including taxaltioll1l and social security. 
'L'{) AccnuaLs and deferred income. 
x) Hire purchase, 'current iIIlIstalments. 

QF) Net Current Assets (liabilities) 
(G) liotal assets less CUl1J.":ent lia:bilities. 
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"CH) Creditors: amounts falling due after more than one year. 
i) Debenture loans. 

ii) Banik loall1S and i()Ner:drafts. 
Hi) Paymenlts received on account. 
iv) Tmde creditors. 
v) BilLs of exchalll!ge payable. 

vi) Amounts owed to group companies. 
vii) Amounts owed to related companies. 

viii) Other creditors including taxatiolll and ~oci'al security. 
ix) Accruals and defenred income. 
Xi) H.P. liabiLities 'after one year. 

{l) Provisions for liabilities and charges: 
i) Pensions and sim1lar obligation~. 

ii) Taxa-tion, lincluding deferred taxation. 
Hi) Other provisions. 

CJ) Accruals and deferred income. 
(K) Ca:pital and reserves: 

i) Called up share capital. 
ii) Share prernillum account. 

iii) RevaLuation reserve. 
iv) Otlher reserve<i: 
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(a) Capital redemption reserve. 
(b) Reserve for own shares. 

E.A,·FAVA 

(c) Reserves prov.ided for by the artices of association, 
(d) Other xeserves. 

v) Profit and lo.SS account. 

4. Di scl.osures 

(A) The diSIClosures required under the previous Companies Acts 
are reSltated in 1:!h.e 1981 Act. In addition, the Act lays down 1:!h.at the fol
lOwing disclosures are required by way of Dlote to the accounts, and 
not merely stated in the dkectors' report. 

i) the accounting policies· used in the accounts. 
'ii) the repla.cement cost o.f stooks at the balance sheet date, if iI:Jhis is materially 

different from t1he historical cool; !C\!S sho.wn in the !C\!ccounts. 
'iii) the analysis of turnover both by geographical market and by class of business 

activity. 
iv) details by mo.vements of alL fixed assets, including lintangible 'assets and long 

term investments, during the year. 
v) details o.f shares and debentures! allotted during the year. 

vi) the period within wmch development costs are to. be written off; aloo the 
reasons for capitlalising such costs. 

vii). the aggregalte lll1alrket vruue of listed inv:estments!: if, however, the market 
value is ihi:ghier than the Stock Exchange V'a1ue, both values have to be dis
closed. 

vi'ii) de1JaHs of ilIny security given to creditors. 
ix) detaHs of any pem .. ion commitment, disclosing any amounts not provided. 
x) details of other financial commitments not alI1eady provided for, and which 

are relevant to. the co.mpany's rad'fa.irs. 
xi) the average number of employe...~ in total and for each catego.ry. AlSo., wages 

and salaries, mcial .security !and otlher pension 'costs have robe disclosed. 
Xli) lJh:e historical cost of revalued assets. 

5. Directors' Report 

(A) With regard tlo the Dilrectors' Report tJhe foIlowtng changes 
need to !be known: 

i) the report must contain "a fair revJew of the development of the businesS! of 
the compan.y and its subsidiaries during the financial year ... and of their 
positio.n attlhe !Cnd of it ... " 

ii) deta'iLs of any acquisitions of the company's 'own shareS! made during the year 
must be disclosed in t1he report. 

iii) .stateme.nts, probably in broad rerm>;, have to be disclosed, showing: 
(a) particulars of important eventsoccuring since the, end o.f the year. 
(b) !an 'indicatioo o.f likely future developmi€lnts. 
(c) an indication of researcih and development. 

(B) Details of (a) turnover, 'Cb) profit, I~C) shares and debentures 
allotted during the year, and (d) em'P~oyee numbers and costs are no 
longer requtred in the directors' report as these ha:ve il1ICXW to be mcluded 
in the notes 1:10 :the accounts. Mso, the disclosure lof eXJports is nJO longer 
required. Furt!hermore, directors' interests in the company'ls sihares can 
be inoluded in the notes to the accounts, so that all financial information 



THE U.K. COMPA~I¥S ACT 1981 

may be presented as one whole. , , 
(C) The :Act requires auditors to :report any inconsistencies be

twee~ the dir~ors' report and phe accounts. 

6. ~Iooifietl. Accounts 

(lA) 'Small or medium-sized oompamies are allowed to file modi
fied ~ounts with the Registrar of Companies; however, full statJutl<>ry 
accounts must still be prepared for shareholders. 

(B) A company is considered to be either small or medium-sized 
for a financial year if it satisfies for that year and the previous year at 
least two IOf :the following: 

SMALL 

under £1,400,000 

" 700,000 

" 
50 

TURNOVER 
TOTAL kSSETS 
A V£R:AGE NUMBER 
OF EMPLOYEES ON 
:A WEEKLY BASIS 

MED1UM-SIZEID 

UJrlder £5,750,000 
" 2,800,000 

" 
250 

(C) A small company needs to file neither !the profit and lo.ss 
account nor a directors' Il"epo.rt. 1t is only required to file a modified 
balance sheet and notes referring to the following: 

i) accountingpolicies 
li) share capitJa.l 

tii) detail£of shaI\e allotments 
tv) aIliailysis of 'creditors and debtors 
v) basis of exohange of foreign currencies. 

(D) A medium-sized company enjoys only one exemption; it c~ 
file a mo.dified pOOifit and loss account, rtlhat is 'Omitting details of tum
over ma~gins. A full balance sheet has to Ibe filed. 

(E) The auditors have to submit a special audit report con
firming that tlhe company in question is permitted [0 file modified ac
counts. A:lSlO, they have to set out a full audit report on the, share
holders accounts. 

(if') Public companies and certain othe!l" ,OOID!Panies (banking, in
surance and shipping) are not to be treated as small Oil" medi!UJ11-sized. 
Furthermore, certain Ibal1ikio:1g, insurance and ,shipping companies may 
still prepare tJheiT aocounts under the old rules. They are exempt fl10m 
the Fourth !Directive. There are also different rules ,f,or inrvesrt:ment 
comparnies. 

(G) A company is considered as dmmant if during any pe!l"iod 
no accounting transaction ocours. Sudh a company is relieved from 
havirng its accounts audited if a special resolution to this effect is passed. 
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7. Financial Assistance 

(A) PreviQusly nO' cQmpany was permitted tQb:uy its Qwn shares 
Qr to prQvide any assistance for dQing SQ. NQW the 1981 Act allows, fQr 
the filrst time, a private cQmpany to' assist the a:cquisitiQn Qf its O'wn 
shares, sUlbject tQ adequate safeguards fQr creditO'rs. On the O'ther hand, 
it is stiH nO't permissilble for a public cQmpany to' provide sum assistance. 
The Act, however, sets Qut general exceptiQn to' t!his basic prahibitiO'n, 
fO'llowed by additiO'nal 'eOCceptiQns for private iCQmpanies. 

(B) The fO'llowing main exceptiO'ns to' the !basic prQhibitiQns ap
ply to all cQmpanies, if: 

i) the assistance is incidental to same larger pUrpO&0, is givcn in good fa'ith 
and in the interests of the cDmpany. 

ii) the Drdinary husiness Df the cDmpany 'is the lending Df money, and the lending 
is effected in the ordinary CDun:e Df business. 

Hi) the prDvisiQn Qf mDney for the alCquis'ithm Df fully paid shares is made under 
an employee share scheme. 

iv) lQans are made to' employees (nDt director~) in order to' enable them to buy 
ful,ly paid shares in the cDmpany. 

(C) Assistance may be given as in ,(Bn), (iii) , and (iv) a'bove, 
only if it does not reduce the ,cQmpany's net assets, or 

if it does, the assistance is CQvered by distrilbutable profits. 
(D) There are alsO' exceptions for thQse transactiQns which CQuld 

be construed as financial assistance but whioh are allQwed 'or required 
elsewhere; these are dividends, bonus issues, schemes Qf arrangement, 
etc. 

(£) The fQllowing addititOnal exceptiQns are granted to' private 
cQmpanies, subject :to' certain safeguards. These exceptiQns apply where 
the assisrtail1iCe is given t'Oa third party for tlhe acquisitiQn O'f: 
i) its shares 
li) shares ,in its ,holding company, prDvided 

(a) the holding company i~ 'a private company. 
(b) any intermediate hQlding company is a private cDmpany. 

(F) The safeguards referred to' in E above are: 
i) the cDmpany in general meeting must pass a special resolutiQn llppro\ljng the 

assistance. Where t11,3 oas~is,tance is for the acquisition Df shares by a third 
party in the ho1<iing company, speCial resolutions are also required from that 
company and any intermediate holding company. 

'ii) 'all the 'dJirectDrs must ~ign a srta,tutory declaratiDn that the company will remain 
sQlvent immediately af·ter the g'iving Df such assistance, a.nd ,that it will remain 
sO' for the following year. In the case ,of a company aSslstilng the acquisitiDn 
of s11:ar,es in its ho1<iing company, all the directors of the holding CQmpany 
(and aW thDse Df any interrned'rate hDlding 'company) must make a similar 
declaratiton about their company. The declaration mmt give details of the 
assistance to' b,3 given, the business of the company and the person to whom 
the assistance is to be given. 

ii'i) the cDmpany's oalU!ditQrs must make a report stating toot they had checked the 
affairs of the company, and in their op'iniQn, there appears nothing in the 
director's declaration to' be unreamnable. 
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8. Purchase and Redemption of own Shares 

(A) The 1981 Act substantially alters existing company law with 
regard to repayments lor reductions in capital. The new act allows 

i) all companies to issue redeemable shares of any class and redeem them out 
of ,di~tnbutable profits or the proceeds of a fresh issue. 

ii) all companies to buy the,i.r own shtalres for canceUation out of distributable 
profits or Uhe pro<ooeds of a fresh issue. 

iii) private companies to redeem or buy their own fJhares for cancellation out of 
capital. 

(B) Only ,fully paid shares may be ,redeemed or :purchased iby a 
company. However, a company Ican pay up any unpaid capital out of 
reserves, whtch are available ,f'o[' the Ipurpose. Then tlhe redeeming or 
purohasing can take place. 

(C) Shares of any kind may be redeemed, not necessail"ily re
deemable preference shares, provided that (a) Itheoompany has other 
shares wlhich are not redeemable, and Ch) the Articles olf Asso,ciation 
authorises ,such redemption or purohase. 

(D) The :overriding prill1ciple go,veming the redemption is that 
no loss IOf capital should take p[a:ce. Therefore, shares may only be re
deemed out IOf (a) distributable profits or (b) the pIioceeds of a fresh 
issue. In addiUon, if the redemq:>Uon is out of profits,an apPT!opriate 
amount must be transferred to a Capital Redemption Reserve. 

(£) Any :premium paid on redemption must be paid out of (a) 
distributable ;pa:1ofits, lOT ~b) the pmceeds of a fresh !issue of shares to 
the extent tlhat the origi!l1:al shares were issued at a premilUln and that 
premium has not yet been utilised. 

The old rules (nOiW repealed) allowed the premium to be paid out 
of the share premium acoount. This is no longer lPossilMe, altlhough re
deemable pmference Ishares issued before the 1981 Act came into force 
may still :be redeemed under the old rules. 

(F) Purchase of shares out of profits IOf a new issue. 
1) .Previously it was not a?oss~ble for any company to 'billy its 'Own 

,shares, the reasons being that &liCh a purdhase 'Would :reduce the 
capital available :tior the protection of creditors, and t'O prevent a 
company Nom "trafficking" in its own shares. Now, under the 1981 
Act iboth public and private companies may 'Puochase their 'Own fully 
paid shares either 'Out of Kiistributable 'ProOts lor out of the :proceeds 
of a new issue. As soon as :such shares are purchased tlhey have to be 
cancelled. 

2) The purahase of shares is conditioned by the foliowing: 
1) there mUSlt be an advance authorisation by:the memberslO!f the company. 
i'i) the purchase must follow the same accounting rules as ror the redemption 

of shares. However, any costs other than the purchase price has to be paid 
out (}f distributable profits. 



262 E.A. FAVA 

Hi) the purchase cannot lJe ,effected if such a transaction results in the com
pany having onLy redeemalJle shares in issue. 

3) With rega:rd to the advance authorisation by the memibers, this de
pends on whether the shares aTe ooughlt tIhl1O'Ugh the Stook Exchange 
or through an Unlisted Securities !Market; that Js, a "market-pur
chase" or bought "off the market". 

4) If it is a "market-pmchase" the authorisation has to he obtained 
thl1O'Ugh the memlbers in general meeting. Such an oothority may be 
general, :or ,specific, and it may be subject to conditioll1$!. It may be 
varied, revoked or renewed by the company in general meeting. It 
must speoify the: 

'i) maximum nuanber of shares to be bought. 
i'i) Irnini:mJuJm and maximum pr~ces lat which the shares coUild be bought. 

iIi) exp,iry date od' the authorisation, which should not exceed eighteen months 
after the passing of the rresolution. 

5) If it is an "off the market purchase" the advance authorisation must 
be obtained hy a special resolution at a general meeting. 75% of the 
votes cast at the meeting are needed fort!he approval lof such a 
resolution. A copy of the purchase cOJ:ltract, o.r a wri1lten memoran
dum of its terms ,must be availalble for inspection by the memlbers 
at least fifteen days benore the date of the meeting, and at the meet
ing itself. ,Furthermore, the names of the members IhoJding the sha:res 
which are to he bought must be 'Specified. In the case of an "off 
the maJl"kert purchase" !by a public company the resolution must set 
the tiJme limit for the completion ,of the purchase, Wlhich limit should 
not exceed eighteen months. 

6) The Registrar of Companies must Ibe informed with:in 28 days of 
any pUI"lchase by the company of Hsown shares. The in£ormation 
must specify the: 

'i) number and nominal value of eac1h class of shares bought. 
fi) date on which they were received by the company. 
In the case of a public company the information must cOll1tain the 
following additional details: 
ifi) aggregate amount paid for the shares . 

. 'Iv) maximum and minimum prices paid for the shares jn ,each 'Class. 
7) A copy IOf the pmchase contmct must be retained £Qir a period of ten 

years S,ol that members may inspect it, in the case of a public C'OIlll

pany the contract is to be availa:ble for the public as well. 
(G) Purohase or Redemption out of Capital 

1) The 1981 Act has brorwght about lOne of the majm changes to existing 
company law-:Thjs isth~ innovation where a plrivate company can 
now redeem or buy its own shares for cancellation lOut of capital. 
This means thart shares can be bought IOr redeemed even where the 

. distrilbutable profits! and/or the proceeds of a new issue are lower 
than the purohase price of the shares. This d1fference hetween the 
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redemption or purCihase price and the sum of the distributable profits 
and the proceeds of a new issue is l1:erm~d "the permissible capital 
payment" ood thus it Tepresents a reduction of capital. 

2) The permissible capital payment has to be appToved by a special 
resolution at a general meeting; its approval depending· on a simple 
majority, /but the votes IQf those shares which are tihe subject of the 
resolutiorn have to be ignored, unless they are against the resolution. 

The following is a suggested guide as to how the Profit and loss 
account and the Balance Sheet may be presented. 

SUNNY SIDE LIMITED 

Profit and Loss account for the year ended 31 lVlarch 1983 

Turnover 

Cost od' Sales 

Distribution and Administrative Expenses 

Other operating income 

Income from Fxed Asset Investments 

Interest payable on loan 

Profit on ordinary activifies before tax 
Taxation on ordinary activities 

Profit on ordinary activitie8 laiter tax 
Extraordinary charges after tax 

Profit for the year 
Dividends 

Retaiu€d profit for year 
Retained profit brought forward from last year . . 

Retained profit crurried forward 

Notes 

2 

3 

4 

5 

(3 

7 

8 

9 

1983 
£ 

600,500 

460,000 

140,500 
101,500 

39,000 
2,000 

41,000 
1,465 

42,465 
1,200 

41,265 
20,632 

20,633 
2,400 

18,233 
10,800 

7,433 
22,075 

29,508. 

---

1982 
£ 

565,000 

435,000 

130,000 
90,900 

39,100 
1,700 

40,800 
1,550 

'12,350 
1,600 

40,750 
20,375 

20,375 

20,375 
8,400 

11,975 
10,100 

22,075 

---
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SUNNY SIDE LIMITED 

Balance Sbeet as at 31 March 1!l83 

Notes 1983 

Tangible Assets 
Investments 

Current Assets:: 
Stock (goods for resale) 
Debtors 
Cash & Bank 

Creditors: 
Amounts f·aIring due within 

one year 
Net Current As~ets 

Toml assets: less current liabilitte,s 

11 
12 

13 
14 

15 

Creditors falling due after one year 16 

Fixed Assets: 
Capital Reserves: 

Called up Share Capital 
Profit and Loss Account 

17 

£ 

25,690 
18,370 
25,469 

69,529 

22,016 

The following notes f.orm part of the accounts: 
1. Accounting Policies: 

£ 
35,995 
14,000 

49,995 

47,513 

97,508 
8,000 

89,508 --

60,000 
29,508 

89,508 

£ 

20,130 
17,954 

5,247 

43,331 

18,936 

1982 
£ 

43,680 
16,000 

59,680 

24,395 

84,075 
12,000 

72,075 --

50,000 
22,075 

72,075 

a. There were no changes in the accounting !policies during the 
year. 

lb. The ;financial statements have been prepared on tihe historical 
cost accounting basis. 

c. Depreciation is provided to write 'Off the cost, or valuation, 
less the estimated residual values of all fixed assets over 
their expected useful lives. Depreciation is calculated as 
shown hereunder: 

'.Leaseholds 
Fixtures 
Vehicles 

cl Stooks are stated 
value. 

2. Turnover: 

3% per annum 
10% p.a. 
20% p.a. 

at the lower of cost and net realisable 

a. Turnover represents sales to loutside customers. 
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5. 

6. 

7. 

8. 
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b. AnalyStis Iby activity: 

Gents' Wear 
Footwear 

Analysis by market: 
V.K 
Europe 

Distr~bution and Administrative Expenses: 
Distribution Costs 
Administrative Expenses 

Distribution oosts include: 
Depreciation Ion Vehicles 

Admini·stratton Expenses include: 
Depreciation on leaseholds 
Depreciation on fixtures, etc. 
Loss on disposed vehicle 
Auditlors renumeration 

Opemting Inoome: 
Rent rreceived fr:om sublet 

Income from fixed asset investment: 
Dividends rece1ved 

Loan Interest: 

1983 
£ 

451,650 
148,850 

600,500 

326,990 
273,510 

600,500 

30,460 
71,040 

101,500 

2,800 

585 
1,740 

100 
3,000 

2,000 

1,465 

265 

1982 
£ 

392,000 
173,000 

5G5,OOO 

400,675 
164,325 

565,000 

25,790 
65,110 

90,900 

4,000 

585 
1,476 

2,600 

1,700 

1,550 

The Loan, wlhichcames 10% interest p.a. IS repayable witJhin 
five years. 

TaxaUon: 
Taxation is Ibased :on the profits for the year. 1983 1982 

£ £ 
Oorporation tax at 50% 20,632 20,375 

ExtmoI1Clinary charges: 
ClOSing down of a retail branch 2,000 
Damages, court case 400 

2,400 
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10. 

11. 
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Divddends: £ £ 

'Preference : paid 800 800 
Ordinary interim 5% 6% 2,500 2,400 

: final proposed 15% 13% 7,500 5,200 

10,800 8,400 

Employees: 
Staff costs consist of: 

Wages and Salaries 70,250 66,293 
Social security costs 7,336 7,237 
Othar pension costs 3,864 3,130 

81,450 76,660 

The number of empLoyees averaged 20 per week during the year. 

Offke management 
Sales & Distriibution 

Directors' renumeration consists of 
IFees 
01Jher emoluments 
Pensions to former directors 

Tangible Fixed Assets: 
Leaseholds Fixtures, 

etc. 
At cost: £ £ 
1 April 1982 19,500 14,760 
AddiHorns 2,640 

19,500 17,400 
Disposals 

Total at 31 :March 1983 19,500 17,400 

No. No. 
8 6 

12 8 

20 14 

£ 
15,560 

2,540 
2,000 

20,100 

Vehicles 

£ 
20,000 

20,000 
(6,000) 

14,000 

£ 
14,200 
3,000 

17,200 

Total 

£ 
54,260 

2,640 

56,900 
(6,000) 

50,900 
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Depreciations: £ £ £ £ 
1 April 1982 4,000 2,580 4,000 10,580 
Disposals (800) (800) 

4,000 2,580 3,200 9,780 
Provided during year 585 1,740 2,800 5,125 

Total at 31 March 1983 4,585 4,320 6,000 14,905 -------_. --
Net book values at 

31 March 1983 14,915 13,080 8,000 35,995 

Net book values at 
31 March 1982 15,500 12,180 16,000 43,680 

12. Investments: 
At oost: £ 

1 April 1982 1'6,000 
Additions 4,000 
DiSlposals (6,000) 

Tiotal at 31 March 1983 14,000 
--

13. Stocks: 

14. 

15. 

Stocks would amount to £28,720 if valued at net realisable value 
(1982 - £22,006) 

Deblloirs: 1983 1982 
£ £ 

Trade debtors 13,715 12,683 
Prepayments <.md income due 4,655 5,271 

18,370 17,954 
---

Creditors: 
Amounts falling due within one year: 
Trade Oredito~s 9,761 8,854 
Social security 599 632 
Pl1oIPosed dividends 7,500 5,200 
Expense Acoruals 156 256 
Bank Loan 4,000 4,000 

22,016 18,936 
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16. Creditors falling due after one year: 
£ £ 

Bank Loan 8,000 12,000 
The bank loan is at 10% p.a. interest and is repayalble in annual 

instalments of £4,000 each. The current year's port1on is shown 
under creditons falling due wilthin 'One year. 

17. Called up Share Capital Authorised Issued 
(fully paid) 

1983 1982 1983 1982 
£ £ £ £ 

8% Preference S:haresotf £1 10,000 10,000 10,000 10,000 
Ordinary Shares of £1 60,000 60,000 50,000 40,000 

70,000 70,000 60,000 50,000 

18. There is a contract for capital expenditure amounting to £16,000. 

Author's note: 
This oontributi'On has been writrt:en with the sole !purpose of meet

ing the minimum needs 'Of 'A' level students. It is neither a compreihen
sive nOT an authoritathne exposition of the ID.K. Companies Act 1981, to 
WlhiJoh Teference muSlt Ibe made. For obvious reasons certain other pro
visions, tihe director's and the audito~s' Teports, and th'e statement of 
sources and applicati'On IOf funds have been omitted. 

E. A. FAVA A.A.A.I. 'is Head, Department of Accounts, the New Lycoo.m (Arts), 
Msida, Malta. 




