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UNDERSTANDING YOUR ANNUAL ACCOUNTS 
 
The annual end of year accounts for a company can look a little daunting, however break them down 
and they can be understood. 
 
The format of company accounts is governed by the Companies Act; although some leeway is given 
for formatting and presentation, the accounts must follow a set format.  For a client of Garbetts this 
will be: 
 

Cover page 
Information and contents page 
Directors report 
Accountants report 
Statutory profit and loss account 
Balance sheet 
Notes to the accounts 
Detailed profit and loss account 

 
Why two profit and loss accounts?  The statutory profit and loss account is summarised and follows a 
strict Companies Act format.  If full accounts were being filed at Companies House it would be part of 
the full accounts; shareholders have a right to see it.  By contrast the detailed profit and loss account 
is a management information report and is not covered by the Companies Act – the Inland Revenue 
have a right to see it, but shareholders do not and if full accounts were being filed at Companies 
House then it does not have to be included. 
 
Abbreviated accounts and Companies House – a small company – which all PSCs are – has only to 
file abbreviated accounts at Companies House – essentially a balance sheet and a few specific 
notes; the full accounts do not have to be filed.  As the filings at Companies House can be read by 
anyone, this gives some extra privacy to small companies. 
 
Audit reports – a frequent cause of confusion on the accounts is that the accountants report refers to 
the accounts not being audited.  In accounting terms “audit” has a precise term – it is a detailed 
examination of a set of accounts and underlying records in considerable detail; most UK companies 
with a turnover of less than £5.6m are exempt from this requirement.  They still have to prepare 
accounts, but not have them audited.  In practical terms this means that we can take what is in the 
companies records at face value rather than seeking additional confirmations. 
 
Depreciation – in the company accounts capital assets are shown in the balance sheet as an asset 
and depreciated over a period of time.  For convenience the common depreciation rates used are 
25% PA for equipment and 2% PA for buildings.  However depreciation is not tax allowable – instead 
Annual Investment Allowances, a form of tax approved depreciation are given.  Most new additions 
business assets, eg equipment, computers, commercial vehicles (but not cars) can be written off 
using the Annual Investment Allowance (AIA) subject to an annual limit (£100k in 2010/11 dropping to 
£25k in 2011/12 and 2012/13) – these are given separately in the tax computation but will not show 
on the face of the accounts. 
 
A model set of accounts, with notes, follows: 
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Understanding your annual accounts - continued  
 
 

This is the cover sheet 
for the accounts 
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 Understanding your annual accounts - continued 

This is the information 
and contents sheet for 

the accounts
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Understanding your annual accounts - continued  
 
 This is the directors report.  Its format is set out by 

the Companies Act and it is fairly brief. 

 
Only the directors shareholdings are 

shown here – if other family members 
have shares they are not shown. 

If you were a PLC you could have 
glossy pictures of the board 

here…. 
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Understanding your annual accounts - continued  
 

This is the accountants 
report.  Note that the 

accounts are not audited –
this is normal for small 

Companies 
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Understanding your annual accounts – continued 
  
 

This is the statutory profit and loss account –
fairly anodyne in its contents, which are 

governed by the Companies Act.  
 

The same information is given in a more 
accessible form in the detailed profit and loss 

account at the end of the accounts. 
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Understanding your annual accounts - continued 
 

This is the balance sheet 

Current assets – these are amounts 
owed to the company, stock, bank 

balances, and similar. 

Creditors – also known as current 
liabilities are amounts the company 
owes – they are broken down in the 

notes to the accounts. 

Share capital is the nominal issued 
shares, at original cost. 

Profit and loss account is retained 
profit which has not been distributed
as a dividend – this figure ties into 
the final total on the profit and loss 

account 

Fixed assets – these are equipment, 
computers, etc 
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Understanding your annual accounts - continued 
 

Notes to the accounts – as required by 
the Companies Act 

These depreciation rates are not necessarily 
the rates at which tax allowances are given
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Understanding your annual accounts - continued 
 

Notes to the accounts – as required by the 
Companies Act 
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Understanding your annual accounts - continued 
 

Notes to the accounts – as required 
by the Companies Act 

The fixed assets are at original cost, less 
accumulated depreciation – their current 

value may be different of course. 
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Understanding your annual accounts - continued 
 

Notes to the accounts – as required by 
the Companies Act 

These are amounts which the company owes.  
The Directors Account – owed to the director is 

often the largest amount.   
Social Security and other taxes will be PAYE 

and VAT 
Accruals are miscellaneous amounts owed to 
suppliers – often accountancy is the only item 

here.  Sometimes called trade creditors. 

These are amounts owed to the company by 
customers 

The issued share capital is the total shares 
in issue. 

The authorised share capital is a theoretical 
maximum number of shares which can be 

issued 



 

  

 
Arnold House   2 New Road   Brading   Isle of Wight   PO36 0DT   Telephone 01983 400350    Facsimile 01983 404016    E-Mail: office@garbetts.com   www.garbetts.com 

 
Garbetts Limited    Chartered Certified Accountants and Registered Auditor     Registered in England Number 2988424   Director: Paul R Garbett FCCA 

Part of Garbetts Group Limited  Registered in England Number 2886513  Directors: Paul R Garbett FCCA, Robert Garbett, Sandra Garbett BA (Hons) Law 

Understanding your annual accounts – continued 
 
 

Notes to the accounts – as required by 
the Companies Act 

The reserves will normally be retained 
profit – thats to say profit which has not 
been declared as a dividend.  It has been 

subject to Corporation Tax, and is not taxed 
further if it is left in the company. 
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Understanding your annual accounts – continued 
  
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
 

 
 
 
 
 
 
 

Sales will be invoiced amounts to customers – 
basically money received adjusted for opening 

and closing debtors, ex vat 

The detailed profit and loss 
account – the interesting bit!

Use of home as office, 
sometimes called “office 

facilities”, is an allowance for 
the costs of working at home 

Directors remuneration is the 
basic salary which the company 

directors have agreed for 
themselves – intended to give 
maximum tax and NI benefit 

Expenses are all shown after 
VAT – they should tie up to 

your expectations 

Dividends are the tax 
optimised amount given 
– they may not all have 

been drawn – any excess 
will be in the directors 

account 

Taxation is 
Corporation Tax 

only 

Retained profit agrees to the 
statutory profit and loss account 

and to the balance sheet So, how much did you make? 
 

The best guide to this is net profit + 
depreciation + directors remuneration + 

directors NI  + pension contributions  
 

In this case £68,214 


