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2 Higher Accounting Company Accounts 

 

Company Accounts 
 

Companies can be divided into 2 types: 

 

 A Public Limited Company which is shown as Plc 

 A Private Limited Company which is shown as Ltd 

 

A Public Limited Co issues shares on the Stock Exchange to the public 

 

A Private Limited Co does not issue shares to the public – it may be owned by a few 

people, usually close friends or family. 

 

Public Companies – Plc’s 
 

The Companies Act 1989 defines a Public Company as: 

 

 Its Memorandum states that it is a public company and has registered as such 

 It has Authorised Share Capital of at least £50,000 

 Minimum membership is two – there is no maximum 

 Its name must end with the words ‘public limited company’  

 

Private Companies 
 

 Usually a smaller company than a public company 

 Defined by the Companies Act as one which is not a Public Company 

 Can have Authorised Capital of less than £50,000 

 Cannot offer shares to the public 

 

Memorandum of Association 
 

This is one of the documents required for the registration of a Limited Company. 

This document defines the constitution and objectives of the Company and includes: 

 

 The name of the company and the country where registered 

 The objectives of the company 

 The amount of Authorised Share Capital 
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 A statement that the liability of the members is limited 

 

 

Articles of Association 
 

The Articles of Association govern the relationships which exist between the members 

and the company. The regulations may include the details of the powers given to the 

Directors. 

 

The Companies Act 1989 
 

This Act makes the keeping of proper sets of accounting records and the preparation of 

Final Accounts compulsory for every company. In addition, the accounts must be 

audited, this being different from a partnership or sole trader where an audit is not 

compulsory. 

 

Limited Liability 

 
Liability of the shareholders is limited to the amount they have invested. 

A sole trader’s liability is unlimited and his/her personal possessions can be forfeited 

should the business fail. 

 

Capital 

 
Capital is raised by selling shares to the public. 

 Ordinary Shares 

 Preference Shares 

 

When a Company is formed it must inform the Board of Trade of its Authorised 

Capital. This is the maximum it may raise by selling shares to the public. 

 

Price of Shares 

 

Shares will have a nominal value eg £1 – this is the price that the shares will normally 

be sold for. If the company is performing well and they wish to raise additional finance, 

they could sell additional shares at a Premium ie above the nominal value eg £1.20 
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If the company wishes to raise additional finance, to encourage investors to buy shares, 

they may issue these additional shares at a discount eg £0.90. 

 

 

Issued Share Capital 

 

This is the amount of capital that has actually been raised by the issue of shares. It 

cannot exceed the Authorised Share Capital. Issued Share Capital can comprise of 

Preference Shares and/or Ordinary Shares 

 

Share Capital 
 

Preference Shares 
 

 Preference shareholders have first claim on any profit made.   

 They carry a fixed rate of interest eg 5% Preference Shares 

 Therefore they will receive the same amount of dividend each year, even when 

profits are high 

 Preference Shares can be Cumulative or non-Cumulative  

 With Cumulative Preference Shares, if there is insufficient profit to pay the 

dividend one year, the shareholders will receive the outstanding dividend the 

next year as well as the dividend due for that year 

 

Ordinary Shares 
 

Ordinary shareholders will receive any outstanding profit after the Preference 

shareholders have received their dividend.  

 

Therefore they may receive high dividends when profits are healthy and perhaps NO 

dividend when profits are low 

 

Debentures 

 
 A Company can raise finance over and above issuing shares by selling 

debentures. 

 A Debenture is a loan to the Company.  

 Debentures are NOT shares. 
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 If the Company goes bust, the debenture holders have a right to the assets of the 

Company. 

 Debentures carry a fixed rate of interest, which must be paid before any dividend 

is given to the shareholders 

 

 

Summary 

 

 Companies are owned by the Shareholders 

 Companies are run by an experienced Board of Directors 

 Companies can raise finance by issuing Preference Shares, Ordinary Shares and 

Debentures 

 Debenture interest must be paid first – out of Profit and is treated as an expense 

in the Profit and Loss Account 

 Preference Shareholders always receive the same allocation of Profit – 

determined by the % rate 

 Ordinary Shareholders may or may not receive a share of any remaining profit – 

after the Profit and Loss Account has been produced 

 Raising Finance 

 Companies can raise finance by: 

 Issuing Preference Shares 

 Issuing Ordinary Shares 

 Issuing Debentures 

 Retained Profits 

 Share Premium 

 


