
Limited liability and accounting records 

World Class Education 

Introduction to company Accounting 
There are some important differences between the accounts of a limited liability company and those 
of sole traders or partnerships. 
So far, we have dealt mainly with the accounts of businesses in general. In this lesson we shall turn 
our attention to the accounts of limited liability companies. The accounting rules and conventions 
for recording the business transactions of limited liability companies and then preparing their final 
accounts are much the same as for sole traders. For example, companies will have a cash book, sales 
day book, purchase day book, journal, receivables ledger, payables ledger and nominal ledger. They 
will also prepare a statement of profit or loss annually and a statement of financial position at the 
end of the accounting year. 
There are, however, some fundamental differences in the accounts of limited liability companies, 
of which the following are perhaps the most significant. 
(a) The national legislation governing the activities of limited liability companies tends to be very 
extensive. Among other things, such legislation may define certain minimum accounting records 
which must be maintained by companies. They may specify that the annual accounts of a company 
must be filed with a government bureau and so be available for public inspection. They often contain 
detailed requirements on the minimum information which must be disclosed in a company's 
accounts. Businesses which are not limited liability companies (non-incorporated businesses) often 
enjoy comparative freedom from statutory regulation. 
(b) The owners of a company (its members or shareholders) may be very numerous. Their capital 
is shown differently from that of a sole trader. Similarly, the 'appropriation account' of a company 
is different. 
Unlimited and limited liability 
Unlimited liability means that if the business runs up debts that it is unable to pay, the proprietors 
will become personally liable for the unpaid debts and would be required, if necessary, to sell their 
private possessions to repay them. 
It is worth recapping on the relative advantages and disadvantages of limited liability. Sole traders 
and partnerships are, with some significant exceptions, generally fairly small concerns. The amount 
of capital involved may be modest, and the proprietors of the business usually participate in 
managing it. Their liability for the debts of the business is unlimited. This means that if the business 
runs up debts that it is unable to pay, the proprietors will become personally liable for the unpaid 
debts and would be required, if necessary, to sell their private possessions in order to repay them. 
For example, if a sole trader has some capital in their business, but the business now owes $40,000 
which it cannot repay, the trader might have to sell their house to raise the money to pay off their 
business debts. Limited liability companies offer limited liability to their owners. 
 
Limited liability means that the maximum amount that an owner stands to lose, in the event that 
the company becomes insolvent and cannot pay off its debts, is their share of the capital in the 
business. Thus limited liability is a major advantage of turning a business into a limited liability 
company. However, in practice, banks will normally seek personal guarantees from shareholders 



before making loans or granting an overdraft facility and so the advantage of limited liability is lost 
to a small owner managed business. 
Disadvantages 
(a) Compliance with national legislation 
(b) Compliance with national accounting standards and/or International Financial Reporting 
Standards 
(c) Formation and annual registration costs 
These are needed to avoid the privilege of limited liability being abused. 
As a business grows, it needs more capital to finance its operations, and probably significantly more 
than the people managing the business can provide themselves. One way of obtaining more capital 
is to invite investors from outside the business to invest in the ownership or equity of the business. 
These new co-owners would not usually be expected to help with managing the business. To such 
investors, limited liability is very attractive, as the worst case scenario is that they only lose the 
amount they've invested. Investments are always risky undertakings, but with limited liability the 
investor knows the maximum amount that they stand to lose when they put some capital into a 
company. 
The accounting records of limited companies 
Companies are normally required by law to keep accounting records which are sufficient to show 
and explain the company's transactions. To be sufficient, the records would normally have the 
following qualities. 
(a) Disclose the company's current financial position at any time 
(b) Contain: 
(i) Day to day entries of money received and spent 
(ii) A record of the company's assets and liabilities 
(iii) Where the company deals in goods: 
(1) A statement of inventories held at the year end, and supporting inventory count records 
(2) With the exception of retail sales, statements of goods bought and sold which identify the sellers 
and buyers of those goods 
(c) Enable the managers of the company to ensure that the final accounts of the company give a true 
and fair view of the company's profit or loss and statement of financial position 
The detailed requirements of accounting records which must be maintained will vary from country 
to country. 
 
Share Capital 
In preparing a statement of financial position you must be able to deal with: 

Ordinary and preference share capital 
Reserves 
Loan stock 

The capital of limited liability companies 
The proprietors' capital in a limited liability company consists of share capital. When a company is 
set up for the first time, it issues shares, which are paid for by investors, who then become 
shareholders of the company. Shares are denominated in units of 25 cents, 50 cents, $1 or whatever 
seems appropriate. The 'face value' of the shares is called their par value or legal value (or sometimes 
the nominal value). 



For example, when a company is set up with a share capital of, say, $100,000, it may be decided to 
issue: 
(a) 100,000 shares of $1 each par value; 
(b) 200,000 shares of 50c each; 
(c) 400,000 shares of 25c each; or 
(d) 250,000 shares of 40c each, etc. 
The amount at which the shares are issued may exceed their par value. For example, a company 
might issue 100,000 $1 shares at a price of $1.20 each. Subscribers will then pay a total of $120,000. 
The issued share capital of the company would be shown in its accounts at par value, $100,000. The 
excess of $20,000 is described not as share capital, but as share premium or capital paid-up in excess 
of par value. 
Authorised, issued, called-up and paid-up share capital 
A distinction must be made between authorised, issued, called-up and paid-up share capital. 
(a) Authorised (or legal) capital is the maximum amount of share capital that a company is 
empowered to issue. The amount of authorised share capital varies from company to company, and 
can change by agreement. 
For example, a company's authorised share capital might be 5,000,000 ordinary shares of $1 each. 
This would then be the maximum number of shares it could issue, unless the maximum were to be 
changed by agreement. 
(b) Issued capital is the par amount of share capital that has been issued to shareholders. The amount 
of issued capital cannot exceed the amount of authorised capital. 
Continuing the example above, the company with authorised share capital of 5,000,000 ordinary 
shares of $1 might have issued 4,000,000 shares. This would leave it the option to issue 1,000,000 
more shares at some time in the future. When share capital is issued, shares are allotted to 
shareholders. The term 'allotted' share capital means the same thing as issued share capital. 
(c) Called-up capital. When shares are issued or allotted, a company does not always expect to be 
paid the full amount for the shares at once. It might instead call up only a part of the issue price, 
and wait until a later time before it calls up the remainder. 
For example, if a company allots 400,000 ordinary shares of $1, it might call up only, say, 75 cents 
per share. The issued share capital would be $400,000, but the called-up share capital would only be 
$300,000. 
(d) Paid-up capital. Like everyone else, investors are not always prompt or reliable payers. When 
capital is called up, some shareholders might delay their payment (or even default on payment). Paid-
up capital is the amount of called-up capital that has been paid. 
For example, if a company issues 400,000 ordinary shares of $1 each, calls up 75 cents per share, 
and receives payments of $290,000, we would have: 

$ 
Allotted or issued capital     400,000 
Called-up capital     300,000 
Paid-up capital      290,000 
Capital not yet paid-up     10,000 
 
 
The statement of financial position of the company would appear as follows. 



$ 
Assets 
Called-up capital not paid       10,000 
Cash (called-up capital paid)       290,000 

300,000 
Equity 
Called-up share capital 
(400,000 ordinary shares of $1, with 75c per share called up)   300,000 
Notice that in a limited liability company's statement of financial position the owners' capital is 
called equity. In business and in your wider reading, shares may be called equities. 
Ordinary shares and preference shares 
At this stage we need to distinguish between the two types of shares most often encountered: 
preference shares and ordinary shares. 
Preference shares 
Preference shares are shares which confer certain preferential rights on their holder. 
Preference shares carry the right to a final dividend which is expressed as a percentage of their par 
value: eg a 6% $1 preference share carries a right to an annual dividend of 6c. Preference dividends 
have priority over ordinary dividends. In other words, if the managers of a company wish to pay a 
dividend (which they are not obliged to do) they must pay any preference dividend first. Otherwise, 
no ordinary dividend may be paid. 
The rights attaching to preference shares are set out in the company's constitution. They may vary 
from company to company and country to country, but typically: 
(a) Preference shareholders have a priority right to a return of their capital over ordinary 
shareholders if the company goes into liquidation. 
(b) Preference shares do not carry a right to vote. 
(c) If the preference shares are cumulative, it means that before a company can pay an ordinary 
dividend it must not only pay the current year's preference dividend but must also make good any 
arrears of preference dividends unpaid in previous years. 
Classification of preference shares 
Preference shares may be classified in one of two ways. 

Redeemable 
Irredeemable 

Redeemable preference shares mean that the company will redeem (repay) the nominal value of 
those shares at a later date. For example, 'redeemable 5% $1 preference shares 20X9' means that the 
company will pay these shareholders $1 for every share they hold on a certain date in 20X9. The 
shares will then be cancelled and no further dividends paid. Redeemable preference shares are 
treated like loans and are included as non-current liabilities in the statement of financial position. 
Remember to reclassify them as current liabilities if the redemption is due within 12 months. 
Dividends paid on redeemable preference shares are treated like interest paid on loans and are 
included in financial costs in the statement of profit or loss. 
Irredeemable preference shares are treated just like other shares. They form part of equity and their 
dividends are treated as appropriations of profit. 
Ordinary shares 



Ordinary shares are by far the most common type of share. They carry no right to a fixed dividend 
but are entitled to all profits left after payment of any preference dividend. Generally, however, only 
a part of such remaining profits is distributed, the rest being kept in reserve (see below). 
Ordinary shares are shares which are not preferred with regard to dividend payments. Thus a holder 
only receives a dividend after fixed dividends have been paid to preference shareholders. 
The amount of ordinary dividends normally fluctuates, although it is often expected that it will 
increase from year to year. Should the company be wound up, any surplus not distributed is shared 
between the ordinary shareholders. Ordinary shares normally carry voting rights. 
Ordinary shareholders are thus the effective owners of a company. They own the 'equity' of the 
business, and any reserves of the business (described later) belong to them. Ordinary shareholders 
are sometimes referred to as equity shareholders. Preference shareholders are in many ways more 
like payables of the company (although legally they are members, not payables). It should be 
emphasised, however, that the precise rights attached to preference and ordinary shares may vary; 
the distinctions noted above are generalisations. 
 
Example: dividends on ordinary shares and preference shares 
Garden Gloves Co has issued 50,000 ordinary shares of 50 cents each and 20,000 7% preference 
shares of $1 each. Its profits after taxation for the year to 30 September 20X5 were $8,400. The 
management board has decided to pay an ordinary dividend (i.e a dividend on ordinary shares) 
which is 50% of profits after tax and preference dividend. 
Required 
Show the amount in total of dividends and of retained profits, and calculate the dividend per share 
on ordinary shares. 

Solution 
$ 

Profit after tax          8,400 
Preference dividend (7% of $1 20,000)        1,400 
Earnings (profit after tax and preference dividend)       7,000 
Ordinary dividend (50% of earnings)        3,500 
Retained earnings (also 50% of earnings)        3,500 
The ordinary dividend is 7 cents per share ($3,500 50,000 ordinary shares). 
The appropriation of profit would be as follows. 

$    $ 
Profit after tax           8,400 
Dividends: preference       1,400 

    Ordinary      3,500 
4,900 

Retained earnings          3,500 
As we will see later, appropriations of profit do not appear in the statement of profit or loss, but are 
shown as movements on reserves. 
The market value of shares 
The par value of shares will be different from their market value, which is the price at which someone 
is prepared to purchase shares in the company from an existing shareholder. If Mr A owns 1,000 $1 
shares in Z Co he may sell them to Mr B for $1.60 each. 



This transfer of existing shares does not affect Z Co's own financial position in any way whatsoever. 
Apart from changing the register of members, Z Co does not have to bother with the sale by Mr A 
to Mr B at all. There are certainly no accounting entries to be made for the share sale. 
Shares in private companies do not change hands very often; hence their market value often being 
hard to estimate. Companies listed on a stock exchange are quoted, ie it is the market value of the 
shares which is quoted. 
Loan stock or bonds 
Limited liability companies may issue loan stock or bonds. These are long-term liabilities. In some 
countries they are described as loan capital because they are a means of raising finance, in the same 
way as issuing share capital raises finance. They are different from share capital in the following ways. 
a) Shareholders are members of a company, while providers of loan capital are creditors. 
(b) Shareholders receive dividends (appropriations of profit) whereas the holders of loan capital are 
entitled to a fixed rate of interest (an expense charged against revenue). 
(c) Loan capital holders can take legal action against a company if their interest is not paid when 
due, whereas shareholders cannot enforce the payment of dividends. 
(d) Loan stock is often secured on company assets, whereas shares are not. 
The holder of loan capital is generally in a less risky position than the shareholder. They have greater 
security, although their income is fixed and cannot grow, unlike ordinary dividends. As remarked 
earlier, preference shares are in practice very similar to loan capital, not least because the preference 
dividend is normally fixed. 
Interest is calculated on the par or legal value of loan capital, regardless of its market value. If a 
company has $700,000 (par value) 12% loan stock in issue, interest of $84,000 will be charged in 
the statement of profit or loss per year. Interest is usually paid half-yearly; examination questions 
often require an accrual to be made for interest due at the year end. 
For example, if a company has $700,000 of 12% loan stock in issue, pays interest on 30 June and 
31 December each year, and ends its accounting year on 30 September, there would be an accrual 
of 3 months' unpaid interest (3/12 × $84,000) = $21,000 at the end of each accounting year that 
the loan stock is still in issue. 
 
Reserves 
Share capital and reserves are 'owned' by the shareholders. They are known collectively as 
'shareholders' equity'. 
Shareholders' equity consists of the following. 
(a) The par value of issued capital (minus any amounts not yet called up on issued shares) 
(b) Other equity 
The share capital itself might consist of both ordinary shares and preference shares. All reserves, 
however, are owned by the ordinary shareholders, who own the 'equity' in the company. We looked 
at share capital in detail above. 'Other equity' consists of four elements. 
(a) Capital paid-up in excess of par value (share premium) 
(b) Revaluation surplus 
(c) Reserves 
(d) Retained earnings 
We will look at each in turn. 
 



The share premium account 
In this context, 'premium' means the difference between the issue price of the share and its par value. 
The account is sometimes called 'capital paid-up in excess of par value'. When a company is first 
incorporated (set up) the issue price of its shares will probably be the same as their par value and so 
there would be no share premium. If the company does well, the market value of its shares will 
increase, but not the par value. The price of any new shares issued will be approximately their market 
value. 
The difference between cash received by the company and the par value of the new shares issued is 
transferred to the share premium account. For example, if X Co issues 1,000 $1 ordinary shares at 
$2.60 each the book entry will be: 

$    $ 
DEBIT Cash       2,600 
CREDIT Ordinary shares        1,000 
Share premium account        1,600 
A share premium account only comes into being when a company issues shares at a price in excess 
of their par value. The market price of the shares, once they have been issued, has no bearing at all 
on the company's accounts, and so if their market price goes up or down, the share premium account 
would remain unaltered. 
A share premium account is an account into which sums received as payment for shares in excess 
of their nominal value must be placed. 
Once established, the share premium account constitutes capital of the company which cannot be 
paid out in dividends, ie it is a capital reserve. The share premium account will increase in value if 
and when new shares are issued at a price above their par value. The share premium account can be 
'used' – and so decrease in value – only in certain very limited ways, which are largely beyond the 
scope of your basic financial accounting syllabus. One common use of the share premium account, 
however, is to 'finance' the issue of bonus shares. Other uses of this account may depend on national 
legislation. 
The reason for creating such non-distributable reserves is to maintain the capital of the company. 
This capital 'base' provides some security for the company's creditors, bearing in mind that the 
liability of shareholders is limited in the event that the company cannot repay its debts. It would be 
most unjust – and illegal – for a company to pay its shareholders a dividend out of its base capital 
when it is not even able to pay back its debts. 
Revaluation surplus 
The result of an upward revaluation of a non-current asset is a 'revaluation surplus'. This reserve is 
nondistributable, as it represents unrealised profits on the revalued assets. It is another capital 
reserve. The relevant part of a revaluation surplus can only become realised if the asset in question 
is sold, thus realising the gain. The revaluation surplus may fall, however, if an asset which had 
previously been revalued upwards suffered a fall in value in the next revaluation. 
Reserves 
In most countries, a distinction must be made between the following. 
(a) Statutory reserves, which are reserves which a company is required to set up by law, and which 
are not available for the distribution of dividends. 
(b) Non-statutory reserves, which are reserves consisting of profits which are distributable as 
dividends, if the company so wishes. 



Statutory reserves are capital reserves (share premium, revaluation) and non-statutory reserves are 
revenue reserves. 
We are concerned here with the latter type, which the company managers may choose to set up. 
These may have a specific purpose (eg plant and machinery replacement reserve) or not (eg general 
reserve). 
The creation of these reserves usually indicates a general intention not to distribute the profits 
involved at any future date, although legally any such reserves, being non-statutory, remain available 
for the payment of dividends. 
Profits are transferred to these reserves by making an appropriation out of profits, usually profits for 
the year. Typically, you might come across the following. 

$     $ 
Profit after taxation          100,000 
Appropriations of profit 
Dividend        60,000 
Transfer to general reserve      10,000 

70,000 
Retained earnings for the year        30,000 
Retained earnings b/f          250,000 
Retained earnings c/f          280,000 
Dividends 
Dividends are appropriations of profit after tax. 
Shareholders who are also managers of their company will receive a salary as a manager. They are 
also entitled to a share of the profits made by the company. Many companies pay dividends in two 
stages during the course of their accounting year. 
(a) In mid-year, after the half-year financial results are known, the company might pay an interim 
dividend. 
(b) At the end of the year, the company might propose a further final dividend. 
The total dividend to be included in the financial statements for the year is the sum of the dividends 
actually paid in the year. (Not all companies by any means pay an interim dividend. Interim 
dividends are, however, commonly paid out by larger limited liability companies.) 
At the end of an accounting year, a company's managers may have proposed a final dividend 
payment, but this will not yet have been paid. The proposed dividend does not appear in the 
accounts but will be disclosed in the notes in accordance with IAS 10 Events after the reporting period. 
The terminology of dividend payments can be confusing, since they may be expressed either in the 
form, of 'x cents per share' or of 'y%. In the latter case, the meaning is always 'y% of the par value of 
the shares in issue'. For example, suppose a company's issued share capital consists of 100,000 50c 
ordinary shares which were issued at a premium of 10c per share. The company's statement of 
financial position would include the following. 

$ 
Ordinary shares: 100,000 50c ordinary shares      50,000 
Share premium account: (100,000 10c)       10,000 
If the managers wish to pay a dividend of $5,000, they may propose either of the following. 
(a) A dividend of 5c per share (100,000 5c = $5,000) 
(b) A dividend of 10% (10% $50,000 = $5,000) 



Not all profits are distributed as dividends; some will be retained in the business to finance future 
projects. 
Retained earnings 
This is the most significant reserve and is variously described as: 
(a) Revenue reserve 
(b) Retained earnings 
(c) Accumulated profits 
(d) Undistributed profits 
(e) Unappropriated profits 
These are profits earned by the company and not appropriated by dividends, taxation or transfer to 
another reserve account. 
Provided that a company is earning profits, this reserve generally increases from year to year, as most 
companies do not distribute all their profits as dividends. Dividends can be paid from it: even if a 
loss is made in one particular year, a dividend can be paid from previous years' retained earnings. 
For example, if a company makes a loss of $100,000 in one year, yet has unappropriated profits from 
previous years totalling $250,000, it can pay a dividend not exceeding $150,000. One reason for 
retaining some profit each year is to enable the company to pay dividends even when profits are low 
(or non-existent). Another reason is usually shortage of cash. 
Very occasionally, you might come across a debit balance on the retained earnings account. This 
would indicate that the company has accumulated losses. 
Distinction between reserves and provisions 
A reserve is an appropriation of distributable profits for a specific purpose (eg plant replacement) 
while a provision is an amount charged against revenue as an expense. A provision relates to a 
diminution in the value of either an asset or a known liability (eg audit fees), the amount of which 
cannot be established with any accuracy. 
Provisions or allowances (for depreciation etc) are dealt with in company accounts in the same way 
as in the accounts of other types of business. 
Bonus and Rights Issue 
A company can increase its share capital by means of a bonus issue or a rights issue. company may 
wish to increase its share capital without wishing to raise additional finance by issuing new shares. 
For example, a profitable company might expand from modest beginnings over a number of years. 
Its profitability would be reflected in large balances on its reserves, while its original share capital 
might look like that of a much smaller business. 
It is open to such a company to reclassify some of its reserves as share capital. This is purely a paper 
exercise which raises no funds. Any reserve may be reclassified in this way, including a share 
premium account or other reserve. Such a reclassification increases the capital base of the company 
and gives creditors greater protection. 
Advantages 

Increases capital without diluting current shareholders' holdings 
Capitalises reserves, so they cannot be paid as dividends 

Disadvantages 
Does not raise any cash 
Could jeopardise payment of future dividends if profits fall 

 



Example: bonus issue 
BUBBLES CO 
STATEMENT OF FINANCIAL POSITION (EXTRACT) 

$'000    $'000 
Shareholders' equity 
Share capital 
$1 ordinary shares (fully paid)        1,000 
Reserves 
Share premium       500 
Retained earnings      2,000 

2,500 
3,500 

Bubbles decided to make a '3 for 2' bonus issue (ie 3 new shares for every 2 already held). 
The double entry is:      $'000    $'000 
DEBIT Share premium      500 
Retained earnings      1,000 
CREDIT Ordinary share capital        1,500 
After the issue the statement of financial position is as follows.  

$'000 
Share capital: $1 ordinary shares (fully paid)      2,500 
Retained earnings         1,000 
Shareholders' equity         3,500 
1,500,000 new ('bonus') shares are issued to existing shareholders, so that if Mr X previously held 
20,000 shares he will now hold 50,000. However, the total value of his holding should theoretically 
remain the same, since the net assets of the company remain unchanged and his share of those net 
assets remains at 2% (ie 50,000/2,500,000; previously 20,000/1,000,000). 
Rights issues 
A rights issue (unlike a bonus issue) is an issue of shares for cash. The 'rights' are offered to existing 
shareholders, who can sell them if they wish. This is beneficial for existing shareholders in that the 
shares are usually issued at a discount to the current market price. 
Advantages 

Raises cash for the company 
Keeps reserves available for future dividends 

 Disadvantage 
Dilutes shareholders' holdings if they do not take up rights issue 

Example: rights issue 
Bubbles Co (above) decides to make a rights issue, shortly after the bonus issue. The terms are '1 for 
5 @ $1.20' (ie 1 new share for every 5 already held, at a price of $1.20). Assuming that all shareholders 
take up their rights (which they are not obliged to), the double entry is: 

$'000    $'000 
DEBIT Cash (2,500 ÷ 5 × $1.20)      600 
CREDIT Ordinary share capital         500 
Share premium           100 



Mr X, who previously held 50,000 shares, will now hold 60,000. The value of his holding should 
increase (all other things being equal) because the net assets of the company will increase. The new 
statement of financial position will show: 

$'000 
$1 ordinary shares          3,000 
Share premium           100 
Retained earnings          1,000 
Shareholders' equity          4,100 
The increase in funds of $600,000 represents the cash raised from the issue of 500,000 new shares 
at a price of $1.20 each. 
Rights issues are a popular way of raising cash by issuing shares and they are cheap to administer. In 
addition, shareholders retain control of the business, as their holding is not diluted. 
Ledger Accounts and Limited Liability Companies 
Limited companies keep ledger accounts. The only difference between the ledger accounts of 
companies and sole traders is the nature of some of the transactions, assets and liabilities for which 
accounts need to be kept. 
For example, there will be an account for each of the following items. 
(a) Taxation 
(i) Tax charged against profits will be accounted for by: 
DEBIT   SPL 
CREDIT  Taxation account 
(ii) The outstanding balance on the taxation account will be a liability in the statement of financial 
position, until eventually paid, when the accounting entry would be: 
DEBIT   Taxation account 
CREDIT  Cash 
(b) Dividends 
A separate account will be kept for the dividends for each different class of shares (eg unredeemable 
preference, ordinary). 
(i) Dividends declared out of profits will be disclosed in the notes if they are unpaid at the year end. 
(ii) When dividends are paid, we have: 
DEBIT   Dividends paid account 
CREDIT  Cash 
(c) Loan stock 
Loan stock being a long-term liability will be shown as a credit balance in a loan stock account. 
Interest payable on such loans is not credited to the loan account, but is credited to a separate 
payables account for interest until it is eventually paid: ie 
DEBIT   Interest account (an expense, chargeable against profits) 
CREDIT  Interest payable (a current liability until eventually paid) 
(d) Share capital and reserves 
There will be a separate account for: 
(i) Each different class of share capital (always a credit balance b/d) 
(ii) Each different type of reserve (nearly always a credit balance b/d) 
(e) Finance costs 
Finance costs mean interest paid. They include interest on bank loans, the loan stock interest in 



(c) above and the dividend paid on redeemable preference shares. The entries are exactly the same. 
DEBIT   Interest account (an expense, chargeable against profits) 
CREDIT  Interest payable (a current liability until eventually paid) 
 
 


