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What to Look for in Management
Accounts: Beyond the Headline Numbers

Introduction: The Story Behind the Spreadsheet

When you look at a business for sale, the first thing you’re likely to see is the headline:
“Turnover: £2.1m. Net profit: £320k.”

But those numbers only tell part of the story.

To really understand what you’re buying — and what it’s worth — you need to go deeper.
You need to examine the management accounts.

Why?
Because:
e Year-end accounts are too dated to reflect what’s happening now

o Headline profit can be distorted by one-off costs or owner decisions
o Seasonality, cashflow, and margin trends are often invisible at a glance

This report will help you:
e Ask smarter questions during due diligence

e Spot red flags hiding in plain sight
e Make better, faster, and more confident buying decisions

1. What Are Management Accounts?

Management accounts are monthly or quarterly financial reports used by the business owner
to track performance.

They typically include:

e Profit & loss (P&L)
e Balance sheet



e Cashflow summary
e Aged debtor and creditor reports

Unlike statutory accounts (which are prepared annually for Companies House), management
accounts show the real-time health of the business.

If you want to know what’s actually going on — this is where you look.

2. Cash vs Accrual: What Really Matters

Many smaller businesses operate on a cash basis, which means:

e Income is recorded when money is received
e Expenses are recorded when money is paid out

But this can distort reality.
Example:

e A biginvoice raised in March but paid in May doesn’t show up until later
e Annual insurance paid in January makes that month look artificially bad

Accrual accounting, on the other hand, matches income and expenses to the period they
relate to — giving a more accurate view of profitability.

What to do:
e Ask whether the P&L is cash or accrual

e Adjust for timing differences if needed
e Be cautious of lumpy or misleading month-to-month swings

3. Normalising One-Offs and Add-Backs

Not every cost is permanent. Not every line item is “real”.
You need to identify add-backs — expenses that won’t continue after the deal, such as:

e Director’s salary (if you won’t replace them like-for-like)
e One-time legal or consultancy fees

o Personal expenses run through the business

e Repairs or write-offs from a specific incident



These adjustments help you calculate normalised EBITDA — a cleaner figure on which to
base your valuation.

What to do:
e Line-by-line review the P&L with the seller or accountant

e Ask: “Is this recurring? Would this happen under my ownership?”
e Document each add-back clearly — especially for lenders

4. Seasonality and Timing

Not all businesses earn evenly across the year.
For example:
e A school uniform business might make 70% of sales in July/August

e A garden supplies firm might be quiet all winter
e A training company might invoice quarterly, but deliver monthly

What to do:
e Get at least 12 months of management accounts (ideally 24)
o Plot revenue and gross margin monthly

e Look for peaks and troughs — and ask why they happen

This also helps you understand working capital needs — i.e. will you need to fund stock or
wages in slow months?

5. Gross Margin Tells the Truth

Turnover can be misleading.
Net profit can be distorted.
But gross margin usually reveals operational performance.
Example:
e If turnover is flat but gross margin is dropping — costs may be creeping up

o Ifturnover is growing but margin is falling — the business might be discounting too
heavily



What to do:

e Track gross margin over time
e Ask about changes in suppliers, pricing, or input costs
e Check if margin swings align with seasonality — or signal trouble

6. Comparing Management Accounts to Statutory
Accounts

Sometimes you’ll see discrepancies between:

e What’s reported in the annual accounts
e What’s shown in the management accounts

This can be for valid reasons — or it might reveal:
o Tax adjustments made post-year-end

e Owner manipulation (to boost the sale price)
e Inconsistencies in reporting

What to do:

o Ask the seller’s accountant to reconcile the two
e Check which figures the valuation is based on
e Don’t accept vague explanations — get clarity

7. Questions to Ask When Numbers Don’t Match the
Story
If a seller says:
e “Business is booming” — but turnover is flat... ask why
e “Margins are strong” — but gross profit is down... ask what changed
e “The team runs itself” — but admin costs are rising... dig deeper
Ask open-ended, neutral questions:
e “Help me understand the dip in March...”
e “Inoticed salary costs jumped in Q2 — what drove that?”

e “What happened to XYZ customer after July?”

The answers are often more revealing than the numbers.



8. Red Flags to Watch For

Big sales spikes before marketing the business
Unusual cost reductions in the last 3 months
Missing months in management accounts

Overdue debtors that inflate income

e Pre-paid income booked as cash but not yet delivered

One or two might be explainable. A pattern should raise concern.

9. Why This Matters in a Deal

Valuation is built on trust in the numbers.
If you spot red flags late — you lose credibility, time, and possibly the deal.
If you spot them early — you:

o Negotiate better terms

e Adjust price with evidence

e Avoid post-deal surprises

Management accounts aren’t just financial reports. They’re a story — and your job is to read
between the lines.

Final Thought: Ask Better Questions, Close Better Deals

The best dealmakers don’t just look at numbers.

They interrogate them. They understand what’s behind them. They connect the data to the
narrative.

So next time you get a set of management accounts...
Don’t just skim the profit line. Go deeper. Ask more.

And you’ll make better, smarter, more confident decisions.
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