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Foreword 

More than ten years have pass~d since the adoption by the 
Counci I of Ministers of the Fourth Directive of 25th July 
1978 concerning the annua I accounts of I i m i ted I I ab I I I ty 
companies. It was time to examine whether the objectives 
of this Directive have been achieved, I .e. equivalence and 
comparab i I i ty of f i nanc i a I information pub I I shed by 
I I m i ted I i ab i I i ty companies. 

Par thIs reason. the Commission of the European 
Commun it I es has organ i sed on the 17th and 18th January 
1990 a conference in Brusse Is on the future of 
harmonisation of accounting standards within the E.C. 
This conference was attended by some 130 peep I e 
representing the various competent national ministries of 
Member States and the most important organisations of 
preparers, users and auditors of accounts. 

At the conference. an ana I ys Is was made of the actua I 
situation following the implementation of the Fourth 
Directive in national law In order to identify the 
prob I ems wh i ch rema i n to be so I ved . I n th i s context the 
question was raIsed whether a reduction of the option 
provided for in the Directives would be desirable at this 
stage. This analysis was followed by a discussion on the 
ways and means to be adopted I n order to remedy the 
deficiencies Identified and thus Improve the comparabl I lty 
of accounting documents disclosed by enterprises organised 
as I i m I ted I I ab i I I ty companies. 

The objective of the conference was to enable the 
Commission to define the priorities for future action by 
the Community. 

This brochure contains the ful I text of the papers 
presented at the conference and of the Interventions made 
by delegates on the different items of the agenda. 
Inc I uded are a I so the worKing documents prepared by the 
Commission's Services prior to the conference. 

By pub I I sh i ng 
contribute to 

these texts, the 
further progress 

Commission 
in the 

harmonisation of accounting standards. 

hopes 
area 

to 
of 
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I • COMMUNITY ACCOUNT I NG LEG I SLAT I ON 

K. VAN HULLE 

EEC Con:mi-ssion (DG XV> 

1. I ntrodyct !on 

Mr Chairman, Ladles and Gentlemen, 

I have been gIven the honour - and the d Iff I cuI t task - of openIng this 

conference with a review of the Community's achievements In the field of 

accounting harmonization. Although the theme of the conference Is the 

future of accounting harmonization In the Community, any serious discussion 

of the matter must take account of the maJor achievements which have been 

accomplished since the Commission took Its first Initiatives In this field 

In the early sixties. Those achievements enable experts from the twelve 

Member States to speak the same accountIng I anguage today. The emphasis 

may of course differ from one Member State to another but we are at least 

able to understand one another without being obliged to call on the 

services of an Interpreter. Community accounting ·legislation Is still In 

its early stages but It has had a major Influence on the dally lives of 

several million businesses*' In the Community.·· It· has also· enabled the 

Community to play an active part In the International discussions aimed at 

harmonizing accounting rules at world level. 

WIthIn the CommunIty, accountIng harmonIzatIon comes under the programme 

aimed at harmonizing company law. The object of this programme, which 

chiefly concerns limited liability companies, Is the protect lon of the 

Interests of members and others through the drawing-up and publication of 

financial Information that Is both comparable and eQuivalent. Further 
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obJectives In the context of the single market Include equal conditions of 

competition for businesses establ lshed In different Member States, the 

promotIon of trading relatIons between Member States, the st lmulat ion of 

cross-frontier cooperation between businesses, the opening-up of markets 

with a view to cross-frontier takeovers and mergers, and the development of 

a European capital market. 

2. Harmonization technlgye 

Accounting harmonization within the Community Is achieved by means of 

directives. A directive Is a legal Instrument addressed to the 

Member States, which are obliged to Incorporate the provisions It contains 

Into national law within a specified period. This harmonization technique, 

wh 1 ch Is employed nowhere e I se In the wor I d, dIffers from other such 

techniques In both Its procedure and Its effects. 

As regards orocedyre, It Is Important to stress that all the part les 

concerned may Intervene In the negotiating process. After being proposed 

by the Commission, the directive Is examined by the Economic and Social 

Committee and Pari lament and subsequently adopted by the Councl 1. In this 

way, the two sides of Industry, political forces and national authorities 

have ample opportunity to express their opinions .. Parliament has a more 

Important role to play since the entry Into force of the Single Act, 

accountIng DIrectIves beIng. adopted by. the Counc ll In co I I abo rat I on wIth 

Parliament In the context of cooperation policy. The accounting 

profession, represented by the FEE· (Federation des Experts-Comptables 

Europeans), Is making a particularly Important contribution to the 

drawing-up of draft Directives. Almost alI the accounting Directives were 

prepared by the FEE. However, contrary to the situation preval I lng 

elsewhere In the world, accounting standardization within the Community Is 

not the exclusive province of the accounting profession. 



4. 

As for the effects of this harmonization technique, It should be stressed 

that the provisions of the Directives are translated at national level Into 

legally binding rules. Member States of course have a choice as regards 

the form of the legal rules. Some have transposed the directives Into 

actua I I aw wh I I e others have opted for a more f I ex I b I e system, 

Incorporating the essential provisions Into law and the more specific 

provisions Into Implementing decrees. Transposing accounting standards 

Into legally binding rules undoubtedly has the advantage of ensuring that 

such standards are properly observed. This system has sometimes given rise 

to problems such as the definition of the relationship between those laws 

or regulations and professional standards and the familiarization of the 

legal and accounting professions with the new accounting law. 

3. Basic Directives 

Accounting harmonization Is part of the harmonization of company law. It 

began with the First Council Directive (on company law) of 9 March 1968 

(OJ No L 65 of 14 March 1968), which Introduced a uniform system for 

publishing accounts (lodging with a central register and publ lcatlon In a 

nat I on a I gazette) . ThIs system, whIch In It I a I I y app I I ed on I y to pub I I c 

I I m I ted companIes, was subsequent I y ex tended to a I I I I m I ted companIes and 

even to other types of companies covered by later accounting directives. It 

Is Important to note that, pursuant to the First Directive, accounting 

documents must be made aval lable to any Interested party, who must be able 

to obtain copies without having to demonstrate a· legitimate Interest. This 

Is the only way of achieving transparency of the market. 

The Second Counc I I DIrect I ve of 13 December 1976 (OJ No L 26 of 

31 January 1977) also plays an Important role In Community accounting law. 

This Directive concerns the formation of public limited companies and the 

maintenance and alteration of their capital. It Is aimed at preserving 

companies' capital, which constitutes the creditors' security, particularly 

by prohibiting any reduction by wrongful distribution to shareholders and 

by restricting a company's right to acquire Its own shares. There Is a 



s. 

direct relationship between those rules and a number of provisions of the 

Fourth Directive such as those on the entry In the balance sheet of own 

shares, the Inclusion on the assets side of certain Items of expenditure, 

etc. 

3.1. Foyrth Directive 

The Fourth Council Directive of 25 July 1978 (OJ No L 222 of 

14 August 1978) Is the kingpin of accounting harmonization within the 

Community. It lays down the rules to be followed by some three million 

I lm l ted compan l es l n drawIng up the l r annua I accounts. It also provIdes 

the frame of reference for the Seventh Directive on consolidated accounts 

and for the sectoral directives on the financial Information to be 

pub! I shed by banks and Insurance companies. 

The Fourth DIrectIve does not set out to standardIze accountIng ru I es 

across the Community. It rather alms at comparability and equivalence of 

the f I nanc I a I InformatIon to be pub I I shed by I lm I ted companIes. To that 

end, It lays down the minimum conditions to be fulfilled while allowing 

Member States to go beyond those conditions by Imposing addltfonal or more 

detal led rules. The Imperfect nature of this harmonization has often been 

stressed, attention being drawn to the many options allowed In the Fourth 

Directive. In order to clarify the debate on this subject we have 

endeavoured to analyse In detal I those different options In a working paper 

which you wl I I find In your fl le. The subject wl I I be dealt with tomorrow. 

In accordance with Article 2(1) of the Fourth· Directive, the annual 

accounts comprise the balance sheet, the profit and Joss account and the 

notes on the accounts. Those documents constitute a composite whole. This 

Is a particularly Important aspect of the harmonization process. Since the 

notes form an Integra I part of the annua I accounts, the DIrectIves can 

enable companies to apply different valuation rules provided that an 

explanation Is given In the notes. In this way, the accounts remain 

comparable. This harmonization technique has been appl led In particular to 

value adjustments for tax purposes and to valuation methods based on 

criteria other than the purchase price. 
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For most Member States, the Fourth Directive Introduced a new concept In 

the shape of the true and fair y!ew. According to this principle, 

companies are obi lged to go beyond the mere appl !cation of legal provisions 

In order to give the reader a more reliable picture of the financial 

position of the company. It would no doubt be Interesting to Investigate 

more closely to what extent companies apply this principle In order to 

depart from a rule which they should normally apply. 

For some Member States the Directive has Introduced a further Innovation In 

Imposing a layout for the balance sheet and the profit and loss account. A 

compulsory layout wl I I obviously enhance the comparabl I lty of accounts. 

Some Member States have also Introduced a layout for the notes on the 

accounts, not prescrIbed In the DIrectIve, 

comparab II I ty. 

In order to Improve 

The valuation rules are set out In Article 31 of the Directive. This 

Article Is particularly Important. It combines rigidity and flexibility. 

Paragraph 2 In fact makes It possible, In exceptional cases, to depart from 

such general principles as the obligation to carry out valuations on a 

prudent basis, the presumption that the company Is carrying on Its business 

as a going concern, the principle of separate valuation and the obi lgatlon 

to apply consistent methods of valuation from one year to another, provided 

that such departures are disclosed In the notes on the accounts and the 

reasons for them are given together with an assessment of their effect on 

the assets, I lab! I ltles, financial position and profit or loss. This 

posslbl I lty of departing f~om the general valuatlo~ principles should 

provide a solution to a number of problems In cases where the traditional 

rules do not. 

According to Article 32, valuation In the accounts Is based on the 

principle of purchase price or prodyctlon cost. Member States may, 

however, allow one or more alternative methods, such as valuation by the 

replacement method, Inflation accounting or revaluation, to be used. 

Irrespective of .the alternative method employed, the same rules apply: the 

amount of the difference between valuation by that method and valuation 

according to the purchase price must be entered under 11 Liabl I ltles .. In the 
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revaluation reserve, which may not be distributed; disclosure In the notes 

on the accounts of any changes In the amount of the reserve; and Indication 

of the purchase price In the notes on the accounts. Those rules are aimed 

at both maintaining the capital and ensuring the comparabll lty of 

Information. Most Member States have Introduced one or more of those 

methods. 

Article 43 sets out the minimum Information to be Included In the notes on 

the accounts. Article 46 does I lkewlse for the annual report. 

Annual accounts must be aydlted by a person authorized by nat~onal law to 

audit accounts. Such auditors must fulfl I the minimum conditions laid down 

by the Eighth Directive. The annual accounts, duly approved, and the 

annual report, together with the auditors' report, must be published In 

accordance with the First Directive. 

The Fourth Directive Is the first company law Directive to contain specific 

exemptions for smal I and medium-sized companies. Such companies are 

'defined by reference to three criteria (balance sheet total, turnover and 

number of employees) In order to reflect as accurately as possible the 

socio-economic significance of the company. The criteria (balance sheet 

total and net turnover) were first amended In 1984 In order to bring them 

Into I I ne wIth economIc and monetary developments wIthIn the CommunIty. 

The exemptions concern the drawing-up, auditing and publ lcatlon of annual 

accounts. Member States are not at ·present· obi lged to grant such 

exemptions to smal I and medium-sized firms In whole or In part. 

The Fourth Directive also set up a Contact Committee under the auspices of 

the Commission. The function of this Committee Is to facl I I tate harmonized 

application of the Directive through regular meetings deal lng In particular 

with practical problems arising In connection with Its application. It 

also has the job of advising the Commission, where necessary, on additions 

or amendments to the Directive. Since It was set up, the Committee has met 

19 times, I.e. almost twice a year. The subjects which It has tackled In 

connection with the Fourth Directive have been I lsted In a working paper 
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(XV/263/89 of 26 November 1989). The terms of reference of the Committee 

have gradually been extended as other accounting Directives have been 

adopted. 

All Member States with the exception of Italy have brought their 

legislation Into I lne with the Fourth Directive. It has emerged from the 

study carried out by the FEE that a high degree of harmonlzatfon has been 

a~hleved In the areas covered by the Directive. There Is no doubt that In 

a number of Member States experience Is still In Its early stages and that 

the Directive has had a considerable Impact~ on the qual lty of the financial 

Information produced by companies. 

3.2. seventh olrectlye 

Whereas the Fourth Directive Is confined to the annual accounts of 

companIes taken In I so I at I on (I nd I vI dua I accounts), the Seventh Counc I I 

Directive of 13 June 1983 (OJ No L 193 of 18 July 1983) deals with 

financial Information on groups of companies (consol ldated accounts). 

~urlng the negotiations on this Directive, much time was spent trying to 

reach a consensus on the defInItIon of a group. The DIrect 1 ve adopted a 

pragmatic solution In regu!rlng Member States to make consolidation 

compulsory In cases where a parent company has the legal power to control 

one or more subsidiaries* and In permitting .Member States to make 

con so I Ida t I on compu I sory In other cases where a parent company actua I I y 

controls one or more subsidiaries through a minority shareholding. This 

pragmatic solution Is combined with a series of exceptions, I.e. cases In 

which a company may or may not be excluded from the consol !dated accounts. 

It Is Important to note In this respect that It was considered desirable 

not to apply the principle of a true and fair view to the definition of a 

group. This principle may be appl led to exclude a company from the 

consol ldated accounts only If the activities of that company are so 

different that their Inclusion would be Incompatible with the obi lgatlon of 

giving a true and fair view. 
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The seventh Directive also makes provision for a number of cases In which a 

parent company may or must be exempted from the obI I gat ion to draw up 

consol ldated accounts. Those are cases where the parent company Is a 

financial holding company or Is Itself a subsidiary heading a sub-group, or 

where the group concerned Is smal I. A parent company which Is not 

establ lshed In the Community may be exempted from the obi lgatlon to draw up 

consolidated accounts for a sub-group located In the Community provided 

that It publishes consolidated accounts which are at least equivalent to 

consolidated accounts drawn up In accordance with the Seventh Directive. 

Use has been made of this option by most of the Member States which have 

Incorporated this Directive Into their national law to date. It Is 

1 nterest I ng to note that CommunIty account I ng I egIs I at I on does not go so 

far as to require absolute conformity. The same condition of equivalence 

Is appl led to branches. 

The Contact CommIt tee has dIscussed ways of defInIng the factors to be 

taken Into consideration In Interpreting the concept of equivalence. 

Clarification of this concept at Community level Is doubtless necessary In 

order to assist both companies and the accounting profession and to 

establIsh the Community's position with regard to third countries. 

For the structure of consol ldated accounts and for the valuation rules, the 

Seventh Directive refers back to the Fourth Directive. In the maJority of 

Member States, consol ldated accounts have no direct effects on tax 

treatment. It Is Interesting to note that, In ·thase Member States, there 

Is a trend towards a greater separation between accounting rules and tax 

rules governing consol !dated accounts. Accounting rules which would not be 

permIt ted In the case of I nd I vI dua I accounts are accordIng I y app II ed to 

consolidated accounts In order to give a truer and fairer view of the 

economic position of the group. 

The Seventh Directive also contains provisions concerning the technique of 

consol ldatlon. It allows Member States to permit or prescribe 

proportional consolidation and requires the equity method to be appl led to 

associated companies. The I 1st of Information to be Included In the notes 

on the accounts Is model led on the provisions of the Fourth Directive. 
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Additionally, Information must be provided on the composition of the group 
'"' 

and on the reasons why any companies have been left out of the consolidated 

accounts. 

The consol ldated accounts are accompanied by a consol ldated annual report. 

They are audited by a person fulfilling the conditions of the Eighth 

Directive and then publ lshed. 

The Seventh Directive Is the first accounting directive to set a date for 

revising the main options with a view to enhanced harmonization at a later 

stage. It should have been Incorporated Into Member States' national law . 
by 1 January 1988, although the entry Into force of the provisions could be 

postponed until 1990. Seven Member States (0, F, E, NL, L, GR, UK) have 

transposed the Directive to date. It Is hoped that at least another three 

(8, OK, I) wl I I do likewise In the course of this year. The Importance of 

the Seventh Directive lies mainly In the fact that, In the maJority of 

Member States, It Introduces for the first time a general obligation to 

draw up consolidated accounts and that It enables the Community to play a 

more active role In International discussions on accounting harmonization 

which relate speclflcal ly to consol ldated accounts. 

3.3. Eighth Directive 

The next stage In the accounting harmonization process Is represented by 

the Eighth Directive of 10 Apr I I 1984 (OJ No L 162 of 12 May 1984), which 

I ays down mIn I mum ~ond It Ions for the approva I of audItors and fIrms of 

auditors carrying out audits required by Community law. Those conditions 

relate to competence and Independence. As regards competence, the 

Directive requires auditors to have attained university entrance level, 

then completed a course of theoretical Instruction, undergone practical 

training for a period of at least three years and passed an examination of 

professional competence of university final examination standard organized 

or recognized by the State. The Directive Is less exacting as regards 
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!ndeoendence. The Commission- has, moreover, recognized the Incomplete 

nature of harmonization on this point. Reference should also be made In 

this connection to the provisions of the proposal for a Fifth Directive on 

the structure of public limited liability companies, which contains rules 

on the Independence of audItors. We have asked the FEE for guIdance on 

this matter. The study which It has carried out, and the answers provided 

by the ~ember States' delegations on the Contact Committee, wll I give us a 

ctearer Insight Into this del lcate and lmpo~tant subJect. 

The Eighth Directive Is concerned neither with freedom of establ lshment nor 

with freedom to provide services In the case of persons responsible for 

carrying out statutory audits of accounting documents. However, Article 11 

permits the authorities of a Member State to approve as auditors persons 

who have obtained alI or part of their qual lflcatlons In another 

~ember State provided that their qualifications are deemed equivalent and 

they furnish proof that they possess the requisite legal knowledge. The 

position wl I I change with the entry Into force of the Council Directive of 

21 December 1988 (OJ No L 19 of 24 January 1989) on a genera I system for 

the recognition of higher-education diplomas awarded on completion of 

professional education and training of at least three years' duration. 

This Directive will oblige Member States to approve professional persons 

from other ~ember States. The question arises, however, whether 

Member States are entitled to require appl !cants to complete an adaptation 

period or take an aptitude test. The Dlrectlv&·on mutual recognition 

leaves this choice to the ~ember State In the case of professions whose 

practIce necessItates precIse know I edge of nat I on a I I aw and In respect of 

which the provision of advice and/or assistance concerning national law Is 

an essential and constant aspect of the professional activity. Where the 

choice Is not left to the ~ember State, the applIcant may choose between an 

adaptation period and an aptitude test. 

The Eighth Directive should have been Incorporated Into national law by the 

~ember States by 1 January 1988 although the entry Into force of the 

provisions could be postponed untl I 1 January 1990. 
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To date, eight Member States (B, L, D, UK, F, P, GR, E) have transposed the 

Eighth Directive, which wl I I pave the way for the development of a 

high-qual lty accounting profession In alI Member States. 

With those three basic Directives (the Fourth, Seventh and Eighth), a real 

body of Community accountancy law has come Into being. Gaps remain, 

however, on two points relating specifically to the statutory audit of 

accounts. FIrst I y, the concept of the Independence of audItors requires 

clarification and, secondly, the content of audits and the auditing 

standards to be applied require further definition. The Fifth Directive 

partly solves those problems but only In respect of publ lc I imited 

I I ab I I I ty companIes. It remaIns to be seen how those gaps can best be 

closed. 

4. Proposed amendments to the basic Qlrectlye§ 

Some amendments have been made to the Fourth Directive since It was first 

adopted In 1978. Those amendments concern the relationship between the 

~ourth and Seventh Directives (and, In particular, the definition of 

affiliated company), adjustment of the thresholds for defining smal I and 

medium-sized companies to take account of economic and monetary 

developments, clarification of the scope of the Fourth (and Seventh) 

Directive for new Member States and, most recent-ly, the contents of the 

annual report (existence of branches). 

Two proposals for Directives aimed at amending the Fourth and Seventh 

Directives are currently before the Council. The amendments concern: 

the extension of the scope of those Directives to certain partnerships 

(a II of whose un I I m I ted members are constItuted as I lm 1 ted II ab I I I ty 

com pan I es) ; 

additional exemptions for small companies and greater harmonization of 

their accounting obligations; 

the posslbl I lty of drawing up and pub I lshlng accounts In ecus. 
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The first proposal for a Directive (OJ No C 144 of 11 June 1986) has 

already been the subject of many discussions within the Councl I. Under the 

German presidency (spring 1988), It was decided that further consideration 

should be postponed so that It could be combined with discussions on 

another proposal to be submitted by the Commission on accounting exemptions 

for smal I and medium-sized companies. The latter proposal was presented by 

the Commission on 24 October 1988 (OJ No C 287 of 11 November 1988). After 

c·onsultl.ng the Economic and Social Committee and Parliament, the Commission 

presented an amended proposa I on 4 December 1989 (OJ No c 318 of 

20 December 1989). 

The key points of this proposal are as follows: 

exclusion of smal I private companies from the scope of the Fourth 

Directive; 

mandatory nature of exemptions for smal I companies; 

new flexibility In the definition of thresholds (50% In the original 

proposal, 25% In the amended proposal); 

additional exemptions particularly as regards the Information to be 

given In the notes on the accounts and the drawing-up of annual reports 

by smal I companies; 

option of omitting the salary of the sole manager from the notes on the 

accounts; 

Introduction of the posslbl I lty of making accounting documents aval table 

to the publ lc at the company's head office; 

drawing-up and publ lcatlon of accounts In ecus .. 

The Initial discussions In the Councl I at the beginning of 1989 showed that 

It wl I I not be easy to reach a new consensus on the accounting obi igatlons 

of smal I and medium-sized companies. It Is, however, Important to clarify 

the Issues Involved. We hope that It will possible for the Counci 1 to 

resume Its discussions as soon as possible. 

' 
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5. Sectoral Directives 

In accordance with Article 1(2) of the Fourth Directive, pending subsequent 

coordination, Member States need not apply the provisions of the Directive 

to banks and other financial Institutions or to Insurance companies. 

Similarly, Article 40 of the Seventh Directive contains transitional 

provIsIons for groups comprIsIng banks or Insurance compan 1 es. The 

exclusion of banks and Insurance companies Is justified by the particular 

nature of the activity of such companies, which requires a specific set of 

rules. It was considered, however, that the financial Information provided 

by such companies should be at least equivalent to that required of other 

companies. For that reason, the Fourth and Seventh Directives also form 

the basis of the rules for banks and Insurance companies; derogations from 

those basic rules have been Introduced only In cases where it was really 

necessary In order to take account of the particular nature of the 

activity. 

Legislation governing banks and other financial Institutions has existed 

since the Council adopted the Directive of 8 December 1986 on the annual 

accounts and canso II dated accounts of banks and other f i nanc i a I 

Institutions (OJ No L 372 of 31 December 1986). Since the Directive 

concerns a specIfIc sector, It was poss I b I e for It to prescrIbe a sIng I e 

layout for the balance sheet and for the profit and loss account 

(horizontal and vertical layout) and to I lmlt the scope for adjusting the 

layout. As for the Information to be provided, the Directive defines the 

contents of off-balance sheet Items, which are of particular Importance In 

the banking sector. Similarly, the notes on the accounts must contain 

add It Iona I InformatIon, such as a breakdown of loans and advances and 

liabilities on the basis of their remaining maturity, information on the 

supply of management and agency services to third parties and a statement 

of the types of unmatured forward transactions outstanding at the balance 

sheet date. 
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As for the valuation rules, the Directive contains special rules on the 

valuation of debt securities Including fixed-Income securities and on 

transferable securities which are not held as financial fixed assets. 

Where such securities are shown In the balance sheet at purchase price, the 

difference between the purchase price and the higher market value at the 

balance sheet date must be disclosed In the notes on the accounts. 

Member States may even require or permit such securities to be shown In the 

balance sheet at the higher market value provided that the difference 

between that value and the purchase price Is disclosed In the notes on the 

accounts. This valuation rule departs substantially from the principles of 

the Fourth Directive. 

The subject of hidden reserves played a major role In the negotiations on 

this Directive. The Directive authorizes hidden reserves in certain 

cIrcumstances. Where such reserves have been formed, Member States must 

permit credit Institutions to Include on the liabilities side a fund for 

general banking risks. The fund draws on the profit and loss acco.unt. It 

Is an open fund comprising the amounts which a credit Institution decides 

to set as I de to cover such rIsks where that Is requIred by the prudence 

dictated by the particular risks associated with banking. 

The Directive also endeavoured to tackle the difficult subject of 

transactions denominated In foreign currencies. Only partial harmonization 

has been achieved on this point, which was not dealt with In the Fourth 

Directive. 

Where consolIdated accounts are concerned, a few changes have been made to 

the rules laid down In the Seventh Directive. Those rules apply only where 

the parent company Is a credit Institution or a bank holding company. The 

Directive also requires the drawing-up of an annual report, auditing by an 

auditor fulfill lng the conditions of the Eighth Directive and the 

publ lcatlon of accounting documents. 

Like the Seventh Directive, the Directive on the annual accounts of banks 

provides for the main options which It contains to be reviewed within a 

given period with a view to achieving greater transparency and 

harmonization. 
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Member States must Incorporate the provisions of the Directive Into their 

national law by 1 January 1991 but may delay the entry Into force of the 

provisions untl I 1993. 

The approach adopted for banks wl I I also be used In the case of Insurance 

companies. On 21 January 1987 the Commission sent the Council a proposal 

for a Directive on the annual accounts and consol ldated accounts of 

Insurance companies (OJ No c 131 of 18 May 1987). The Commission has now 

presented an amended proposa I In the I I ght of the opInIons of Par 1 I amant 

and the Economic and Social Committee. In this proposal, which wl 11 

shortly be discussed within the Councl I, account has been taken of 

developments which have taken place since the adoption of the Fourth 

Directive. It contains some clarifications Introduced by the Directive on 

the annual accounts of banks. Without wishing to examine this proposal In 

detail, I would like to point out some of the delicate aspects Involved: 

appl icatlon of the Directive to Lloyd's, gross or net presentation of the 

profit and loss account, valuation of investments at their current value 

and valuation of technical provisions. 

6. Branches 

Accounting harmonization has also been extended to branches which, by 

definition and unlike subsidiary companies, form an Integral part of the 

company which set them up. The Eleventh Directive, adopted by the Councl I 

on 21 December 1989, Introduces a disclosure· system for branches In 

accordance with the rules laid down by the First Company Law Directive 

relating to limited liability companies. Annual accounts as drawn up, 

audited and published by limited llabl llty companies are the subject of 

further disclosure at branch level. At the same time, the requirement laid 

down by the laws of certain Member States that separate branch accounts be 

publ lshed has been abol lshed. Branches of companies from third countries 

whose accounting documents are not drawn up In accordance with the Fourth 

and Seventh DIrectIves or In an equ I va_l ent manner may be requIred by 

Member States to draw up and publIsh accounting documents relating to the 

activities of the btanch. 



17. 

Member States are required to Incorporate this Directive Into their 

national law by 1 January 1992 but may delay app.l !cation of the new 

provisions untl I 1993. 

Spec 1 a 1 provIsIons on the branches of credIt I nst I tut Ions and f I nanc I a I 

Institutions were adopted In the Council Directive of 13 February 1989 

(OJ No L 44 of 16 February 1989). Whl le this Directive lays down that 

branches cannot be required to publish annual accounts relating to their 

own activities, It nevertheless authorizes Member States to prescribe, 

pending further coordination, that branches disclose certain Information on 

the size of their operations. This option wl I I be reviewed and possibly 

abol lshed at a later date. For branches of credit Institutions and 

financial Institutions having their head offices In third countries, the 

Directive makes not only equivalence but also reciprocity a condition for 

exemptIng a branch from pub I Ish I ng accounts on Its own actIvIties. The 

Directive entrusts the Contact Committee with the difficult task of 

assessing the equivalence of accounting documents. 

Pending further coordination, the disclosure requirements laid down by the 

Eleventh Directive do not apply to branches set up by Insurance companies. 

As In the case of banks, special provisions wl II be drawn up at a later 

date. 

7. Conclusions 

It Is time to conclude this brief review of achievements In the field of 

accounting. Those achievements have enabled the Community to play an 

active role In the discussions currently taking place at International 

level on accounting harmonization. The Commission has In fact been 

Instructed by the Council to represent the Community In the discussions 

within the OECD and UN on accounting harmonization. It expresses the 

CommunIty poInt of vIew wIthIn those organIzatIons after consu 1 t 1 ng the 

Member states. 
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Those Community achievements have also enabled progress to be made In other 
' 

fields. For example, It was possible for the Directives on securities to 

refer to the accounting Directives as regards the financial Information to 

be provided by I lsted companies and by companies whose transferable 

securities are offered to the publ lc. 

1 have tr led to show that. account lng harmonlzat Jon has developed since the 

a·doptlon of the Fourth Directive In 1978. The Directive on the annual 

accounts of banks, whl le laying down special rules for the banking sector, 

clarified certain provisions of the Fourth Directive and Introduced more 

sophisticated rules on the valuation of securities. The same wi I I 

doubtless be true of the Directive on the annual accounts of insurance 

undertakings. Similarly, the Seventh Directive clarified certain concepts 

contained In the Fourth Directive, such as that of the affiliated company 

and certain valuation methods such as the equity method. 

The process Is rather I Ike an unfinished symphony. Some parts are missing, 

there are a few wrong notes and there Is sometimes a tendency to forget the 

score and play another tune. It Is then up to the conductor to put things 

right. The difficulties and gaps which we wl I I be discussing during these 

two days must not lead us to forget the position from which we started and 

the enormous progress which has been achieved In the Community as a result 

of the work carried out on the harmonization of accounting. This field 

wil I have to play an even more Important role In the development of the 

Internal market. hope tttat the discussions--during our conference will 

assist that process. 
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1. Belgium Implemented the Fourth and Eighth Directives Into 
national law In 1983. However, It had largely anticipated the 
application of the Fourth Directive when, In 1976, It 
Incorporated Into Its national law new rules and regulations 
reI at I ng to annua I ;'accounts. The Seventh DirectIve on 
consol ldated accounts t~ to be transposed Into national law very 
shortly. 

2. While the transposition of these Directives Into Belgian law has 
necessitated many studies and much work, It has been carried out 
without major pol I tical difficulties, although It Involves 
Directives which, of those relating to company law, have by far 
the greatest Impact on businesses generally. 

In our view, the reasons for this are as follows: 
1. The Influence of Community directives: without the support 

of these Directives and their mandatory nature, the Belgian 
Government would probably not have been able to carry 
through successfully the revolution which Belgium has 
undergone In the field of accounting law. 

2. The powers de I ega ted by Par I i ament to government In the 
field of accounting law, which has made It possible for the 
bulk of the work on transposing the Directives Into 
nat lona I law to be carr led out wl thout recourse to 
pari lamentary procedure. 

3. The agreement which has been sought and actually obtained 
In the field of accounting law from employers' and trade 
union organizations, whose support has been crucial. 

4. The settIng of the reform of accountIng I aw In a broad 
perspective of the enterprise as an economic unit 
producing goods and services and creating Income at various 
levels - within the overal I economy; this is a wider view 
than that concerned simply with protecting the Interests of 
shareholders and creditors. 

5. Incorporation of the reform of accounting law Into an 
Institutional whole, giving It an Integrated dimension: 
harmonization of tax law with the key aspects of accounting 
law; actual avallabll lty of annual accounts; setting up of 
the Central Balance-Sheet Data Office; compl latlon of 
general and sectoral statistics from annual accounts. 

6. The level and significance of the requirements Imposed as 
regards annual accounts; the Intention has been to create a 
rational system which attaches full significance to 
publ lshed accounts In order that those requirements are not 
felt to be pure formalism. As a result, use has not been 
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made of many concessIons provIded for In the dIrectIve 
where they would rob the accounts of much of their 
significance. A particular example of this Is the profit 
and loss account of smal I and medium-sized firms. 

7. The activities of the Accounting Standards Committee; 
Par I lament did not wish to limit Itself to laying down 
rules; It has set up a body to pilot the reform, to make 
accounting law live and to contribute to Its development. 
This Committee has acquired definite Influence. 

3. In transposing the Directives and applying accounting law, 
however, we have been faced with two major difficulties: 
(a) the late or Incorrect transposition of the directives In 

question by some member States and the Commission's fal lure 
to ensure actua I comp II ance wIth the DIrectIves. It shou I d 
not be forgotten that the harmonization of accounting 
standards Is covered by the Treaty sections on freedom of 
establishment and freedom•to provide services and that Its 
aim Is to ensure equal conditions of protection and 
competItion. For those Member States whIch are comp I y I ng 
with the Directives and for the companies and citizens of 
this country, those shortcomings In transposing the 
Directives Into national law are having the effect of 
undermining the reputation of Community law and the 
CommIssion of the European CommunItIes and are ser lous I y 
distorting competitive conditions. 

(b) The hopes we placed In the Contact Committee have to a 
large extent been disappointed. Whl le many Issues have been 
exam I ned, they have not rea I I y been dea It wIth 1 n deta I I 
and have not led to the pub II cat ion of fIndIngs. 
Furthermore, some of Its proposals, even those adopted by a 
large majority or Indeed unanimously, have been ruled out 
by the Commission. Finally, It has scarcely held any 
meetings during the last two years. 

4. If asked, as the representative of a body concerned with 
accountIng standards, to offer an op In ton concernIng CommunIty 
activities In the field of accounting law, I would make three 
points: 
(a) The accounting Directives have played, and continue to 

play, a key role In: 
-developing accounting law In alI the Member States; 
- promotIng far-reachIng harmonIzatIon between the twe I ve 

Member States, which Initially had such widely differing 
systems and traditions. 

They have definitely had the effect of spreading the 
I nf I uence of CommunIty I aw beyond the CommunIty I tse If: 
many third countries, particularly In Europe and Africa, 
have used them as a basts for their own laws. Reference Is 
continually made to them by those OECD and UN bodies active 
In the field of accounting law. 
In addition, they should contribute to the mutual 
recognition of annual accounts, both within the Community 
and In relations with third countries. 

(b) However, Community progress In this field came to a halt 
with the Seventh Directive; It has lost Its momentum 
because of strains created within the Community (mainly In 
connection with proposals for new or additional directives) 
and external factors. 
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(c) I would I Ike to see the Community make a fresh start In the 
f leld of account lng law. Above all else, however, It must 
take steps to safeguard and Increase, both Internally and 
externally but without any Isolationism, the reputation of 
Community law and the consistency of the policy pursued by 
the Community. The Commission has a key role to play In 
this field; Its responsibility to act Is proportionate to 
that key role. 
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I should I Ike to present a few words on problems which arose from the 
Implementation of the Fourth Directive In Denmark .. As to the 7th 
d'lrectlve an Implementation bill Is In this very moment finalized In 
the State Council, and should be laid before the Parliament this 
afternoon ! It should be enacted In May or June this year. 

The Fourth Directive presented a few problems to Danish companies at 
the Implementation In 1981. 

Publlcat lon-wlse no great problems arose. All Danish Companies were 
already provided to pub I Ish audited accounts from 1973. 

Interwoven with the Implementation arose a situation not directly 
derived from the directive: contingency or deferred taxes. 

Danish companies had In the 1970's up to lmp~ementatlon time evolved 
an Increasing distance from accounting according to fiscal/taxation 
rules. This evolution was capped by the Implementation act with the 
ultimate abolishment of taxation wise accounting, all companies to 
adhere to business accounting. This cal led for deferred taxes In 
f I nanc I a I statements, but no un I versa I practIce was evo I ved at the 
time and several methods are In use today. 

In the years after World War Two an accounting method - the part cost 
met hod - were evo I ved and In genera I use. Here IndIrect product I on 
cost are not capIta I I zed and the profIt/ loss-account shows another 
layout than the directives In art. 23-26, the first Item after 
turnover being the direct costs of sales. The residue Is the 
contribution by the principal ordinary business towards all ordinary 
business costs- accordingly called the "Contribution method". To my 
know I edge this method Is not practIsed genera II y anywhere except In 
Denmark. 

Most companies had some QUalms about QUitting this method, so lots of 
layouts did not adhere to the profit/loss layouts of the Directive. 
Likewise very extensive use was made of art. 35, paragraph 2, I ltra b 
In the Directive. 

While that practice was a peculiar Danish occurrence, many Danish 
accountants had taken a great I lklng for Anglo-Saxon accounting 
practice In several respects. This meant that a great many companies 
recognized not only realized gains, but also realizable gains from 
monetary Items, at least were market Information were readily 
available. 

The practice grows stronger with the years, especially In the I lght of 
the special rule allowing the mark to market method In the Banks 
Accounting directive. 
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The practice Is also relevant with regard to foreign currency 
translation, where the want of regulation In the Directive makes room 
for different methods. 

Naturally the novelties of the Fourth Directive regimentation of 
layouts, although all the layouts of the directive were allowed, and 
more extensive notes, made difficulties for some accountants, but In 
genera I the ru I es of the dIrect I ve were accepted by the account I ng 
community In Denmark. 

Many DanIsh accountants be I I eve - however - that the ru I es of the 
Directive represented a retrograde movement away from the latest 
developments In Danish and International accounting practice. It Is 
hoped that the directives will catch up with some of the lacunae In 
the years to come. 
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The survey of published financial statements In Europe was performed 
on the basis of financial statements for the year 1987 In which year 
the Fourth Directive was Introduced In alI Member States except Italy, 
Portugal and Spain. The sample has been chosen from large and medium
sized companies and Included listed and unl lsted companies as wei I as 
subsidiaries of companies ~tslde the European Community In the 
following sectors: 1 

Construction 
Pharmaceuticals/Chemicals 
Manufacturing 
Retailing 
Services, In particular computer software 

The total number of annual accounts Investigated was 193. For each 
company a questionnaire was completed consisting of several hundred 
questions. The answers have been analysed by a team of experts in the 
various countries. 

It must be stressed that the conclusions In the report are based upon 
the publ lshed documents only. The posslbl I ltles to assess the 
completeness of certain disclosures were, as a result of that, rather 
I imited. The reasons for not Including a certain type of disclosure 
remained therefore unclear In many cases. For example, the absence of 
a disclosure with respect to lease contracts could indicate the 
absence of such contracts In a particular company or an incomplete 
disclosure. In interpreting the answers, this aspect must be kept in 
mind. 

The main conclusions of the survey are : 

1. The Fourth Directive has contributed towards a high level of 
harmonisation In reporting and presentation according to the 
structure and layout demanded by the Directive Itself. 

2. The Fourth Directive has contributed towards greater consistency 
In the appl !cation of accounting principles where such accounting 
principles are speclflcal ly dealt with by the Directive. 

3. Areas on I y part I a II y covered by the DIrectIve show an apparent 
lack of harmonisation. 
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These conclusions should be Interpreted with considerable care. 
·Firstly It Is not possible to distinguish between the contribution 

that the Fourth Directive has undoubtedly made and the contributions 
by the IASC and National standards applicable and developed In the 
various countries. Secondly, lack of harmonisation In areas partially 
covered by the Directive Is not necessarl ly a sign of disagreement on 
accounting principles or methods. In a large number of cases, 
different accounting practices could very wei I be explained by 
differences In the underlying legal and economic context, which 
differs considerably from one company to another and from one Member 
State to another. 

Further harmonisation In the latter areas Is subject to a better 
understanding of the obstacles that hinder harmonisation and to the 
development of Ideas on how to remove the obstacles or how to 
circumvent the unwanted effects of these obstacles. 

OBSTACLES TO HARMONISATION 

Previous studies on harmonisation have Identified major obstacles that 
hinder harmonisation of accounting practices. The most Important ones 
are : 

IDENTITY OF ACCOUNTING FOR TAX AND FOR REPORTING 

In the European Community In a number of countries the annual accounts 
prepared for tax-purposes must be Identical, or nearly Identical, to 
the annua I accounts prepared for reportIng purposes. Both sets of 
accounts are closely connected, resulting In a stringent application 
of accounting rules that are tax oriented and that under circumstances 
do not reflect economic substance. This Is the case In Belgium, 
France, Germany, Greece and Luxemburg. In the other countries, 
Denmark, Ireland, Netherlands and the UK the requirement for the 
annua I accounts for tax purposes and for reportIng purposes to be 
Identical, does not exist. This Is the reason for a different 
approach In those areas, where the economIc substance mIght be In 
confl let with the form according to tax rules. 

This statement Is In particular 
(unconsol ldated) annual accounts. 

valid for the statutory 

The Introduction of the Seventh Directive however, has resulted In 
some countries allowing for accounting rules In consolidated annual 
accounts, differing from those for the non-consolidated accounts, In 
particular to reflect the economic substance. Such practice Improves 
the comparabl I lty of the consol ldated annual accounts Internationally. 
This Is In particular the case In France and Germany. 
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DIFFERENCES IN LEGAL CONTEXT 

Other disharmonies result from differences In the legal context In the 
countries. It Is sometimes difficult to distinguish here between 
differences In the legal context and those resulting from the tax 
reQuirements, but the different legal systems In the various countries 
result In different practices. 

The following Is an example of a difference In practice resulting from 
a different context. 
In the UK the profit and loss account Is regarded as a document that 
must enable the reader to measure the performance of the management. 
The document must therefore reflect In the best possible way the 
results of the transactions concluded under the managements' 
responslbl I lty. so for example It Is reQuired to translate open 
positions In foreign exchange at the closing rate and the translation 
differences must be Included In the P & L., regardless of whether 
these differences are gains are losses. 

In as far as It concerns gains, It could be argued that these amounts 
are not realised In the formal sense, as realisation depends on the 
changes In the rates subseQuent to the balance sheet date. However In 
the UK context these differences are regarded as realised gains. 

On the other hand In Germany the P & L Is a document that Informs the 
shareholders of the amount of profit In principle aval lable for 
distribution. In this context the Inclusion of translation gains Is 
not possible as the more restrictive definition of realised profits 
prevents this. 

Also here the statement Is valid In part lcular for the statutory 
(unconsolidated) accounts. In the consolidated accounts such legal 
constraints do not play a role of the same Importance. 

DIFFERENCES IN ECONOMIC CONTEXT 

The economic context lnf luences the report lng practIce In var lous 
ways. 

The reporting needs of large multinationals are very much the same In 
every country In Europe. These companies are participants In a 
worldwide market and there they have an Interest In providing 
Information that Is comparable and eQuivalent. Here harmonisation Is 
necessary for the conduct of their business. 

The reporting needs of smaller faml ly type operations are less 
sophisticated. Here harmonisation comes slower. The traditional 
approach In these companIes Is of ten conserva t I ve and there Is a 
certain degree of resistance to provide much Information In a public 
report. 
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Slowly the smaller companies are adapting their reporting practices to 
those of the large companies. This process of adapting Is more 
advanced In countries with a relatively significant number of larger 
companies. The accounting practices of smaller companies In these 
countries tend therefore to be more .. Internationalized .. (harmonized), 
than elsewhere. 

Another Influence stems from the different degree of publ lc financing 
In the various countries. Countries with a high degree of public 
financing as for example the UK, felt already long before the 
emergence of the Fourth DIrectIve the need for a proper system of 
public reporting, and have developed a complete set of rules that Is 
very wei I Implemented. 

lh other countries, like Belgium for example, the Introduction of the 
Fourth Directive triggered off the development of an accounting 
doctrine. Before 1976 the reporting needs of the close faml ly
orlented Belgian enterprises were too limited to develop tight rules 
In respect of reporting. 

PROBLEM AREAS 

In the section of the survey report dealing with subjects that are 
not, or only briefly, treated In the Fourth Directive the following 
subjects are discussed 

*deferred taxation 
* pensions and pension commitments 
* long term contracts 
* leasing 
*foreign currency translation 

Deferred taxation Is negl lglble In the countries where there Is 
Identity of accounting for tax and for reporting purposes. In these 
countries timing differences do not occur as a general rule. In the 
countries where deffered taxes are Included In the balance sheet, the 
amount Is mostly determined according to the I labl I lty method. 

Provisions for pensions do appear In the balance sheet In most 
countries. In some countries, In particular In France and Germany, 
self-Insured pensions are common practice. In other countries pension 
schemes are mostly Insured which explains the absence of provisions 
for pensions In the balance sheet. Backservlce I labl I I ties are 
commonly provided for In Greece and the Netherlands. 

The method of calculation of the obi lgatlons shows a certain variety, 
with present value and the proballstlc/actuarlal value as the most 
frequently reported basis. 
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Long term contracts are treated very differently In the various Member 
States. In four out of the nine countries no national requirement at 
all Is In force with respect to the valuation of this class of stocks 
and In three of the remaining countr les the choice between the two 
possible methods completed contract or percentage of completion, Is up 
to the company. Only In Ireland and In the UK does the position seem 
clearcut. 

The results of the survey seem to Indicate a European preference for 
the completed contract method. It Is however Interesting to note that 
the percentage of complet lon metho_d Is preferred In those countr les 
where the accounting principles for taxation and those for reporting 
need not be Identical. 

Accounting for leasing Is based on lAS 17 In Denmark, Ireland, the 
Netherlands and the UK. In Belgium and Germany special regulations 
are appl lcable. In these countries financial leases tend to be 
capital lsed. In France capital lsatlon of finance leases Is not 
allowed, but all lease contracts must be explained extensively In the 
notes. French companIes may however capIta I I ze f I nanc I a I I eases In 
the consolidated financial statements. The definition of financial 
lease seems to differ between countries, so In spite of the practice 
of capital isatlon of financial leases In many countries harmonisation 
remains defective. 

The translation of foreign currency Items In the annual accounts Is 
mentioned only In the Fourth Directive as an element of additional 
information in the notes. The method appl led must be explained, but 
what method should be used Is an open question. Only In France and 
Greece the national legislation Identifies and/or limits the methods 
to be used. In most other countries specific pronouncements have been 
Issued by professional bodies. These pronouncements differ slightly 
from one country to another, especially with respect to the recording 
of translation gains. In most countries translation of balances at 
closing rates is suggested. 

The survey shows a preference for the use of the c I os i ng rate for 
translation of balance sheet Items. In the P & L the use of the 
closing rate seems less popular. Here the average rate Is also 
app I I ed In many cases. In 55 out of the 145 cases It was reported 
that all translation results were Included In the Profit and Loss 
account. These cases are spread over a I I countrIes except Germany. 
The answers from Germany show that In alI cases the translation gains 
have been deferred; the same appl les for 11 out of 12 cases 
where In France the Inclusion of translation results In the profit and 
loss account was reported. 
The results are In I lne with the requirements In the various 
countries. 
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CONCLUSION 

The major advantage of the Survey Is that It In principle does not 
reflect the practices of the leading national entreprlses only, but, 
thanks to the Inclusion of smaller companies, also the accounting 
practices of entreprlses that are never mentioned In the headlines of 
the financial press. 
The Fourth Directive undoubtedly has Influenced the accounting 
practices In Europe, but apart from some formal arrangements like 
schedules for the balance sheet and the P & Land a list of required 
additional Information, the precise Influence could not be revealed In 
the survey. This Is just the confirmation that the Fourth Directive 
has acted as a catalyst In the process of development of common 
accounting principles, a process that probably already started during 
the period of development of the directive. It Is of great Importance 
that the smaller companies continue to benefit from the growing 
harmonisation Internationally as Is displayed by the large 
International companies. The Fourth Directive gives sufficient room 
for this development. 

Harmonisation of accounting rules wl I I never lead to uniform 
standards. The national traditions wl I I remain for a very long time 
and these traditions as wei I as the ever changing economic environment 
will continue to Influence accounting practices. These facts of I lfe 
are an argument for maintaining a I lmlted number of optional 
approaches. 

Comparab Ill ty does not requIre unIformIty. Comparab I I I ty means that 
annual accounts disclose equivalent Information, under circumstances 
by providing additional disclosures In the notes on the accounts. 

The adoption of the Seventh Directive seems to result In a step 
forward towards the so much desired comparabl I lty. In countries 1 Ike 
France and Germany where the accountIng ru I es In non-conso I i dated 
accounts are Influenced by tax and other legal requirements, It Is 
allowed to adopt different accounting rules In the consol ldated 
accounts. The Survey revealed the tendency In these countries to 
adopt In the consolidated accounts accounting principles that come 
close to International standards 1 Ike lAS. It seems 1 lkety that 
harmonisation, also In the problem areas, has a good chance to become 
real lty In the consol ldated accounts In the near future. 
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I am speakIng on beha If of the European Consu It at I ve Cornm It tee of 
Central Balance-Sheet Data Offices (Comlte European des Centrales de 
Bl tans); these offices were set up mainly by central banks. · 

The delegation attending this conference Is made up of Italy. Germany 
and France, and I am speaking In place of Mr Paolo Gnes, the Chairman 
of our Committee. 

Our CommIt tee, whIch was set up In 1986, Is made up of members from 
some ten countries and from the Commission's DG I I and DG XV. It has 
set Itself two alms: 

to make International comparisons of annual company accounts on 
the basis of representative samples; and 

to Initiate consultations on methods of financial analysis In 
order to be able to Interpret accounts correctly. 

As our work has proceeded, we have become aware and conv I need that 
specific national accounting, financial and tax circumstances 
necessitate different approaches to financial analysis. However, such 
diversity Is not In Itself an obstacle If the sources of the 
accounting data are of the same kind, I.e. If they provide equivalent 
accounting Information. 

It Is with reference to this point, namely accounting Information, 
that our CommIt tee wou I d I Ike to express Its vIews to you on the 
future of harmonization of accounting standards within the European 
CommunIty. 

Our prime concern Is to ensure that the financial positions of 
European companIes can be compared, whIch, In our vIew, enta I Is, In 
terms of accounting standards, a higher level of requirement than that 
necessitated by the conventional concept of a "true and fair view". 

It must be emphasized that, for most of our 
offices, the documents summarizing annual 
accounts classifications or accounting laws 
the analytical methods we use, hence our 
accounting standards. 

central balance-sheet data 
accounts as defined by 
constitute the basis for 
very close Interest In 

The majority of the member countries represented on our Committee are 
In agreement with the following general points: 

the Improvements to be made should taken the form of fuller 
summary documents rather than of additions to the notes on the 
accounts; 
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the notes on the accounts could be redesigned to ensure that the 
lnformatlori they contain can be comprehended more easily within 
a more standardized framework; 

If It Is Impossible to adopt a single method of treatment, one 
method should be recommended and any others tolerated; 

under such a system of graded choices, It would be necessary for 
a company which has not adopted the recommended solution to 
Include In the notes on the accounts Information and results 
concernIng the method It has adopted comp I y wIth the bas I c 
requIrement. 

In more practical terms, the following are areas where the desired 
Improvements set out above would lead .to better comparability of 
annual accounts at both International and national levels and to 
Improved measurement of performances: 

entry In the accounts of research and development expenditure 
with a view to the disclosure of Intangible Investment. The 
choice between their Inclusion under assets or as expenses Is 
not neutral, and It would be necessary to be able to Identify 
research expendIture to measure companIes' actIvItIes In thIs 
area; 

method of valuing participatory certificates and temporary 
Investments. The diversity of possible treatments and lack of 
Information In the notes on the accounts raise problems of 
comparab I I I ty; 

method of valuing stocks: the diversity of methods (LIFO, FIFO 
and weighted average cost) undermines the uniform calculation of 
results; 

method of recording work In progress on long-term contracts. 
The method based on progress made should be recommended rather 
than that based on completion In order to ensure that the 
figures reflect activity; 

there should be sufficient detal I In the profit and loss account 
for an ana I ys Is to be made of I terns accordIng to theIr nature 
and purpose. In particular, a breakdown of turnover Into sales 
of goods (resold as they are) and production sold and also, at 
the very least, a distinction between purchases of goods and 
purchases of raw materials and supplies would permit a better 
analysis of margins (commercial and Industrial) and of the 
profit or loss. 

The Fourth DIrectIve cou I d a I so be supp I emented In the fo I lowIng 
respects: 

conversion of claims and I labl I I ties denominated In foreign 
currencies: Inclusion of conversion discrepancies In the balance 
sheet and search for a method of treating latent profits and 
losses by comparison with the profit and loss account; 
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leasing transactions: relncluslon In the balance sheet and 
readjustment of the profit and loss account;· 

definition of the ordinary, extraordinary and exceptional Items 
Involved In the calculation of the various levels of results; 

a fuller definition, at least In the notes on the accounts, of 
provisions for risks and liabilities In order to enable them, 
for the purposes of the ana I ys Is of f I nanc I a I Independence, to 
be treated as own capital or as debts for which provision has 
been made. 

Last but not least, further work on the Fourth Directive should: 

cover memorandum Items; this would permit better Identification 
of refInancIng ope rat Ions In the broad sense, ana I ys Is of the 
company's debt capacity through disclosure of unutlllzed 
fractions of credits and, of course, Inclusion of commitments 
stemming from the new financial Instruments; 

I ead to proposa Is for one or more statements of source . and 
application of funds, which would open up the Fourth Directive 
to financial analysis. 
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IV. THE HARMON I SAT I ON OF ACCQUNJ I NG STAHDARDS WITH IN THE EC 
IN RELATION TO THIRD QQUNJRIES 

Introduction 

Contribution by Mrs. Lorraine RUFFING 
Secretary 
United Nations Intergovernmental Working 
Group of Experts on International Standards 
of Accounting and Reporting 

The positive relationship between Improved Information disclosure by 
enterpr 1 ses and greater I nve~or confIdence has long been agreed by 
accounting experts. Generally, greater Investor confidence Increases 
Investment flows, lowers capital costs and centrlbutes to the 
stab I I I ty of f I nanc I a I markets. Investors need InformatIon whIch Is 
both sufficient and comparable In order to make efficient decisions. 

Thus, efforts have been underway at the International level and 
regional levels for quite some time to Improve the quality and the 
comparabl I tty of Information disclosed by enterprises. Before I 
describe the work at global harmonization at the United Nations and 
Its relation to the work being undertaken In this area In the European 
community, I would I Ike to make a few points to put our panel session 
Into perspective. As I make this remarks I am sure that I have the 
support of both ur. Geiger of OECD and Ur. Barthes of IASC. 

Occasionally In some International fora one or two participants seem 
to derive positive benefit from confusing comparability with 
uniformity. While everyone can always agree that comparability Is 
des 1 r ab I e , pess I m I s t s say I t Is· I mposs I b I e to at t a I n because they 
chose to confuse It wIth unIformIty. Some even go so far as to say 
that harmon I za t I on Is a dangerous exercIse becau~e It strIves for 
mindless uniformity which robs financial statements of any meaning. 

The Idea that comparabl I tty Is Impossible to achieve because of 
I nevI tab 1 e dIfferences In nat lona I accountIng envIronments or Is a 
dangerous goal thus relieves some people from taking any action to 
harmonize divergent standards. I would like to state that the work at 
the United Nations Is geared toward achieving comparability rather 
than unIformIty. 

I have also heard participants In International meetings state that 
capital flows are not affected by Information disclosure so the quest 
for comparabll lty Is a useless one. Whl le It may be true that short
run Investment decisions In financial markets currently seem to be 
more Influenced by speculative motives than by corporate performance, 
this does not mean that Information disclosure Is unnecessary. In the 
long-run Investors must allocate their capital efficiently and they 
can make efficient decisions only with adequate Information. Thus, I 
think the quest for comparabll lty Is a val ld one. 
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Work at the United Nations 

The United Nations has been Involved In the area of corporate 
accounting and reporting since 1973. I would like to return to some 
ancient history when I remind you that In July 1972, following the 
denouncement of ITT for Its Involvement In the Internal affairs of 
Chile, the representative of the country at the UN Economic and Social 
Councl I, proposed a comprehensive study of the effects of 
transnational corporations. A Group of Eminent Persons was appointed 
to conduct hearings. In Its report the Eminent Persons noted a serious 
lack of both financial and non-financial Information In usable form on 
the activities of TNCS and the limited comparability of corporate 
reports. It considered that, In order to remedy these deficiencies, an 
International, comparable system of standardized accounting and 
reporting should be formulated, and to this end, It recommended that 
an expert group be convened under the auspices of the Commission on 
Transnational Corporations. 

The expert group was convened and Issued Its report In 1977. It found, 
I Ike the eminent Persons, wide disparities and Important gaps In the 
area of general purpose reporting, and It elaborated a I 1st of minimum 
items of financial as wei I as of non-financial Information for 
Inclusion In general purpose reports. In May 1979 an Intergovernmental 
Ad Hoc Group was set up to dea I wIth the Issues IdentIfIed by the 
previous group. Finally, In 1982, the Intergovernmental Working Group 
of Experts on International Standards of Accounting and Reporting was 
created by an ECOSOC resolution. ISAR has three objectives: first, to 
serve as the International body for the discussion of accounting and 
reporting Issues, second, to make a positive contribution to national 
and regional standard-setting; third, to take Into account the 
Interests of developing countries In the field of Information 
disclosure. Regarding this last objective, ISAR can take up Issues 
which are crucial to developing countries such as accounting for 
Inflation or transfer pricing but are not discussed elsewhere because 
they are marg Ina I Issues. I SAR can a I so take up new Issues whIch 
regional groups are not yet ready to tackle and at least get the 
process of global consensus started--one recent example Is ISAR's work 
on accounting for environmental measures. 

The need for corporate accountability grows as transnatlonallzatlon 
grows. Thus, the mandate of ISAR Is more valid today (1990) than at 
any point In time since the Increasing Interdependence of financial 
markets and the gradual economic unification of Europe (both ~ast and 
West) wl I I forge a truly global economy. However, It Is questionable 
whether accounting standards will be In place to guide and monitor 
such a marketplace. In a truly global financial market, Investors, 
credItors and Governments must be protected through adequate 
disclosure systems based on mutually agreed standards. 

Since Its first session In 1983 ISAR has dealt with a great number of 
accounting and reporting Issues and arrived at mutually agreed 
conclusions on these Issues. ISAR's conclusions on Information 
dIsc I osure were recent I y pub I I shed In comprehensIve, systema t I ca 1 I y 
structured documents. They provide a basis upon which financial 
statements can be evaluated. ISAR felt It was also necessary to 
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. explain to preparers and users of financial statements the main 
objectIves of such statements and the broad concepts whIch under I I e 
their preparation. A companion volume to the Conclusions which Is 
tltled--"Objectlves and concepts underlying financial statements" has 
been pub I lshed. These two volumes taken together can serve as a guide 
to Governments In the process of standard-setting. 

Gradually, the Group has seen the need to become more action-oriented. 
Hence It Is devoting more time to activities In the field of education 
and training. The USSR Ministry of Finance requested the United 
Nations Centre on Transnational Corporation to hold a Workshop on 
Accounting for and by East-West Joint Ventures In Centrally Planned 
Economies. As you all know by the end of 1989 more than 1200 joint 
ventures agreements have been sIgned but I ess than 150 of them are 
operational. Start-up operations must overcome many hurdles. Western 
partners face uncertainties regarding the repatriation of profits, 
access to raw materials, availability of adequately trained local 
management personnel and an Incompatible accounting system. The last 
of these problems Includes the recognition of revenues, expenses and 
certain liabilities, depreciation methods, valuation of assets and, 
most Important of alI, the determination of profits. 

In June over 150 Soviet and International accounting experts, as wei I 
as joint venture personnel attended the Workshop and Identified 
problems arising from their divergent accounting systems. Once these 
problems were clearly spelled out through case studies, solutions were 
explored which would draw both partners closer to Internationally 
accepted practices. Time was devoted to discussing what type of 
training could best help Soviet accountants to attain a better 
understanding of International accounting. It was also pointed out 
that Western accountants and businessmen are woefully under-educated 
about centrally planned economies and that they should Improve their 
education If we are to arrive at common solutions. 

One direct result of the Workshop was the resolution of a number of 
problems by the Ministry of Finance. For example revenue recognition 
by joint ventures now compl les with the "matching principle". The USSR 
Ministry of Finance also agreed to set up, together with UNCTC, a Task 
Force to assIst, In a pure I y advIsory manner, In matters reI a ted to 
the country's regulatory framework for accounting. The third outcome 
of the Workshop was the Introduction of International accounting 
courses at six Soviet Institutions of higher learning using the 
.curriculum developed and discussed at the Workshop. There are three 
types of courses: one for upper-level accounting students; a second 
for joint venture practitioners and a third for University professors 
or trainers. 

Our ing 1989 the Centre has cooperated wl th the World Bank and the 
International Labour Organization In carrying out a survey of 
accounting needs In Africa. ISAR will consider the results In March 
1990 and discuss the elements for an effective technical assistance 
programme. 
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The composItIon of I SAR or the I ntergovernmenta I WorkIng Groups of 
Experts on International Standards of Accounting Reporting Is unique 
In that representation Is geographically balanced. Experts from up to 
9 African States, 7 Asian States, 3 Eastern European States, 6 Latin 
American States and 9 Western European States can participate as equal 
and official members. Thus the conclusions reached by ISAR on various 
accounting and reporting Issues can represent a global consensus. 
Other International organisations, whl le having a worldwide membership 
1 n terms of the 1 r rank and f I I e, have restrIcted partIcIpatIon In 
their governing boards and often some countries, particularly 
developing countries and now centrally planned economies have been 
left out of the decision-making process. I would also like to stress 
that It Is an Intergovernmental body and not a private one. Its work 
Is reviewed every three years by ECOSOC and at that time Its mandate 
Is renewed, amended or withdrawn. 

When 1 began my remarks I fell Into the usual trap of speaking about 
the Investors' need for Information. In most International and 
regional bodies devoted to standard-setting there Is a preoccupation 
with responding to the needs of financial markets. There are many 
other users besides Investors such as employees, the local community 
and home and host Governments. These users should not always be forced 
to request special purpose reports when they want Information 
concerning normal operations and performance. Their concerns should be 
addressed In the general-purpose reports. The composition of ISAR 
allows It to take Into consideration the needs of these users who are 
often Ignored. 

To be fair I must admit that there are st! I I empty seats 
am fully confident that given current trends these will 
the end of the year. I w I I I return to thIs Issue of 
balanced part lclpat ion In global harmonlzat ion when I 
relevance of the work at the UN to that at the EC. 

Evaluation of Efforts at Global Harmonization 

In ISAR but I 
be f I lied by 
the need for 
take up the 

The former mayor of New York CIty, Ed Koch, use to enter a crowded 
room and scream "How 'am I doing ? The new mayor, Dave Dinkins, has 
changed the question to "How are we doing? I would like to pose that 
question to those of us who are Involved In the effort to achieve 
greater transparency In the activities of enterprises as well as 
Increased comparabl I lty. The answer after more than a decade of 
efforts by various International organizations Is that the results are 
mediocre. 

What do I mean? As the European community, ISAR recently undertook an 
International survey of the financial statements of transnational 
corporations and other enterprises. I have a limited number of copies 
available with me and I would be happy to send the survey to anyone 
who gives me their card. 
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ISAR, after the publ lcatlon of Its agreed Conclusions, found It 
appropriate to take stock of the current situation regarding the 
adequacy of accounting and reporting by TNCs. Such an exercise could 
reveal both the level of corporate compliance with Internationally 
accepted practices and standards, as well as the deficiencies In 
lnternat lonal requirements. The survey analysed the availability and 
adequacy of InformatIon dIsc I osure reI at I ng to 39 accountIng I terns. 
The account I ng I terns were drawn from the agreed Cone I us Ions but to 
ensure the comprehensiveness of the survey additional Items were 
added. 

194 enterprises from 23 countries In different regions of the world 
and from different Industries were selected In a manner which Insured 
geographic and sectorial balance. The financial statements of 165 
enterprises from developed market economies, 26 from developing 
countries and 3 from centrally planned economies were examined. 

The extent to which different accounting Items were disclosed In 
financial statements was divided Into four categories: high or more 
than 80 %; good or between 65-80 %; average or between 50-65 % and low 
less than 50 %. The over alI score for disclosure of alI Items Is only 
59% or in my opinion-mediocre. This result should be a cause for 
concern among International standard-setters. 

However, enterprises report on some Items more frequently than others. 
Enterprises In the survey almost always publ lshed consol ldated balance 
sheets and Income statements, described their corporate structure and 
activities, reported sales, operating results and new Investments as a 
who I e and theIr accountIng po II c I es. They frequent I y dId not gIve 
geographic or sectorial detal Is relating to sales, operating results, 
new Investments, assets and employees. Nor did they Inform users about 
Inter-group transactions and pricing, depreciation rates and 
accounting for Inflation. See Table One. 

There was a market divergence between enterprises from developed 
market economies and those from other countries. Those from DMEs 
scored 61% while the others scored only 42%. See Table Two. This 
Indicates that If we bel leve In a global economy and In global capital 
markets, efforts at harmonization must be extended outside the OECD 
area. 

The main conclusion of this survey Is that harmonization efforts must 
be accompanied by periodic monitoring and an effective mechanism for 
Insuring compl lance. It Is worth pointing out that no nation, not even 
the most sophisticated from among the developed market economies, Is 
likely to use or ask Its enterprises to comply with International 
standards unless It can be assured that other nations have done 
I lkewlse. No nation would be wl I I lng to risk putting Its transnational 
corporations at a competitive disadvantage. Compl lance might be 
attained through International pressure resulting from an 
International convention on accounting standards. Whatever form such 
pressure ultimately takes, It should be efficient and politically 
expedient. 
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I have compared the results of the survey with others done by Tonkin, 
OECD and the IASC. Unfortunately, I have not had time to compare them 
with those reached In the EC survey but maybe Prof. Hopwood wll I draw 
some parallels. Tonkin's World Survey of Published Accounts Is most 
similar to tSAR's study since developing countries were Included and 
the sectorial distribution was close. 

The results of both studies point roughly to the same strengths and 
weaknesses (See Table Four). Tonkin's overal I assessment Is that there 
has been little Improvement In reporting practices over the period 
from 1980 to 1988 and In some areas there have been definite moves 
backward (segmented disclosure, omission of subsidiaries from 
consol ldatlon and Inflation accounting). To fulfl I their commitment to 
stab I I I ty In I nternat lona I capIta I markets and to reduce rIsks for 
Investors, Tonkin recommends that enterprises make a number of 
specific Improvements which I cannot elaborate on for lack of time but 
are contained In the World Survey. 

Relation between the Work of ISAR and that of the European Community 

Practically speaking, the relationship to date has been one of a 
positive Interchange of Ideas and materials. However, I wish to 
address something more concrete than "relationships". I would like to 
talk about the impact we can have on each others work which can either 
be positive or negative. Taking the positive side first. Efforts at 
regional harmonization within the EC are another force which can 
promote global harmonization. 

I know the President of FEE has expressed fears about the EC becoming 
an accountIng ghetto and these are not unreasonab I e fears. However, 
the introduction of the 4th and 7th directive and other directives can 
diminish the use of fragmented accounting rules which produce 
radically different results In financial statements throughout the 
Community. The fact that the Directives become law also Improves 
compl lance. To date most of the contents of the 4th and 7th Directives 
are consistent with generally accepted accounting practices at the 
international level. I would agree with Sir Geoffrey Fltchew when he 
stated that the existing EC directives have not Invented new standards 
and that they should make International harmonization easier. That's 
the good news. 

Now for the bad news or potentially bad news. The current process of 
arriving at a consensus on accounting Directives takes a long time. It 
Is not a process whIch a I lows the CommunIty to take up new prob I ems 
and resolve them Quickly. That Is what some people mean when they say 
It lacks flexlbl I lty. 

Also when positions are worked out over a number of years, they become 
sol ldlfled. This can cause real problems when members of the EC meet 
the rest of the world at the United Nations or other International 
fora. I must say I have witnessed QUite a lot of banter about 
entrenched positions. This Is because It Is unlikely that EC members 
wl II agree to an accounting practice or standard which Is at variance 
with a Directive. 
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In a certain sense they have lost the ability to Incorporate the 
concerns of the rest of the world. For example, I have even heard 
certain ISAR members express reluctance to take up a new Issue because 
It hasn't been yet worked out among EC members and they don't know 
what the EC position wll I be. However, one cannot expect International 
bodies to walt untl I all Issues have been decided In the EC and then 
just merely rubber stamp EC decisions. If global harmonization Is to 
succeed we must fInd a way to broaden the d I a Iogue. Even If the 
Community remains preoccupied with the needs of financial markets, It 
Is In theIr Interest to consIder the needs of the new I y developIng 
capital markets. 

Since universal membership In the EC Isn't possible otherwise we are 
back to the United Nations formula, then maybe the EC should consider 
giving consultative status to certain bodies which can Inject a world 
view on a regular basis befo~ final decisions are made. This appl les 
to whatever forum, board, pa ty, committee the EC cares to create or 
support In the future. The C should also contlnu~ to participate or 
Increase their current participation at the International level. 

One development which might ease potential confl lets and standoffs Is 
the e I aborat I on of the objectIves and concepts under I y I ng f I nanc I a I 
statements. This exercise has been undertaken at both the national and 
International level with very similar results and It has the potential 
to put the work of harmonization Into perspective. A clear enunciation 
of objectives and concepts allows experts to formulate recommendations 
for accountIng standards whIch are I nterna I I y consIstent and whIch 
best meet the users' needs for Information. 

I would like to close by returning to my reminder that there are a 
number of users and their needs are diverse. Participation by the EC 
at the international level can remedy to some extent Its fixation on 
the needs of financial markets and broaden Its perspective and Insure 
that It does not end up In an accounting ghetto. 
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Contribution from Mr. G. Barthes de Ruyter 
President 
International Accounting Standards Committee 

1. When IASC was founded In 1973, few anticipated the global lzatlon 
of capital markets and the International lsatlon of business. Few 
expected that different national accounting standards would be 
seen, for example, as an Impediment to multinational securities 
offerings. Nobody Imagined that securities regulators on a 
worldwide basis would be urging IASC to Improve Its Standards so 
that they could be used In prospectuses used for foreign 
I ssu I ngs of eQuIty and debt - yet that ca I I has been made at 
each of the last two annual meetings of the International 
Organisation of Securities Commissions. 

2. By 1990, economic and technological forces have Impel led 
national markets to expand across International boundaries. As a 
resu It, capIta I markets and the bus I ness communIty are 
Increasingly recognising the need for truly International 
standards of accounting and disclosure. The business community 
and other preparers of financial statements are tired of 
differences In accounting that lead to Increased costs for those 
companIes that operate and raIse capIta I abroad. These 
differences also result In an unlevel playing field for those 
International companies that are competing with one another for 
business opportunities. As a result, the free flow of capital 
and business Is blocked. 

3. Investors, financial analysts, lenders, employees and other 
users of financial statements also recognise the need for truly 
international standards of accounting and disclosure. They have 
considerable difficulty In making decisions based on financial 
Information prepared using different national accounting 
reQuirements. Their problem is compounded as investment, lending 
and employment become more and more International. 

International Accounting Standards 

4. In all these circumstances, the need for International 
Accounting Standards has never been greater. In the last sixteen 
years I ASC has done a great de a I to meet thIs need. It has 
Issued twenty nine International Accounting Standards (see page 
5), many of which have done a great deal to Improve and, to some 
extent, harmonise financial reporting on a worldwide basis. 
These Standards deal with the substantial majority of topics 
that are Important In the preparation and presentation of 
financial statements throughout the world. IASC has also 
recently Issued Its conceptual framework, the Framework for the 
Preparation and Presentation of Financial Statements. 
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5. International Accounting Standards are an International 
benchmark for national accounting requirements, whatever their 
form. Some countries use International Accounting Standards as, 
or as the basis for, national accounting requirements. Other 
countries develop more detal led national requirements that 
conform with International Accounting Standards. Other countries 
have based national accounting laws on International Accounting 
Standards; for example, the European Commission used the work of 
IASC In developing the 7th Community Directive on Consolidated 
Accounts and some European countr les have made further use of 
International Accounting Standards when Implementing both the 
4th and 7th Directive. IASC referred extensively to the 7th 
Directive when developing Its new Standard (lAS 27) on 
Consol ldated Financial Statements. 

6. Securities regulators such as the CONSOB In Italy reQuire the 
use International Accounting Standards where there are no 
eQuivalent national reQuirements and Stock Exchanges such as 
that In London require foreign Issuers to present financial 
statements In conformity with International Accounting 
Standards. 

7. As the 1988 Survey of the Use and Appl lcatlon of International 
Accounting Standards shows, the financial statements of the 
substantial majority of major business enterprises around the 
world conform with the Standards. Few enterprises disclose the 
fact of such conformity although their number Is growing. 

8. IASC has achieved all this success because International 
Accounting Standards have been developed by a truly 
International organisation and as a result of an extensive 
International consultative process. As wei I as Its member 
accountancy bodies In nearly eighty countries, the work of IASC 
Involves the business community, employees, stock exchanges and 
securities r-egulators, bankers, lawyers and national standard 
setting bodies from throughout the world. The United Nations 
Centre on Transnat lonal CorporatIons, the OECD and the World 
Bank send observers to IASC meetings and the European Commission 
has been Invited to participate In a similar way. All twelve 
member countries of the European Community are members of IASC
and six are represented on Its Board. 

9. However, a I I these achIevements by I ASC are not grounds for 
complacency. IASC has not yet done enough to ensure that the 
financial statements of different enterprises from different 
countries can be readl ly understood and compared by users 
throughout the world. IASC must do more, much more, to meet the 
need for truly International standards of accounting and 
reporting. 

Improvements to International Accounting Standards 
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10. In order to ensure the comparab Ill ty of f I nanc I a I statements 
wor I dw I de, I ASC must Improve ex I st I ng I nterna t I on a I Account I ng 
Standards: 
(a) through the el lmlnatlon of free choices In accounting 

treatment for I Ike transactions and events; 
(b) through additional· Implementation guidance and better 

disclosure requirements; and 
(c) by fl I I lng the gaps In Its set of Standards. 

El lmlnatlng Choices for Like Transactions and Events 

11. E32, Comparabll tty of Financial Statements, was the first step 
In the Improvement process. It was publ lshed In January 1989 and 
sets out the Board's proposals for the removal of free choices 
of accounting treatment for like transactions and events. The 
proposals are summarised on pages 6 and 7. 

12. IASC has received comments on these proposals from over one 
hundred and fifty organisations In more than twenty countries. 
Many responses are the result of considerable consultation 
within Individual countries, accounting bodies, International 
accounting firms and other organisations with an Interest In the 
Improvement and harmonisation of financial reporting. 
Representatives of IASC have also discussed the proposals with 
national standard setting bodies, regulatory authorities, the 
accountancy profession and the business community in over twenty 
countries and, In the middle of December, with officials at the 
European Commission. 

13. The comment I etters and the meetIngs around the wor I d have 
revealed substantial agreement on many of the proposals In E32 
but also very different opinions on some of the Issues. They 
have also Indicated considerable support for what IASC Is trying 
to do - and recognition that It Is a difficult task. The 
responses also proved what we had always thought - that alI the 
problems are here In Europe- virtually all accounting systems 
known In the world exist alongside one another In Europe. Hence, 
harmonisation across the world Is only a little more complex 
than It Is In Europe. 

14. IASC's Comparabl 1 lty Steering Committee met earl ler this week to 
revIew the comments on E32 and to recommend what changes, If 
any, should be made to the proposals. The IASC Board will 
consider these recommendations In March and It plans to commit 
Itself, In June 1990, to proceed with the necessary amendments 
to Individual Standards. 

Implementation Guidance 

15. There Is presently considerable variation In the amount of 
Implementation guidance given In International Accounting 
Standards. 'This may lead to a loss of comparabl I lty when 
different enterprises use significantly different 
lnferpretatlons and methods of application when applying the 
same Standard for I Ike transactions and events. 
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16. IASC has set up a new steering Committee to review all Its 
existing Standards to ensure that they are sufficiently datal led 
and complete and contain adequate disclosure requirements. The 
Board wll I make all the necessary changes at the same time that 
It Implements the changes resulting from E32; It plans to 
complete this work by 1993. 

ElI I lng the Gaps In International Accoyntlng Standards 

17. IASC has Issued Exposure Drafts on joint Ventures and Banks; It 
hopes to have Standards on both these topics by the end of 1990. 
New projects have been started on Financial Instruments, Cash 
Flow Statements and Intangibles. IASC Is also I lkely to tackle a 
project on Earnings per Share In conjunction with the 
I nternat lona I f I nanc I a I ana I yst communIty. IASC p 1 ans to 
complete these projects by 1993. 

The Way Ahead 

18. IASC has an extremely ambitious programme for the next five 
years but It Is de term I ned to succeed. It w I I I on I y succeed, 
however, If It and other organisations responsible for national 
and regional accounting requirements work together. 

19. IASC has been concerned to hear suggestions of competition 
between IASC and the European Commission and between 
International Accounting Standards and possible European 
AccountIng Standards. There shou I d not be competItion because 
both IASC and the Commission (and the Community generally) are 
working with the same objective In mind and should be working 
together to seize the opportunities that the globalization of 
markets and business has created. 



V. MUTUAL RECOGNITION OF ACCOUNTS BETWEEN THE 
EC AND THIRD COUNTRIES 

Contribution by Mr. B. D'Illiers 
Commission des op~rations de Bourse 
France 
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After pointing out that, within the French delegation, it was to him, as a 
member of the Commission des Operations de Bourse anl delegate to IOSCD, . 
that it fell to talk about the objective of protecting sha.reholders ani 
other providers of risk capi taJ., Mr d' Illiers said. that transpa.rency of 
fina.ncial information was the pr:i.Itary safeguard for providers of capital, 
~y when they operatai in a financial market: the information 
various soouri ty-issuing compa.nies gave about themselves had to be 
comp9.I'able. 

Conlp:l.rabili ty was a situation whereby the information supplie1 was 
equivalent both in terms of quantity (disclosure) a.rrl in terms of quaJ.i ty 
(measurement); for there to be comp9.I'ability -without which a market could 
not function properly - the aooounts of coropa.nies from a non-community 
country had to give information equivalent to that :f'urnishai by campa.nies 
from the host country. It was not enough for the aooounting stam.axds of 
the two countries to be simi1a.r, as the coropa.nies might .interpret them 
differently a.ooord.ing to the domestic ''aooounting culture''. It was such 
practica.l verification, along the lines of Article 54(3)(g) of t:ne Treaty 
of Rome, ani not a theoretica.l verification of the approximation of 
aooounting laws pursuant to Article 100, that the regulator of a ma.rk.et bad 
to carry out before accepting a foreign cornp:my. 

Within the EElJ, the Seventh Directive expressly provid.a:i that a group whose 
parent cornp:my was from outside the Community could be exemptai only if 
the consolida.tei accounts of that cornp:my were fourrl to give information 
equivalent to that given by aooounts drawn up unier the Community rules: 
the scrutiny relatei to the aooounts themselves, anl once again it was not 
enough just to look at the sta.n:la.rds in force in the parent cornp:my's 
country. Nevertheless, the risk that .the consolida tai accounts of the same 
non-commun1ty company might be dealt with in contradictory ways in two 
Community countries had to be avoidei if at all }X)SSible, ani the 
obligation to test for equivalence should be made less onerous through 
negotiations with the countries in which groups origina.tei, in exchange for 
which better a.ooess might be securei for Community companies to those 
countries' markets. 

To that en:i, Member States should entrust to the Community executive the 
task of thus negotiating reciprocity agreements with non-member countries 
on their behalf. But that could be envisagei only if the Commission were 
representing a truly homogeneous entity, that is to say if Member States 
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were to sbare a sufficiently s1 mi 1 ar conception of the .. true ani fa.ir view .. 
that bad to be given by accounts llDier the Fourth ani Seventh Directives. 
Was that currently the case? 

Unfortunately not, it seemai, judging from the accounts publ ishai by listai 
Community compa.nies. In a recent case in point, the consol.idatai profit of 
a~ from one of our countries came C:in terms of amount per share) to 
EOJ 3 by German sta.ma.rds, EOJ 4 by Frerxil sta.ma.rds, ani EOJ 6 by 
Uni tai Kingdom sta.n:iaTds. Yet profit was the most useful iixiica.tor when it 
.came to informing not only investors but aJ.so all the persons 
Article 54(3) Cg) was designEd to protect. 

Many more examples could be given to show that a sufficient degree of 
compa.rabili ty bad not yet been achievai between the accounts of compa.nies 
from our countries for us to be able to work llDier satisfactory coniitions 
on the approximation of our countries I ani non-Q)nmrun:l ty countries I 
accounting methods, or for it to be possible to apply mutual recognition 
agreements with non-Q)nmrun:l ty countries U!rler satisfactory conii tions. 

Since it was :ceoessa.ry, however, to work towards that goal, especiaJ..ly at a 
time when the process set in motion on the initiative of the IASC affordei 
an opportunity we could not let slip through our fingers, there was an 
urgent neai for us, the aocoun:ta.ncy authorities of the Member States ani 
the Commission, to cooperate so as to bring the a.ocounting practices of our 
companies more closely into line with each other. 

But first, common interpretations had to be sought ani adoptai for those 
provisions of the Directives which had provei either ambiguous or too 
su.ocinct; therein lay the key to a speaiy improvement in the equivalence of 
info:rnation ani to su.ooess in concluding truly watertight mutual 
recognition agreements with non-member countries ani coming to an 
llDiersta.niing with the IASC as part of a high]. y desirable drive to achieve 
harmonization worldwide. 



VI. HARMONIZATION OF ACCOUNTING STANDARDS WITHIN THE EC: 
A PERSPECTIVE FOR THE FUTURE 

Contribution by Mr. A. G. HOPWOOD 
Professor 
London School of Economics and 
Pol ltlcal Science and 
European Institute for Advanced 
Studies In Management, Brussels 
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Within a relatively short period of time, the 

accounting harmonisation endeavours of the European 

Commission have started to have a distinct impact on 

the practice and regulation of accounting in the 

member countries of the Community. Although the 

project remains incomplete, some real attempts 

nevertheless have been made to confront and change 

prevailing patterns of accounting diversity. 

Differences in technical procedures have started to be 

subject to some degree of critical examination and 

assessment. Questions have been asked of distinct 

national traditions in the accounting area. And 

although very real differences in accounting practice 

undoubtedly remain, concrete steps have been taken 

towards achieving a greater degree of comparability of 

the form and content of the financial disclosures made 

by business and commercial organisations within the 

Community. 

Although it is-still difficult to analyz~ the state of 

European accounting, recent studies such as that 

undertaken by the Federation des Experts Comptables 

Europeans (1989) confirm that some measure of 

harmonisation has been achieved, The form of the 

adbuai accounts is now a more standardised one. 

~fbtle.·!ilt~O-terd in a company incorporated in any of 
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the member states should now be able to obtain a 

director's report, an audited set of accounts and a 

set of notes to the accounts structured on. a 

comparable basis. Moreover, some of the technical 

issues subject to the requirements of the Fourth 

Directive are now more likely to be treated in either 

a harmonised or at least a comparable manner in these 

accounts. And although it is still too early to 

evaluate the full imp~ct of the Seventh Directive, it 
/ 

is already clear that its concern to . introduce a 

requirement f~r consolidated accounts will have a 

significant impact on accounting practice in some 

member countries. The full economic significance of 

large industrial and commercial groupings is likely to 

become more apparent . 

. 
Other more institutional consequences of accounting 

harmonisation are also of very real significance. The 

Fourth Directive provided corporate accounting with_ a 

more certain legal basis, something previously self-

evident in some member countries but a significant 

change in the practices of others. Already there are 

signs that that change might be one that is capable of 

having quite considerable consequences. In those 

countries where accounting practice was once a more 

private endeavour, the state has started to take a 
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more sustained and active interest in questions of 

accounting policy and the mechanisms for its 

regulation. That interest is unlikely to diminish. 

Equally, in some of those countries where the state 

had a more dominant influence, the ambiguity which the 

terminology of the "true and fair view" introduced 

into accounting regulation also might have played a 

not insignificant role at a time when capital market 

pressures were starting to impinge more actively on 

accounting thought and practice. At least the 

potential for a disturbance was introduced into 

accounting policy making. The concern with "true and 

fair" could serve to emphasis~ both the multiplicity 

of potential purposes which accounting could be called 

upon to serve and the judgmental processes which often 

are needed to resolve the resultant conflicting 

interests which strive to shape accounting choices. 

The fact that such an indeterminant language was 

introduced into the Fourth Directive at a time when 

capital market influences were becoming more 

significant might have helped to nurture and sustain 

the conflicting pressures which both the market place 

and the community can legitimately place on accounting 

practice. 

The harmonisation initiatives of the community also 

have helped to forge a new European domain of 

accounting policy making. Practicising accountants 

now meet to deliberate shared interests and concerns, 
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and have formed their own organisation at the European 

I evel. PeoplB now talk o! accounting in Europe. 

Amongst some there is a genuine interest in dialogue 

and communication. With others, there is an equally 

--strong desire to forge strategies for professional 

planning and mobilisation at a wider European level. 

What was earlier little more than an disperate 

collection of divergent practices is in the process of 

being forged into a more significant whole. 

those who 

harmonisation 

oppose 

often 

particular 

do so because 

approaches 

of their 

Even 

to 

own 

alternative strategies for influence at the European 

level. Within a relatively short period of time 

Europe has changed from being a quiet backwater for 

accounting policy making into· an area where an array 

of very real forces and tensions are at work. 

The European accounting policy agenda nevertheless 

remains an incomplete one. Considerable degrees of 

technical diversity still exist. Because accounting 

is perceived of in very different ways in different 

member countries, quite different factors and 

circumstances are perceived as having a legitimate 

right to influence it. Different economic and 

institutional roles are attributed to accounting. 

Different mechanisms exist for its regulation and 

change. The exercising of accounting discretion is 

subject to very different influences and constraints. 

The net effect of these differences is not only that 
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accounting itself remains a diverse phenomenon within 

the Community, but also that the financial accounts of 

companies incorporated in different member states 

still remain difficult to compare in many instances. 

Investors, employees and their representatives, 

agencies of national governments, the Commission and 

other parties interested in industrial and commercial 

activities, still find it difficult to analyze and 

interpret statements of financial position and 

performance in cross-national contexts -the very 

objective which the accounting harmonising activities 

of the European Commission sought to address. 

So although real progress has been achieved in making 

the financial accounts of companies from different 

member countries more comparable, the remaining 

diversity is both real and significant. Questions 

therefore arise as to the future of the harmonisation 

project and the methods that might be most appropriate 

for its continuing realisation. Adopting a forward 

looking stance, has sufficient comparability been 

achieved or is the continuing creation of an internal 

market within the European Community likely to call 

for more? And if further comparability might be 

required, how is this to be achieved? Are the 

mechanisms of the past still adequate or are different 

ap~roaches now required? It is to such questions that 

the present study is addressed. 
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ACCOUNTING DIVERSITY AND ITS BASES 

The reasons for the remaining technical diversity in 

accounting practice in the European Community are 

reasonably well understood, residing in both the 

Directives themselves and the underlying accounting 

contexts which they seek to address. 

The Directives provide for options, the differential 

exercising of which can impair the comparability of 

financial accounts. Accounting for goodwill is a 

topic of some current significance in this respect, as 

are the different valuation bases allowed for tangible 

fixed assets. Discretion is also allowed in the 

treatment of research and development expenditures and 

pension liabilities. All of these options are 

important in their own right but their signi.ficance is 

enhanced in an economy that is increasingly more 

knowledge intensive, subject to merger and acquisition 

pressures, shifting demographic trends and changing 

price levels. 

The Directives were also of necessity partial. 

Significant aspects of industrial and commercial 

accounting practice are not directly subject to their 

harmonising requirements, either because of the 

difficulty of agreeing on a standard for desirable 

practice at the time the Directives were being 
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negotiated or because such aspects of accounting have 

become more significant with the passage of time. 

Accounting for foreign currency translation, deferred 

taxation, and the treatment of leases are all very 

significant topics that are not dealt with by the 

Directives. 

Moreover, as important as the Directives have 

undoubtedly been in creating the basis for a new 

domain of comparable accounting practice within the 

Community, the diversity which they sought to address 

is now recognised as being more resilient than 

initially might have been imagined. Rather than being 

an isolated and thereby more influenceable technical 

phenomenon, accounting is now recognised as being 

something that has been shaped by the cultures, 

institutional configurations and socio-historical 

circumstances of the specific societies in which it 

emerged {Busse Von Colbe, 1983). 

Being used as bases for the monitoring of ecoi)omic 

performance, for the allocation of corporate surplus 

between different social interests and for defining 

patterns of accountability between companies and other 

significant economic agents, today•s accounting 

procedures are the legacies of the different 

historical circumstances in which they emerged. They 

are not merely technical. The meanings and 

significances which are attributed to them, the roles 
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which they are called upon to serve and· the 
'• 

institutional contexts in which they operate are all 

profoundly shaped by wider economic, social and 

political forces. 

Viewed in such terms, it is important to consider the 

following. factors when comparing acco~ntings in 

different countries: 

Accounting is lnly one of the ways in which 

information can flow from a company to other 

significant economic agents. over time differen~ 

institutional arrangements for both information 

provision and the management of corporate 

accountability have developed in different 

national contexts, some attributing a significant 

role to accounting based sources of information 

and others a much more modest one. Such 

differences do not nece~sarily imply different 

degrees of !nformation provision, but only 

different channels for that provision and 

potentially different recipients. 

At present there is 1 i ttle or no systematic 

evidence on the relative effectiveness of such 

alternative institutional configurations or 

different levels of investment in accounting 

information flows. 



Markets and administrative hierarchies are 1 ikely 

to .give rise to the emergence of different 

requirements for accounting. Administrative 

hierarchies are more 1 ikely to result in more 

highly specified and standardised flows of 

information than markets. The active trading in 

information in the latter is more 1 ikely to 

result in a greater tolerance of ambiguity and 

diversity, albeit subject to a basic guarantee 

of the underlying integrity of the key components 

of the information flows. Where accounting 

regulation emerges in more market oriented 

settings, it is likely to be concerned with 

ensuring that that integrity exists, reducing the 

complexity and costs of information processing 

and ensuring a more equitable outcome of the 

market process by increasing the equality of 

access to information. 

Even in countries where the primary demands for 

corporate information might be _market based, 

historically many of the pressures for accounting 

standardisation have emanated from agencies of 

the state. In part these have reflected concerns 

to facilitate the operations of the market. They 

also have sometimes stemmed from concerns to 

reduce inequalities in access to information. 

Often, however, such concerns with standardising 

accounting have resulted from problems 
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encountered by state agencies in using accounting 

information in economic management and forms of 

institutional regulation. 

Care therefore needs to be exercised in 

recognising the diverse origins of accounting and 

its regulation even in the same national context. 

Over time the different institutional contexts in 

which accounting is embedded result in different 

roles and functions being attributed to 

accounting. The rights of different interest 

groups vis-a-vis accounting information can be 

differently recognised. Pressures for accounting 

elaboration and development thereby start to 

emerge on different institutional axes. And 

different institutional arrangements are created 

for the regulation of accounting, including ones 

which often allow for very different sources and 

processes of influence. As such differences 

develop, accounting practices can become quite 

deeply implicated in their institutional and 

socio-economic settings, no longer being 

instruments for information provision purely in 

their own right. 

Even though very real differences exist between 

different national accountings and their 

institutional settings, care nevertheless has to 
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be exercised in accepting many conventional 

portrayals of those differences. There is a 

common tendency to exaggerate and to polarise, 

often for rhetorical and argumentative reasons. 

Whilst the accountings of certain countries are 

more influenced by tax requirements, for example, 

very few countries have accountings that are not 

subject to some such influence. Indeed tax has 

been an important factor mobilising accounting 

change in countries where there is no direct link 

between corporate accounting and taxation. 

Rhetorical statements might often lead one to 

conclude to the contrary, however. Equally, 

whilst there are very real differences in the 

configurations of market, professional and state 

influences on the development of accounting 

practice, the significance of accounting is now 

such that the state is rarely, if ever, absent as 

a significant influence· on accounting change. 

Even in countries where professional and market 

influences are celebrated, it is ·impossible to 

understand the path of ·accounting development, 

including its more recent contours, without 

appreciating the active if not readily visible 

role played by agencies of the state. 

Within a setting such as Europe with many shared 

institutional frameworks and traditions, it is 

usually more important to look for different 
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configurations of influences rather than more 

extreme differences. The latter are often more 

likely to emerge from the construction of 

argumentative stances rather than portrayals of 

reality. Although we do need to recognise that 

differences can be very real, simplistic 

representation of them fail to do justice either 

to the mass of interrelated influences which 

together constitute national practices of 

accounting or the very real possibilities for 

change which reside within them. 

It is the patterns of real underlying differences that 

nevertheless provide both. the rationale for 

harmonisation and, importantly, in the present 

context, the constraints upon it. Seen in such terms, 

accounting cannot meaningfully be detached from its 

institutional and social setting as a separable 

technical practice. Any atte~pt to change accounting 

must be based on a sensitive appreciation of the other 

important aspects of its setting that constrain 

accounting to remain as it is and also influence the 

extent to which changes can be introduced and their 

consequences anticipated. Moreover ·with such 

constraints on accounting change, it is hardly 

surprising that the process of harmonisation is a slow 

and imperfect one. successful change has to be 

sensitive to areas where discretion exists, where 

redundancy and additional provisions can be 
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introduced, and 

context might 

accountings. 

where changes in the 

already be suggestive 

accounting 

of new 

For it needs to be remembered that accounting is 

rarely static. Accounting was not as it now is and in 

the decades that lie ahead it undoubtedly will 

cont;nue to become what it was not. Changing 

institutional forms and changing social and economic 

priorities can and do put pressures on accounting to 

change. 

The growing economic significance of the state placed 

new pressures on the role ·of accounting in the 

provision of economic intelligence and as an 

instrument of economic control, something that is 

still very evident in those countries where the state 

is trying to further the domain of economic 

rationality in social affairs~ 

The recent liberalisation of market forces also has 

placed considerable pressures on accounting in many 

member countries. With an increasing significance 

being attached to open capital markets, the role of 

accounting as an instrument of both accountability and 

decision oriented ·information grows. Pressures emerge 

for the more frequent and more open disclosure of 

information, with the information provisions being 

more orchestrated around significant economic 
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transactions. such pressures become particularly 

acute when constraints on the active market in 

companies, rather than merely the provision of 

financing to companies, are removed. If companies 

themselves can be bought and sold, accounting 

information often assumes a more strategic 

significance both as a source of information for those 

interested in corporate acquisitions and as an 

instrument of defence for those seeking to resist 

takeover attempts. Indeed it was precisely in such 

circumstances that more active interests in new modes 

of regulating accounting arose in several countries, 

including some within the European Community. 

Many such changes are currently under way within the 

European Community and together they are of vital 

importance for any informed consideration of 

accounting policy making in the years that lie ahead. 

Any careful examination of accounting harmonisation 

must address not only the forces which .have created 

past patterns of accounting diversity but also the 

factors that are 1 ikely to impose new pressures on 

accounting to change, not least those that might stem 

from the continuing development of the European 

Community itself. For whilst the contingencies of the 

past might constrain the harmonising initiatives of 

today, it is the changing pressures and demands placed 

ory accounting now that provide the basis for the 

policy agendas which the accountings of tomorrow must 
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address. 

FACTORS INDUClt~G CONTINUED 

ACCOUNTING CHANGE 

The Dire~tives initially sought to ensure that 

difi.:cing patterns of corporate disclosure and 

accounting did not constralr the development of a free 

internal market wi th.i :-: the European Community. 

Although both circumstances and aspirations have 

changed in the intervening years, the objective still 

remains a significant one. Today even more emphasis 

is placed on the 1 i.beral is:tt ion of industrial and 

commercial transactions witr.in the community and on 

removing the barriers to the free movement of goods 

and services, capital and labour. Enhancing the 

comparability of corporate financial statements is 

still an important part o: that process, something 

that is agreed by even those who disagree on the means 

through whicry it is to be achieved. There is quite 

widespread agreement that more comparable flows of 

information can play a vitul role in forging a more 

cohesive and integrated economic community. 

The maintenance of the integrity and understandability 

of corporate information is of equal importance to 

those who emphasise the need for accountability to a 

range of interests as it is to those who stress the 
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information requirements of markets, particularly the 

capital market. As an active processor of 

information, the market requires financial accounts 

of a reasonable standard of validity, integrity and 

comparability, something which there is reason to 

believe does not emerge unproblematically through the 

operation of the market itself (Bromwich, 1985). 

Historically both accountability and decision oriented 

needs have provided the basis for an audit function 

and national forms of accounting regulation. 

Recognising the need for some measure of accounting 

comparability for the sustenance of cross border 

trade, investment and financing, the existing 

Directives have provided at least a basis for ensuring 

that the more complex information requirements of a 

wider market are met. Equally, they have started to 

recognise the even greater difficulties which other 

social interests experience in tracking trading and 

financial activities across national boundaries. 

Unfortunately, however, even that degree of progress 

is in danger of being dissipated. Despite the fact 

that the past few years have witnessed a growing 

volume of cross border investment and trade, the 

changing nature of the commercial world and the 

fragmentation of accounting regulation together are 

t~reatening to reduce the harmonisation and 

comparability that have been achieved so far. With 
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areas of accounting not covered by the Directive's 

becoming more significant, national accounting 

regulators have been forced to select their own 

different solutions. A new potential for diversity 

thereby has been created. Similarly, the exercising 

of options witnin the Directives has either confirmed 

previous national preferences or, where national 

enco~b"'..1.ng legislation has permitted the use of all 

possible option~, increased the degree of potential 

diversity. 

Looking into the future, it is also important to 

recognise that a very considerable potential for 

accounting change is currently being restrained by 

constraints in other institutional and policy areas -

something that serves to illustrate the dependent 

nature of accounting practice. Perhaps foremost 

amongst these are the legal and other barriers to 

takeovers and mergers both w.i thin and between member 

countries. As has already been pointed out, an active 

capital market and particularly the d~velopment of a 

market in corporate control is capable of considerably 

enhancing the strategic potential of accounting 

information and thereby corporate, investor, 

governmental and other interests in it. The 

development of such a market in companies is currently 

restricted by a complex web of legal and other 

.practices in many member countries. Over time it is 

difficult to believe that these will not be subject to 
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review with the development of a more open internal 

market, not least because of the growing significance 

of crossnational companies. Indeed this is already 

happening. Other related changes oriented towards 

enhancing the development of capital markets and 

increasing the significance of publicly quoted 

companies in a larger number of member countries also 

would be llkely to increase the significance of 

accounting. 

So despite real achievements in accounting 

harmonisation, increasing pressures on accounting 

could easily dissipate what has been gained as 

responses are made at a national rather than a 

Community level. If this happened, the paradox would 

be that it was occurring at the very time when both a~ 

interest in and a demand for more comparable corporate 

information was growing. 

The development of the internal market is such that 

the growing volume of cross border trade, commerce and 

financing is resulting in increasing crossnational 

comparisons of accounting information. This is a 

quite natu.ral and predictable response. Whether it is 

as a result of the activities of financiers, grantors 

of credit, customers, regulatory authorities or public 

interest groups, more and more questions are being 

raised about the significance of the remaining 

national accounting differences within the community 
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and the means for their reconciliation. 

Even if large sophisticated users of corporate 

financial information can cope with the complexities 

of non-comparable, they still have to incur additional 

costs to do so. Other users and interests may have 

neither tha skills nor the resources to co~e with suc6 

difficulties, however. Be they creditors, local or 

regional communities, employees or their 

representatives, or small shareholders, they will all 

find non-comparable financial information an 

increasingly costly and constraining problem in an era 

where crossnational transactions become more 

important. Any failure to 'act on this problem is 

therefore likely to have distributional consequences 

as well as ones for efficiency. 

Moreover, continuing developments within the Community 

could be quite capable of rein~orcing interests in the 

enhanced comparability of corporate financial 

information. Growing interests in the. harmonisation 

of financial regulations would certainly have this 

effect. The control of public purchasing programmes 

is another sphere of regulatory activity that could 

impinge on accounting, as might any longer term 

developments in employee rights and the creation of a 

more environmentally oriented economy. Even the 

slightest interest in the harmonisation of taxation 

would immediately implicate the accounting. For as 
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has already been stated, accounting is not an 

independent technical practice. Precedents both 

within Europe and elsewhere suggest that related 

developments have had quite pronounced consequences 

for the development of the practices of accounting and 

their modes of regulation. 

With developments in at least some of these areas 

being very likely in the foreseeable future, the 

Community must now address the means by which a 

greater degree of coherence and comparability in 

accounting is to be achieved. Although the programme 

of Directives has provided a useful basis for 

improving the cornparabil i ty ·of corporate financial 

reporting, a new initiative is now required to 

consolidate the achievements and provide a more 

adequate basis for facing the future. 

TilL I N'l'l:HNAT J ON/\L CONTEXT OF ACCOUNTING 

HARNONISATION AND STANDARDISATION 

A few years ago the international arena for accounting 

policy making was weakly developed. Although the 

International Accounting standards Committee had been 

established in 1973, it had been slow to develop a 

focus and mission, and gain the respect of the 

international accounting community. Other 
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international agencies also provided bases for 

discussions on accounting matters but for 4 variety of 

reasons did not serve as active agents of change. 

In the last few years, however, a strong interest in 

the wider international standardisation of accounting 

practice has emerged, not least because of the 

glcb~iisation of the capital markets. The stock 

exchanges of different countries are interested in 

attracting international 1 istings but often do not 

want to compromise their own requirements for 

financial and other disclosures. such concerns are 

shared by many of the relevant regulatory authorities, 

not least in respect , of those circumstances where 

different accounting regimes are known to influence 

corporate decisions on listing and financing. Major 

multinational firms still wishing to be listed in 

several financial centres can be faced with the costs 

of supplying financial information prepared in 

accordance with different accounting standards. And 

the diversity of disclosures can, in turn, be 

confusing to the international investing community. 

Concerned with these problems, the International 

Organisation of Securities Commissions asked the 

International Accounting Standards Co~ittee to 

investigate the problem. Receiving the support of its 

professional sponsors, the multinational audi't firms 

and at least some national governments, the IASC is in 
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the process of responding positively to this 

challenge. Already it has proposed to reduce the 

options in 

standards. 

existing international accounting 

Although it is still far too early to 

evaluate the effectiveness of this exercise, there is 

reason to believe that it might provide a greater 

degree of coherence and focus to the activities of the 

IASC, possibly providing a basis for it to become a 

more proactive and influential organisation. 

A question therefore arises as to the relationship 

between the IASC and any further harmonisation 

initiatives of the European Commission. There are 

those who are legitimately worried about a further 

multiplication of regulatory endeavours. Whilst real, 

such worries nevertheless need to be considered with 

some caution. They can easily attribute too 

significant a role to the activities of the IASC which 

for the foreseeable future will remain a body that 

needs to move relatively slowly, carefully negotiating 

with major interested parties. It is also extremely 

unlikely that European initiatives would deliberately 

seek to go in directions counter to those of the wider 

international community. Past experience suggests 

that in an increasingly international world, European 

decision makers are sensitive to the need to develop 

accounting standards which do not reduce the 

possibilities for international trade and cooperation. 

More positively, however, recognition needs to be 
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given to the role which European harmonisation already 

has played in a wider international standardisation of 

~ccounting. Both at a technical and a human level, 

Europe has made a very real contribution and some of 

that stems either directly or indirectly from the 

harmonising endeavours of the European Community. 

Indeed, in the future, the Community has the potential 

to serve as a vital laboratory for accounting change, 

containing, as it does, many of the major strands of 

accounting diversity. With a strong commitment to 

move harmonisation forward as part of the wider 

creation of an internal market and a sensitive 

appreciation of the need to maintain a dialogue with 

bodies such as the IASC, there is every possibility 

that European initiatives in the area could further 

rather than restrain a wider process of international 

change. 

There are other positive reasons why members of the 

European community might wish to have a European forum 

for accounting affairs, albeit one that would actively 

seek to liaise with international bodies. In many of 

the member countries of the Community accounting 

pronouncements need a legal basis that governments and 

regulatory authorities would be reluctant to attribute 

to standards issued by a confederation of professional 

organisations. Questions of authority and enforcement 

could legitimately arise. A European forum open to 

wider influences could therefore provide a way in 
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which international pressures for change could more 

widely permeate European practices, European 

developments in the area might also need to recognise 

a wider range of economic and social interests. And 

not least in significance, accounting pronouncements 

need to relate to specific institutional contexts and 

policy concerns. To realistically do that at the 

international level is something that might only be 

achievable in the distant future. In the more 

immediate future, the process is more likely to 

illuminate very different approaches to regulation, as 

between Europe and the USA, for instance. 

International standards are therefore likely to remain 

quite general and compatible 'with the exercising of 

discretion in very different ways. A closer 

intermingling of accounting pronouncements and their 

institutional and policy contexts might be a more 

realistic objective at a European level. 

The new initiatives at the IASC are to be welcomed. 

They represent an exciting and very relevant 

development. Every effort should be made to maintain 

their momentum and to further develop the independence 

and authority of the IASC itself. 

There alsn are strong reasons for maintaining a 

concern with harmonisation and comparability within 

the European Community. It is to the institutional 

means of achieving this, that we now turn. 
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ALTERNATIVE INSTITUTIONAL APPROACHES 

Directives have served as useful instruments of change 

in introducing a European dimension into accounting 

thought and practice. When it was necessary to 

explore the previously uncharted dimensions of 

European accounting and to identify the bases for 

establishing a consensus for change, the procedures 

associated with a Directive were helpful. They 

provided a means for carefully listening to a broad 

range of perspectives and interests, for recognising 

the legitimate political natrire of the process, and 

for enacting change in a way that highlighted the need 

to filter community changes through the differing 

institution of the member countries. Slow as that 

process often was, it nevertheless has resulted in a 

domain of European account·ing pol icy-making and 

practice. 

Increasingly, however, the rather ponderous nature of 

the Directive process is being questioned, not least 

in an era when change has been dramatic. It is now 

recognised that the policy agenda of European 

accounting changed quite appreciably whilst Directives 

were still being considered and implemented. New 

issues and problems arose. The environment of 

accounting changed. New significances were attached 
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to accounting matters. The regulatory context of 

accounting shifted quite appreciably, not least given 

the move towards more global capital markets. 

Relatively few of these changes were incorporated into 

the resultant Directives so not only do the accounting 

provisions of the Directives lag behind the 

development of policy agendas in the area but there 

also is a quite natural reluctance to embark on the 

process of revision when initial implementation has 

sometimes only just been achieved. 

There is now a view that Directives provide a less 

than adequate means for ensuring that Community 

requirements for accounting remain in touch with the 

dynamics of business practice and shifting regulatory 

stances. 

Although there is a broad consensus on both the need 

for accounting harmonisation to move forward and the 

difficulties of achieving this through Directives, 

less consideration has been given to alternative 

institutional frameworks. In the following discussion 

three different possibilities are considered. Each 

is amenable to a number of different ways of ensuring 

its precise implementation. At this stage of the 

debate, however, it is more important to focus on the 

broad distinguishing features of the different options 

r~ther than their exact mode of operationalisation. 
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A European Accounting Forum 

Recognising the need for furthering accounting 

-harmonisation within the Community but being conscious 

of the political, institutional and technical 

constraints on this, one possibility is to invest in 

a r;.~ans for furthering dialogue, debate and 

cooperative change between national accounting 

standard setters and the European Commission. Such an 

organisation might be termed a European Accounting 

Forum. The Forum would not aim to be a regulator of 

accounting itself. It would not develop accounting 

standards or requirements. Rather its functions would 

be to strive to improve communication between national 

standard setters and to provide for discussions on 

accounting issues both within the Community and in 

international organisations. This would provide the 

basis from which changes could·then be introduced into 

national accounting regulations such that a greater 

degree of harmonisation is achieved over time. A 

central aim of such a forum would be to address the 

technical and institutiorial impediments to more 

comparable corporate reporting so that further 

accounting comparability might be achieved by action 

at the national level. 

such a forum should be both an active and a 

contemplative body. It would carefully select issues 
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for consideration either on the basis of their 

perceived relevance within the Community or because of 

their concern to international accounting authorities, 

such as the International Accounting Standards 

Committee. Its mode of operation would be based on 

careful analyses of matters on its agenda, trying to 

understand why accounting treatments are· different, 

the consequences of these and possible means for 

minimising such differences should this be considered 

a desirable course of action. Whilst striving to 

increase the degree of harmonisation and comparability 

of accounting within the Community, the Forum should 

be established in such a way that it would always 

strive to emphasise the practical possibilities of 

doing this. Its concern with the future would need to 

be one that was grounded in an informed awareness of 

the present and the past. 

It would be essential for any·such European forum to 

maintain close relationships with international 

accounting organisations. An international perspective 

must infuse its deliberations and debates. Wherever 

possible, the discussions of the Forum should strive 

to start from an international rather than a purely 

European stance, unless there are very good reasons to 

the contrary. 

A~ though such a forum could be established by the 

Commission· much as the OECD has its ~\'or king Group on 
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Accounting Standards, many of those favouring this 

option do so on the presumption that the Forum would 

be independently established by accounting standard 

setting authorities within the Community, albeit 

including the Commission in that category. For as is 

discussed below, many proposals for accounting change 

are as conc~rned with the management of the influence 

stru~ture around accounting as they are with 

accounting 

accounting 

phenomenon. 

itself another recognition that 

is far from being purely a technical 

So independently established, a European Accounting 

Forum would be financed by the standard setters, 

including the Commission, on some agreed basis. It 

would be essential that the level of financial support 

would be sufficient for the technical, research and 

administrative capacity that such an organisation 

would need to function in the way envisaged above. 

This need not be large but it must be sufficient to be 

compatible with the needs of an organisation whose 

rationale is posited on the basis of its contribution 

to investigation, dialogue and carefully considered 

change. 

If widespread commitment to such a forum could be 

found among the relevant parts of the European 

a~counting standard setting community and if an 

appropriate level of resourcing could be assured, 
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there is much of value in such an approach to 

institutional change. It recognises the continuing 

need for action but it articulates this in a pragmatic 

manner which emphasises the real ·constraints imposed 

by technical and administrative diversity and the 

nature of the political process in which accounting is 

embedded. It therefore needs careful consideration. 

An assessment of such an approach also needs to be 

conscious of the possible problems which might be 

associated wjth it. These mainly relate to questions 

of authority and legitimacy. Whilst a forum based on 

a grouping of national accounting standard setters 

would certainly have more authority than one which 

only appealed to professional organisations, a 

question still arises as to whether it would have both 

the will and the means to act in a coherent and 

consistently authoritative manner. Having to liaise 

with a variety of governmental and private 

institutions, such issues are of some importance, not 

least at a time when a growing commercialism in many 

audit firms and a significant increase in the 

concentration of their industry most likely themselves 

necessitate an enhanced authority for accounting 

authorities. Such problems deserve serious attention. 
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A European Technical Standard Setting Organisation 

Another way of ·furthering European accounting 

harmonisation might be through the establishment of a 

separate 

standards 

organisation for 

setting. Such a 

mentiuned on several occasions. 

European accounting 

possibility has been 

The proposals for the 

exact mode of implementing it have varied but at times 

reference has been made to the models of CENELEC and 

CEN, respectively the European Committee for 

Electrotechnical Standardisation and the European 

Committee for Standardisation. Spanning wider than 

the European Community itself, these bodies are 

independent of the Commission, although partly 

financed by it. 

An accounting equivalent also could be established 

independently 

of the Commission, possibly in a not dissimilar way 

than the Financial Accounting Standards Board in the 

USA is independent of the Securities and Exchange 

Commission and other governmental agencies. In 

Europe, however, it would appear that there might be 

some expectation of substantial, if not complete, 

financial support for such an organisation by the 

commission. In addition to providing resources, the 

Commission also would be expected to delegate decision 

making powers to such a body. Itself thereby 
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necessitating a new Directive, the European accounting 

standards body would be given the powers to interpret 

existing and any subsequent accounting directives and 

to elaborate upon them within some agreed framework. 

Its modes of operation would need to be appropriate to 

this significant task and desirably should emphasise 

open processes of consul tat ion and decision making 

that are responsive to the broad range of parties 

having an interest in accounting matters. 

Such a proposal is far from being an unproblematic 

one. The resource implications would be substantial, 

despite the fact that there is evidence that it is 

often difficult to fund ·accounting regulatory 

structures. A quite specific constellation of forces 

needs to coalesce before such bodies can be perceived 

to be in the interest of those with the necessary 

financial resources, other than governmental 

authorities. Much more significantly, however, the 

foundation of the proposal on the presumption that 

accounting is a purely technical matter is profoundly 

flawed. A diverse number of parties have interests 

in accounting, and often ones that society recognises 

as being fully legitimate. The whole history and 

development of accounting testifies to its deep 

implication ~n wider social and institutional forces. 

Indeed that is precisely why there is a problem of 

a?counting diversity in Europe today and it is also 

why numerous parties feel strongly about the 
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institutional options for accounting regulation within 

the Community. The very strength of their lobbying, 

numerous experiences with accounting regulation in 

national settings and the historical process of 

accounting change all testify to the fact that 

accounting is not a purely technical phenomenon. That 

may be something that we do not like to articulate but 

it is something that we must not forget. 

Interestingly political processes develop even within 

and around bodies like CENELEC which are focusing on 

more technical matters. Even in such areas the 

consideration of what is ~eerningly technical can 

generate conflicts between competing product areas and 

manufacturers that go well beyond the purely technical 

domain, as well as entering into wider discussions of 

international trade and competition. 

It is important to recognise such wider foundations of 

accounting, even though this may not often be done. 

For if accounting is more than a purely technical 

practice, its regulation and change need to stem from 

legitimate and accepted sources of authority. If that 

legitimacy and authority is not secure, there can be 

major implications for both the implementation of 

change and the very process of regulation. 

Questions of authority and legitimacy can provide some 

insight into why it is often thought that bodies 
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charged with the review and development of accounting 

are easily prone to regulatory excess. Although such 

a view ignores the long history of inactivity on the 

part of many standard setting organisations in the 

~c~ount~ng area, it is nevertheless possible to point 

to opposing examples. From a European perspective, 

the American Financial Accounting Standards Board is 

often seen in such terms. Of course some differences 

in activity reflect differences in the wider 

regulatory environment. But consideration also needs 

to be given to the fact that visible and public 

activity on the part of a standard setting body can 

sometimes stem from an equivocal institutional 

positioning and a questionable source of authority. 

Continued ac~ivity in such cases can be used to 

justify the _exis~ence of the organisation. Seen in 

this way, regulatory excess need not stern from the 

mere presence of a bureaucratic organisation but 

rather from the expectations which are placed upon it, 

the nature and strength of its sources of authority, 

and its systems of governance which can moderate the 

ways in which responses are made to expectations and 

appeals are made to other legitimating bodies. 

Such issues would be important in a Europ$an setting 

if an i~dependent accounting standard setting 

authority were to be established. Unable to appeal to 

the democratic mandate of the state, the executive 

authority of an official administrative agency or the 



traditional respect attributed to most existing 

national accounting regulators, there .is a very. real 

danger that such an organisation would either· lapse 

into inactivity or invest in grandiose appeals to 

expertise to establish a new basis for action •. If. the 

latter possibility prevailed, without care a new and 

very different regime of accounting regulation might 

emerge that would have only a tenuous relationship to 

the problems and possibilities in the name of which 

the organisation was established. 

In any event it is doubtful whether a new orga~i~ation 

is needed to deal with the accounting problems 

currently being experienced in the Community. Already 

accounting authorities have had too pronounced a 

tendency to invest in institutional elaboration at the 

international level, with numerous bodies being 

established to counterbalance the influence of others 

rather than to articulate a positive agenda in their 

own right. Now is not an appropriate time to further 

this process. 

On substantive grounds, the establishment of an 

independent accounting standards organisation for the 

European Community is therefore something that is not 

needed for the foreseeable future. on procedural 

grounds, moreover, such a step could be something that 

would be deeply worrying to those interested in a more. 

cautious and reasoned approach to accounting change. · 
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The Role of the Commission 

There is widespread enthusiasm for what has been 

achieved by the accounting harmonisation programme of 

the European Commission, although there is little 

immediate interest in new Directives oriented towards 

reducing options and extending the scope of 

harmonisation. That said, there is nevertheless still 

real and genuine interest in furthering the 

comparability of corporate accounting within the 

member states in the context of both the continuing 

development of the internal market and the wider 

internationalisation of business and financial 

activities. But there quite rightly is no interest in 

doing this through a separate accounting standards 

setting authority. 

It is now quite correctly perceived that a more 

cautious and subtle approach is needed to further 

accounting change within the Community. Dialogue will 

be essential. A very real investment needs to be made 

in improving our understanding of existing practices 

within the member countries, the rationales for them 

and their consequences for business and the community 

at large. Rather than independently proceeding to 

enact a new 

requirements, 

regime of European 

those concerned with 

accounting 

the future 
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development of accounting in the Community need to 

liaise closely with existing national accountinq 

standard setters and relevant international agencies. 

Progress needs to be definite but at the same time 

carefully thought out and skillfully implemented. It 

needs to be recognised quite explicitly that chanqe 

within the Community can and must emanate from a 

combination of national changes and developments at 

the level of the Community itself. 

Such requirements for the future reinforce the 

concerns behind the establishment of a European 

Accounting Forum. That proposal recognises the need 

for dialogue, research and close liaison with national 

accounting standard setters, where such authorities 

exist. But as has already been noted, such an 

independent and loosely orchestrated forum potentially 

lacks the authority to be seen as a legitimate 

stimulus for change in many of the member countries of 

the Community. The Commission clearly has such 

authority. Consideration could therefore be given to 

locating such a means for establishing dialogue and 

incremental progress within the confines of the 

Commission, thereby accepting the valid contribution 

which such a development could make and at the same 

time endowing it with legitimacy and authority. 

Being cautious of the need for any further 

institutional elaboration within European accounting, 
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if this option were to be pursued every effort should 

be made to use suitably modified existing 

organisational arrangements. The Contact Committee 

established by the Fourth Directive needs to be 

considered in this context. Meeting but leaving no 

public accounts of its deliberations, so far the 

Contract Committee has not utilised its potential to 

serve as an active agent for· accounting development 

within the Community. 

The present composition of the committee is not 

suitable for pursuing the careful and inevitably 

technical discussions which will be needed if at least 

some of the prevailing inconsistencies and differences 

in European accounting are to be dealt with. Nor is 

it structure~ in such a way as to facilitate more 

direct contact and liaison with the relevant national 

accounting standard setters. 

To further such aims, a technical subcommittee of the 

Contact Committee could be established consisting 

either wholly or largely of senior representatives of 

national accounting standard setting agencies within 

the Community. Further consideration would need to be 

given to whether representatives of other interested 

parties should be represented on this subcommittee or 

whether such contacts should be left to a separately 

constituted consultative committee. 

84. 



Although such a subcommittee, suitably named,, .would, 

report to the Contact Committee and be subjec_t .. :tq;·~~si 

direction and influence, the subcommittee shqulg: .be 

allowed to act within a remit established ·.by the. 

Contact Committee. That remit should stress th~.need 

to move forward through the identification of ·:pos_sibl~ 

ways of modifying national accounting requirements.- in. 

an agreed and coordinated manner and the more direct 

actions of the subcommittee and the Contact Committee 

themselves. Working within the confines of the 

existing Directives, considerable possibilities exist 

for clarifying their intentions and meaning ... ·:.: ··=Of

necessity, accounting pronouncements are. .often 

general, having an ambiguous relationship to the 

specifics of their institutional settings and changing 

technical possibilities and policy demands. 

Perceiving one of their roles as being the guardians 

of the existing instruments of harmonisation and 

enhanced comparability, the subcommittee and Contact 

committee could usefully further progress by being 

able to offer carefully considered and·authoritative 

interpretations of existing Directives. A great deal' 

of very real progress could be made in this way, the 

interpretations providing a way in which existing 

Directives could keep pace with changing circumstances 

and requirements. over time, this most likely would 

not eliminate the need for new Directives but it could 

introduce a very considerable and useful elemeQ~ .of 

adaptability into the process. 
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Although such interpretations might emerge from the 

discussions and analyses undertaken by the 

subcommittee, they would need to be grounded in the 

formal authority of the Contact Committee itself. The 

provision of such a power of authoritative 

interpretation would roost likely necessitate a new 

Directive. If this institutional option were to be 

considered further, this would need further 

investigation and clarification. 

Like the propos a 1 for a 

this modification of 

European Accounting Forum, 

existing institutional 

arrangements would also envisage a cautious approach 

to further accounting change and harmonisation based 

on the necessary research and careful analyses of 

existing technical practices, their contexts of 

operation and their consequences. At present the 

resources of the Commission are woefully inadequate 

for doing this. Whilst not necessitating any large 

staffing dnd resourcing, the adequate functioning of 

the technical subcommittee and the modified Contact 

Committee would require the services of two or three 

additional specialist staff. These must be 

technically well qualified in accounting matters. The 

branch of the co~~ission servicing the Contact 

Committee and the subcommittee also would need to have 

available to it adequate funds to commission 

in.dependent studies and analyses where necessary and 
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to start the process of compiling a resource centre 

for materials on accounting practice~ and policies in 

the member countries. At present it is extremely 

difficult to locate such materials and yet they are 

necessary if future change is to be informed by a 

sound understanding of existing practices and their 

national circumstances. If the Commission is not able 

to perform such a resource role itself, it should seek 

to delegate this to another suitable agency or 

organisation. 

The resolution of accounting problems necessarily 

impinges on wider interests and parties. Because of 

this, many of the member countries of the Community 

have introduced processes of wider consultation and 

sometimes even representation in the accounting policy 

making area. A modified Contact Conuni ttee and a 

technical subcommittee should seek to follow this 

example, establishing 

Consultative Committee 

a European 

with the 

Accounting 

appropriate 

representation of user, preparer and other relevant 

interests. 

Together the technical subcommittee and the Contact 

Committee could consider the scope of further 

accounting requirements in the Community. Whilst some 

developments might necessarily apply to all 

organisations subject to the existing Directives, 

others might be more appropriately aimed at major 
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entities, either those being publicly listed on 

national stock exchanges or those subject to the 

requirements of the Seventh Directive. It is unlikely 

that any general principle of dernarcat ion can be 

stated at this stage which could adequately identify 

the differing needG of various subsets of 

organisations, so this might be on issue for early 

consideration by the technical subcommittee and the 

Contact Committee. 

Obviously such a proposal for modifying existing 

institutional arrangemP-nts within the Commission needs 

more thought and specification. A number of detailed 

options and alternatives exist within i-c. It is 

nevertheless the view of this analysis that this 

approach is the most useful of the institutional 

options considered. It certainly avoids the risks and 

large resource implications of an independent 

accounting regulatory body at the European level. 

Seeking to build on the potential for dialogue and 

grounded change that a forum for bringing together 

national accounting standard setters could create the 

modification of existing Commission arrangements would 

endow such a forum with the authority and legitimacy 

which it would need to function adequately in a 

European setting. The modified Contact Committee and 

a technical subcommittee also could provide a way for 

progressing harmonisation within the context of 

existing Directives by the provision of authoritative 
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interpretations. Taken together, it could serve as a 

means for careful, considered but nevertheless real 

and authoritative change. 

CONCLUSION 

The need for further enhancing the comparability of 

corporate accounting within the European Community is 

very real, although there is little interest in any 

hasty or overly centralised approach to this. With 

the interests in further progress also being very 

genuine ones, there is quite widespread recognition 

that the constraints on further harmonisation are very 

real ones. They cannot be readily set aside. They 

certainly cannot be ignored. Rather they suggest that 

progress must be dependent on a considered and 

conscious approach to change, carefully based on 

analysis, dialogue and a recognition of the roles that 

can be played by both national and Community 

authorities. 

The analysis in this report suggests that a 

modification of existing Community structures can 

adequately serve this role, providing a means for 

facilitating dialogue, drawing together the 

appropriate analyses and endowing any resultant 

recommendations with the necessary aura of authority 
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and legitimacy. 

of decision 

Having both a broadly based process 

making and a clear mandate for 

authoritative action, such an institutional solution 

to the problem is much less likely to result in either 

regulatory excess or a well intentioned inactivity. 

European accounting developments increasingly attract 

the attention of a wide range of interested parties, 

as has been made quite clear in the above discussion. 

Inevitably they therefore tend to be considered in a 

not dispassionate manner. Whilst recognising both the 

inevitability and legitimacy of this, it nevertheless 

is to be hoped that whatever solutions finally emerge 

are ones that reflect the very real potential which 

accounting can play in furthering the development of 

the Community rather than more narrowly conceived 

professional, national or commercial interests. 
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VII. AMENDMENTS TO THE FOURTH DIRECTIVE 
Reduction of the options available In drawing up 

annual accounts 

92. 

1. The options contained In the Fourth Directive of 25 July 1978 on 
annual accounts are I lsted In the Annex. 

I 1·. The I I st of optIons does not Inc I ude: 

1 . the exceptIons made for credIt I nst I tu t Ions and Insurance 
companies (Article 1(2); 

2. the special provisions applicable to Investment and financial 
holding companies (Articles 5, 36, 43(2) and 60); 

3. the posslbl I lty open to member States of requiring the disclosure 
of Information other than that required by the Fourth Directive 
(Article 2(6)); 

4. the posslbl I lty open to Member States of requiring adaptations of 
the layout, nomenclature and terminology of Items In the balance
sheets and profit and loss accounts of undertakings forming part 
of particular economic sectors (Article 4(2)); 

5. departures from certain general principles of the Directive In 
exceptional cases, which are to be disclosed In the notes on the 
accounts together with an explanation for them (Articles 3 and 
31(2)); 

6 . de par t u res f rom t he p r i n c I p I e of II mater I a I I t y II (A r t I c I e 4 ( 3 ) ( a ) , 
third sentence of Article 18, third sentence of Article 21, 
Article 29, Article 43(1)(2) and (10)); 

7. exceptions for smal I and medium-sized companies (Articles 11, 12, 
27, 44, 47(2) and (3) and 51(2)); 

8. different disclosure arrangements (Articles 45(1) and 47(1)); 

9. special provisions appl lcable to companies which are to be 
Included In consol ldated accounts (Articles 57, 58 and 61); 

10. transitional provisions (Articles 15(3)(b) and 55(2)). 

I I I. The options are I lsted by subject. An Indication Is given In each 
case of whether the exercise of the option: 

1. Is to be recorded In the annual accounts; 
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2. Is dependent on certain conditions or subject to certain 
restrictions; 

3. ental Is the application of other provisions, e.g. regarding 
depreciation, profit distribution, reserves, etc. 

IV. The options can be broken down Into: 

1. those open to Member States, which may In turn make them 
ava 1 1 ab 1 e to companIes. Th 1 s group covers a 1 1 optIons except 
those referred to below; 

2. options open to companies, which must be made aval lable to 
companies by all member States. This group Includes the options 
I lsted at 17, 23, 25, 26 and 30. 

V. The options can be further broken down according to whether their 
exercise: 

1. affects the profit or loss for the financial year; 

2. affects the content or extent of the Information contained In the 
annual accounts; or 

3. changes only the place at which certain Information has to be 
provided In the annual accounts. 

AsL1 
The options affecting profit or loss involve: 
(a) the entry under "Assets" of: 

formation expenses (No 6) 
self-created rights (No 7) 
research and development costs (No 8) 

- own shares (No 10) 
(b) the entry under "Liabl I ltles" of: 

provisions for pensions and similar obi lgatlons (No 15) 
provisions to cover charges (No 19) 

(c) a different valuation through: 

M...a 

appl lcatlon of methods other than those based on purchase 
price or production cost (No 22) 
additional value adjustments (Nos 23, 24 and 28) 
Inclusion of certain Interest charges or costs In the 
production costs (Nos 25, 26 and 27) 
calculation of the purchase price or production costs of 
the same category of goods according to different methods 
(No 29}. 

The options which are neutral In their effect on profit or loss 
and which affect the content of the Information contained In the 
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annual accounts Include, as far as the profit and loss account Is 
concerned, the choice between the total costs procedure and the 
turnover costs procedure (No 20). Otherwise, they consist solely 
of options which affect the extent of the Information: 

M....a 

showing of certain accounting-apportionment Items under 
"Debtors" or "Creditors" (Nos 11 and 12); 
the fixing of the proportion of capital assumed to represent 
a participating Interest at different levels alters the 
number of undertakings on which Information Is to be 
provided In the notes on the accounts (No 18); 
taxes on the profit or loss on ordinary activities and taxes 
on the extraordinary profit or loss (No 21). 

The options which are neutral In their effect on profit or loss 
and which simply lead to Items being shown differently are as 
follows: 

combination of Items (No 1); • 
adjustment of figures for the preceding financial year (No 
2); 
adaptation of the layout of the profit and loss account (No 
3); 
account form or vertical form for the balance sheet (No 4); 
cap I t a I (No 5) ; 
accounting-apportionment Items (Nos 11 and 12); 
profit or loss (Nos 13 and 14); 
commitments by way of guarantee (No 16); 
movements In fixed asset Items (No 17). 
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1 . The ba I a nee-sheet and profIt and I oss account I terns that are 
preceded by Arable numerals may be combined In the Interests of 
clarity. However, Items so combined must be dealt with separately 
In the notes on the accounts (Article 4(3)(b)). 

2. Where the fIgures and I terns In the ba I ance sheet and In the 
profit and loss account are not comparable with the corresponding 
figures for the preceding financial year, the latter figures may 
be adjusted. Any adjustment of the figures must be disclosed In 
the noted on the accounts, with relevant comments (Article 4(4)). 

3. Member States may authorize or require the layout of the balance 
sheet and the profit and loss account to be adapted to Include 
the appropriation of profit or the treatment of loss (Article 6). 
Where the ·appropriation of profit or the treatment of loss 
appears In the annual accounts, It need not be disclosed 
separately (Article 50). 

4. For the presentation of the balance sheet, Member States may 
prescribe a layout In account form (Article 9) or In vertical 
form (Article 10) or they may allow companies to choose between 
the two forms (Article 8). 

5. The following options are aval lable for showing capital (Article 
9, Assets A and D I I 5, Llabl I I ties A I; Article 10 A, D I I 5 and 
L I): 
(a) subscribed capital to be shown on the I labl I I ties side under 

A 1 or L I. The subscribed capital unpaid must then be shown 
under A on the assets side. The portion of subscribed 
capital cal led must be disclosed. 

(b) The part of the capital cal led Is to be shown on the 
liabilities side under A I or L I, with the amounts of 
subscribed and paid-up capital being shown separately. Under 
those circumstances, the part of the capital cal led but not 
yet paid Is to be shown on the assets side, either under A 
or under D I I ("Debtors") 5. 

6. Formation expenses CArtlcle 9. Assets B. Article 10 Bl 
(a) These expenses may be shown as an asset. They must be 

written off within a maximum period of five years. If such 
expenses have not been comp 1 ete I y wrIt ten off, there are 
restrictions on the distribution of profits. The amounts 
entered under "formation expenses" must be explained In the 
notes on the accounts (Article 34). 

(b) In the event of such expenses appear lng as an asset, they 
may be shown eIther under B or as the fIrst I tern under 
"Intangible assets" (CI). 

7. Concessions, patents, I lcences, trademarks and similar rights and 
assets may be shown as assets even If they were created by the 
undertaking Itself (Article 9 assets c I 2 (b), Article 10 c I 2 
(b)). 
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8. Research and developments costs 
(a) These costs may be shown as assets (Article 9 Assets C I 1, 

Article 10 C I 1). The amounts entered must be explained In 
the notes on the accounts (Article 37(1) and Article 34). 

b) Where they are shown as an asset, they may either be written 
off within a maximum period of five years or In exceptional 
cases (the reasons for which must be disclosed In the notes 
on the accounts) within a longer period (Article 37(1)). 

(c) In exceptional cases (the reasons for which must be 
disclosed In the notes on the accounts), derogations from 
the restrictions on the distribution of profits during the 
depreciation period may be allowed (Article 37(1)). 

9. Goodwl I I may be systematically written off over a I lmlted period 
exceeding five years provided that this period does not exceed 
the usefu I economIc II fe of the asset and Is dIsclosed In the 
notes on the accounts together with the reasons ·therefore 
(Article 37(2)). 

10. Own shares may be shown as an asset. If they represent fIxed 
assets, they are to be shown on the assets side under c I I I 7 or, 
If they represent cur rent assets, under D I I I 2. It Is 
speclflcal ly prohibited for them to be shown In Items other than 
those prescribed (Article 13(2). Furthermore, In the case of 
public limited companies a transfer to reserve must be made on 
the I labll ltles side (Article 9 Llabll ltles A IV 2 or Article 10 
L IV 2). 

11. Prepayments and accrued Income 
(a) These are to be shown either under E or under "Debtors" In D 

II 6. 
(b) Income wh I ch 

f I nanc I a I year 
(Art I c I e 18) . 

Is not due unt I I after the expIry of the 
In question may be Included In "Debtors" 

12. Accruals and deferred Income 
(a) These are to be shown eIther under D or K or are to be 

Included In "Debtors" under C9 or I 9. 
(b) Where they represent charges which wl I I be paid only In the 

course of a subsequent financial year, they may be Included 
In "Creditors" (Article 21). 

13. A loss for the financial year may be shown either on the assets 
side under For on the I labl I ltles side In "Capital and reserves .. 
under A VI or LVI (profit or loss for the financial year). 

14. A profit for the financial year may be shown on the I labl I I ties 
side either under E or In .. Capital and reserves" under A VI or L 
VI (profit or loss for the financial year). 
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15. Provisions for pensions and similar obllgat Ions are to be shown 
either on the llabl lltles side In the balance sheet under B 1 or 
J 1 or are to be disclosed In the notes on the accounts (Article 
43(1)(7)). 

16 CommItments by way of guarantee whIch are not to be shown as 
I labl I ltles must be shown either at the foot of the balance sheet 
or In the notes on the accounts (Article 14). 

17. Movements In the varIous fIxed asset Items and, If necessary, 
format I on expenses (see opt I on No 6) are to be shown In the 
balance sheet or In the notes on the accounts (Article 15(3)(a)). 

18. The percentage required for the presumption of a participating 
Interest may be set lower than a share of 20 % of the capital of 
another undertaking (Article 17). Such an option also exists for 
the obI I gat I on to dIsc lose deta I Is of such undertakIngs In the 
notes on the accounts (Article 43(1)(2)). 

19. Provisions may be created to cover certain charges (Article 
20(2)). 

20. For the presentation of the profit and loss account, Member 
States may prescribe the total costs procedure or the turnover 
costs procedure (both In account or vertical form) or may permit 
companies to choose between alI or part of the layouts In 
question (Articles 22 to 26). 

21. For the disclosure of taxes on the profit or loss, the following 
option Is aval lable regarding the prescription of separate Items 
(Article 30): 

1st solution: 
-taxes on the profit or loss on ordinary activities 

profit or loss on ordinary activities after taxation 
extraordinary profit or loss 
taxes on the extraordinary profit or loss 
other taxes not shown under the above Items 
profit or loss for the financial year 

2nd solution: 
-profit or loss on ordinary activities 
-extraordinary profit or loss 
-taxes on the profit or loss 
- taxes not Included under the above Items 
-profit or loss for the financial year. 

In the event of the second solution being adopted, the notes on 
the accounts must disclose the extent to which the taxes on the 
profit or loss affect the profit or loss on ordinary activities 
and the extraordinary profit or loss. 
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22. Valuation other than on the basis of purchase price or production 
cost (Article 33): 
(a) valuation by the replacement value method for tangible fixed 

assets with limited useful economic I lves and for stocks, or 
(b) valuation by methods designed to take account of Inflation, 

or 
(c) revaluation of tangible fixed assets and financial fixed 

assets. 

In these cases, the method employed must be disclosed In the 
notes on the accounts, a revaluation reserve must be created and 
a comparison must be provided with valuations based on the 
purchase price and production cost methods. 

(d) valuation by the eQuity method for holdings on the basis of 
which a dominant Influence Is exercised (Article 59). 

23. Value adjustments may be made to financial fixed assets so that 
they are valued at a lower figure on the balance sheet date 
(Article 35(1)(c)(aa)). These value adjustments must be charged 
to the profit and loss account or disclosed In the notes on the 
accounts. 

24. Exceptional value adjustments may be made In respect of fixed and 
current assets for taxation purposes. The amounts of such 
adjustments and the reasons for making them must be Indicated In 
the notes on the accounts (Article 35(1){d), Article 39(1)(e)). 

25. A reasonable proportion of the costs which are only Indirectly 
attributable to the product In Question may be added Into the 
production costs to the extent that they relate to the period of 
production (Article 35(3)(b) and Article 39(2)). 

26. Interest on capital borrowed to finance the production of fixed 
assets may be Included In the production costs. The inclusion of 
such Interest under "Assets" must be disclosed In the notes on 
the accounts (Article 35(4)). 

27. Interest on capital borrowed to finance the production of current 
assets may be Included In the production costs. The Inclusion of 
such Interest under .. Assets .. must be disclosed In the notes on 
the accounts (Article 39(2)). 

28. Exceptional value adjustments may be made In respect of current 
assets to take account of future fluctuations lnvalue. The amount 
of such adjustments must be disclosed separately in the profit 
and loss account or In the notes on the account (Article 
39(1)(c)). 
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29. The purchase prIce or product I on cost of goods of the same 
category may be ca I cuI a ted on the bas Is of we I ghted average 
prices according to various methods (Article 40(1)). The method 
employed must be disclosed In the notes on the accounts (Article 
43(1)(1)). Where such a valuation differs materially from that 
based on the market value, the amount of that difference must 
I lkewlse be disclosed In the notes on the accounts (Article 
40(2)). 

30. Where the amount repayable on account of any debt Is greater than 
the amount received, the difference may be shown as an asset. It 
must be shown separately In the balance sheet or In the notes on 
the accounts and must be written off no later than the time of 
repayment of the debt (Article 41). 





FIRST QUESTION 

VII. AMENDMENTS TO THE 4TH DIRECTIVE 

Summary of the answers by delegations 
to the questions concerning point VII 

100. 

What subJects Clf possible In order of prlorltyl which have not yet 
been dealt with In the 4th Directive oyght to be made syb!ect to 
barmonlsatlon at Community !eye!? 

Several delegations have expressed the view that It Is too early to 
define new needs for harmonisation In the accounting area and that 
more experience with the recently adopted measures Is required before 
new Initiatives are envisaged on subjects which have not been dealt 
with In the 4th Directive. It has also been stressed that the 
Commission should ensure that companies In all Member States comply 
with the fl I log requirements. 

The following subjects have been suggested for action at Community 
level, without stating any order of priority at this stage. In order 
to facl I I tate the discussion a reference has been added to the 
relevant provisions In the 4th Directive: 

- leasing 
-foreign currency translation 
-valuation of pension commitments 
-deferred taxation (Article 43 paragraph 1 point 11) 
-new financial Instruments 
- Inflation accounting (Article 33) 
-mergers and acquisitions 
- goodwl I I (Articles 9, 10 and 37) 
- statement of sources and uses of funds 
-segmentation of certain Information 
-off-balance sheet rights and commitments (Article 14 and 43 

paragraph 1 point 7) 
- Information concerning related party transactions 
- work In progress 
-accounting for Intangible fixed assets (Articles 9, 10 and 37) 
- government grants 
-distinction between capital and reserves and I lab! I I ties 
-valuation of certain assets at market price 
-auditing standards. 

In addition, It has been suggested to clarify certain basic 
accounting principles stated In the 4th Directive such as the true 
and fair view principle (Article 2), the real lzation principle 
(Article 31), the prohibition to set off (Article 7). 

FinallY, It was felt that harmonisation Is also needed In respect of 
the sanctions which are appl !cable In the case of non-compl lance with 
the _obligations concerning the preparation and disclosure of 
accounts. 
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SECOND QUESTION 

Are yoy In fayoyr of a redyctlon of the options proylded for In the 
4th Qlrectlye <If so. which ones?l(1) 

Most delegations feel that It Is premature to reduce the options at 
this stage. Several options reflect the differing underlying legal 
and fiscal differences which are at the basis of these options. 

It has been suggested to delete the following options: 

- the posslbl I lty to prescribe special layouts for the annual 
accounts of Investment companies and of financial holding companies 
(Article 5 paragraph 1); 

the posslbl I lty to Include the 
undertakings In which a participating 
statement to be flied with the register 
a); 

Information concerning 
Interest Is held In a 
(Article 45 paragraph 1 

-the posslbl llty to make the annual report aval lable to the pub! lc 
at the company's registered office (Article 47 paragraph 1); 

- the possibility to adapt the layouts for undertakings forming 
part of a particular economic sector (Article 4 paragraph 2); 

- the poss I b I I I ty to authorIze or to requIre an adapt at I on of the 
layouts In order to Include the appropriation of profit or the 
treatment of loss (Article 6); 

- possibility to create provisions to cover charges (Art lcle 20 
paragraph 2); 

-possibility to amortize goodwill over a limited period exceeding 
five years (Article 37 paragraph 2); 

- possibility to show certain assets In the balance sheet at a 
fixed quantity and value (Article 38); 

- posslbl I ity to choose between more than one layout for the 
balance sheet (Articles 9 and 10) and for the profit and loss 
account (Articles 23- 26); 

- poss I b I II ty to app I y the equIty method In the annua I accounts 
(Article 59); 

- posslbl I lty to choose between three alternative valuation methods 
Instead of a valuation based on the principle of purchase price or 
production cost (Article 33) 

(1) See also conference paper XV/213/89 concerning the options In 
the 4th Directive 



Mr. Chairman, 

VI I. AMENDMENTS TO THE 4TH DIRECTIVE 

Contribution by Mr. G. TIMMER 
Raad voor de Jaarverslaggevlng 
Netherlands 

102. 

"All roads lead to Rome .. according to a well-known saying In the 
Nether 1 ands, where It Is a I so saId that Cologne and Aachen were not 
bul It In a day. Further harmonization of accounting standards within 
the European Community can be achieved In a wide variety of ways. It 
wl I 1 certainly be a long-term process. One possible way, perhaps not 
the easiest, would be to reduce the number of options provided for In 
the 4th Directive. 

The 4th Directive appears to have been a major success. Indeed, at 
first sight, annual accounts In Germany and the Netherlands seem very 
similar. The layout of the balance sheet and of the profit and loss 
account, together with the descriptions of the Individual Items, are 
practically the same. But don't be misled: a closer examination wi II 
show that the corresponding figures may not be at alI comparable. Does 
this mean that we have not been so successful after alI ? I would not 
go so far as to say that. We have all set out together on the road 
towards establ lshlng accounting standards, and that Is quite an 
achievement. There Is no denying that the qual lty of financial reports 
In Europe has been substant Iaiiy Improved by the 4th (and the 7th) 
Directive. 

But what tends to happen once a few rules are Introduced? Those who 
Issue the ru I es and some of those who are bound by them push for 
greater certainty In the shape of more and stricter rules. 

An exceptional situation exists where accounting standards are 
concerned In that thorough International self-regulation Is carried 
out by accountants. In addition, consultations are held with the users 
and provIders of accounts. It Is a sItuatIon whIch does not exIst or 
hardly exists elsewhere and which has so far yielded favourable 
results worldwide. You will have realized that I am referring to the 
IASC. The rules are, as It were, becoming more specific In content, 
and national and International legislators look on from the sldel ines. 
There Is no reason for them to step In un I ess there Is a serIous 
dec I lne In the qual lty of the rules. 

Where annua I accounts are concerned, thIs happens when the InsIght 
which they must provide - the true and fair view - Is no longer 
proper I y ensured by the ru I es, In other words, when, for ex amp I e, a 
number of choices or options seriously detract from the overal I 
cohesion of the operation. 
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However, this Is not the only aspect to be wary of. A reduction In the 
number of existing options might have unacceptable results as regards 
the Insight Into the accounts. In other words, the aim of presenting a 
true and fair view might be jeopardized. In addition, a reduction In 
the number of options could result In a kind of rigidity which will 
make It more difficult to Introduce new Ideas that might bear fruit In 
the future. 

Clearly, the International accounting standards to which have Just 
referred are not mandatory. There Is, however, still the question of 
whether It Is possible to diverge from them at wl I I. Indeed, since the 
rules were drawn up In consultation with users and providers of 
accounts, It Is extremely difficult to disregard them. There Is also a 
~reater chance that the person responsible for Inspecting the accounts 
will be held liable If he· departs from generally accepted principles 
without warning. 

Mr. Chairman, further harmonization through a reduction In the number 
of options must be seen In the I lght of an Improvement In the 
comparability of accounts. The globalization of capital movements Is 
creating International Interest In accounts and Is promoting a call 
for enhanced comparab Ill ty. However, enhanced comparab Ill ty of 
accounts must never become an end In Itself. The aim Is to give a true 
and fair view. A situation In which accounts are fully comparable but 
do not always provide the Insight needed Is unacceptable to the 
Netherlands. 

To conclude, further harmonization through a reduction In the number 
of options should never be at the expense of the necessary Insight 
Into the accounts. As long as there Is I ncomp I ete agreement on the 
Insight which should be provided In respect of valuation, exchange 
rates, leasing and such I ike (the main problem areas referred to by 
Mr. Regoort yesterday), we should not set about reducing the number of 
options. Lastly, International and national legislators must promote 
the phenomenon- which accounting law permits- of self-regulation by 
those concerned by annua I accounts. A pract I ca I comment by way of 
conclusion: It would be a waste of time and energy to carry out once 
again the good work which has already been done. 

Mr. Chairman, this brings me to the end of my prepared speech. After 
I lstenlng to the various speakers yesterday and today, would I Ike to 
sum up my views on the matter under discussion In four short 
statements. 
Firstly: A reduction In the number of options contained In the 4th 
Directive would not appear to be the top priority. 
Secondly: The top priority would appear to be the study of a number of 
problem areas which were so clearly set out by Mr. Regoort yesterday. 
Thirdly: Those problem areas should be studies In close col laboratlon 
with the IASC and the national standard-setting bodies within the 
European Community, In order to avoid any Inconsistency with worldwide 
harmonization. 
Fourthly: The European Community should not endeavour to set Its own 
standards. The method appl led by the OECD Working Group might, to some 
extent, serve as a model for the future work of the European 
Community. 



VI I. AMENDMENTS TO THE ~TH DIRECTIVE 

Contribution from Mr. Alain Le Fevre 
Ministry of Justice 
France 

104. 

If you w I I I permIt me, I w I I I I eave It to my co I I eague, Mr. M I I ot, to 
talk to you In detail about the amendments which could profitably be 
made to the Fourth Directive. 

For my part, I would like to outline briefly to you the spirit in 
which, In my opinion, we should work In carrying out any future reform 
of accounting law and the principles which we should always abide by 
If we wish to lay down new rules or amend existing ones. 

Firstly, we should remember that Europe has the economic, ethical and 
cultural potential necessary to play a leading role. 

That Is not to say, of course. that we shou I d not acknow I edge the 
importance of International trade or refuse to conclude from that 
there Is a need for the greatest possible comparability of accounts 
between the largest possible number of countries. 

But It does not follow, just because a few countries from the American 
area of Influence (e.g. the United States, Canada and AustralIa) have 
adopted a practice or agreed on something, that Europe should 
necessar lly fall In line for fear of being marginalized. Many 
countries In the world are not In that sphere Influence. They Include 
- to quote a top I ca I ex amp I e - the Eastern European countrIes whIch 
w I I I perhaps be Inc I I ned, in openIng themse I ves up to the market 
economy, to adopt European customs. 

It is therefore a little artificial, and not always accurate, to 
contrast, as is often done, what is "international .. (meaning 
principally American and Japanese) with what would be simply European. 

Europe must therefore be prepared to adopt the models of other 
countries If they prove to be better but also, conversely, to retain 
Its own and permit them to Influence other countries outside the 
CommunIty. 

Europe cannot adopt a subservient attitude towards countries In which 
It was the original civilizing Influence. It should be an entirely 
separate partner and even, In some cases, play the leading role. 

The second point I wish to make is that the field of accounting law 
and financial Information Is not concerned only with financial markets 
and competition between large multinational enterprises. Furthermore, 
we frequent I y hear ta I k of the "market.. as though It were a I I vI ng 
being endowed with reason which alone regulated the economy and to 
which people were subject; the fact Is that there are people behind 
this leviathan, and I would simply point out that nothing can be done 
without their Involvement. 
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At alI events, financial Information concerns the whole economic 
structure, whIch, In most of our countrIes, Is I arge I y made up of 
small and medium-sized firms. In France, for example, firms with a 
turnover not exceeding FF 500 million and with not more than 500 
employees account for half of the total turnover and approximately a 
third of employees In the Industrial sector alone; these proportions 
are higher If agriculture Is Included. 

Furthermore, I would point out that this conference Is concerned with 
the Fourth dIrectIve on annua I accounts and not wIth the seventh 
directive on consol ldated accounts and that It Is this latter 
Directive which relates more speclflcal ly to International groups. 

Steps should therefore be taken to ensure the comparabl I lty and 
accessibility of accounts and equality of competition for the whole 
economic structure of the Member States; within the framework of a 
single market, this Is particularly Important, for example, for smal I 
and medium-sized firms establ lshed In frontier areas. 

My thIrd poInt Is that, In vIew of these economIc and soc I a I and 
therefore pol I tical factors, control over standardization should 
remain In the hands of states, and more generally the pub I lc 
authorities. The task Is not simply one Involving technical problems 
to be solved among professional people. 

A distinction must be made in this regard between consultation and 
standardization. 

It Is essential that the public authorities (whether national or 
Community) should, before taking decisions or making official 
proposals, consult all the organizations concerned to the fullest 
extent with a view to exploiting their valuable experience and 
technical expertise. 

But It Is absolutely Impossible to delegate In any manner whatsoever 
to private organizations, however prestigious they may be, the power 
of establ lshlng binding standards. 

Such power presupposes political legitimacy stemming from democratic 
control, which only states and public authorities established by 
treaty between states possess. 

In the case of the European Communities, the standardization of 
accounting practice can proceed only through the channels established 
by the Treaty of Rome, I .e. principally Councl I directives adopted by 
at least a qual I fled majority of Member States following negotiations 
between those Member States alone. 

These three point seem to me to be fundamental to the Issue In 
question, and I was anxious to make them to you before we tackled the 
more technical questions involved in the content of the Fourth 
Directive. 
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VII. AMENDMENTS TO THE ~TH DIRECTIVE 

Contribution by Ur. J.P. MILOT 
Consel 1 national de Ia comptabl 1 lte 
France 

As a follow-up to Mr. Lefevre's remarks, would add that the 
harmonization of Community accounting standards should be viewed as a 
key element In the construction of the large Internal market. It Is 
part of a wider process Involving the approximation of business and 
tax legislation and Is therefore not limited to any attempt to make 
accounts comparable by seeking to achieve equivalence of Information. 
The aim Is rather to create a common language to facilitate the 
development of trade and businesses within a large Internal market. 

Moves towards Community harmonization cannot therefore be reduced 
simply to the concern to ensure the ex post comparabl I lty of results 
but should also Include the other objectives which are generally 
involved In accounting. 

This approach makes It alI the more necessary to adapt the content of 
the Directive to changes In economic life. Without entering Into a 
discussion of the procedure that should be adopted to carry out that 
adaptation, I would like to mention briefly the two subjects which 
seem to me to be the most important and to require urgent attention at 
Community level, since, even If there Is no Immediate change in the 
legislation, the preparations for that must be made now. 

The first point concerns the current consequences of the events which 
have been disrupting the international financial system for some 
20 years now. The abandonment of a system of fixed exchange rates has 
exposed any company involved In international trade to an exchange
rate rIsk. The technIques tleve loped by those In the profess I On to 
manage that risk have automatlcal ly ental led the need to take account 
of an Interest-rate risk at company level. The very rapid ·development 
of means of processing and transmitting Information and the 
g loba II zat I on of f I nanc I a I markets have now made those technIques 
highly sophisticated and have created specific operations and 
activities. 

The execution of those operations, whether of the market or hedging 
variety, is not reserved for banks or even for very large companies. 
It Is therefore necessary for accounting procedures to be able to show 
such operations and activities, which are not simply a vogue but a 
consequence of the way In which the International financial system 
works. The valuation principles laid down In the Fourth Directive 
should therefore enable companies seeking to manage such risks to take 
account of the workings of the system. Although It cannot be claimed 
to provide the final answer, the Directive on the annual accounts of 
banks already o{fers certain solutions which could be extended to 
companies generally subject to the adaptations made necessary by the 
specific features of banking activities. 
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Similarly, company acquisitions or mergers Involving considerable 
volumes of assets are Increasingly showing the Importance of 
Intangible Items. Whl le the Fourth Directive already permits account 
to be taken of such assets In many cases, there would seem to be an 
urgent need for discussion of the possible or desirable limits on the 
extent to which such assets are Included In balance sheets. If no 
action Is taken, there Is a danger that the growing divergence between 
the rea I I ty of transactIons and how they are ref I ected In accounts 
will either rob those accounts of any meaning or provoke attacks 
against accounting principles. 

With regard, finally, to the reduction In the options provided for In 
t~e Directive, we take the view that most of them were Included only 
to take account of legal differences (In the business or tax fields) 
between Member States. 

As long as such differences persist, therefore, It will be premature 
to abolIsh those options. It would be desirable for the Commission's 
departments to take regular stock of this situation. 

SUMMARY: 

The harmonization of Community accounting standards Is not I lmlted to 
measures aimed at ensuring comparability of results. It Is part of 
the process of bul ldlng the large Internal market, being based on an 
approximation of legislation, and It may thus become the source of a 
common accounting language. 

The upheavals In economic I lfe, particularly those caused by the 
transformation of the International financial system, have led to the 
emergence of new operations and activities. It should be possible for 
these to be described In accounts, and there Is therefore an urgent 
need to consider possible changes to the valuation principles laid 
down by the Directive. Similarly, the development of Intangible 
assets should raise the question of the capacity of current 
legislation to describe them adequately. 

Any reduction In the options provided for In the Directive can be 
considered only as part of the progressive elimination of the legal 
differences which are responsible for them. 



VIII. PROCEDURAL REFORMS 

Summary of the answers by delegations to the 
question concerning point VIII 

108. 

How could one lmoroye at Community leyel the procedure for the 
adoption and modification of accounting standards? 

Some delegations bel !eve that the directive should continue to be used 
In the future as the Instrument for further harmonisation. Other 
delegations are of the opinion that there Is a need for a more 
f I ex I b I e Instrument than the dIrectIve. They wou I d prefer a 
distinction to be made between the basic rules which should be 
included In a directive and the more technical details for which a 
more slmpl I fled procedure should be used. 

The organisations which represent the users and preparers of accounts 
have expressed the wish to be more closely associated with the 
discussions about accounting standard setting. 

The Idea has been advanced of the creation of a forum where national 
standard-setting bodies and representatives of Interested parties 
cou I d regu I ar I y meet In order to exchange views and experIences, to 
coordinate their work and to prepare a common position which could be 
defended Internationally. The proceedings of such a forum should be 
publ !shed. Any action by the Community should be placed In the context 
of a worldwide harmonisation. However, before International standards 
cou I d become compu I sory withIn the CommunIty they wou I d have to be 
submitted to a prior approval procedure. Some delegations have 
referred In this context to the procedure for the harmonisation of 
technical standards within the framework of CEN and CENELEC. 

As for the Contact Committee, several delegations have suggested to 
reinforce Its action by changing its composition, Its organisation and 
Its competence. The Contact Committee should dispose of enough 
resources to undertake technical studies. Its proceedings should be 
pub! !shed under its own responsibi I ity. 

The stock exchanges have suggested to concentrate further work on 
I I sted or I arge companIes. Conf I I cts between CommunIty measures and 
the International accounting standards should be avoided. 





VIII. PROCEDURAL REFORMS 

Contribution by Mr. H. BIENER 
Federal Ministry of Justice 
Germany 
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1. The obi lgatlon under Article 54(3)(g) of the EEC Treaty to 
coordinate safeguards has been met to a large extent In the field 
of accounting. Leaving aside the Insurance Industry, It Is not 
necessary, In order to achieve freedom of establ lshment, to 
undertake any further coordination of the safeguards which are 
required by Member States for the protection of the Interests of 
members and others, since the task Is to ensure equivalence, not 
to create uniform law. If It can be shown that accounting rules 
have a direct effect on the establishment or functioning of the 
common market, they could be Included in the approximation of laws 
under Article 100 of the EEC Treaty. Article 100a Is not 
appl lcable, since uniform accounting rules are not necessary for 
the completion of the Internal market by 1992. 

2. It Is not possible under the EEC Treaty to transfer law-making 
powers to other organizations or agencies. Neither the Council 
nor the Commission, therefore, can leave the coordination or 
approximation of legal prov1s1ons to other organizations or 
agencies, or submit to their recommendations. The powers of the 
national legislatures are restricted only by Community law that 
has been created In accordance with the Treaty. Only an amendment 
to the EEC Treaty could change 'his, but such an amendment appears 
to be Inconceivable for this purpose. 

3. In contrast to the procedure for technical standards, the 
Community's accounting directives (the Seventh and Eighth 
Directives) do not refer to general principles of accounting to 
ensure uniform Interpretation or to close loopholes. That 
technique Is sometimes employed in national law: In Germany, for 
Instance, reference Is made to genera II y accepted pr Inc I pIes of 
orderly accounting or to pronouncements by specialist committees. 
Under current Community law, it is not possible for Council or 
Commission statements (Including opinions of the Contact Committee 
set up under the auspices of the Commission by the 
Fourth Directive) or pronouncements of an International 
organization or a special 1st body to be given the force of binding 
Community law. Uniform Interpretation of rules In the accounting 
directives can be achieved only through the Court of Justice. But 
the closing of loopholes through development of the law by the 
Court Is probably ruled out. 

4. For the reasons set out In point 3, It would be possible to modify 
accounting standards along technical standardization lines only 
under the following conditions: 



110. 

(a) On a proposal from the Commission, the Council decides to 
Include accounting In the approximation of laws under 
Article 100 of the EEC Treaty. At the same time It decides 
that, for this purpose, reference wl I I be made In the 
accounting directives to the principles of orderly accounting 
or the recommendations of certain bodies (as explained In 
point 3); 

(b) As regards practical Implementation, the Councl I opts for one 
of the procedures In the Council Decision of 13 July 1987 
laying down the procedures for the exercise of Implementing 
powers conferred on the Commission (87/373/EEC, OJ No L 
197/33), e.g. Procedure I I I (In Article 2); 

(c) If Procedure I I I Is the one selected, the Commission would be 
supported by the existing Contact Committee. In this case, 
the Commission could propose that recommendations by 
International organizations or special 1st bodies on 
accounting Questions could be considered as principles within 
the meaning of the accounting directives, so that where such 
principles were used there would be a presumption that the 
directives were being correctly appl led. The Commission 
could Issue Its recommendations after endorsement by the 
Contact Committee or following a decision by the Council. 
Var 1 ants of this procedure are conce I vab I e. But It wou I d 
still not be possible generally to refer to recommendations 
of the IASC or other bodies. 

5. Quite apart from creation of the procedural conditions set out at 
point 4, an effort should very soon be made to cooperate with the 
IASC. There Is no Internationally active body better suited to 
promoting harmonization worldwide. This Is the only way of 
avoiding dupl lcatlon of effort. 

Cooperation could take the following form: existing 
recommendations would be examined for compatlbl I lty with Community 
law, and the Community would work with the IASC on the preparation 
of new recommendations In suitable form. 

6. S I nee the approach described cannot be app I I ed ImmedIate I y, the 
Contact CommIt tee Is actIvItIes shou I d be stepped up. The 
Comm I t tee I s J ob I s to fa c I I I tate t he un i form a p p I I cat I on of t he 
accounting directives ~Y periodically coordinating specific 
aspects of their Implementation. Since the coordination referred 
to In Article 54(3)(g) of the EEC Treaty only Involves ensuring 
the eQuivalence of safeguards, this is a Job which the Contact 
Committee could certainly handle without any fundamental 
modification of procedures. 
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IX. 
SUMMING UP BY MR GEOFFREY FITCHEW, EUROPEAN COMMISSION 

DIRECTOR GENERAL FOR FINANCIAL INSTITUTIONS AND COMPANY LAW 

Summarising the two day's discussions, Mr Fitchew said he 
w~s encouraged by the convergence of views apparent at the 
conference, notably concerning the implementation of the 4th 
Directive, further harmonisation of accounts at the EC level, 
procedural reforms and the international dimension. 

As regards implementation, Mr Fitchew concluded there 
was warm welcome for the degree of harmonisation already 
achieved, but recognition that the situation was not perfect, in the 
sense that gaps and deficiencies exist. In particular, it was not 
possible to say that there is as good comparabili\Y between 
accounts from different Member States as would be desirable for 
efficient functioning of the internal market and financial markets tn 
partie ular. 

Turning to further harmonisation, Mr Fitchew said the 
conference recognised that it was first of all necessary for the 4th 
Directive to be applied effectively in all Member States. Some 
concern was expressed about the ready availability and 
accessibility of company accounts throughout the EC. The 
Commission recognises its responsibility to ensure that the 
requirements not only of the 4th Directive concerning the contents 
and layout of the accounts but also of the 1st Directive as regards 
the availability of companies' accounts are respected. 

Mr Fitchew suggested that it may well be worth studying, 
perhaps in the framework of the 4th Directive Contact Committee 
what would be the most cost effective methods for ensuring access 
and availability of accounts. He recognised that there was no 
point in achieving harmonisation if the results were not readily 
accessible to those that wanted to see them. 

On the subject of small and medium sized companies, Mr 
Fitchew assured those that had expressed concern that the 
Commission does intend to seek early agreement within the Council 
of Ministers on the amending Directives to grant further 
exemptions from the 4th Directive for SMEs and concerning limited 
partnerships. However, he warned that it was by no means certain 
that agreement would be possible. 

In the meantime, Mr Fitchew insisted, until such time as the 
amending Directives were adopted, the obligations of the 4th 
Directive to SMEs are fully applicable and Member States should 
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ensure they are applied. The motive for SMEs' exemptions is, Mr 
Fitchew reminded the conference, to relieve them from excessive 
administrative costs. The protection of SMEs from takeovers is not 
a valid reason for exempting them from part of the 4th Directive's 
obligations. On behalf of the Commission, Mr Fitchew welcomed 
FEE's intention to improve and continue its survey on the 
application of the 4th Directive and supported FEE's idea to develop 
a data base of European company accounts. 

Concerning the possibility of removing some of the options 
currently available under the 4th Directive, Mr Fitchew noted that 
there was a majority view at the conference that there was no need 
to do so at this stage, and that any such move would be premature. 
However, the need to remove differences of interpretation was 
recognised, as was the need to study in depth the lacunae of 4th 
Directive. But the general consensus was that the time is not ripe 
for further Directves to amend the substance of the obligations laid 
down by the 4th and 7th Directives. The Commission accepted this. 

On the question of procedural reforms, Mr Fitchew pointed 
out that the comitology procedure introduced by the July 1987 
Council Decision could only be used to make binding adaptations of 
technical aspects of Directives. He suggested that it could well be 
useful at a future date if further changes in the underlying 
Directives were needed, but the Commission services have not yet 
decided whether at this stage they want to insert comitology 
procedures into the 4th Directive. 

As for other procedural reforms, Mr Fitchew said that the 
Commission does see a need to obtain advice from not only the 4th 
Directive Contact Committee but also from national standards 
setters and preparers and users of accounts. The idea of a 
European accounting standards body was rejected by the 
Commission, as such a body could not impose binding standards, 
and that idea would not be pursued. A European standard-setting 
body might develop from a more informal consultative forum of 
standard setters and the accountancy profession, but was not a 
prospect for the immediate future. 

Mr Fitchew agreed with proposals for a fuller use of the 
Contact Committee, and the publication of its conclusions, notably 
concerning interpretation of the 4th Directive, and indicated that 
the Commission will explore how to go about doing that. But in 
addition, there was the need· to create a consultative forum to 
bring together national standards setters, the accountancy 



profession, some academic representatives and accounts preparers 
and users. 
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A wide degree of support existed at the conference for a 
consultative body of this kind, Mr Fitchew noted. Referring to a 
number of different suggestions that had been made concerning the 
body's relationship with the 4th Directive Contact Committee, he 
said that his own preference was that this new forum shoul<J be a 
separate but parallel body to the Contact Committee. The 
Commission would like to be able to consult the new body 
s~parately from the Contact Committee, even if its opinions were 
then addressed to the Contact Committee. The new body's chair 
and secretariat would probably be provided by the Commission, 
which would consult it on the interpretaton of the 4th Directive, 
considering lacunae and on contacts with the International 
Accounting Standards Committee (IASC) and other international 
bodies. 

In general, Mr Fitchew said he shared Professor Hopwood's 
arguments for caution and gradual progress. Nevertheless, he 
noted that there were some developments on which the EC must 
respond quickly both internally and internationally. 

Concerning the international level, Mr Fitchew recognised 
that there was agreement at the conference on the importance of 
work of international bodies, especially the lAS C. Moroever, it was 
agreed that the EC should not just sit back and accept standards and 
common practices handed down by the IASC but take an active role 
within the IASC, which "should not be an American or Anglo-Saxon 
dominated body". Mr Fitchew said that the Commission therefore 
proposed to take up the IASC's offer to sit on the Consultative 
Committee, various specialised steering Committees and as an 
observer on the IASC Board. He stressed, however, that the 
Commission was not seeking to replace the role of individual 
Member States within the IASC, but to complement them, much as 
it does on the international stock exchanges organisation IOSCO. 

Finally, turning to the issue of equivalence at the 
international level, Mr Fitchew noted that the agreed aim was to 
achieve mutual recognition internationally on the basis of minimum 
harmonisation and minumum dual standards. He noted that the 
equivalence issue will have to be tackled shortly, and that the 
Commission will circulate its views on the subject to the Member 
States in the near future. 
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In particular, Mr Fitchew indicated that, if it were not possible 
to obtain mutual recognition on the basis of EEC accounting 
Directives as they stand, the Commission would want to explore the 
possibility of bridging gaps with reference to IASC standards. 
However, he warned that the Commission would have to act with 
caution before seeking mandates to negotiate bi-lateral mutual 
recognition agreements with third countries. On the one hand, the 
Commission did not want to damage the attractiveness of the EEC's 
own capital markets by over-regulation, whilst on the other hand it 
did not want to hinder foreign companies from coming to EC 
m.arkets because of the absence of mutual recognition agreements. 



X. INTERNAL MARKET 1992 

New challenges for financial reporting In the EC 

Contribution by Mr. M. BANGEMANN 
VIce-President of the Commission 
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A It hough I speak at the end of thIs Conference, I do not propose to 
draw conclusions from the discussions which have been held here during 
the last two days. I would rather prefer to place your work In the 
broader perspective of the Internal market. 

1992 Is an Important date for companies In the Community. For many 
companies the relevant market, I.e. the market In which they operate 
and compete with other companies will change with the realisation of 
the Internal market. European undertakings will be able to benefit 
from a large home-market which makes It easier for them to develop new 
products at lower costs and sel I these on the world market. 
Undertakings from alI over the world are preparing themselves for this 
Internal market through direct Investments In the Community or through 
cross-border cooperation. Competition In this European market will 
become more Intense, more I nterna tIona I and more dIverse. European 
undertakings must adapt their pol Icy accordingly and start to think at 
least In European If not worldwide terms. 
The company law harmonisation programme Is particularly Important In 
this context. It contributes to the modernisation of national company 
laws, furthers the freedom of establ lshment for companies and provides 
a framework for cross-border cooperation. This last point has become 
more Important In recent years and the Commission has responded to 
this chal lange by Introducing specific proposals In this area, such as 
the 10th Directive on cross-border mergers, the 11th Directive on 
branches and the 13th Directive on takeover bids. In order to 
stimulate even further this cross-border cooperation, the Commission 
has proposed the creation of new legal forms of a European nature such 
as the EEIG and the S.E. While the EEIG has now become a real tty (14 
EEIG's have been set up so far), the S.E. Is still in the stage of a 
proposal. AI low me to say a few words about the proposed Statute for a 
S.E. which Is particularly dear to me. 

The proposed Statute Is not of a legally binding nature for all 
European public companies. It offers them an alternative. We do not 
Intend to make this alternative attractive by Including special tax 
advantages. Such a solution would unjustly distort competition between 
the European Statute and national structures. Nor do we want to make 
this Statute Into a uniform European company law. Therefore, companies 
will be able to choose between different models of workers 
participation. Because Member States and to some extent also companies 
will be able to organize the S.E. "a Ia carte", different types of 
S.E. wll I coexist. This diversity has been criticized. However, other 
attempts In the past which aimed at more uniformity have failed. Our 
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proposa I Is therefore more modest and poss I b I y more rea 1 1st 1 c. Once 
the S.E. exists we can always Improve lt. I strongly believe In the 
Statute because In my opInIon It cou I d pI ay an Important ro I e In 
furthering the Internal market. 

Turning to accountancy, there can be no doubt that the development of 
an Internal market reQuires a minimum of market transparency, notably 
In order to avoid distortions In competition. It Is therefore 
essential that the main actors In this market publish equivalent and 
comparab I e f I nanc I a I InformatIon. ThIs Is even more so wIthIn the 
perspective of the development of a European capital market and the 
growth of mergers and acQuisitions In that market. 

l'n the area of accountancy, sever a I dIrectIves have been adopted by 
the Counc II. However, thIs Conference focuses on the 4th DIrectIve 
which was adopted more than 10 years ago. This Directive has now been 
Implemented In all Member States except for Italy. We regret that 
Italy has not been able yet to adopt the necessary legislation but are 
encouraged by the latest news that adoption Is now expected In the 
next 6 months. The Commission Intends to accelerate the procedure In 
the case of non-respect by Member States of the Implementation 
deadl lnes provided for In the directives. In the same way, the 
Commission wl I I see to It that the Implementing legislation remains In 
compl lance with the directives and that the legislation is effectively 
be I ng app I I ed . 

The 4th Directive applies to over 3 million limited liability 
companIes In the CommunIty. Most of these companIes are sma I I or 
medium-sized. The Directive allows Member States to Introduce certain 
derogations for these companies such as the exemption from the audit 
reQuIrement or the pub I I cat I on of abrIdged accounts. Member States 
have used these options In a rather divergent way. In order to further 
harmonize these opt_lons and to alleviate the burdei'J for small and 
medium-sized companies, the Commission has proposed certain amendments 
to the 4th Directive. These amendments wl li soon be discussed In the 
Councl I. At the same time the Councl I wl I I discuss an earlier proposal 
which alms at extending the scope of application of the accounting 
directives to certain partnerships. 

At our request the Federation des experts comptables europeans 
(F.E.E.) has produced a survey of accounts pub I lshed by companies from 
9 Member States on the basis of the 4th Directive. This survey shows 
that a lot of harmonisation has already been achieved In those areas 
which have been speclflcal ly dealt with In the 4th Directive. However, 
many new problems have arisen since the adoption of the Directive and 
the Directive also contains a large number of options for companies 
and for Member States. This Is the reason why this Conference Is 
organised. 

At the same time we wanted to know how we can Improve our procedure In 
the accounting area. As a matter of fact, the directives are a 
combination of rigidity and flexibility. They contain minimum rules 
and allow companies to derogate under certain circumstances from these 
rules, provided they justify the derogation and show In the notes to 
the accounts the effects of that derogatIon. The advantage of the 
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directive as a legal Instrument Is that accounting rules become 
legally enforceable. This Is uniQue In the harmonisation process of 
accounting standards. A disadvantage of the directive Is the risk of 
lnflexlbl I lty and obsolescence. We want the accounting standard 
setting process In the Community to follow the dynamics of the 
economic real lty which It Is supposed to reflect. Therefore, we should 
reflect on the possibility of distinguishing between the basic rules 
which should be contained In the directive and the technical details 
of those rules for which other Instruments might be more appropriate. 
In the same way, In the area of technical standards for manufactured 
goods the basic pr lnclples are set at Community level, while· the 
development of European technical standards Is left to organisations 
such as CEN and CENELEC. 

In this context, It should be stressed that alI parties concerned and 
In particular the European Parliament have a posslbl I lty to Intervene 
In the legislative process. For that reason It Is Important that the 
European Pari lament continues to play a decisive role In the decision 
making process. The pol I tical decision must continue to rest with the 
Commission under the control of the European Pari lament and the 
Councl I of Ministers. 

As to the Interpretations of the Directives and their application to 
specIfIc prob I ems, It mIght be more approprIate to set up a forum 
composed of representatives of national standard setting bodies and 
the Commission and which would also Involve users and preparers. Such 
a forum could deal with technical Issues and could also Involve In one 
way or another the EFTA-countries. The existing Contact Committee on 
the accounting directives (Article 52 of the 4th Directive), which Is 
composed of representatives of the Member States and the Commission 
would then remain the political forum which the Commission should 
consult before proposing amendments to the existing directives. Such a 
structure would be a compromise between the rigidity of the Community 
legislative framework and the economic need for flexibility. It goes 
without saying that the Community action should take Into account 
International developments. At the same time we believe that 
I n I t I at I v e s at I n tern at I on a I I eve I , not a b I y w I t h I n t he I n tern at I on a I 
Accounting Standards Committee (lACS), should aim at avoiding 
conflicts with our directives. Where International accounting 
standards are developed In areas which are not covered by our 
directives we should examine whether we can adopt those standards In 
the CommunIty. However, we be I I eve that It Is I mposs I b I e for the 
Community to write a blank-cheQue to organisations such as the IASC 
Implying that we accept beforehand whatever they wl I I do. In order to 
avoid conf llcts the Commission Intends to play an act lve role In 
Institutions which aim at a harmonisation at a broader International 
level. 

Qoncludlng remarks 

The Commission will take up Its responsibility as well internally to 
make sure that the Internal market becomes a success as externally In 
order to respond to the new challenges that we face as one of the most 
Important economic spheres In the world. 
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