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The Fourth Accounting Directive  
and Member State Options for Single Accounts 

 

Klaus Henselmann 

 

1 Introduction 

The six founding members (Belgium, France, Italy, Luxembourg, Netherlands, West Germany) that established 

the European Economic Community wanted to create a single common market to gain economic benefits for all 

member states: 

“It shall be the aim of the Community, by establishing a Common Market and progressively approxi-
mating the economic policies of Member States, to promote throughout the Community a harmonious 
development of economic activities, a continuous and balanced expansion, an increased stability, an 
accelerated raising of the standard of living and closer relations between its Member States.” (Art. 2, 
Treaty establishing the European Economic Community) 
 

The treaty was signed on 25 March 1957 in Rome (‘Treaty of Rome’).  

It introduced several principles, one of them in Art. 3 (c) “the abolition, as between Member States, of the obsta-

cles to the free movement of persons, services and capital”. On that basis, Title III, Chapter 2, Article 54 ex-

pressed the Right of Establishment. The Commission was given the duty to issue directives, which – after proper 

consultations – should lead to an abolition of existing restrictions. In particular, Art. 54 (3) (g) demanded that 

company law of member states should be made equivalent where necessary “for the purpose of protecting the 

interests both of the members of such companies and of third parties”. This triggered the development of several 

so-called company law directives.1 Among them, the Fourth Directive regulated the single (unconsolidated) an-

nual accounts. 

The Commission submitted its proposal for the Fourth Directive to the Council on 16. Nov. 19712 – at this time 

with no need for English, but in Dutch, French, German, and Italian. One year later, the European Parliament 

commented on the proposal. It basically welcomed it, but suggested some smaller changes.3 Likewise, the Euro-

pean Economic and Social Committee formed their opinion.4 

                                                           

1  Van Hulle (1992), 161. 
2  Official Journal of the European Communities, 28. Jan. 1972, No. C 7/11. 
3  Official Journal of the European Communities, 11. Dec. 1972, No. C 129/38. 
4  Official Journal of the European Communities, 11. Dec. 1973, No. C 39/31. 
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The Commission amended its proposal and adopted it formally on 21. Feb. 1974 (COM/1974/0191 final). In the 

new document the Commission explained the reasons for the changes: First, the comments received from the 

European Parliament and the European Economic and Social Committee. Second, however, that since January 

1973 there were new member states (Denmark, Great Britain, and Ireland). Auditing bodies from these new 

member states now participated in the group that advised the Commission about the proposal for the Directive.5 

Changes explained in the text included: 

• Adding legal forms for companies in Denmark, Great Britain, and Ireland (Art. 1); 

• introducing the ‘true and fair view’ as an overriding principle (Art. 2);6 

• more and altered layout alternatives for the accounts (Art. 8 and 9); 

• explicitly confirming the prudence principle (Art. 28); 

• stating the going-concern principle more precisely (Art. 28); 

• introducing the matching principle for income and expenses (Art. 28); 

• significantly enhanced possibilities for member states to allow some type of inflation accounting or re-

valuation (Art. 30). 

It took four more years until the Council adopted the directive under the title “Fourth Council Directive of 25 

July 1978 based on Article 54 (3) (g) of the Treaty on the annual accounts of certain types of companies 

(78/660/EEC)”.7  

A huge number of member state options allowed them to cater for the deemed needs in their countries, however 

in this compromise trying to achieve equivalence and comparability of financial information.8 Uniformity was 

not the goal, different philosophies were possible. 9 Frequently the wording “member states may allow or require 

…” is used. These options are the reason why national financial accounting systems within the European Union 

sometimes differ significantly. 

                                                           

5  Thorell and Whittington (1994), 218. 
6  Ordelheide (1993), 81; Van Hulle (1997), 711. 
7  Official Journal of the European Communities, 14. Aug. 1978, No. L 222/11. 
8  Thorell and Whittington (1994), 218. 
9  Van Hulle (1992), 165. Looking backwards, despite these options a high perceived degree of consistency was 

achieved between accounting practise in member states and companies, at least in the areas of format and 
disclosure and less so in measurement, as Thorell and Whittington (1994), 219, comment. 
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The Directive was significantly changed and extended over the years. This obviously also introduced new op-

tions and (sometimes) eliminated old ones. Therefore, section 2 gives a brief history of major changes to the Di-

rective.  

This paper develops in section 3 a model that has the ability to capture the characteristics of how individual EU 

member states filled the space that the European Directive offered them. It is measured by two scores (CP-Score 

and RI-Score). This common framework can be used to analyse individual countries and to compare them. 

An Appendix (section 4) shows the checklists and explains the calculation of CP-Score and RI-Score. 

 

2 Scope and changes of the European Directive 

2.1 Original scope 

Not all legal types of enterprise were subject to the Fourth Directive. Art. 58 (2) states: “The term ‘companies’ 

shall mean companies under civil or commercial law including co-operative companies and other legal persons 

under public or private law, with the exception of non-profit-making companies.” So it excluded sole traders 

(sole proprietorships) and partnerships.10 Their financial accounting still was solely up to the member states. It 

was even possible that no explicit financial accounting rules for them exited, but tax accounting was also used 

for commercial purposes. 

Companies are different in size and complexity. The relative costs of complying with rules might be higher for 

smaller companies. Therefore, the Directive defined three different size categories: Small, medium and large. 

Size is measured by turnover (revenue), assets and employee count. Small and medium companies were given 

some relief provisions from normal accounting, auditing and disclosure rules. 

Originally the Directive did not differentiate between companies that had shares or other securities traded on a 

stock exchange and other companies. While additional information needs (admission follow-up obligations like 

interim reports or cash flow statements) could be demanded by the exchange rules of a stock exchange, the basic 

national accounting standards were bound by the Directive. The accounting standards often were difficult to 

communicate to international investors.11  

 

                                                           

10  Van Hulle (1992), 165. 
11  Commission of the European Communities: Accounting Harmonization: A New Strategy Vis-à-vis Interna-

tional Harmonization, 14. Nov. 1995, (COM (95) 508 final). 
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2.2 Major changes 

2.2.1 Relief provisions for SMEs 

The class limits for small and medium companies were adjusted frequently to economic and monetary trends. 

According to Art. 53 (2) an examination and, if needed, revision of the amounts should take place at least every 

5 years. 

A first increase happened in 1984.12 Another adjustment was made 10 years later in 1994.13 It also introduced 

some particular member state options to reduce reporting obligations for small companies. For example, there 

was no need to disclose information about the amount of the remuneration granted to all members of the admin-

istrative, managerial and supervisory bodies, if this would make it possible to identify individual person’s remu-

neration.  

The next increase took place four years later in 1994.14  

The year 1999 brought two changes.15 First, the amounts were adjusted because of inflation trends. Second, 

however, the currency in which the limits are expressed was changed from the European Currency Unit (ECU) 

to the Euro.16 This was a natural step for member countries that decided to introduce the new Euro. For other 

member states the equivalent amount in national currency could still be obtained by using the officially pub-

lished exchange rates.  

Limits rose again in 2003.17  

The next adjustment took place already in 2006.18 However, this document also brought extra reporting require-

ments to be more in line with international accounting conventions (see below). 

                                                           

12  Council Directive 84/569/EEC of 27 November 1984, Official Journal of the European Communities, No. L 
314, 4.12.1984, 28. 

13  Council Directive 90/604/EEC of 8 November 1990, Official Journal of the European Communities, 16.11. 
990, No. L 317, 57-59. 

14  Council Directive 94/8/EC of 21 March 1994, Official Journal of the European Communities, 21.3.1994, No. 
L 82, 33-34. 

15  Council Directive 1999/60/EC of 17 June, Official Journal of the European Communities, 26.6.1999, No. L 
317, 65-66. 

16  The former European Currency Unit (ECU) was composed as a basket of national member country curren-
cies, Shulman (1991). The weights of the currencies reflected their relative sizes like shares in gross national 
product and shares in internal European trade.  

17  Council Directive 2003/38/EC of 13 May 2003, Official Journal of the European Union, 13.5.2003, No. L 
120, 22-23. 

18  Directive 2006/46/EC of the European Parliament and of the Council of 14 June 2006, Official Journal of the 
European Union, 16.8.2006, No. L 224, 1-7. 
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An amendment in 2009 did not change the class limits, but removed some reporting requirements in the notes for 

medium-sized companies.19  

The year 2012 brought a new important step. The European Union recognised that there are really very small 

companies with only a handful of employees and few assets. A new fourth company category of so-called micro-

entities was introduced.20 Art. 1a (1) stipulates the size limits. Member states may allow these micro-entities 

even more exemptions from reporting obligations than small-size companies. 

Limits for small and medium companies were raised later in 2013 when the articles in the directive for single 

accounts and the directive for consolidated accounts were rearranged and combined in one document.21  

 

2.2.2 Inclusion of certain partnerships 

Stakeholders of limited liability companies need special protection because there is no safeguard beyond the 

amount of net assets. However, this principle was more and more circumvented by partnerships and limited part-

nerships, where all of the fully liable members were constituted either as public or private limited liability com-

panies. In reaction to this development, the scope was extended to include these legal constructs in 1990.22 

 

2.2.3 Fair value accounting for certain financial instruments 

In 2001 there was a need to adopt the Directive to new developments.23 Besides traditional primary financial in-

struments (shares and bonds), various forms of derivative financial instruments such as futures, options, forward 

contracts and swaps became more and more common. Historical cost accounting was of limited information 

value in many cases. 

Other accounting standard setters, like the SEC together with the FASB in the US, were reacting by choosing a 

model of fair value accounting for financial instruments. This approach was also favoured by the International 

Accounting Standards Committee (IASC).  

                                                           

19  Directive 2009/49/EC of the European Parliament and of the Council of 18 June 2009, Official Journal of the 
European Union, 26.6.2009, No. L 164, 42-44. 

20  Directive 2012/6/EU of the European Parliament and of the Council of 14 March 2012, Official Journal of 
the European Union, 14.3.2012, No. L 81, 3-6. 

21  Directive 2013/34/EU of the European Parliament and of the Council of 26 June 2013, Official Journal of the 
European Union, 29.6.2013, No. L 182, 19-76. 

22  Council Directive 90/605/EEC of 8 November 1990, Official Journal of the European Communities, 
16.11.1990, No. L 317, 60-62. 

23  Haller (2002) describes the complete background. 
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“In order to maintain such consistency between internationally recognised accounting standards and Directives 

78/660/EEC [Fourth], 83/349/EEC [Seventh] and 86/635/EEC [Eleventh], it was necessary to amend these Di-

rectives in order to allow for certain financial assets and liabilities to be valued at fair value. This would enable 

European companies to report in conformity with current international developments.”24  

This amendment introduced several member state options (new Art. 42a, with details in Art. 42b, 42c and 42d): 

Member states  

• should permit or require  

• in respect of all companies or any classes of companies 

valuation at fair value of financial instruments, including derivatives. The financial instruments had to meet cer-

tain requirements and some financial instruments were excluded (e.g. non-derivative financial instruments held 

to maturity; loans and receivables originated by the company and not held for trading purposes; stakes in subsid-

iaries, associated undertakings and joint ventures). 

As a consequence, the range of flexibility for member states stretched from only permitting fair value accounting 

for a limited class of companies (e.g. listed companies, banks) to requiring fair value accounting from all compa-

nies.  

 

2.2.4 Application of International Accounting Standards 

In 2002 the European Union released the so-called IAS Regulation, in which it decided to use in the meantime 

widely supported25 International Accounting Standards for the consolidated accounts of publicly traded compa-

nies starting in 2005.26 It was primarily intended to solve the problems of European global players seeking ac-

cess to capital markets in countries outside the EU.27 

Besides the required use of IAS in consolidated accounts of publicly traded companies (Art. 4 of IAS Regula-

tion) member states were given several options (Art. 5 of IAS Regulation): 

“Member States may permit or require:  

                                                           

24  Preface of Directive 2001/65/EC of the European Parliament and of the Council of 27 September 2001, Offi-
cial Journal of the European Communities, 27.10.2001, No. L 283, 28-32. Numbers of the Directives inserted 
in square brackets by author. 

25  Thorell and Whittington (1994), 223. 
26  Regulation (EC) No 1606/2002 of the European Parliament and of the Council of 19 July 2002, Official Jour-

nal of the European Union, 11.9.2002, No. L 243, 1-4. 
27  Kaya, Kirsch and Henselmann (2016); Combarros (2000). 
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(a) the companies referred to in Article 4 to prepare their annual accounts, 

(b) companies other than those referred to in Article 4 to prepare their consolidated accounts and/or their 

annual accounts,  

in conformity with the international accounting standards …” 

For the companies allowed to use International Accounting Standards (today: IFRS) these standards substituted 

most parts of the Accounting Directives.  

However, above and beyond its direct effect, the IAS Regulation also had some indirect consequences for the 

Accounting Directives. On 14. Nov. 1995, the Commission had issued its proposal, “Accounting Harmonisation: 

A New Strategy Vis-à-vis International Harmonization”.28 It expressed the aim to maintain consistency between 

the Accounting Directives and developments in international accounting. Such a move would also make an en-

dorsement of International Accounting Standards easier, as IAS can only be adopted by the European Union if 

they are not contrary to some principles in the Accounting Directives (Art. 3 of IAS Regulation).  

Therefore, the Accounting Directives were amended in 2003.29 The amendment implemented a number of new 

member state options that allowed national law to be more consistent with international trends.30 So, member 

states may now permit or require: 

• The inclusion of other statements beyond balance sheet, profit and loss account, notes (like e.g. cash 

flow statement, segment reporting, statement of equity) (Art. 2); 

• different layout and structuring of balance sheet and/or profit and loss account (Art. 4, 8 and 10); 

• a statement of performance instead of (only) profit and loss items (Art. 22); 

• a general use of fair value accounting (also for other assets than financial instruments) (new Art. 42e). 

In parallel, the content of the annual report was significantly enhanced (Art. 46). The review would show a bal-

anced and comprehensive analysis of the development and performance of the company. Principal risks and un-

                                                           

28  COM (95) 508 final. 
29  Directive 2003/51/EC of the European Parliament and of the Council of 18 June 2003, Official Journal of the 

European Union, 17.7.2003, No. L 178, 16-22. 
30  However, Van Hulle (1997), 719, points out that IAS were also changed to allow consistency between IAS 

and the Directive. His example is the “true and fair view” as an overriding principle. The possibility of an 
override was included in IAS 1 (now: IAS 1.19), but only “in extremely rare circumstances” and with exten-
sive disclosures (IAS 1.20). 
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certainties must be described. The analysis would include both financial and non-financial performance indica-

tors. Though, member states may exempt medium-size companies from this non-financial information (note: 

small companies already may be exempt from the whole annual report). 

Three years later some extra reporting requirements were introduced to bring the Accounting Directives even 

more in line with international accounting conventions:31  

• Information about off-balance-sheet arrangements (Art. 43 (1) (7a); 

• information about related party transactions (Art. 43 (1) (7b); 

• inclusion of a corporate governance statement in the annual report for publicly traded companies (new 

Art. 46a). 

 

2.2.5 Merging the two Accounting Directives 

As described, the Fourth Accounting Directive on single accounts and the Seventh Accounting Directive on con-

solidated accounts have been changed several times. Accordingly, the structure of both directives became less 

clear due to many insertions. Rules and definitions often had the same wording in both documents, making text 

redundant. So in 2013 both directives were replaced by a single document.32 

This was basically a technical issue with little material change. The Annex contained a correlation table showing 

where the individual parts of the old Fourth and Seventh Accounting Directive now could be found in the new 

(comprehensive) Accounting Directive. Some wording was altered, e.g. the former annual report was now called 

management report. However, some content-related changes comprised the abolition of extraordinary income, 

expenses and results. 

 

                                                           

31  Directive 2006/46/EC of the European Parliament and of the Council of 14 June 2006, Official Journal of the 
European Union, 16.8.2006, No. L 224, 1-7. 

32  Directive 2013/34/EU of the European Parliament and of the Council of 26 June 2013, Official Journal of the 
European Union, 29.6.2013, No. L 182, 19-76. 
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2.2.6 Introduction of CSR reporting 

Issues of Corporate Social Responsibility (CSR) became more and more important.33 So it took only one year 

after 2013 until an extension of the reporting requirements was introduced.34 Public-interest entities, which also 

have more than 500 employees, now were required to include a non-financial statement about CSR topics in 

their management report or to prepare a separate report for this information (new Art. 19a and Art 29a).  

This was so far the last change in content. A minor amendment in scope was caused later by the accession of the 

Republic of Croatia to the European Union. It added a list of legal forms in Croatia. 

 

3 Member state options for accounting and disclosure 

3.1 Implementation in individual member states 

The member states were given two years time to bring into force the laws, regulations and administrative provi-

sions necessary for them to comply with the first version of the Directive (Art. 55 (1)) and to consider options 

embedded inside the Directive.  

The time until application in the member states could be extended by 18 months and even more (up to eight 

years) in special circumstances (Art. 55 (2)). Also, for groups of companies, the application for dependent com-

panies and for dominant companies was also waived until the Council Directive on consolidated accounts en-

tered into force (Art. 57 and 58). Hence, it was often sensible for member states to make the transposition into 

national law for single accounts and group accounts at the same point in time.  

To establishing a Common Market and to reduce barriers for the free movement of persons, services and capital, 

it is not necessary that rules in all member state be identical.35 Often there are good reasons why rules might be 

different in the member countries. A certain degree of harmonisation is regarded as sufficient to make the system 

equivalent. This includes company law and especially the Accounting Directive(s).  

The Accounting Directive(s) contain many member state options. The following text develops a model of how 

the character of individual EU member state application of EU accounting standards can be measured. 

 

                                                           

33  Tschopp and Huefner (2015). 
34  Directive 2014/95/EU of the European Parliament and of the Council of 22 October 2014, Official Journal of 

the European Union, 15.11.2014, No. L 330, 1-9. 
35  Van Hulle (1992), 161. 
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3.2 Member state options omitted 

However, to limit the focus of this research and to concentrate on major aspects, some member state options are 

not considered: 

• First of all, the analysis is done only with regard to single accounts as (originally) regulated in the 

Fourth Directive. Any member state options mentioned in the amendments or in the new combined di-

rective that apply to consolidated accounts are excluded.36  

• Likewise ignored are any options that apply only for branches37 of companies from other member states 

or for branches of companies from third countries. 

• Next we exclude any options that are relevant for only specific undertakings. Such industry-specific 

rules exist mainly for banks, insurance companies, investment companies, and holding companies.38 We 

also only analyse options that refer to companies, not those concerning the legal form of partnerships 

(where ultimately liability is limited).  

• We omit options about auditing details, especially requirements for the auditor. However, complete re-

lief provisions from auditing for small or micro companies are still included. 

• Options that deal only with the location of certain disclosures (in notes versus in the balance sheet, in 

notes versus in the profit and loss account) are ignored, as the information is provided anyway. Equally 

we do not regard options that are only applicable if the effects are immaterial. 

• Finally, we ignore the option in Art. 2 (6) of the Fourth Directive to include ‘other information’ in the 

financial report, as this could be anything. 

Only the remaining member state options will form the basis to compare member states’ accounting philosophies 

and strategies. 

 

3.3 Alternative models for capturing similarities and differences 

For an approach to measure similarities and differences in accounting between European Member states, the aca-

demic literature about accounting harmonization and about accounting conservatism is a natural starting point.  

                                                           

36  Thorell and Whittington (1994), 220, stress that the Seventh Directive also offers a range of options.  
37  Van Hulle (1992), 163. 
38  Van Hulle (1992), 163. 
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Regarding harmonization we can differentiate between39   

• analysis of accounting practises (material or de facto harmonization) and  

• analysis of accounting standards (formal or de jure harmonization).  

In their literature review paper, Canibano and Mora (2000)40 focus on de facto harmonization. Data source can 

be information about accounting policy in the firm’s notes or information from questionnaires sent to companies. 

Both are time consuming and demanding tasks, so usually the number of firms included in the sample is fairly 

low. Additionally, most of this research focuses only on specific accounting items, e.g, deferred taxes or good-

will. That makes this approach less suitable for a comparison of member states. 

Academic literature also contains several different approaches for how to measure (de facto) accounting conserv-

atism.41 The degree of conservatism in a firm’s financial accounts is determined both by the nature of the under-

lying accounting standards and by the way the firm uses accounting flexibility (through accounting options, 

management discretion and real earnings management). The measurement of a firm’s accounting conservatism is 

an empirical task. Common methods compare book values and stock market values, earnings and cash flows, or 

share price changes and earnings changes. However, most of these methods are only applicable for listed compa-

nies. As – at least in the meantime – companies with securities admitted to trading on a regulated market are 

forced to use IAS/IFRS in consolidated statements and can use IAS/IFRS in single statements, this would be of 

little help to compare the accounting according to the Directive. 

Therefore, for our survey we exclude the usage of accounting flexibility by individual firms in each country. We 

concentrate on the accounting framework that Member states choose within the flexibility offered by the Di-

rective, a formal or de jure comparison.  

Approaches to de jure harmonization might try to verbally enumerate all selected aspects in detail.42  But here it 

is easy to lose the overview. An alternative is to set up a checklist (schedule) of accounting issues. Results of this 

checklist can be quantified to summarize similarities and differences between accounting systems.43 This study 

chooses an approach of quantifying and summarizing the empirical findings from the de jure document analysis 

on two different dimensions:  

                                                           

39  Tay and Parker (1990); Van der Tas, Leo G. (1988), Van der Tas, Leo G. (1992). 
40  Canibano and Mora (2000). 
41  A comprehensive overview with detailed references can be found in Ruch and Taylor (2015); Zhong and Li 

(2017). Reisloh (2011) uses different measures. 
42  Garrod and Sieringhaus (1995) are dealing just with leases and compare only two countries. 
43  For example Rahman, Perera and Ganeshanandam (1996) in the comparison of Australia and New Zealand. 
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The first dimension expresses the traditional conflict between a prudent (conservative) and a realistic picture of 

the company. This is similar to Rahman, Perera and Ganeshanandam’s schedule of measurement require-

ments.44  

The second dimension relates to the conflict between the costs of detailed financial reporting compared to its 

usefulness for stakeholders. These costs are especially relevant for smaller companies. They include direct costs 

- administrative burden for companies - and indirect costs - proprietary costs of disclosure.45 This is related to 

Rahman, Perera and Ganeshanandam’s schedule of disclosure requirements.46 

This approach can capture Member states’ strategies to choose  

(1) between conservative or progressive accounting measurement (low or high equity) in the first dimen-

sion (CP-score); 

(2) between restrictive or informative disclosures (few or many information details) in the second dimen-

sion (RI-score). 

In contrast to Rahman, Perera and Ganeshanandam the scores are relative measures compared to the ‘standard’ 

accounting treatment described in the Directive. So a country’s score can be positive or negative. 

Details of the checklists will be given in the sections below. The member state options are expressed as questions 

in a more or less non-technical language. Where appropriate, sometimes they are combined in a group. For Ex-

ample, there might be five options not to report specific details for small companies. This may be formulated as: 

“Is it possible for small companies to omit details in the notes like …?” 

CP-score and RI-score can be used to depict a country’s accounting system graphically on an “accounting map”. 

It is interesting to see where individual European countries are located on such a map and how they may have 

moved during the years. 

 

3.4 Conservative or progressive accounting? 

3.4.1 More progressive 

There are nine material options that would lead to a more progressive accounting (i.e. higher equity): 

                                                           

44  Rahman, Perera and Ganeshanandam (1996), 331. 
45  Henselmann (2005); Bernard, Burgstahler and Kaya (2018). 
46  Rahman, Perera and Ganeshanandam (1996), 331. 
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P1 [Art. 12 (11), fourth subparagraph]47 Costs for founding and/or expanding a business usually are not assets 

that could be realized in case of insolvency. In principle they are excluded from the balance sheet. But this can 

lead to huge losses after starting a business, even if its outlook is good. Member states may allow capitalization 

of formation (organization) expenses. The research question is: Are formation expenses included under ‘Assets’? 

P2 [Art. 12 (11), first, third and fifth subparagraphs] Intangible assets from research and development are hard to 

value if they are not acquired for valuable consideration, but created by the business itself. Usually, self-created 

intangibles are not allowed to be reported as assets on the balance sheet. But member states may allow them to 

be. The research question is: Are some costs of research and development included under ‘Assets’? 

P3 [ANNEX III] A business that buys its own shares distributes money, so in effect the intrinsic value of the en-

tity is less. Thus, there is reason to deduct the cash distribution from equity. But the entity owns the shares, 

which have a market value and could be resold. The research question is: Can in the individual member state 

companies treat own shares as assets? 

P4 [Art. 9 (2)] Are there other ‘extra’ items on the asset side? The research question is: Could be capitalized 

costs of trademarks and similar rights and assets that where created by the business itself be treated as fixed as-

sets? 

P5 [Art. 7 (1), Art. 8 (1), point (b)] Basically tangible assets are valued on the basis of historical costs. However, 

historical costs may loose information value in times of high inflation. Some member states know accounting 

techniques that try to tackle this problem. The research question is: Are some kinds of inflation accounting, re-

valuation or fair value accounting allowed for tangible assets? 

P6 [Art. 8 (1), point (a)] Financial instruments may have heavily fluctuating prices. Historical cost may be out-

dated if prices have risen much. Since the amended Directive in 2001 member states may allow fair value ac-

counting for financial instruments. The research question is: Does the member state allow fair value accounting?  

P7 [Art. 12 (11), first and second subparagraphs] Acquired goodwill is regarded as an assets (to prevent mislead-

ingly large losses after M&A activities), whilst internally generated goodwill is not shown. It is very difficult to 

estimate a useful life for goodwill. Therefore, according to the Directive, goodwill must be written off fairly fast 

in not more than 5 years. But member states may allow a longer time. The research question is: Is it possible to 

                                                           

47 The articles that grant these options are referenced in relation to the Directive 2013/34/EU of 26 June 2013. 
Please note that options with a longer history were granted in the Fourth Accounting Directive on single ac-
counts 78/660/EEC of 25 July 1978 in the first place, before the Fourth and the Seventh Directive were 
merged in 2013. 
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write off goodwill over a period of more than 5 years? (Please note that after the Directive in 2013 it is only pos-

sible to allow a period of more than 5 years if the useful life cannot be reliably estimated.) 

P8 [Art. 2, point (7)] Production costs consist of variable costs and fixed overhead costs. The Directive only de-

mands inclusion of variable costs as a minimum. The research question is: Can companies in the Member state 

decide to include reasonable parts of fixed overhead costs in production costs?  

P9 [Art. 12, point (8)] Financing is an activity different from production, so in principle financing costs are not 

production costs. However, bank loans etc. might be used specifically to finance production lines or inventory in 

the production process. The research question is: Can companies in the individual member state include interest 

expenses in production costs? 

 

3.4.2 More conservative 

We have six material options that lead to a more conservative accounting (i.e. low equity): 

C1 [Art. 12 (9)] In times of rising prices – inflation – the LiFo cost flow assumption leads to a low value of in-

ventories in the balance sheets and high charges in the profit and loss account. The research question is: Do 

Member states allow LiFo accounting? Note: the IASB prohibits the use of LiFo. 

C2 [Art. 39 (1), point (c) of Directive 78/660/EEC] The prudence principle requires value adjustments if the 

market value of an asset falls below historical cost. However, extremely prudent accounting could allow even 

further downside adjustments (i.e. at less than market value). One reason might be to allow for the possibility 

that the value will decrease at some point in the future. Another reason might be to create discretionarily low val-

ues. If the company gets into trouble these low values could be eliminated to artificially increase profits. The re-

search question is: Do Member states allow prudent valuations below both current market value and historical 

costs? (This was only possible until the Directive in 2013.) 

C3 [Art. 12 (12), second subparagraph] Usually provisions are made for uncertain external liabilities. But, for 

example, using machinery will induce maintenance obligations in later years. These charges have their origin in 

the past, are of a clearly defined nature, and are likely to be incurred later. Yet today there is no external liability. 

Still member states may allow provisions for these case. The research question is: Are provisions beyond liabili-

ties allowed?  

C4 [Art. 17 (1), point (b)] It can be an objective of taxation to give investment incentives. For example, machin-

ery that has a useful life of 20 years in financial accounting, for tax purposes could be depreciated by 50% in the 

first year and by 10% in each of the following five years. Thus, the tax value is much lower. Member states may 
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transfer tax values to the financial accounts. The research question is: Are exceptional value adjustments for tax-

ation permitted in the financial accounts?  

C5 [ANNEX III] Subscribed capital has not to be paid-up immediately. How is the outstanding amount treated in 

the balance sheet? The alternatives are to deduct it from equity (lower equity) or to leave subscribed capital un-

changed and to show the outstanding amount under assets (higher equity). The research question is: Can compa-

nies in the individual Member state decide whether subscribed capital unpaid and not called yet be excluded 

from equity?  

C6 [Art. 9 (2)] Taxation can also lead to special line items in the balance sheet. For example, a building (book 

value 100) is sold for 300. A new replacement building will be finished in two years and will cost 340. The nor-

mal treatment is to realize a profit of 200 and to value the replacement building at acquisition cost of 340. How-

ever, tax law may allow not taking the profit of 200 immediately, but to deduct the 200 from the book value of 

the replacement building (340 – 200 = 140). However, if the replacement building cannot be bought immedi-

ately, a special extra item on the capital/liabilities side is needed to store this ‘untaxed profit’. Member states 

may transfer this line item to the financial accounts. The research question is: Are there special line items on the 

capital/liabilities side in the member state?  

 

3.5 Restrictive or informative disclosures? 

3.5.1 More informative 

Member state options that allow more informative or targeted company disclosures are: 

I1 [Art. 10] The Directive offers a choice between different layouts of the balance sheet. Member states can se-

lect one of them or allow their companies to choose between them. This allows companies to use the presenta-

tion that is most suitable for their industry or business. The research question is: Have companies a choice be-

tween different layouts of the balance sheet? 

I2 [Art. 13 (1)] The same applies to the profit and loss account: Have companies a choice between different lay-

outs of the profit and loss account? 

I3 [Art. 4 (1)] Financial statements can have more elements than those included in the Directive. Examples from 

international accounting are cash flow statement, segment reporting, statement of equity etc.). Member states 

may demand some or all of them. The research question is: Are other statements beyond the balance sheet, profit 

and loss account, notes, required? (Note: This question does not cover the annual report or management report, 

because it is considered outside the financial statements.) 
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I4 [Art. 13 (2)] Both US-GAAP and IFRS know ‘other comprehensive income (OCI)’. It shows changes in eq-

uity that are neither normal ‘profit and loss’ nor transactions with shareholders (dividends paid, capital in-

creases). If assets are measured at fair value, but not through profit and loss, a statement of performance (includ-

ing OCI) would be more appropriate. Since the amended Directive in 2003 member states may choose. The re-

search question is: Can companies use a ‘statement of performance’ instead of the conventional profit and loss 

account?  

 

3.5.2 Generally more restrictive 

There are only 2 major options that generally restrict company disclosures independent of their size: 

R1 [Art. 17 (1), point (d)] Stakeholders are informed how much money is paid to the management board or su-

pervisory board for each board in total, not for each individual. However, the management might be only one 

single person. Since the amended Directive in 1990 member states may provide no information about manage-

ment board or supervisory board remuneration if the remuneration can be attributed to a single person.  

R2 [Art. 30 (1) and (2)] The annual reports or management reports can be fairly lengthy documents, much longer 

than the financial statements. Member states have to choose. Can they avoid publication of (only) the annual/ 

management report? If yes, copies must be available upon request at little or no costs. 

Though, most of the member state options relate to relief provisions that are only applicable to companies 

smaller than a certain size. At the beginning there were three classes (large, medium, and small). With the 

amended Directive in 2012 the super-small ‘micro’ class was introduced. If a country scores high on restrictive 

options (R-Score), it does not mean that the local statements and disclosures are not informative in general. It 

mainly measures the extent to which smaller entities are protected from costs that are relatively high compared to 

their size. They are described in short in the next sections. 

Of course, the remaining information might not be enough for some stakeholders (like banks for lending deci-

sions). The company then has to provide extra data, but will do this through private communication channels 

(not for everybody in  the public). 

 

3.5.3 Relief provisions for medium-sized companies 

Options that restrict disclosures for medium-sized companies are: 

• R3 [Art. 3 (3)] Does the country basically use the maximum size limits allowed by the EC/EU for relief 

provisions? The size limits were increased to cater for inflation in frequent intervals. 
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• R4 [Art. 31 (2)] Can an abridged balance sheet be used for disclosure? This would basically be only 

items with letters and roman numerals. 

• R5 [Art. 14 (2)] Can an abridged profit and loss account starting with ‘Gross profit or loss’ be used? 

Thus, the revenue of the company is not disclosed to the public, which prohibits calculation of im-

portant accounting ratios. 

• R6 [Art. 12 (11), Art. 17] Are abridged notes allowed? This may relate to geographic revenue segments, 

off-balance sheet risks, related party transactions, or formation expenses. 

• R7 [Art. 19 (4)] Non-financial indicators are not compulsory in the annual/management report? This 

relates to non-financial information e.g. environmental and employee matters. 

 

3.5.4 Relief provisions for small-sized companies 

Options that restrict disclosures for small-sized companies are: 

• R8 [Art. 3 (2)] Does the country basically use the maximum size limits allowed by the EC/EU for relief 

provisions? 

• R9 [Art. 31 (2)] Can an abridged balance sheet be used? (Items with letters and roman numerals.) 

• R10 [Art. 14 (2)] Can an abridged profit and loss account starting with ‘Gross profit or loss’ be used? 

• R11 [Art. 31 (1)] Publication of the profit and loss account is not compulsory? This puts a severe hin-

drance on ratio analysis, because the profitability of the company is unknown.  

• R12 [Art. 16] Are extensively abridged notes allowed? Only very limited notes may be required. 

• R13 [Art. 19 (3) and (4), Art. 31 (1)] Annual/management report is not obligatory? It might be allowed 

not to disclose it or even more not to prepare it, which would lead to significant cost savings for small 

companies. However, the information is reduced considerably.  

• R14 [Art. 34 (1)] Auditing is not compulsory? Auditing is costly for small companies, where only lim-

ited interest from the general public – above and beyond personally involved stakeholders – might pre-

vail. But no auditing reduces trust in the financial statements. 
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3.5.5 Relief provisions for micro-sized companies 

Options that restrict disclosures for micro-sized companies are: 

• R15 [Art. 3 (1)] Does the country use the maximum size limits allowed by the EC/EU for relief provi-

sions? 

• R16 [Art. 36 (1), point (a) and Art. 36 (2), point (a)] Can the abridged balance sheet show only letter 

items? The balance sheet would also not show accrued income and deferred income. 

• R17 [Art. 36 (2), point (b)] Can a very abridged profit or loss account with only 8 items be used? 

• R18 [Art. 36 (1), point (b)] No notes are required? There would be only very limited information below 

the balance sheet. 

• R19 [Art. 36 (1), point (c)] No annual/management report is required? 

• R20 [Art. 36 (1), point (d)] Only filing of annual accounts/financial statements (at least, the balance 

sheet balance sheet) at the register is required, instead of publishing them? 

• R21 [Art. 36 (6)] Filing or publication of profit or loss account is not required? 

• R22 [Art. 36 (6)] Auditing is not required? 

 

3.6 CP-score, RI-score and accounting map 

For all questions that can be affirmed, ‘1’ is entered into the table and ‘0’ otherwise. Answers under ‘more pro-

gressive’ are given a positive weight (+1) and answers under ‘more conservative’ a negative weight (-1). The 

weighted results are added up to give a ‘conservative–progressive’ sub-score (CP-Score). It could vary between 

a minimum of -6 and a maximum of +9. 

The same applies for questions about disclosures. We give a positive weight to answers under ‘more informa-

tive” (+1) and a negative weight to answers in one of the restrictive/relief provisions categories (-1). From the 

weighted results we obtain a ‘restrictive–informative’ sub-score (RI-Score). 

The RI-Score could vary between a minimum of -22 and a maximum of +4. As discussed it is basically asym-

metrical because of the relief provisions for medium, small and micro undertakings. 
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Both scores can be used to draw a 2-dimensional map of accounting systems. The position on the map indicates 

the member states choices regarding the options given by the Accounting Directive(s). The answers to the ques-

tions and the CP-RI scores certainly may vary between years if changes of national law took place. This leads to 

a movement of the member country’s position on the map. 

The visual comparison of the positions and possible movements over time between several countries could be 

accompanied by some statistical measure for the degree of harmonization or divergence. There are several sug-

gested candidates in the literature.48 

 

  

                                                           

48  Thorell and Whittington (1994). 
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4 Appendix 

The table with scoring schemes for the CP-Score and RI-Score is displayed below. ‘1’ entered in the table stands 

for “yes, member state chooses this option”, ‘0” stands for “no, member state ignores this option”. 

Neglecting the sign, the same weight of 1 is used for each item. So we do not differentiate between more or less 

important options, which could be done. But different weights would be very subjective and hard to justify. 
 

  
Years 

19xx-20xx 
Years 

20yy-2019 
Progressive Weight    
P1 Are formation expenses included under ‘Assets’? +1  1 1 
P2 Are some costs of research and development included under  
‘Assets’? +1  1 1 
P3 Can own shares be treated as assets? +1  1 1 
P4 Are there other ‘extra’ items on the asset side? +1  1 1 
P5 Is some kind of inflation accounting, revaluation or fair value  
accounting allowed for tangible assets? +1  1 1 
P6 Is fair value accounting allowed for financial instruments?  
[Since Directive in 2001.] +1  1 1 
P7 Is it possible to write off goodwill over a period of more than  
5 years?  
[After the Directive in 2013: Is it possible to write off goodwill over a pe-
riod of more than 5 years if the useful life cannot be reliably esti-
mated?] +1  1 1 
P8 Must fixed overhead costs be included in production costs?  
(Therefore production costs are higher than variable costs.) +1  1 1 
P9 Can interest expenses be included in production costs? +1  1 1  

P-Score  9 9 
 

Conservative Weight    
C1 Is LiFo accounting allowed? -1  1 1 
C2 Are prudent valuations below both current market value and histori-
cal costs allowed? [Only until Directive in 2013.] -1  1 1 
C3 Are provisions beyond liabilities allowed? (To cover charges which 
have their origin in the past, with clearly defined nature, likely to be in-
curred LATER.) -1  1 1 
C4 Are exceptional value adjustments for taxation adopted in the finan-
cial accounts? (E.g. a very fast depreciation as a tax incentive does also 
decrease book values in the balance sheet.) -1  1 1 
C5 Must subscribed capital unpaid and not called yet be excluded from 
equity?  
(I.e. Equity = paid-up capital + called-up capital only.) -1  1 1 
C6 Are there special extra items on the capital/liabilities side? (E.g. for 
tax reasons: profits not taxed yet are shown separate from equity.) -1  1 1  

C-Score  -6 -6  
     

CP-Score  3 3 
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Informative Weight    
I1 Have companies a choice between different layouts of the balance 
sheet? +1  1 1 
I2 Have companies a choice between different layouts of the PL? +1  1 1 
I3 Are other statements beyond balance sheet, profit and loss account, 
notes, required? (Like e.g. cash flow statement, segment reporting, 
statement of equity.) +1  1 1 
I4 Can companies use a ‘statement of performance’ (with other com-
prehensive income) instead of only the conventional profit and loss ac-
count? [Since Directive in 2003.] +1  1 1  

I-Score  4 4 
 

Generally more restrictive Weight    
R1 Information about management board or supervisory board remu-
neration omitted if the remuneration can be attributed to a single per-
son? [Since Directive in 1990.] -1  1 1 
R2 Can the publication of (only) the annual/management report be 
avoided generally? (However, copies must be available upon request at 
little or no costs.) -1  1 1  

General R-Score  -2 -2 
 

Relief for medium-sized companies Weight    
R3 Does the country basically use the maximum size limits allowed by 
the EC/EU for reliefs? -1  1 1 
R4 Can an abridged balance sheet be used for disclosure? (Basically 
items with letters and roman numerals.) -1  1 1 
R5 Can an abridged PL starting with ‘Gross profit or loss’ be used? -1  1 1 
R6 Are abridged notes allowed? 
(No geographic revenue segments etc.) -1  1 1 
R7 Non-financial indicators not necessary in the annual/management 
report? [Usually required since Directive in 2003.] -1  1 1  

Medium R-Score  -5 -5 
 

Relief for small-sized companies Weight    
R8 Does the country basically use the maximum size limits allowed by 
the EC/EU for reliefs? -1  1 1 
R9 Can an abridged balance sheet be used?  
(Items with letters and roman numerals.) -1  1 1 
R10 Can an abridged PL starting with ‘Gross profit or loss’ be used? -1  1 1 
R11 Publication of PL account is not required? -1  1 1 
R12 Are extensively abridged notes allowed? 

-1  1 1 
R13 Annual/management report is not required? -1  1 1 
R14 Auditing is not required? -1  1 1  

Small R-Score  -7 -7 
 



- 22 - 

Relief for micro-sized companies Weight    
R15 Does the country basically use the maximum size limits allowed by 
the EC/EU for reliefs? [Since Directive in 2012.] -1  0 1 
R16 Can the abridged balance sheet show only letter items? -1  0 1 
R17 Can a very abridged PL with only 8 items be used? -1  0 1 
R18 Notes are not required? 
(Only very limited information below the balance sheet.) -1  0 1 
R19 Annual/management report is not required? -1  0 1 
R20 Only filing of annual accounts/financial statements (at least:  
balance sheet) at the register is required (instead of publishing them 
online)? -1  0 1 
R21 Filing or publication of PL account is not required? -1  0 1 
R22 Auditing is not required? -1  0 1  

Micro R-Score  0 -8  
     

R-Score  -14 -22  
     

RI-Score  -10 -18 
 

Here is the diagram for visualizing the CP-Score and RI-Score (with example data from above): 

 

Please note that the minimum RI-Score of -22 might only be reached after micro entities were introduced with 

Directive 2012/6/EU. Before this the minimum RI-Score was -14. 
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