IéIUAL FINANCIAL STATEMENTS

Introduction

Iffering views on the ohj ectr s and contwentb s of frnancrgl statements have
or ma ec des cr te pro ems for the business an countrng com-
munities o e wr In recent1 ears such di erences Ve ten eh
comPour]d and at the same time ssu re ter Ificance with the
cont [tua creas |n international traean eve ment of transna-
tional capital markets.

|s rtrce is concerned not onl wrtt] |dent]fyrn the nture of the
(Lf erje at exist but, mote importantly, wit e ongn eorrgrns of

erence An a\r;) recratron of the origms o ferences Is, an

essgntra pre e%prn a solution to the present div Sftﬁ/ In p[actrce

urprisingly |tt eerl” written nthe 0 jE%tIV Inanci state
ments’ as envisage various natigna |t|es an aw and ro essional
onouncements

OSt OUHUJES ave at be IVen cursor ten IOﬂt
BBQ objectives unger "b (Hr

g g Hahcralr ortrn need for clear efr
2Jectr shas been Ived. In a fe coun ries ut 1S not et rec nrze
5ers ccor It |sPneraIynece sary. 1o revre dat/ Pecso
Inancia rePortrn er to [dentiry the 0 je Ives that underfie financia
statements In a particular country.

Auditorsg' Rep

A sinificant cIue e drn what Js e vrsaegm%aa Be objectives of fi ancrat
stafe ents 0(rnapart arc untry 1s orten émbodied in t estandard orm o
repor us udifors n that country. h Pur 0se couBtnes Cﬁ
enerall e vided Ipto two broad cate ones The first roug emnraces t
oncep Imess” as, a r&rrmarY objective while econd stresses
?m lance With the ,law” and usually J)aces reater erHE tf é orm
of financial statements than on the’ valuation methodS reflected In the

state%eonusht recise terminol o differs, the auditors’ reports in use |
Cana ?h Rtet erand the Ped Hrn ti]o g UrtJ ﬁ tatesa
race t cnceto arrness ﬂ Where 5 N0 widely accepte
tjoe hnrtron of arrn ss” itS most | edient.Is enera recoqnize

ort ntr
¢ Impartiality. Im artraIX rrl{)owed that ina craI st teme ts are
use man arr re rs c |tors %mpo ees, Cust omers
uat ry a thorr e
ortat atureo |nancra

S - an assuc must MII users. An
PO tin |n countries In which fairpess |s
as an. aim IS that It tends ﬁ nsrve to chan rng nees IS 1S
srgnr |cant I that fewcountrreshvet Islative or requiatOry Tacjlities to
maonitor and react to emer rng fnrr% lems on a continuous_and tirhely basrs
Even where the concept alrness” is accepted, It may have limited
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eanrng F rrnabance while i IP dthe Netherlands and in the United Krngdom
arrne een aB 1rt as an. over[r rn% objective  withoy
feference to any prescrioe ! 0080 accoun e the Unted States It

15 viewed only“in terms nformrt enerally acee cou trn
gr nc Fes rather thag as an. utr ate stan rtard In tse\¥atjt péana ans
cKnowledge thlrs I tors express two

Istl c}ron y rec Il |n
% over arrness ang the

0 '”'?ﬁs th(e rst, oremchst

QP related to ¢ normrtywt enera a¥ Tacr:e te accauntrnﬂprrncrpe
he conce tof rrness rs ver. tar from being universatly acce [)e

as an aim.in rnancra re or n ﬁt? atudrtors repo ts In Use IN anu

cﬂ‘ countries say no moe t nanclal statements conform wit

the law.

Whrch Assets gnd Ljabilities.Should Be Reported

Th OSE assocrate wrh fina craﬁ J%Jortd nﬂ have n trached a reement as to

whrc ass n Ira |I|trﬁss ou tt t] rnancra tate ent
% therlands, the question as to whether or not assets an 3 dtres

houI e ac!)r]t tbe de ends on whet er such admittance IS ,regarde

table the USINess comm

erhng(aﬁ]ce countr es some have taken thm osition that an asset ust 0SS ss
ility”, .In _the sense that rt uure eonomrc ene n

rdent e ang objectively measyred, before 1t may e ro or

exam e in the Unit tatesteFrn nelal ccountr ar

Becen grtegnc uded that rese rc a evelo mente ou n

Efotggsron n tﬁn assﬂettedu KS ﬂom eaSX ens astrnt% reach aesar%ﬁ%unéron
usign. In man >Yp other count

IS a0
e resegrc an lrJteveIopment expenditures
¢ either expensed as Incurred or capitalized and amortized over some

T% accountrnﬁ] for B rcha?ed goodwrll has been one of the most |n h
tract anle accounting pro ﬁems or years. Most countries, aﬂrzeget {0 prescri

o ItS accountrnﬂ In the mean rme It can.be capit and retarneg
wrthout arportrza on, % can be written off immediate Yone ofa
numb er 0 varratros etween these two extremfs ca ollowed, |
Canada, the United States and Germany, capitalization an mandatory

amortr atron IS Pres uireq,

1 e VRGPS el o it o o e
B I s B S R
i gSt countrles on gO \Ven require Fe%e comm{tments t0 aIS \osea'_
ractices In reco nrzrng 0 |I atlons as lla I|It es also V&I‘g Ina num er of
?t er respects. TL any ount es, ce[]tarn em ment costs are aCCOUHtﬁ
or, on tne cash asIS I' on some other F trat goes not recoanize. t

ent re lia rIrt es a semi- an ual honuses, In Japan and Vacations
pensron §T§‘ he cash asrs 15 wrgely used to account or
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groduct waérant&/ cqsts (for e mpIe in the n|ted Kin dom and the Um%e

tates). In Canada, It Is yenera rded %o n mus prowe or

gro uct, warrantP/ costs In or com wit enera y accepted

ccounting principle of accrua as|s report|

Valuation of, Asse

Conﬂftere}tton of th?d erence Q Proach totevaluatton ofassesservei

to 1dentity some amen a Ifferences In the ob ectives of financia
histor| ca cost or

actors to the pistorical cost base ot ershave dg eloped sy at reflect

current values for at %st Some. assets
The. almost |nV|oIa fe gosmoH of cost in the accoa]nttn fa rtc ot
countries 1S curious If one re ects on accountmv% s]to ISt onc
accountants set qut to report value, an?l_llncome as the proguct of

chan%mrg aueso an entit sntasset ISt ncaI COSt was Us af urr

ate %vaue In that It wa ea?_| verl |abIe rices moved only slo g

% aydears all was well. However, as t|me 1p ssefi estatas of cost

w |ch arlier been. we a asu rogate for value was elevate

d YESU € accou (I]m laws an %fofes

2COMe an objective In nse
Siona ETOHOU cements 0 ﬁSt COUHUI cam ? hIStO{ cost
orw atwsea3| VEriladie

an |n (Edo Jt%anbantdopedw at V\r/]a% us L dor ) ce
a]lo o ol valle o H o ﬁatlfnatl %a%

tatements' among nations. While some countnes adh
Eave attem tef% re%\ect chan]ges n hhe genera evelob e%%p t%mg ngFex

evel S

SUCh Sta nas o %OUYSE €COMe. a H hOﬂ In ecom
COﬂt‘ﬂUIng eature IHOS eC HOIT] d$ as worsene In rec Wears
acce eratl g rate Ot Intlaflon to the increasing use 0 tree ma&ar
va oncepts replacement value accountlng rice-level account

f %a ue rﬁ %emené
n the Netherlan éep lacement value accoAJntm twherebcy ropert
t’tﬁm at‘dre%% iment 00 nveniories o festated [0 (el eplace ortp BQF
tigs ; ﬁ'? éc% B many companies ang |SV|%we8 overcoming tn
pnbcuiﬁe Uonrlceo Esm h|st0r cal cost accounttn

lis

0 ementary price- IeveI mformatl N IS now
P gb num % tﬂpugvpt} tra eﬂtf nies. r]adat re%en
ation of general price- eveI restat menhs In the ormo ?]upﬂeme %ar t
matton IS nc?ura(r;ed It 1S likely that Ae roression mtg nited States WI%
F F uture _Issue reco mendations regarding the presentation 0
pnce veg usted flnancleh statemfns
ove countries, nisto |c cost financial statemegts are still viewed
as]te primary statements an e statemen(ss expressed In current pur-
chasing oweraepres te as supplementary data. Only Argentina aqd foa
rtatn xte outh nca appear to be contem atn ecom efe re-
Eac mento sto Ical cost pn ary state r&tents Wi el statements.
urther, price- ee account# % 5. not Indicated to e Pttmate In re-
porting hut merely as a significant improvement over historical cost
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§ dﬁlant ng

156 va ues

few countries, not m/ Australia a d the Unjted Kingd
ed%tn%]the limitations of historical cost, ave ermrtted [
g ent 1o ereported at,value”, Thus, nthe Unre
en common é)ractrce ors M Years to re or\ [0 ert (apﬁ]
Certarn other coun rres ve more for e |m at 0
an es In Ences I |nancra statements awso ra

X t merican countnﬁs have re urre or perrwtt er|
ustme ceLtarn 4SSets 10 ec% chang (}/a ue |
lon. trsuc Au tments ave een recorded, they ave ermrtted
subsequent eprecratro Or tax purposes on t at basrs

onservatlsm

n"a number of countries conseryatism, gnenerfa c}( motrvatee\ creditor
oteetron sbecom mtertwrne vvrtho actors as an. element n the
ectrve frnancr ement hus, In certain c?untnes ere |re
ns o com an aws ave often led" to the use of accountin

ortrn ractices that do not agree with economic facts and |nsme ca?es
ave Ibited the use of so daccountrng ractrcs An exam B
ractr at 0es not agrewrth econo Ic Tacts angl IS permitte nvthe
awso some countne |steuseo hidden reserves’ w ebvaco Pr]
may record rese es at are In addition to the r ﬁserves required to fair
report asse(ts an Iabn“?aw m country In which this practice s prevalgnt

i wlshet? ani et S | FUGLAons 1 g A
£X mpe ot?a S0 ctrcept?tat Ig gH |te8 b % Taws othome CO%HUIGS

it
IS the equity met d'o accounting 1or Investments.

fluence qf Tax Laws

Wte tax Jaws o certain, countrres ha]ve a significant ﬁffect on the way the
USINess commnnrt views financial statefents. This gnncrpall r1Ses
eca se the tax WS in. an countries require conformrtv etween ccount
ét é Inancial r R[t wutrposea a}s Pense may not he
educte ort pétr osesv lected in the. financlal state entaa
Income. cannot be (e rtax glu rttoses nap nods se uen ftot
hrc It re orte e r}anie atements. feo ectives 0 tax
|on rar ycorncr e with fair resentatr n, t 1S [ead asrgnrfrcant
ation In frnanfra reporting. raRce ermany an apan
g crrn examples 0F countries il which conformity with the tax law is a
ant alctor In_ financial reportin
e tax_laws of many couritries Provide for accelerated tax r:ieprfecratror]
rRermrt other conservative valuation Eractrces r]esu Ona cla
ents ten %be more conservatrve In ount]nes in which tax Oan] Inan-
cra reportrn aret e Same. owevert 1S 1S not always éhe czitse and there are
mang examples of tax requirements that tenFt to fead to less conservative
presentations. In- many countries, reserves for bad debts and inventory
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obsolescence are n)ot deductjble ‘or tax_purposes until I?sses on the specific
tem concerned ecome Virtually certain, Conse%r(rje enera rserve%
ase as\e erience are fre entlar not recorF In"Japan orbg arto
i or retireme tan other em ee severance benefits Is
or tax esasrt accrue ars Fg/ com anl)es ol
frue te] fax-q E\J L Fortron of thelr Irab |t|es [
3 ouqhterr actual onligations are muc 8reatr rf]the nre King m
rérec atrft ost properties 1S not tinle for tax. urgoses S
oubte dee ?or en an |mRorta$t reasonwytemajont companies

H ot pro eprecrﬁ ﬂ urldrns
Thus, In countries n which the, law requ re confor[n%/between tax étnd
frnancral regort n? such con ormrtY In_ItSe f requently becomes, viewe
objectiv nanclal statements, venwe |t| not 5O View 5
usrn ss communities In some conntnes have onalcease to vrevy]g Ishe
Jnancra statements as. meaningfu re?entatrons ith the result that there IS
ttle or no Impetus to Improve Tinancial reporting.

C ompany, Law

suc erta Jr c%gnt les, fin ncral ree\%{ﬁn res Far\),\rlnhnat de gg/ tgewcrr%lrjnarhany law to
e
ol

at con oyno

pE .reCt'rrahgitetarara' G L e
an d content o 6 financiel state[n h S

%E?gﬁBQ/Y g FIS tic aémoac to financial reporting Is exemplitied in the laws

ar rcrﬁartn E{verea ect of legislative encroachment on accounting is
the tg tl i VISIONS tg ﬁecome e arged as the uItrmateg n

e L

|tB resl%onsrbr ties are J
asanctity that becomes a positive hindrance to progress.

Itig ¢ [eporte

Contents of Financial Statements

For malt ears there Xiste abroad consensus on the basic content of

inapcial ‘statements In t at a ances eet, an Income statemerg and notes

nan la statemg s have generally been recognized as the basic mpre

F e major ditferences etweeh natiops have been In the amo

eta| shognr hhe Inanci ft tements&r the nature and extent of sup-
he ed.

ortrn and peri Inancial data provi
P ?h n % ?_aw on) Annual Accouéttants of EnterPrrses
drctates ttéat annu rnancral staten}ents should rovr e such Informatlon
IS required to ena etr}e read er {0 ason Ju gmento the financia
Eosrtron and resu tgb pera ons and, .to the ‘exteént tow IC |nanf|a
tatemgnts are capaple 0 on its solvency. an |9 |t3/

the dccounts to

on
Brescrr es cgrtarn mrnrmum req gmens astot ?te dea
e presented and as to certain footnote information. It does not require a
mab biz. 453



Psree@%%r?f tﬁ(’{hﬂé‘é COInES he [ ARFprovic H concee Qi

THS most S|%n|f|cant differences | the con ent of flnanﬁtal statements are
foun ||n the are suh) Iement manua ﬁta In the ntte]d gaes
?eneral accepted accounting principles and, where app Icable ecuri-
|es an Exch ne ommissian, re uneeaborate dlcosu]res N ma Hy areas
otm attern an ext] ent of the re ure disc gsuresr ect the
rHan % corporate forthri htn 58 tha as ong een a feature 0
mencan USIness cene Exten? e though such rett remepts are, teé/
are | %Iy {0 Increase. ent of requir dsup disclosures is le é

untries as usUa la, Cana ét) ro c%u%rt]ﬁesth?ncvunﬂ)

an.Itisin t It tates In ng
E urp razI ItaI gatn an |t1erlan ew |scIosures are re%cr e

y the law an rations rarely disclose anything not re%une v
Wo, maﬂor de elopments ae %curre In_recent vears that are no
P |nn| rodueer Im orta itional. dl erence In the conter]t 0
nC|a state ents are t rpJe entation 0 squ eme tary price-leve
t|on reV|ous |scusse a p]resen atlo unds statement.
men owargqptre lamtl statement In Canaga, the

n|te gfl an the Unite taées t

Ikely that a number of other
countries w OW SuIt in this regar

Tﬁte'ong Ive[dence in national positions qutlined in the preceding paragr
% [ Aratedb aBne VIew o?sgntpcant currerﬁ trenttsg’tnpﬂnga]
Inaustrialized nation

ments In Canada have tended to mirr tthose in the United Kingdo
q |ted gs;tate l? il th% 5 6” inancial re ortn}g waé Pgr IE/
|n yence \mtatute ut since then the pronounceme ts the ana
nstttute ave gn the most dominant f ctor In npé)rove % ort mq
Accounting quideljnes on_accountin t] ges N t

urc asm oiver of money” state as nnc e that ftnanua I]Lentents
houlg continue to e épre ared and pre ented on the Conventiona assoi
istorical cost”, prewous fated, presentation ot price-leve
restatements as supp emental information’is encouraged.

Frc

The | awgov n|n commercial companies an the tax |a dommate ftnan]eal
eor n%n) raneadthet are few 9l ng th|5|s out to chan
(p fable nera rovi es orast arpa Qrm of Inancl Ista%mens
exhibits. Itaso co tains rules for the valuation of assets, athou SUC
mab hiz. 454



rules are not mandaAor Historical . cost prevails altho q the law has
Penoda ﬁllg attempted t reco nize sign cntcan es ﬁue bg/ er
h restatements of certain assets. new come deve osr[r Jr IS tha (5
eautho ear Increasin Oterous to elevate r te&ortrng anda

ties a
: e accounting proression

rd
are provrn[rng mcrgasrng suppor? rds an

Germany

Frn?ncralr ort|rgr]as Ion? begn do rnatedb the Iaw and the. accou?trng
P Esron ? a Xcon Ine rtseLP deveo%{g/rne re tions of t
aw. Financial repofting continues to be dominated by tax regulations.

Japan

Ja[rmn is making consrderable Bro%ress in eIevatrn reportrn standards whrcr]
recent years have not been campatible n advanced industria
Batron ?st companies Present their “financia statements OH a tax basis
ecause of fax ¢ raor]mry e urrements I “many areas| with accountin
rec? keeprné; their” financja reRortn a result, the. accountin
0 essrong busrlness o munrt)( ge erally view any ccountrnﬁ pracérc
ermitted fy %ﬁ aw. Inclydin Yer? atement of assets afld” under-
atement of liahilities, Bernq cce ta?r nancra# e ortrn% dnurposes
OWeVer, man are ecomrn? nereas g gconscrouso this Impediment to
Rrogress rn nancjal reporting an seeking ways to present more
eaningful financial reports.

The Netherlands
he accounting dr%rﬁfessron in the Ngtherlands has far man ygrs re&o nized
e limi tror] Istorical cost an manP/ anies nave adopted Various
orms 0 re acement l\?oﬁ ccoyn rér hou rePIacementcst account-
H r\ n etherlands does nt éo re esent a value
roach, It i likely that m(l”roftetec use mrpece ent cost
ountrn% will become wide used not only™in the Netne

ran s but_In

other countries, as well, as accoun moves e/from hrs%orrca cpst. The
%countr grofessdon has gevote nsrderab H rﬁ/ to | eve pmen%
roved standards and in attempting to |dentify the objectives 0

fnancl
Inanclal statements.

I the Qnrtera nodom, rac ice as for mang ears reco nréeéi the lrmta-
fibns of rstorrc st e e]vaBeo 1 s chae ramatrcaY
and asprevrous iscussed rt ractice Jor some s
report pop er IS at a rase v s TN retent edrs, mnc : Tr

end urh r g/ ehrstonca prin ﬁes to reflect si nr |-
et atron wit ere ult’that most pu rcy tradel companies prov
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t Iea .asummary of the m&ac{ of inflation on their financial saate ents
n (a ition, It)hues objectives ancra statements are, now th] er o (al

o nthat/ il Wﬁ[ég ith nteaccouh trng| urérotessron with some ind

move further toward concept

United States ,

The sceJre in the United States i ne of Fontradrcthon While %enﬁrallg/
accepte accountin rrncr les an ere ulator aut7 orities re9 %

rtca costaerorescosantt an In most countries, t cco nt Fhm

cons erabe fort in att mptrn 0 ecr e whe

art ost an 50, how tron In 1973 0 the

re ort e tu Jectrveso atem nts’ [ga roup

ornted 1) marked the cu rn tro 0f an enormous

eavourt ev panwlan ofreportrn roug sve
concerned wrt ede\reo ment c? ro,oer mea uremette} clusandt
{ Ha chanPes In

valye between Hper*ods should ear discfosure
5 regatro ssets and Jres whose value re% grs uncert)arn
Inancial untrnﬁ tandards Board 15 using this réport as a basis

Innerent uncertarntres In S(i ife rﬁE)Orte Y§P00VrltdF8 there lf
T €.NE
or its own current de?cberatro

Towards a Solutign

As previously Indicated, many factors have cantribute resent dif-
fereRces n a}écountm ﬁ rrractrcg erh mcf| rseter[h ?uenceo

anr} reportin St/ [g

tax | a\rﬁs the provisions 8 mpan a(Yv e requirements o governmegta

Bnd other re uIatorP/ les and the diTferences'In practices recommence
acc%usrr[rrge éressrons

Sit n ractice is Inevitable, it s becomjng In
cre srnI evr ent thatt érf ererhces In the oBrectves anrﬁ conten omnan
ments that rese r’

H exist are o fundamental ha have
ecome a sr ||cat| ent to mterrkatron usiness and t trans-
national capr market, |sencha tment with tra trri rePortrng standards
IS In evid en?e In manX countries, tat ere ||sasyet Ittle progress towards a
commrﬂr solution on ccountr %fun amentals

not attempt tar gﬁlutron to our drle mas, but the resent
versrtg 0l’rr[)ractrc |ssc attgmost ur%e\[nee can be identified. |
this regr must be ac nowedg the Thall %e f&? Hg the ccountrh
Profes TJons 1S ?te)ater than. acco qtrn armor(tjrzatr the emula
lon 0 currer} est. practice |scear neee such. harmoni atroncnnot
Proceed very far with utc nsr ratro of what I ,, best rrrractce gn this
ﬁmams un nswere? trs oreceart at the tcrtrca need facin
eaccountrngdpro essronso e world Is t eefta |s dto a system 0

accotgttrn Tepﬁrtmg that I based. on Clear |en(§ obet e that
?rovhe da asrso OICE” betwee efrstrng practices an actas oundation
or the development of new standar
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