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Introduction

As leading professionals in the accountrng world our company, Philips,
must be very weII known to )(ou for at |eas two [easons;
In the first ﬁace becau?er I5 one of the leaders in the field of cHrrent
va Ue accounting - a valyation and profrt calculation technique that is
ortunately stea ”Y %arnrn?nground In the second place, hecause our
external réportin & medium of the annuaI re ort has recently
twice scored very hig 0y in a stud carried out b t e Fmancra Trmes
B bIrshrnR company. F r the hene |t of anzlone for whom that would not
e enough, however, I would like to add that Phrlr s 15 a multinational
com any with its own industrial or anrsatrons In around 10 countries.
ur co o]any man factures some hundreds of tnousa ds of different
electrotec nrca an ectronrc P oducts In twelve |f erent product
drvrsrons an Its markets and/or produces them rn vrrtua Yeven( countrsy
fthe world, With totaI Ssefs em loyed nl% of som illion
doI ars, Philips achreve salef ver lllion with a workforce of
around 350,000 employees world-wide.

The subject of this speech

It.is therefore an qrganisation that spans, the world, with a multitude of
widely varying activities. These are carried out_in all the stages of the
reseafch, development, groductron and distriution chain, and"that in a
field where tec nologrc | developments are happenrn s rapidly that
radical changes have to be made In product concept and roduction
groi:]esses at ev% I shorter intervals. Managm a com ang/ sty e m

a wa at optimum results ar btarned or g good
mana emen{ mech anrsm Ensunn%t at such a comp an?/ unctrons 0
o trm m ef ect In the society arou dif - asocret on which It exerts an

fluence, byt converseIY fo whose Influences |t 15 also subjected -

there{ore calls for a mutual understanding within every sector’ in that
society

In both respects, ie. for internal management and, for the creatron of
understanding. - In other words the external accounting - rePortmg ga%/
an extremely“important role, a role that increases in importance as the
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company’s ?ctrvrtres become mor% é)lex and wi r ranging, . as
technological and economic ch anges ecom greater and o low each other
more rapidly. Moreover the effécts of the Company’s actjvities on the
society arodnd 1t tend to become more. rm ortant whrlst conversely
evolutions ang changes in socretK rncreasrnr%ry compel the comgany 0
ccf)rrect or to change Courses which have been planned at an earlier point
of time

The information user and information supplier

will understand that in standing before you here today I am actyall
fu?HIIrn a doub?e role; for as t?r gIeader o¥ a com any yI am b otH
Informaltion user - for the Processo mana rngte?mpany of course, -
and at the same time an nformatron sup lier 10 all those” in society to
whom the results ofthec 3 r? ortant Jn one way or anather. As
an |nformation user make e 1an so the information”whjch be&omes
avallable to me, and as asupp ler of rnformatron | am confronted with
demands mposed on this by the outside world

| would |ike to go somewhat more. geeﬁ]I into both of thﬁse aspects -
namely the use of Iinformation Inside the company and the supply of
Information fr gm the companr[/)to the outs] eworld he paint is thaf the
company - and no-one else - Dears the primary responsibility for both of
these aspects.

Internal management

Manirgrnr? a company, .in fact, means de ermrnrn the polrc olg}ectrves
developing strategies. aimed at achrevrn these %/ bjectives rrectrng
the comPanys activities to the | rP ementation of these strategres an
continually structuring the compa y's or anrsatron rn such a way that
these activities will rrn% the expected results. In this Rroc ss of
management it cannot be avoided that a great many matters have to be
revieved all the time,

| would like to mention:

- In the first place, matters involved in decision- makrng where external
factors play an Important_role. This reIates to the r % of products
and services the company intends to offer, the markets 1o be serviced,
the method of financing, the trme at which the production or sale of a
product IS to start, the de th and_extent to be given to the research
and develo mente ort th e uestron of whether'to make or buy, the
?eo raphical s read of production and so on;

- e second” place, matters mvolved in decision-making, whereb
Internal factors mainly play a part. A few examples: the annrng f
the organisation, thé drawing-up of integrally consistent gl
?urdelr es and Brocedures relating to marketing, production, research,
inance, profitaility and [iquidity in the short'term, the development
of profit potential in the longer term, the demarcation and allocation
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of responsibilities, the determination of standard prices and other
similar matters;
- Finally, of course there are many matters involved in the decision-
makirig whereby both internal and external factors play a role,
All these matters must be tackled on an integral pasls by the comﬁany
manariement By this | mean that the Plans and decisions must lin
logically with each, other both in the time scale and in the sense that
OP Imum cohesion is achieved throu%\r}out the entire chain of purchasrng
production and distribution, at least within homogeneous product group

Requirements to be met by internal information

In order to be able to achieve this, management and not_only tOR
management, but management at every levél - need information.“Suc
Infor atron must comply with certain requirements If it is to be
suffrcrent effective.
T ese requ rrements are obviqus and each and every one of Kou will regarg
them as em self-evident. The point is, however that the nature and
extent of the rnformatron must be meanrng ful for the recipient: it must
really be of value to him in his decision-mak rn% process.
Iréfrr)errlr;%tron must be available in good time, e relevant, and, of course,
In addition, a clear reIatronshrr[)] must exist between the busrness
economics information. in botr} e confecutrve and the slrmutaneou?
sense. By consecutive | mean, Tor example, that four-year plans, annua
bud ets rnvestment plans, cost-calculations_ and new Torecasts must all
g ik the same language and foIIow on, as it were, from each other. AS
?ar $ simu taneo s cohesion, | mean’ the cohesion which must exist
between, Sﬁ teregortrng ofasubsrdrary and that of the company as a
w ole for the same report ggerro
|t will, after all, be clear to you that there can be no ambiguity about the
information given at various IeveIs of management,

The accountant’s involvement in company activities

From what | have said, it will be clear that the actjvities of managrnrrr a
company and the_availability of information are Intricately conlected
with eﬁch other. The obvious conclusron Is, therefore, thal those who
fqurI e accountrn function in the company must also feel strongly
involved in the com any’s actrvrires as a Whole, and must Brovrd
busrness economrcs s rt as well as cooperatrng in drawing Up and
Imp ementrn%esste of information flows.

Asaresulto the nécessity for the management accountant to be involved
hn the cfo pafngs activjties as a whole, the emPhasrs I his responsibilit
as s Ifted Trom passive recordrn% an reB trn% to sharrn% In actl
think rn% The manart;ement accountant has become part of the team. He
WOrKS oq r with others to achieve the comrtranys oals. His
responsibility nas not lessened as a result of this. On the contrary, he Is
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ex ected - and should be ready -10 accept more responsibilities.
ncidentally, 1 would like to é)ornt out here ‘that a management
accountant s hould also be expected to participate fully in the process of
automated  data processing. For that reason, intenSive fraining and
education in the use of computers and the utomatron of Informatjon
mgat be regarded as an urgent requirement in the professional accounting
le

External reporting

Up to now | have been speakin %about the |mportance of information
flows for internal p gPoses and hence as part of the manalgement
mechanism required achrevrn o fimum 0 eraftrng resu th ere |s
nowever, a second and certainly no less Important function of the sup P
ofhrr(r:tt‘]ortrneatrgtrg and that is the company’s reporting to the environment in
which_ It ex|
The frrst thing | observe is that a great drfference IS occurring in the
eve opmento these two aspects - .8, internal information and ‘external

o |n

|Ie s ndardrsed terms are mcreasrn v being used in the internal

g v |n ormatron ever greater dIVersity IS occurrrng In external

rfing, Thrs re ates to the nature, the extent and often, & well to the

senta jon of the Information.

ears that In practice the outside world’s demands for information

are ecomrn more and more heterogeneous and it is becomrn% virtually
Impossiple t keeg track of them systematically. ndrvrdual omPanres
have obviously not succeeded In satisfying these demands. Fof that
reason government aythorities and accoUntants’ org nisations. have
started t0 draw up rules an recommendations In order to arrive at
harmonrsaHon and comgara If
In itself, this is a [audable_aim. | cannot however, helg observing that
among governm?nt uthorities and among accountants’ organisations
ig ere IS an egua lack of unity of thinking” with regard to the uniform

su#ﬂ/o Information.

0 tunateIX | am comp eIIed to say that the influence of those who
artrcrpater discussions on armonrsatron differs_ from one country to
anot er. nortunate!v too, differences of opinion exist between
countries, and between 'accountants’ organisations with regard to the
ossrbrlrtres and limitations of certajn accounting congepts.

e resu A of %II this 15 that multrnatronal ? mpanres such as ours are
con fronte wrt aver wide spectrum, of Information. obligations, which
often v (ar% from coun ry to country, Information obligations which are
IMpose many different bodies; national governments, Internationa
bodies, stock exchange counclls, mternatronal organisations of em Iogers
and employees, natronal ang international accountants’ organisations
interdisciplinary consultative institutes and so on and so forth.
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Variety of information obligations

Summrng up I want to say:

That” the |nformat|on user is confronted with a wide diversity of
reportin % methods, as.a result of which he can very often only With
the ¢ etest drffrcultres compare the course of “business m one
compan y with that In another,

- the supplier of information is confronted with anything but
uniform  legislation and  requlations, rules —of * conduct,
recommendations and so on, which’in addition vary from one country
to anather or from regio to region.

- That both the inforntation user ang the |nformat|on suplolrer have 10
cope with the fact that amendments are recTruent made In
Information drrectrves so that it becomes often difficult to obtain an
rnsrlght into the deve oPment of the course of business of a company
over a period of longer than ong ear

| should Irke to illustrate the vane of information obIr ations and the

weaknrless of some present-day reporting rules by grv ng you a few

examples:

Some examples:
Amenc N C0 roanres have to show their balance sheet and profit and
loss account on the hasis of historical cost. In the explanatory notes -
read: smal| letters - additional |nform tion 15 given on the basis of

current value and on the basis of purchasin Power In Europe, the
Presentatron? the balance sheet and theB a %sacg unt on
basis of current value 1S acceptable, althou |t|ona

mformatron on the asis. of historical ¢ ?t must then be grven In the
exg lanator notes edrversrty of rules for evaluation 1s &ven oreater

nane rs from this example, With such a diversity it is naturally
drffrcut to make a sensible judgement about the performance of a

grpe |¥ still a djfference jn valuation getween the reward for labour
the reward, for capital. The reward for labour 'i seen as a cost
component while the ‘reward for risk- beann% capifal Is regarced as
profit. When carlntal mtensrve companies, wh se vaIuatrons are based
on_ historical values, show t herefore some surplus pro fit In times of
&nce Increases, many Peoipe regard that as a thicall objectrona
hile the profit ma act be' too small to finance a”reasonable
Bortron oft e replacément investments,

- Pension schemes constitute an Important art of the reward for
labour. But the ways in which present and fufure pensions are
Incorporated. in the annual accounts drsplay such wide disparities that
comParrson IS scarcely possrble

- Another and ver toprca ronlem is the way in which the influence of
currencX nﬁ; on the osrtron and on the results of internationall
operati g panies IS dealt with. | recognise that this 1S a ver

1rjrtfrr(:ju%t rtoblem but however difficult it may be, a solution must be

ound for |
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In_order to illustrate some overI%P_pmg directives | would point to two
Initiatives of the European Commission. As Is certainly known in your
circle, work has already been omg on for some time nof on establishing
the Seventh Directive relatingto the consolidated annual accounts.
The aim of the Directive i t0 glve harmonised Instructions insice Europg
for. the Presentaﬂon of the Consolidated annual accounts, Here, it is
striking to note that in the so-called \/red_elmg P_rop_osal the European
Commission also proposes radical information b|gat|ons with regad 0
the group as_a whole, but now aimed at the néed of emplo
Ve are, e e A
regeling proposal” are, however, again formulated difterently from those
of the %gveﬁth, Directive. Th|sg leads to ?ﬂgher costs and the
multiplication of information documents.

[ | | es for
Information. The specifications which Iven accordin

Very complex systems

The muItlpllmty - and mutuall¥ great diversity. - of all the directives
creates a tremendous Problfm or data processing. In order Jo ensure
consistency between internal and external reporting the basic data to be
m_gluded must be the same for the van,ovs reporting lines. But the totalloy
di ferent_accountlng coneepts, rm(:lE es Of valuation and rules. for

Presentaﬂon then | '

ad to very complex systems, Partly because of this,
he costs of additional_repor mg reauwerXents for md?/wdual companies
become very high, while It mr

t bﬁ doubted whether the extension of

Informationproves proportiona I}/ valuable. _ _

Otherwise than in the field of interna| information, s_tandard-settm%

gﬁgfessegor external reporting are not in the habit of making cost-henefi
/SES.

More and more detailed instructions

Reé;ulatmg bodijes do nat base themselves always, on the necessity of logic
an cohT(r_ence In reporting Instructions. In ma/ view, however - and now |
am speaking as an entrepreneur - that is wrang. For what Is the result?
More and more and increasingly more detailed Instructions are drawn up.
The result is that the users of information need more and mare time and
have to take more and more trouble to interpret the. information, and the
accouptants have to check %re and more details in order to avoid the
rsk of failing to comply with the legislation or the requlations.
Accountants” who work for a multinational company such as ours are
confronted with still another difficulty. . o
On the one hand they have to conform to the ems_tmg] ideas |Eollcy lines
ﬁnd laws and regulatlons in the. country of establishment. On the’ other
nand, vv_orkmg or an International group _the){ must see to It that
Information 1§ consistent and compatinle with the international group
requirements,
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Uniformity in information desirable

In mY view, the problems which | have outlined and which - | am aware -
are also experienced in the same way by many other entrepreneurs would
be much Closer to a solution if %overnme t authorities, industry and
accountants’ orlgamsatrons throug out the world would” reco%mse and
admit that thefe IS a need for accounting standards which confine
themselves to magor items and which, in addition, must aim to promote
uniformity betweén information in the annyal reﬁort and the jnformation
communicated to the outside world via other channels. In this respect
one might think of information to fiscal authorities, ministries, central
banks, Stock markets and so on,

In this connectron It 'ﬁ P gorrate here to express a word ofaﬁ recrﬂtron
to the A whic rormmg prone ring work in t
standardrsatron It 15 not only the arm of arrrvmg at_harmonisation in
Instructions that is rmPortan but also the procédure followed in this
respect. _The point is that all concerned, both suppliers and users of
information, are grven the opportunity to contribute to the establishment
and formulation of the rules.

Faster and more accurate information

All of us together must recognise the fact that company actrvrtres these
days are Influenced n an Bver Increa m% %h/ X fapidly cangrﬂg
te noorca economrc and monetary Gevelopment InternaII In"t
com angt i calls for a reater de ree of re Ponsrvenes% to ch goean
ence I more rag more acCurate information. The many bodies
which are Involved In the deyelop ment of the course of busmess In a
compan overnment auth orrtres emg oyees or%anrsatrons employees,
su pIre grta providers and customers - have the right to be correctly
informed’ ab ut the effects of these %han%s on what 1S ha ioemn L
company, that n such a way e one company is comparable
with th other and that one year m the same company can be compared
with foregoing years.

Entrepreneurs must take the lead

We cannot achieve these obj ctrves b srmplg devisin more detailed
djrectives at more and more ifferent places. But we cdn achjeve them
objective on the basrs of worldwide_standards which confine themselves
to major matters, | am_firmly convinced that entrepreneurs bearing the
Prrmar responsibility for the supply of company information must take
he ledd. in mrtratmg and mamtammg that process, doing this in close
cooperation with actountants and acgountants’ organisations which, on
the basjs of their hrgh degree of expertise, can offer Solutions to the man%
theoretical and praCtical”problems that crop up on the exploratory pat
towards correct reoortmg
Entre ren%urs will have. to take that expertise sgrrously both inside and
outside their companies. In this respect both ‘accountants and
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In what 1S going.on In society, and determine what influences this  will
exert g_n_co panies and how %se_ compapies can react fo them sen5|blr%/.
Inadditign, on the hasis of their specific professional knowledge ard
powers of Aud,gement, they may he ‘expected to support. the company
management i a creative” way ‘ag members of muIt|;d|SC|PI|na5¥ teams
which concern themselves ™ with  the co_mpan¥ 5. problems and
communication about these problems with society. This means an extra
task for accountants and their organisations, an”exira effort as regards
education as well. Nevertheless, this extra effort will have to be, made if
the accounHF rofession alfg wishes to remain involved in a positive way
In this rapidly”changing world.

accountants’ oraanisa_tions may he expected to display Profound interest

In conclusion

If that involvement is aimed at the real needs for meamng_ful information
In ouy chan%mg world and does not deﬂenerate Into a desire for yules for
rules’ sake, then the accountant and the accountants or%amsanons ca
gnca%mtlgg important contribution to the efficiency of the company’s

| do hope, indeed | am confident - and this would be mg final message to
you - 1 af an Jnternational con r?és as this will succeed In makmag 0se
contributions In 1ts particular field of expertise which are necessary and
essential for enterprises to fulfil their rightful function in society.
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