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1 The preparation of financial statements and the a gltcatton of accounttng
stan ar?areth rime res 5|b|I|tIyofthe management ofan ente gnse
Users o |nanC|a tatement aveaetttmate Interest in the gnnc dp ?
ernlng their preparation. The setting faccounttng standards is not wholly
withiil the scope of the accountanc ro ssion.

2 Where accountancy bodies |ssuesadars the ftrst ob ecttve must be to

acquire aecept nce and obs rvance b the industrial an business commu-

nity, stoc exc ange an | necessa ernments _Without that accept-
ance, It IS unreasona eto require ers In public practice to enforce
their observance on t e bustness communtty by, for example, reference to

non compl |antce in the audit report,

3 lamaw dareo the fact that man fcountancg bodtesprefer SOCI tz to leav
standar setting In their care, Jtis also common knowl ed ethatt se stana-
ard setting hodies are |ntrouble from the momentthat e business commu-
nity (loes not accept their pronouncements. Itawas/ theects their authority

andl In some cases they have perished asaresult opposition.

TnpartlteSFd% %

InHo ? estandarF setttnP process is not viewed as the exclusivi resBAn-
sinill the Nederlands ftttugt van Re |s(§eraccountants NIV
Acc nttnq nnu%IeS are develope |naso calle Tnparttte Study Grou

pnses re resentattves Ht Confeder '[IO?
nte nss the trad ehunton and. N which rnwrenares most of the
ong al rats throy |t?Account|n Pnn(:| Ies Commitee
Involvement ofemgo ers In attempts to Hrove financial re orttng
has a long history, In 1995 em onersu lons_esta |she mixe
committee, mal |¥con3|st|r}%1 exec five manaegers The Tindings of tha
committee’ constitute the first SFt 0 recomm dations .on th annua
ac ount% Including some essentjal ones regard mg accounting ?nnetnes
JeTSG 5 established tn the early /0s, t éncl sion°o enwo ees
seeme alogtca step In view of their Interest in and reliance on the com-

ny’s
F\ﬁan/ co Iaea ues abroad would not enV|sa e a similar step In their country.
ome X vect\ %j eir mind when erecentl ngted how the trade
unlons ve establistied themselves as a most influentia rouP In the_ UN
? p of Experts on transnational corporations. The interest of trade unigns
in manmal egorttn§ IS a gB [ﬁnt also from 3regort Tra eunlon require-

Ments Tor accountin icatjon by undertakings and groups of com-
anles ubItsheJ June 1977 by the International onfedegratt n of Free

rade Unions.
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The Dutch TSG in.its composmon s Probablgl unique in the world. Started
as an expenment in social re at|ons t works quite well it one accepts that
It needs time and.the occasional %mpromtse to et the agreement otall par-
%s regresented in the Group. % 3dvanta e, of colirse, lies n the pos-
Ilities for acceptance observance and enforcement of recommendations
w Ich are endorsed P/cor orate mana?ement and labour,
Th eTS follows closely the deve opmensmthe Common Market concern
mr%; the harmonjzation otcomPan
eGroup arhu,oates In the for étlatlon ofcomments on IASC ex osure
drafts and the International stand ar are also reviewed In the light of Dutch
gracttce at the request of NIVRA | n 1977, TSG issued a statement which in-
icated general acceptance of IAS 1-6.

(glommon M
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In theetrefé ofharmonization of company law, the European Commtsston has
squaht the_assistance ofth& accountan bodles of C mmorWar et co -
tries. The European Study Grou Accountansm%ets monthly In Brusse

Its main task |sto commeént on EC draft directives but in some cases, at the
request of the ommlsston |taso L%repares onglna documents.

lﬁnderthe terms to the Treat % e, membercountri mustmcor orate
rovisions of directives Which have eena rove y the Cou
Minis Aers In their national [a cha

CI
aws and, | neces nge national |Iaw
accor mo r¥
Int ternatiopal act|V|t|es NIVRA and several other European bootes
%nvete |ge est onon to Brussels In wewofthe Im act upon national [aw
he Eurolo anSu% roug asamostaways(orese ed aunantmouswew
a{o rerequisit o uenmo |etg mmission. O gema Import-
ance Is the rat Fourth Directive which deals with ‘éhe ore (inta jon-an
conlent of eannua accounts and report, methods of va uakon an
nlication o those ocuments The ccountancy professlon as been
mstrumenta n ac\oumn the inclysjon offundamental clauses suc fasS’)
overndln objective of 4 true and fair view &g the admissibility of current
value accoun mP a(nd 3) the basic considerations of consistency, going
concern, accrua (a Pr ence,
|t should be note tha mternau nal harmomzatnfn Meets more constraings
hn Europe than |h oes world wige. At a global scale, th professlon sIar I
omogeneous: there |?as|m| iy gwm 0 common 0 Saxon) orig|
Inaccounting this includes Holland, but generally in Eur ge It meets
a continental"tradition of rather detailed Iggal re uattcfm ofaccquntin treat-
ment, format of financial statements and conténts of the audit report.

I {tgternattonal Accounting Standards Committee

Modem economiC expansion transcends ng |ona] houndaries. Certainly, in
my country, not many enterprises can confing their buslness dealings and

trade arra rgements {0 the geographtcal area of Holl ta

Because it interprets and expresses the consequenses ofeconomic influences,
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account|n1g IS V|ta|I concerned. In the wake ofinternational commerce there
|sanee ort e formulation of uniform aud|t|nti; and acc(?unttng standards
to which In ePendent accountants n all countries can adhere
One of the flrst o voice thts need Pubhcly Was a dlsttngmshed Dutch
colleague. Jacob Kraayenhot, president of thie Seventh Intefnational Con-
gr ss in Amsterdam. On sever | occasions betw en 1957 and 1962, on both
es of the At antlc he ca ed upon n (e eadin ? accountanc bodies )]
eveop jomtly “a broad seto acce te pnnuges and thel meantn%
| like to put this on record since IASC was not founded until well into t
/Csand present day students might tend to overlook the influence ofearller

e

Pshoufé also like to emphasize that Kraayenhofs plea contained the two
most 5|gn|f|cant conditjons for a successful ogerattgn that the Ieadtn% bodies
shoud (Joarttmpate and that the objective Should be to agree upon hbesic

In Both resRects IASC ualifies. In IASC the accountancx profession has a
vehicle in't iearc fo 8mmon enomlnators In accounting and report-
ing. How should 1t proceed?

Objectives of standard seglng

Amongst t e leading accountan((:]y %dles one. may expect % tinable
mount of common”opinion and, when that |sasent a) the aility of
scussmn Eartners 0] grasp %umk the essenttas o an opposite View, and
apreparedness to re onsd arp sition when Taced with a'stron tg {ortta/
ese clrcumstances provi ea m, basIs or reac mg agreemen Including
reement about t e ran?e of Pttons %n hhh to di er%1
urpose should he to ormu te stan ards Ich reflect a common level

of Ractce ni countnﬁ [ %deve ?pe accountancy professions. The
sta dar SWI|aSSIStt evelopment of the ro essmn n'other countries,
and |nt|s re pect they are no m|n|mum standards.

nthe ot er and th cangot emlaxtmum sta]ndards either. Accounnﬂg
eory and concegtso en indicate solutions which in practice cannot, at t
t|me e|mplem nted. In Cshose Instances, deve oped practice -and not a
eorettca concept  must determine the contents of accounting standards,
SA the husiness communit reéect them
gn oeeg tan arpected degred of ompltance must be the final test for approv-
General fS% a(s bee aware of this, and In.two_recent cases (financial
statemerits of bapks, an etreatment 0 )Jonce tuctufatton It has con-
tearrntﬂeated a preliminary discussion of an exposure draft with interested
Pt seems to me that it would enhance the status of {nternational accounttng
standards and facilitate enforc Fment |f IASC sougnt the Involvement, an
gosa g/actlve articipation, of interested Parttes utside the grofessmn on
more. reqular basis. | especially refer to the international trade union or-

Ization,
%e to conceptualism, it is a disturbing thought that occasionally accountancy
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theorists invent conceR ts which, the more the¥ are declared IongaI ﬁnd the
deeper the re wors Ipped account nts, the more vigorogsly they are
reCJected nsrness com nr% econcetofg eneral price ‘level
counting i ?an Ilustration, and In PIO Inion the concept of the temporal
Prrnc f orergn currency translat on will also prove to be one. Perhaps
h prcatrono common senses? recelve orfe ﬁasrs
2 ame mgb/ for the seach the objectives of financial stalte ents
w Ic all ecomrn([; empedded in Vet anot er conceptual frame-
work Isu scribe 1o drs. 1. Kleerek o[pgrsvrew expre?se at the ccotrntants
dag 1976 of NIVRA that in hhe ast decades “no definitive system ofnorms
been derrved from aIIt xamination of the purPose and obgectrves
of the annual acc?érnts and re ate? uestions. Even It suc as?/st rn Was
Bgoﬂtr]ceg nthrr?gvou be so remote fro every day practice that it could not
22 nsofaFr) s the research f?r conceptual obé ﬁtrves Is related to the drfferenJ
needs users.of financial statements % d be more tgtractrca and woul
certarn% grovrde a_constructive contriputjon ﬁo the debate t? Indicate the
area ofdisclosure of nonfinancial mformatron abouran employment, new
groducts investment pro mee rgeo raph |ci1 a%k oWn 0 ﬁroductrog
nd turnover, or%anrzatroastructu Prncrg share dersa lation an
emoluments of directors envrronm% sures, social report, efc.
23 Lega |fltOfI'[IeS Article 41 of t ratFourt Drr ctive contains
Severa drsclosure uirements). butag(ﬁ Dand the UN enterontrans-
national cor oratron apgeart provide the main thrust towards nonfinan-
cr | data. An aloof attitude of accountants may ultimately have an adverse

ect,
o st Tome 2 haenge for e sandad kg

24 Frnaﬁy I invite attention to the dangers and damage of a procrustean
OO roach In acco ntrng standards.
ob}]ectrve IS that t rf ||cat|on ofthe standards makeé a comBarrson
between enter rrsesP ssible. On the other hand, the standards must rec
o nrze the need for i enng treatment of differing factual circumstances, AS
ChrefAc%ountantJo C..Burton once put Tt “The rules must not be
so n% as to force uplike entities Into, the same rePortrng
25 The BEC ratFonrth Direcfive contains a fairly st |ctﬁf rmat for annual
accounh thourgh ar less rigid, due to the Europ an Study Group of Accoun-
tants t an It o inal X Was.
Both t 1e Dutch ?g In MOSt Cases. IASC have allowed flexibility without
Provr ing an ungustr le wi eranﬁe of options.
t makes't redr taply easi Eo reac gree ent when international harmo-
nrzatron |s |recte owaras asrc stan ards, and this supnorts unitormity.
has also exPenence Dasic |s%;reement especia mn the treat-
ment of rice fluctyation (IAS 6) and of foreign currency trapslation (E 10).
At the request %f the convenor of the _Conference | have Included some
remar sa ouf these subjects In a logen ICES.
In the face of massive non-compliance if it gave preferences to a specific

2
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treatment. 1ASC has wisely followed the path of allowing extreme options
with full gisclosure.

27 | submit that a solution to mang ISSUes can be found.i |n the introduction of
disclosure regurrements This }/ ewa)(aso pr?vr es an or) ortunit to
atrs the |nformation needs of different users of financlal statements.
anI |n8 drsclosure solutions, two basic demands should be met, oth
cluded in
a) substance over form: transactions and other events shouldge presented

In_accor ance wrth their substance and financial reality and not merely
Wrth their | ega form.

(o) Inappropriate treatment ofitems in balance sheets or income statements
1S ngt)relfcjtrfa ed erth P 3

er by disclosure otaccounting policies used or by notes
or by explanatory material.
April 1978
The Canference authorrtres have requested critical conside rggtron of the specific

Appendix L The treatment otchangrng é)rrces %ntlatron accounérn

ISsLje ?f the [reatmento chan mg rices, and | do this with pleasyre.

a asteTwentres thieory of business economics, was devel %ped in
the Nether ands ( marnly Pro essor Lim erg Wrth tne aim of ensuring the con-
tinuity of the ente rrse 3 rincipal conclugions were:

- that cost had be calcu ted on the basis of the replacement value of the
means of ro uctron Used,

that Erofrt nad to be deé rmrned on_current value basis

In‘order to grveatrue and fair view ofrnvestede urR/ It foIIowed aImostnat-

urally t Pat balance sheet valuatrtfns also had to be on the same hasis. A number

of D tc enter rses adogted replacement value acc?untrng In the courseo trme

Both IVRA and TSG have mdrcat(ejda re erence or a clirrent value aplproac

%nouncement IS expected soon X q own afamrnrmum equjre-
ment that istorical cost based accounts shall Contain supplementary information
concerning current value data.

Internatronal \)/ the debate etween accountrn for neraI Versus specrfrc rice
ch anges 50 er for practrca EPU 0ses, The ¢ rrent alue aP roac has won.
lways like to uote ar 50fthe Sandrla sRe 0 g

Current ostAccou trnr% simila totesstem which |sr arde as hest pr
trce in Holland. It 15 compatible also with the current dratof the EEC Fou
Directive,

Arounét the world many countries %re headed towards a current value meth?
Pioneer ocuments have been Issued In German arecommen dation entr e
Accountrn% r Capital Marntenanie in the Mea urement of C mPanX Pro |ts
|sfsued ino ? er 1975) and Austra I apre |m|nar ex osure rart * met 0d

current value ewco ntrn December nited Kingdom, andr-
Iands has been. followed fr St bg/ Mor eth C A ED 188 and then by the H
ﬁropos arj]rn the United States a SEC r gurrement freplacement cost ata
as'Induced the AICPA to publish a proposed statement of position on presenta-

mab biz 113



t1|8?8 and disclosure of supplementary current value information (January 27,

General aureement about the direction to take, however, leaves standardized
implementation a long way off.

As a first step towards sandaritrzatron | suggest a requirement that financial
statements S ?uld show the following data:
current value income
re lize ho'?rt %qﬁrns 1.8, the excess of replacement cost over historical cost
?oosso N the reporting period
historical cost Income.
unrea lized holdi Tng 8a|ns of the pe érod
e _total Increase of equiity as recore
The elements are Interfelated:

— current yalue Jncome plus reaIered Qold 3? ains is historical cost mcome
— historica costrncome lus unrealized holging gains is total rncreaseo equity
%urren(tvau fé)mepusall oIdrng [%;ms |stoal Increase of e urt?/

"~ These data shou grven In % terrelated form (for exa ﬁe in a
ggg ,ﬁ(r%errregary statement starting eitner from current value or from historical

The dafa mdrcaéed here aIread% gr vide bases for decrsrons for management in
Bro 0sIing dividends to shargholders as weII as or trade unions |n therr
argaining witn the company. |t seems to me that a further step towaras stand-
ard atron Wwayrants agreement in two areas closely related to the implementation
of currn vaues :
— hack log depreciagjon
— the etf ct of the financial structure
Australia and ermanYh resRectrvg %hlave mitrcated solutions here,

The Ausiralian draft is the only one which deals with the theoretrcall needed
g%t hsetP f@eprecratron or rror periods. It discusses three possible treatments

les for a charcie for tarned eamings.
As to the effect of he financial structure fot}an enter rrse the German rec-
ommendation results In.the determination of that arto hrséorrcal cost Income
whrch |s consr ered fictitious income.. In otherwors realized holding gains are
AL ol I Th roceat LG ONG. oean g asets e Trapcec
W e St i e i
latl Inancial structu | -
B ? |sp|st at Jn many cases the e ¥ects 0N INCOMe.0 setoete another:
ac ?e reclation Jea sltoac argg to Income, and the separate treat-
ment of lodn-financed revaluations adds to ncome.

hha Ve mdrﬁ%%esd a variety of relevant data in connection with accounting for
1 |st]8rrc | cost and currth value income

2 ea 1zed and unrealized hold mg ains

3 Th eextent to which holding gains are self-financed, and
4 Back log depreciation.
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These data are ustuI in formrnq a Judgement on a company’ affairs and
gros eri ds Further relevant information colild concern
Ing garns or revaluation reserve, subject to futyre taxation
6 The agr# rcatron of a general index to equity, to indicate the erosion of the
com

s capital,
In m rﬁ nion, rt ?t nece% gto develfop one standardrzed method of
valuation, ngmet 00 will b}/the different data mentioned before are
represented, &ither in the basic accounts or supplementary, and preferably in an
order reconﬁre Way.

It 1oljows, that the accountancy profession needs not bother to harmonrze
internationally thegeneral valuation meghod, but should concern itself primaril
with reaching agreément upon the list of data which all financial statements must

supply.

Appendix 2: A note onforeign currency translation
dep éptual evrgence ttas ?ed tHe FASB to c 005 the temPorr%I method as the fa-
vourite son ot the historical rate methods. A re t majority of companies o Erde
the USA uses the closi {orcurrenttrate met |ASC has accommadate
views In Exposure Draft L1 Accounting for Forergn Transactions and Trans atron
of Forergn Frnancral Statement

now (? 1o petter and concrsewayto mtakem osrtron clear than bgquotrng
rg g a teg ﬁ]aras 10 through™ 14 of the Australian proiros tatement

‘Trandlation of Amounts in Foreign Currencies” (September, 19
“The qbject of tran frtrng the. accounts of a. Dutcp com an sforer%n -hased
Peratro IS to enable t err rngor oratron into the co S accounts or
%OUR accounts at g Dutch ? feﬁurva fnt that arrIH) edents, from the
utch . view #ornt the LesH S anﬁt ancial position ? hat forer%n base(i
Oa?e?n“e(rrrtsl a way wnich s helpful to the  users of the Dutch Tinancia
The uge of hrstorrc atgs for this purgose re%ts on the view that Pore lgn-hased
operations ar F % g/ Istant extensr ns oft 3 ome comPany,ﬁ gurrr
accounts of such operations to b em rntarne In terms of Dutc 9
transactrons are erefore tr nslate rstorrc rates. Asare?]I the Dutch
?counts refl ect ehrstorrca costo ose transaetrons as It they had taken
Bag in Hogan usrn Dutch ukders However, the ahove vie qnores the

eryrn% act hatt orer ased 0 eratron IS a se arate usIness unit,
and Itstransactions are carriedout In a oer n currency. That foreign currency
Is the measuring unit of the operation’s fi J ancial position and A)erformance
and Its financialstatements are expressed In that orergn currericy in accord-
ance er the, laws of the country of domicile.

P]ro fm rntr ns athngt Fse statements Into ar\other measurrn unrt the
Dutch gui der}1 s { attevaueso these units relative to eac
chan ewrt t E %a ge of time, The current rate at the en of te errod rs
the relevant one to't t%ers of the frnancwl %tatem?ntso a.Dut hcom arlg
there ggustr In rtsug or th rstpurﬁose The basis 0 accountrn%; or exa P
historical cost) adopted in the foreigh-currency statements remarns unaffected.
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and. the results and P03| on of the O%EF?IIOH havm% been fairly reported (and
audited), are then translated In a simple, convenient, and relévant manner.”

Indeed, the closmg rate mgthod is simple, fonvenlent and.relevant. On the other
hand, it has_begh calle Financigl Executive of January, 1978 « the
failure of FASB 8 and the temgoral method “to cope with apparent inconsist-
ent:|es with some common sense notions”,
The source of the quote is important here, Iretterate that a n? P between
acc unttln%coqceﬁts ang busines gra matism will invite nonconfpliance and
t ultimate éeaccount nc Pro ession.
ne final |ssue should be mentioned: the treatment of translation gains and

0Sse

nder the temEJoraI method as endorsed by the FASB, hasically all trans]ation
d| erences ot% he Income statement This cre%tes what Is ?ometlmes referred
toasa Zo ecL on reported net income ereaft r of the financial ftate-
gnp%r}tis“gns |rm asis on which tojudge the trend of the company’s results of

This, howevey, is not a basic conditjon (?f the temporal method, as is shown
r%/the |ASC draft whic Rermtts rePortmg ifferen ?arlsmqunderthe temporal
hod as changes In sharenolders” intérests or deferring th

april 1978
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