MAE

o Th?tt%

€5€alC

he Ne

Accounting, algemeen
Onderzoek

coc% anA enda
h I nas

kPIenary address_given at the fMA-Congres, Erasmus University,

otterdam, on 3 Jiine 1993)

Stephen A. Zeff

One senses a owrng interest |n historical
accounting research in the Netherlands. Al-
though normatrve research _has_been the do-
minant mode of accounting inquiry during most
of the century, there have been signs™of an
wakenin mterest in_historical, comparafive,
empirical research in accountrn rn hoth
doctoral dissert atrons and articles I[])u rshed
in‘journals and conference procee | gs suc
as'the fma-kroniek). In this Pa | inll confi-
ne myself to research Involvi mancral re-
R‘ortmg and auditing.
om trve research to be sure, can point the
way toward improvement |n ractrce But his-
torrcal comparative and empirical researc
tassrst]s us n understandrn% how and \rv ﬁ/ rac-
ice has changed, how and why Dutci prac-
tice difters (orghas differed) f rorhl that In other
national environments, and how practice has
interacted with the user, preparer and auditor
communities. Bh ‘practice’, [ refer not only fo
trnancral reportr g and auditing practices” but
aso to_regulatory practices.
articufar hr torrcal accounting research
ena les practr loners, policy makers and aca-
demics 0 gain a deeper and systematic un-
derstanding’ of the dynamics of hange in the
discipline, “including” especially . the “interplay
of legal, political and economic forces that
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have shaped the change. Such research also
contributes to a clearer” perception of a coun-
try's accountrn? and auditing culture.

é/ purpose in’this paper is 0 propose a num-
ber of potentially Interesting research ques-
tions th at can be fruitfylly addressed by the
use of the historical mode” of Inquiry. In propo-
sing the questions, | will ndicate’ why each
question is nteresting and how a historical, re-
searcher might usefllly address the question.

The Questions

1 Prior to the 1960s, to what deﬁrree did com-
pany managements obtain exter al audits but
did not reveal In their annual reports to share-
holders that such audits had been conduc-
ted, or did not actually publish the auditors
reports when the existence of an audit was
disclosed? What were the reasons for these
practices, and ())/ d. the managements
eventually decide t0 publish the auditors’ re-

IEhat the managements of some major compa-
nies were not drsclosrng the existence of ex-
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ternal audits was discovered |n th course of
an mterwew during the research E ase of th e
Company F |nancra Reporting (CFR) project.1
We verified that two importan companres NV,
Konrnklnke Nederfandsche  Petroleum  Maat-
scha and Werkspoor NV, had for many
Years secrety had external audits, the former
rom 1911 to 1949 and the Iatter from at_|east
as earP/ as 1932 to ﬁ Llo ). There
IS nothing in the audrtrng iterature to suggest
that, in an other country; companies, that pub-
lish "annugl reports to shareholders have with-
held the fact that an external auglit had taken
pIace It IS not, known how widesp retad \t/\/hlst
ractice was prior to assage of e
8 eJaarreSk ning van 8n%er ﬂtrn en ?WJO%
o and ther& was very |itt Ie indication |
te Dut accounting and” auditing iterature
that suc a practice Was even qccurring.

In the little trm that we could . devote, to
unearthing possiole reasons for this practice,
several candidates emerged:

makrn an audrt was regarded as an inter-
nal malter, as ItS gurgose Was 10 rntorm di-
rectors anql SUpErvIsors whet er the ac-
counting department was doing its work
correctly; it was believed by directors and
supervisors that the drd ot re urre an
as |stance to be try twort

Le view th ts hareholders éid]not nee to
now that the company ad an audit;
and there was a pe ceptron by drrectors and
supervisors that they were of a 'ﬂ er so-
cial class. than the “auditor, and that their
responsibilities to report to the shareholders
should not be seep as being on the same
plane’ (CFR, p. 65).

Two related practices, that of disclosing the
existence of an audit but not revealrn the rden
fity of the auditor or brs |n au |tors
re ort (known as ab |
or of scosrnci the rd§ntrt of thea rtor
not lishing the audi tor report sr en
re ort, zwrj%ende verkIarrn were followed
a num er of companies. act the Nede
lands Instituut van Accountants (NIvA) was on
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|n e verkla-

record as preferring the non-disclosure of the
external audit if the compan P( was not willing
to publish the auditor’s repa
Flow could a study of the incidence of, and
the reasons for, ffiese Practrces be conduc-
ted? For companies that did_ not disclose the
exrstence of an external audi, one could ap-
proach the companies’ internal audit_depart-
ments to learn whether external audrts were
actually carried out unno some or all of the
period. Our verifications Tor the two compa-
nies mentioned above were obtained through
correspondence with the companies’ intermal
audit de artments who coo erated fully with
our Inquiry.. If is possible that Company archives
coud% vrde clues to the reasons for all three
ractrces Moreover, 1t 1S not too late to Inter-
vrew audlitors and company executives who
were active prior to the 1960s, which we actu-
ally did. Because several decades have pas-
sed since the practice was last followed, any
interviewing mUst be completed very soor,
else archival material will _become the only
accessible source of historical data.
One could acqurre an mterestrn Insight into
the management o |osoaP cY utch Compa:
nies betwéen the 1910s and, the 1950s, as wel
as into the business .and |nanc|a| cIrmate of
the time, by undertakrnq a stud yo th rs ues
tion. Such “a study wotld also throw fight on
the evolution of the status of the .auditor and
of the externa audrt unctron during that pe-
riod, and esr%ecray how th ey were Viewed by
the managements of the day.

2 What were the experiences of companies
q hilips) and banks (e.g. the former Amro)
ha char%ed their |nternaI audlit departments

wrth res nsrbr |ty for conducting a full finan-

cial au rt with 4 year-end review and some
remaining proceglures to be performed by the
external auditor? Why did the com anres and

banks decide on thrs practrce a W g

some companres eét hilips |n ban-

don the practice and inst ead place the Inan-
gra(lj aérrdr entirely in the hands of the external
udi
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As with the first question, the practtce addres-
d in this question IS apparently unjgue 1o

the Netherlands, From what can he determ;-
ned, there exists comparatively little Dutch
literature on the actual experiences of the com-
antes and panks, including the reasons why

eeé adopted 8a§td abandoned the practice (see

Wh||e racttdng auditors, both external and
internal, ﬁossess extensive  anecdotal evi-
dence of this practice, there have been no sys-
tematic inquires to enable generalizations
across companies and across ‘external audi-
tors, both to the practtces followed and the
[2asons for a opttnP or abandoning the poli-
cy. Although an exfensive literature” exists on
what pracfices should be followed, little is avail-
ab| in writing about what has actually happe-

A study of this Dutch expenence would be of
decided mterest to leaders of the audtttng LPro
tessmn in other countnes such as the
wh o have given thought to |nvo|vm |nterna|
audit de ar ments more eaV|¥ in The finan-
clal ay |t but lack any record of the costs and
benefits o the Dutch expenment At the same
fime, such a woud enable leaders of
the "Dutch au |t|n profession {0 assess its
unicue expenence in both historical and con-
tem orary gb
There Would e litle difficulty finding, external
and internal auditors, who have had first-hand
experience with an internal qudit department
conducttng a full financial audit. Company and
bank finarice directors can be found who could
testttu to, its effectiveness and to the reasons
or| t|at|ng or discontinuing the policy. Archi-
val records in the companies and banks, could
prowde documentation on the allocation of
duties, and espedally on the impact of this
Rracttce on the natyre and scope of the exter-
al auditors investigation.

3 What were the consjderations underlying the
choice made in 1972 by the NIVRA comniittee
on the recommended wording (t[tetrouw beeld)
in the standard form of the external auditor's
report? In the Wet op de Registeraccountants
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of 1962, it was stated that only registeraccoun-
tants were aut onze to Ve an opinion on
the getrouwheid of the financial st tements
yet in the WJO 1970 the overndtng gua |tat|ve
Criterjon was stated as the giving 0f an |n2|c ht
into the financial position and income, with ge-

tgtl)gg/v and stelselmatig occupying secondary

To an outsider, it is paradoxical that the Dutch
company law cites 'inzicht as the paramount
qualitative criterion for sound financial report-
ing, while the external auditors report ignores
|n2|cht alto?ether and refers instead to"a se-
con ary criterion etrouw beeld.  This. anom-
ag can be understood only n its h|stonca|
ntext. Although one might”suppose t at the
external auditor's. report” was - seen Y
NIVRA committee |n 972 as heing tied 1o the
criterion of getrouwheid in the 19 Act most
of the published reaction to the NIVRA com-
mittee’s exposure draft Ewhtch used getrouw
weergeeft, a literal transcription from Atticle 3
of the WJOt)) leads one to believe that the WJO
r¥ have been seen as the governing legisla-

No one has examined the committee’s. inter-
nal drafts and corres ondence or |nterV|ewe
s members (most o whom are probably stil
living) to ascertain whether the committee’s
dell erattons Were characterized by much
controversy and, if so, what were the’ conten-
ding arqurments. Was there a desire within the
committee to produce a format that would strike
a close comparison to that in the UK. (getrouw
beeld v. true and far wew?j? It would also be
useful to interview the au |tors whose VIEWS
on the committee’s e Posure draft were pub
lished In the June 192 issue of NIVRA' Be-
nchten Have there b een any court decisigns
In w |ch the wordin (9 of the”auditor's op |n|on
has been juxtaposed against the hterarcm/
quahtattve criteria enu erated In the co
3/ aw? Has there heen any concerted e ort
t recon3|der the 1972 recOmmendation?

It is interesting to speculate whether the ex-
ternal auditorS use of getrouw beeld, as op-
posed 0 inzicht, may have influenced any of
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the substantive accountrn Bosrtrons taken by
he Trrpartrte Stud y Group (TO. Tripartiete Over-
g or the CounCil on Annual Reportin
d voor de Jaarverslaggevrn or by’ audi-
tors in, specific en agements. One codld hy-
poth esrze that e NIVRA committee had
nstead paced prrmary emphasis on inzicht
|{19t7hoe context in'which it appears in the WJO

‘een zodanig inzicht dat een verantwoord
oordeel kan”worden gevormd omtrent het
VErmo en en het reSultaat der onderne-
ming, alsmede voor zover de aard van een
aarrekenrnr%; dat toelaat, omtrent haar sol-
vabilitert en liquiditert’

the scale might have trgged toward greater
sug orto cu rent vaue countrng uring_ the

t debates of the 1970s and ‘early 80
gi pp. 224-31, 235-36, 297- 302?] and,

eneral, toward a greater reliance o subjec
ve ]r ments vcompany managements. A
faithiful |cture of something is, nof” necessari-
Xe quiv ent to an |ns ight into the same thing.
toug the standard auditor's report also
contaifis an af Irmation that the financial sta-
tements comply with the law, the jssue here S
with the placing_of emphasis on faithful pictu-
le" vis-a-vis ‘insight'

4 What were the motives behind the adoption
of current cost, accounting by a numb
companies beginning in the 1940s, and what
were the reasons why the majority of the most
prominent adopters ‘abandoned "current cost
accounting, in the bOdJ of their financial state-
ments by the early 1

A growing international literature in the last 20
years sugports the view that company man-
agements  employ economrc con equences
[easoning when ‘making accounting choices.
Yet relatively litle is kniown about The factors
that have motivated the managements of Dutch
companies to ado Jat and [ater to abandon,
curr nt cost acco |ncIr :
n our research project, we were Ccurious. to
learn, if possrblepv\)hy Philips ebegan basing
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depreciation expense on the current cost of
its fixed assets immediately following World
War II. (n 1951, Philips expanded the appli-
cation of current cost accounting to both its
balance sheet and profit and loss statement.)
From a reading of ‘Philips’ annual report for
1945-46, coupled with our interviews, we con-
cluded that, in the Irr[;ht of ifs huge postwar
rehabilitation expenditures, PhilipS mana e
ment would have risked large operating
ses if it were fo have continlied Its secret re
serve accounting, under which the cost of its
fixed asset acquisitions was immediately writ-
ten down to 1 guilder by charges to profit. But
t e comr? n%/ aPparent sought to continue to
ollow a for conse atrve accountrn% Cur-
rent cost accountrng or depreciation expe
Se, whrch was erng advocated on th eoretrca
%oun s by Philips” chief  interpal audrtor A
oudeket, Was there ore vrewed as coincid rng
with the strateqj c objectrves o t e company’s
mana ement P
Also, accordrn fe Commercral Code, a
company's proft accrued 0 the shareholders
unless Specified otherwise in the articles. of
incorporation. Hence, for companies not having
Fand not desirous . of having) ‘a different speck-
ication in their articles of mcorporatron a con-
servative measure of annual [ﬁro fit may have
been seen as an attractive ai
Numerous other ma&or companies, such as
Hoogavens Ierneken and Wessanen,
have adoptéd current value accountrnﬂ Fvet
ut Fl neken have since (along wit
r?zg ah an oned the practice. Dunn% the hr%
Inflation of the 1970s, Royal Dutch Petroleu
alone among major Dutcli companies, favored
the use of general price-leve| accounting in a
sugg ementary schedule in its annual reports

he rnterestrnrr; question s, what strategic and
tactical factors ‘have been influential”in the
chorce of accounting practices to reflect chan-

relative and geéneral prices? The reasons
|v n |n annual reports for changing (or ot
changing) accounting practices dre ‘plausible
cons ruc lons but do™nat necessarily represent
the real motivations underlying the ‘choice de-
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cision. They must be supplemented by inter-
views with the principals (Company exetutives
and both external and internal auditors) as well
as by an examination of pertinent cofrespon-
dence and memoranda in company archives,
Partrcularly in regard to decrsrons that were
ma e 10or 20 years ago the prrncr als are
likely to be sufficiently” detached from the
events of that day to be forthcoming and cred-
ible as interviewees.

While there are a number of published studies
citing the companies in a particular year that
were usrn% current cost accountrng, no one
seems to have produced a ‘longitudinal study’,
8., one, that examines the use of current cost
accountm%] of companies over the course of
y%ars including the evident reasons for their
choices.

5 From the 1970s to the present, what has beenTO and then by the RJ

the trend on the part of external auditors, to
undertake to persuade their client companies
to adopt measurement and disclosure” prac-
tices recommended
Richtlinen? To what degree and for What
reasor] have external auditors ar gd more
strongly for certain measurement disclo-
sure practices and less strongly for others

There is a dearth of evrdence about the role
that external auditors have ave Ipromo
ting improvements In the financia repo ting of
thelr client companres In the Netherands the
envrronment In"which A ments ave been
e Colod e 0
urdemes erchtI gren grssuedl?) the TO and

J IS decid e more permrssrve than in

such countries as the US te K and Ca
nada, where there IS a eavg burden on proof

laced on companies that élect not to adopt

he definitive recommendatrons Issued hy the
standard -setting body. Attempts made I the
early 1980s to Impose an obI ation on Dutch
auaitors to graw ttentron to evratrons In the
company’s financial statements from affirma-
tive proriouncements were unsuccessful (CER,
pp. 246-66, 310-16). Since Dutch companies
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in the Beschouwrngen/

are not under an obligation either to adopt the
affirmative pronouncéments or even to disclo-
se whether thex have done so, external audr
tors are in a unique position t0 use their per-
suasive. powers to influence the degree to
which the RJs recommendations are franslat-
ed into practice.

In the mid-1970s, when the TO began the pub-
||cat|on of its Statements of Considered Views
(hesc ouwingen), major. auditing firms were
thirsting for defintive guidance, While compa-
nies. séemed to be lar er mdrtterent to the tri-
artite mrtratrve (CFR,

By the latter 805 not onIy i the
Netherlands but in other countries, external
auditors seemed to be less inclined to take
strong positions on accounting issues In dis-
cussions with clients. Yet since 1980 in the
tentative and final Guidelines issued by the

affirmative gronounce
ments have been marked by bold f crng
P sedly to draw attention to recommen atrons
hat the two bodies believed were essential
for adoption.
As changes have occurred in the regulatory
envrronment srnce the 19703 what alteratrons
can be noted In the pert ormance of the exter
nal auditor as an agent or ch ange and
rovement rn Co [Rany financial™ re ortrn
mong the factors that have altered t e reg
ﬁtorg envrronment ave been the ver |cts of
nte \Ense Chamber and the adaptation of
Dutch law to the Fourth and Seventh EC Di-
rective

e study would draw chiefly on interviews with
ext ernaI auditors and with “the finance direc-
tors of maror companies. The Interviews should

be designed to ||crt recollectrons on the Ini-
tratrves aken yau itors_during different time
merro S eg the mid-1970s, tfie latter 1970s,

e early 1980s) as well as wrh respect 0 re-
commendatrons on Partrcu ar subjects (e.g.,
current cost account ng\Nse menta repo mg,
deferred taxation, the remie, cash
reporting). In the 1970s, external audrtors
seek more (or Iess‘) assiduous| [v
clients of the mernts of adopti Sct
mendatrons contained In the State

ersuade
recom
ments of
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Consiclered Views (Beschouwingen) than they
have_in the 1980s and 1990s with_respect t0
the Gurdelrnes It would be Interesting to learn
whether, in Ggenera ) rrmatrve pronounce
ments carried” more weight than advisor
commendations (aanbevelingen). In thel drs
cussions with client companies, have external
auditors accorded more weight to_ definitive
Guidelines than to Draft Guidelines (Ontwerp-
Richtlijnen)? Indeed, is any distinction drawn
between exposure drafts and financial state-
ments (see CFR, p. 374n)?
Have external aldliors peen more inclineq! to
press thelr clients to aclopt recommendatrons
refected ccepted. (?ctrce n the U

or the UK., or that coincided with recommend-
ations of the Internatronal Accounting Standards
Commr tee (IASC)?

Are ated r% estion is, to what degree have
company managements, been influenced b
Whet r the recommendatrons were (1) pre-
sented as attrrmatrvte ror(ré)uncertnentsj [ %d
visary recommendations, . (2) contained In
|n|t|\% Gurdelrnes or Draft Guidelines, and g)
based on US or UK. precedent or on utt
ances of the ASC?

6 What has been the impact of the Sijthoff Prize
on company financial reporting, what factors
have been influential (e.g., ovérseas develop-
ments) in shaping the successron of udgrn
cnten over theY ars, and how have
eratrons in parficular years been inf uenced
by such factors?

The Henri Sithoff Prize was announced in Jan-
uary 1955, in the middle of a decade in which
numerous reforms or proposals for reform in
compan financial reportrng were In evidence:
the Stock_ Exchange  Association Verenr
voor de Effectenhandel) was ressrn ISt
comp anres to be more forthcomrng |n e or-
trn therr |nancraI results to shareholders, Phi-
R announce I1S progressive financial repor-
hiloso h the R ot ens Committee (sel u

b t e em oyers erations recommende
IMprovements” In company financial reparting
that went beyond the requirements of the Com-

no

mercial Code, and several major companies
AK.U.,. Philips Konrnklpke Petroleum * Maat-
chappij, and KLM) entered the New York ca-
pital market and began to adopt US. financial
reportrng Cpractrces In their reporting to share-
holders
The Sij thgtt Pnze Was | tended to provide com-
anres wrth a further incentive to Improve their
nancra reporting. What impact did_the Prize
actuall [y have on company ehavror Was, the
Impact greater among large tan medium-
sized companies, or vice-versa? Did the pros-
ect of winning the Srrthott Prize actually serve
an actthve | centrve for some ch)mp nies o
rove their financial repoyting? There Is evi-
[rjtce that the tock Egchange Association
vrewe the servrce of its presr dent as chair-
man of the Sithoff Prize g]udgrnﬁ; gane as Its
contrr ution, to Improving the s of com
pany financial reporting” (CFR, p.. 182): to what
degree were listed companres ranuenced by
the” decisions of the
Drd the assa e of he WJO 1970 alter the
role g b;() e Pnze in influencing compa:
nﬁl reparting ehavior? Following approval of
the WJO, senous consjderation “was given to
termnating the Prize, but S0 many requests
were received fo have rt contrnue that the idea
was dropped (CFR, p
The judging criteria for the Siithoff. Prize were
first announced in 1956, an revrsrons were
ublished In 1969 1974 and ﬁp
12-14,7187, 222-23, 307n). Moreov r in the
issue of Het Frnancreele Daghlad in which each
%ears Pnze wrnners are anhounced, a speech
gone of the memb ers of the judging panel is
roduced, in which the judges’ Views on the
desrred ualtties ot rnancral reporting  are
ven exp essron In 1990, the speeches for
ears 1986-89 were reproduced and dis-
tnbu ed In booklet form.
As far as is known, no in-depth study has been
[0Cess or of the

conducted of the tJrUd ing .

reasons for the c an es r judgrnr% criteria,
even though t Prize 3/ have
served as otent

stimulus, for improved_company rnancra re-

strmu us perha§s even
porting for more than 35 years
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It would be interesting to know what factors
In Iuenced the settrnq of the jud Pm&r criteria,
To what degree did Tthe ,ud gés ook to IASC
standards or to financial réporting in North
Amenca and the United Kingdom™for exem-

?he study would he based on the published
judgin rrtena and the speeches of the mem-
ers of the judging panel, as well as on inter-
views with mem efs of the judging panel, com-
pany finance directors, external” and internal
auditors, bankers and’ financial analysts. An
examination of the winning annual” reports
would, ﬁf course, be an esSential part of the
researc

7 In what way has the content of accounting
instruction in the. doctoraal courses in the six
universities and in the NIVRA course changed
over the years, and in responge to what forces
and under whose leadership?

It would be rnterestrn 0] examrne the contrast-
rn&r educational idedlogies (both in terms of
rncu um_ content and mode of Instruction)
at each of the SIX unrversrtres and to identi
the courses of intellectual inf uence upon eac
of the accountrn% urrrcula At the NIVRA
has been the Bvolution of the content a
mode of accountrnrg rnstructron and who ave
een t e ea In %ures In sh aprn the curr-
culum? When_ and in what ways did Limperg$s
and_ his_disciples)) infliience over the curricu-
um begin to wane, and rn what resgects were
the subsequent curicula rfferent To what
de ree have textbooks published overseas
in the U.S, or in the' UK.) played a role
rn “curriculum reform? In what sensé can any
of the currrcqum reforms of the 1970s and the
1980s be traced to changes in the reﬁulatron
of financia| reporting In the 1970s both in the
Netherlands and overseas (eg the passage
of the WJO 1970, the | rssuance of Consrdered
Views and Guidelines, te wor wr e Im act
of the Stafements Issued rna cra
Accounting  Standards Board and UK/
Irish Accolinting Standards Commrttee the Ver-
dicts of the Enterprise Chamber, the recom-
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mendations issued by the IASC and the adap
tation of Dutch law’to the E Cs our and
Seventh Directives) (CFR, pp. ? The ac-
counting. education “of students i bedrifs-
economie programs as well as of new entrants
into the auditing profession is a central ele-
ment in the accounting heritage of the coun-

{

Irn/ addition to inspecting course SYIIabr arti-
cles written by educators, and reports in which
new curricula”or teaching approaches are pro-
posed, the researcher S ould Interview active
and reired accountrngkgro essors, the NIVRAS
educational policy makers, and representative
roups,, of sudents rom different” institutions
nd different time periods. To what extent did
edycational reforms reflect overseas trends
and developments? The curricular philoso-
phies reflected in the principal textbooks as-
signed for the courses would he need to be
sttidied and compared.

Other rnterestrng research ﬂuestrons can he
posed, ad ressrn for example te rm act
over time of the posrtrons es oused
Dutch dg eﬁJ Arons ho the IASC and t (? the
Groupe es, which was concerned with
draft rn% the ECs Fourth and Seventh Derec
tives: and tecane?verte ears In the
role_and interpretatio 00 mans e-
bruik as a mediator between the norms for rn-
come tax reporting and the norms for external
rnancral reportrnﬁr The Nether ands has had
a long and rich Ristory of accounting and au-
ditin theo ractice, education, and instjtu-
tional requlation, and' the current generation
of a couyntin researchers sh Oét e encour-
to Improve our understanding of the evo-
Iu |on of the field and its culture.

Noot

1 Stephen A. Zeff, Frans van der Wei and Kees Camffer-
man. Company Financial Reporting: A Historical and
Comparative tudr{ of the Dutch Regulatory Process (Am-
sterdam: North-Holland, 1992). Citations in"the text to CFR
will henceforth refer to this wark.
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