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Proposal for a seventh Directive
pursuant to Article 54 (3} (g) of the
EEC Treaty concerning group accounts



The Council of the European Comminnities.

Having regard to the Treaty establishing the
European Economic Community, and in particu-
lar Article 34(3Xg) thereof;

Having regard 1o the Proposal from the Commis-
sion;

Having regard to the Opinion of the European
Parliament, ‘

Having regard to the-Opinion of the Economic
and Social Commitee;

Whereas Directive No .... of the ....!" for co-
ordination of national legislation regarding the
annual accounts of limited liability companies ap-
plies to the accounts of individual companies;
whereas at present a growing number of compan-
ies are no longer managed independently but
betong to groups in which management of the
undertakings belonging to the group is coordinated
in the interests of the whole group, whereas the
annual accounts of companies belonging to a
group cannot by themselves give a true and fair
view of their position; whereas group accounts
should therefore be drawn up in order to give a
true and fair view of the economic unit constitut-
ed by the group and whereby the position of a
company belonging to the group can be deter-
mined more easily; whereas coordination of na-
tional laws on group accounts is therefore essen-
ttal in order to complete the scope of the Direc-
tive referred to above and to attain the objective
that information required to be published by
companies within the Community to protect the
interests of their members, their employees and
third parties be drawn up on eguivalent lines and
may be duly compared;

Whereas groups of companies are in fact econ-
omic units in which all the member companies
and undertakings are managed on a central and
unified basis in the interest of the whole group;
whereas this central and unified management
within a group is normally exercised as a result
of the relationships of dependence linking group
undertakings; whereas, however, a group some-
times consists of undertakings which exist on an
equal footing with one another; whereas a defin-
ition of groups must be given which takes ac-
count of these economic characteristics;

Whereas the' purpose of coordinating laws on
group accounts is to protect all the interests sub-
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siting in limited liability companies; whereas in
order to provide such protection, it must become
compulsory to draw up group accounts both in
respect of companies heading a group and those
which are in a position of dependency within a
group; whereas in order that- the information
given is complete, it is also necessary that, when a
group is organized with several levels, special
consolidated accounts be drawn up for the differ-
ent part of the group (sub-group accounts),

Whereas group accounts should give a true and
fair view of the assets, liabilities financial position
and results of the group; whereas the annual ac-
counts of all the undertakings belonging to a
group should in principle therefore be required to
be consolidated; whereas when the accounts are
consolidated, the relevant items in the annual ac-
counts of group undertakings should be incorpo-
rated in full in the group accounts, with interests
held by persons outside the group being shown
separately;, whereas, however, the necessary cor-
rections should be made in order to eliminate any
transactions or f{inancial relationships between
group undertakings;

Whereas a number of general principles relating
to the drawing up of group accounts and the val-
uation of items in those accounts must be laid
down in order to ensure that items are presented
coherently and can be readily compared both as
regards the methods used to value them and the
periods covered by the accounts;

Whereas holdings in the capital of undertakings
over which group undertakings exert a significant
influence without however controlling such
undertakings should also be valued realistically in
the group accounts by taking account .of the re-
sults obtained by the relevant undertakings;

Wheras it is of vital importance for all those hav-
ing an interest in a company belonging to a
group that information on the structure of groups
should be published; whereas it is therefore
essential that the notes to the group accounts
should contain precise information on the under- .
ltakings belonging to the group and the nature of
the legal relationship connecting them to the
group,

Has adopted this Directive :

I Amended proposal for a fourth Directive regarding the an-
nual accounts of limited liability companies, Supplement 6/74
— Bull. EC.



Section 1

Definitions
Article 1

1. For the purposes of this Directive, an asso-
ciated undertaking means an undertaking over
which another undertaking exercises, directly or
indirectly; a significant influence.

2. An undertaking is presumed to be associated
with another undertaking where the latter under-

taking holds, directly or indirectly, 20 % or more -

of the capital of the former undertaking or of the
votes attaching to shares issued by that under-
taking.

3. For purposes of application of paragraphs 1
. and 2, holdings of a dependent undertaking with-
in the meaning of Article 2 of the Directive, and
holdings of a person acting on behalf of the
undertaking or of an undertaking dependent on it
shall be regarded as forming part of the holding
of one undertaking in the capital of another.

Article 2

1. For the purposes of this Directive, a depen-
dent undertaking means an undertaking over
which another undertaking, referred to as the
dominant undertaking, is able, directly or indi-
rectly, to exercise a dominant influence.

2. An undertaking is presumed to be dependent
on another undertaking where the latter under-
taking, directly or indirectly:

(a) holds the major part of the undertaking's
subscribed capital; or

(b) controls the majority of the votes attaching
to shares issued by the undertaking; or

{c) can appoint more than half of the members
‘of the undertaking’s administrative, managerial
or supervisory body.

3. Holdings of an undertaking dependent on the
dominant undertaking and holdings of another
person acting on behalf of the dominant under-
taking or of an undertaking dependent on it shall
be regarded as forming part of the holding of the
dominant undertaking.

Article 3

1. For the purposes of this Directive, a domi-
nant undertaking and one or more undertakings
dependent on it shall constitute a group if the
dominant undertaking exercises in practice its
dominant influence to the effect that dll such
undertakings are managed on a central and unified
basis by the dominant. undertaking. Each such
undertaking is a group undertaking.

2. Where an undertaking is dependent on an-
other undertaking as defined in Article 2 of this
Directive, the dominant undertaking and the de-
pendent undertaking are presumed to constitute
a group.

Article 4

l.  Undertakings between which no relationship
of dependency as defined in Article 2 exists shall
also be regarded as constituting a group for the
purposes of this Directive if all such undertakings
are managed on a central and unified basis. Each
such undertaking is a group undertaking.

2. Where in a group as defined in paragraph 1,
one or more group undertakings exercise in prac-
tice a dominant influence on one or more other
undertakings to the effect that all such undertak-
ings are managed on a central and unified basis,
those dependent undertakings shall also form
part of the group and each of them is a group
undertaking.

Article 5 .

For the purposes of Directive No ....' of ....
and of this Directive, the following are affiliated
undertakings:

(a) undertakings between which a relationship
exists as defined by Article 1 of this Directive;
(b) dominant and dependent undertakings with-
in the meaning of Article 2 of this Directive;

{(c) undertakings forming part of a group within
the meaning of Articles 3 and 4 of this Directive.

I Amended proposed for a fourth Directive on annual
accounts, Supplement 6/74 — Bull. EC.
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Section 2

Scope
Article 6

1. (&) Where a dominant undertaking of a
group has its registered office within the Com-
munity, it shall draw up group accounts and a
group annual report if either the dominant under-
taking of the group or any dependent group
undertaking is established as one of the following
types of company:

— in Germany:

die Aktlengesellschaft die Kommanditgesell-
schaft auf Aktien, die Gesellschaft mit be-
schrinkter Haftung;

— in Belgium:

la société anonyme, de naamloze vennootschap,
la société en commandite par actions, de com-
manditaire vennootschap op aandelen,

la société de personnes a responsabilité limitée,
de personenvennootschap met beperkte aan-
sprakelijkheid;

— in Denmark:
Aktieselskab, Kommandit-Aktieselskab, Anparts-
selskab;

— in France:

la société anonyme, la société en commandite par
actions,

la société a responsabilité limitée;

— in Ireland: i

companies incorporated with limited liability;
— in [taly:

la societd per azioni, la societa in accomandita per
azioni,

la societa a responsabilita limitata;

— in Luxembourg:

la société anonyme, Ia société en commandite par
actions,

la société a responsablhté limitée;

— in The Netherlands:
de naamloze vennootschap, de besloten ven-
nootschap met beperkte aansprakelijkheid;

— in the United Kingdom:
companies incorporated with limited liability.

(b) Without prejudice to the provisions of Art-
icle 10, the annual accounts of all undertakings
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forming part of the group, without regard to
where their registered offices are situated, shall
be consolidated. The group accounts shalli be .
drawn up as of the same date as the annual ac-
counts of the dominant group undertaking.

2. (a) Each dependent group undertaking hav-
ing its registered office within the Community
and through which other group undertakings. are
dominated shall draw up consolidated sub-group
accounts and a sub-group annual report where
one of these undertakings is established as one of
the types of company referred to in paragraph
1(a). However, this requirement does not apply to
a dependent group undertaking which has not
been established as one of those types of com-
pany provided that the dominant group under-
taking publishes group accounts in conformity
with the provisions of this Directive.

The annual accounts of all undertakings forming
part of the sub-group without regard to where
their registered offices are situated, shall be con-
solidated. The consolidated sub-group accounts
shall be drawn up as of the same date as the an-
nual accounts of the dependent group undertak-
ing which has to draw up the consolidated sub-
group accounts.

(b} Consolidated sub-group accounts and a sub-
group annual report shall also be drawn up where
the registered office of the dominant group
undertaking is situated outside the Community and
one or more dependent group undertakings
having their registered office within the Community
are placed at the same level towards the domi-
nant group undertaking and where one of those
dependent group undertakings or one of the
group undertakings dominated through them is
established as one of the types of companies re-
ferred to in paragraph 1(a). This requirement ap-
plies to each dependent group undertaking which
is placed at the same level within the group and
nearest to the dominant group undertaking.
However, where none of these undertakings is
established as one of the types of companies re-
ferred to in paragraph 1(a), only one of them
needs to draw up the consolidated sub-group ac-
counts and the sub-group annual report.

In the consolidated sub-group accounts referred
to in the preceding subparagraph shall be conso-
lidated the annual accounts of all the dependent
group undertakings referred to in the second sen-



tence of the preceding subparagraph as well as of
all other group undertakings dominated through
them without regard to where their registered of-
fices are situated. The second sentence of para-
graph 2(a) applies.

() The provisions of Articles 9 to 25 also apply
to the consolidated sub-group accounts and the
sub-group annual report referred to in (a) and (b)
of this paragraph.

Article 7

1. Each group undertaking within the meaning
of Article 4(1) whose registered office is situated
within the Community shall draw up group
accounts and a group annual report, where either
that undertaking itself or a dependent group
undertaking within the meaning of Article 4(2) is
established as one of the types of companies re-
ferred to in Article 6(1Xa). In the latter case, only
one of the group undertakings within the mean-
ing of Article 41) needs to draw up the group ac-
counts and the group annual report.

2. The provisions of Article 6(1Xb) and (2) of
Articles 9 to 25 shall also apply in respect of the
group accounts and group annual report referred
to in this Article. '

Article 8
In so far as is possible, the Member States shall

apply the provisions of this Directive regarding
the presentation of group accounts and consolida-

tion principles where a group undertaking is a -

credit institution or an insurance company.
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Section 3

Drawing up of group accounts

Article 9

1. The group accounts shall comprise the group
consolidated balance sheet, the group consoli-
dated profit and loss account and the notes to the
accounts. These documents shall constitute a
composite whole.

2. The group accounts shall give a true and fair
view of the group’s assets, liabilities, financial
position and results.

3. They shall be presented clearly and in confor-
mity with the provisions of the Directive.

Articte 10

I. A group undertaking may be omitted from a
consolidation if it is of only minor importance for
the purposes of Article 9(2) of this Directive.
Application of this provision must be indicated in
the notes to the accounts.

2. Where several group undertakings satisfy the
requirement of paragraph 1, they shall neverthe-
less be consolidated if those undertakings taken
as a whole are of a certain importance for the
purposes of Article 9(2) of the Directive.

Article 11
Without prejudice to the provisions of Article 12
below Articles 3 to 27 of Directive No ....!' of

. shall apply in respect of the presentation of
group accounts.

Article 12

1. (@ The book values of holdings in the cap-
ital of undertakings whose accounts are consoli-

' Amended proposal for a fourth Directive on annual
accounts, Supplement 6/74 — Bull. EC.
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dated shall be compensated with the correspond-
ing percentage of the capital of the undertakings
in question including reserves, results and results
brought forward. This compensation shall be car-
ried out on the basis of the values existing at the
moment of the acquisition of these holdings. Dif-
ferences arising from compensation shall be en-
tered directly against the relevant items in the
group consolidated balance sheet. Any balance
not so attributable shall be shown as a separate

item with an appropriate heading. Amounts en-

tered under this item shall be explained in the
notes to the accounts.

(b) By way of derogation from paragraph 1(a),

holdings in the capital of the group’s dominant
undertaking held by dependent group undertak-
ings whose accounts are consolidated shall not be
. consolidated. Such holdings shall be shown in
the group accounts as the group’s own shares.

2. Without prejudice to the provisions of Arti-
cles 14, 15, 17 and 18, the asset and liability
items in the balance sheets of group undertakings
whose accounts are consolidated shall be incorpo-
rated in full in the group consolidated balance
sheet. Shares held by persons outside the group
in the capital, reserves, results or results brought
. forward of such dependent group undertakings
¢ shall be shown as a separate item with an
i appropriate heading.

Article {3

| Without prejudice to the provisions of Articles
I4, 15, 17 and 18, income and expenditure shown
in the profit and loss accounts of group undertak-
ings whose accounts ‘are consolidated shall be
incorporated in full in the group consolidated
profit and loss account. Shares held by persons
outside the group in the results of dependent
group undertakings shall be shown as a separate
item with an appropriate heading in the group
consolidated profit and loss account.

Article 14
1. Group accounts shall be drawn up in accor-

dance with the following general principles:
(a) the methods of consolidation may not be
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changed from one year to the next;

(b) debts and claims between group unaertak-
ings whose accounts are consolidated shall be
eliminated;

(¢) income and expenditure relating to transac-
tions between group undertakings whose ac-
counts are consolidated shall be eliminated;

(d) profits relating to transactions between group
undertakings whose accounts are consolidated
shall be eliminated;

(e) annual accounts which are included in the
consolidation shall, in so far as is possible, be
drawn up as of the same date as the group ac-
counts. Where the financial year of a group un-

-dertaking does not coincide with that adopted for

the group accounts, the accounts of that under-
taking may be consolidated only on the basis of
audited interim accounts drawn up as at year-end
for the group.

2. (a) Departures from the general principle set
out in 1(a) shall be permitted in exceptional cases.
Where the principle is departed from, an indica-
tion thereof shall be given in the notes to the ac-
counts, together with an explanation of the rea-
sons therefore, and an assessment of the effect
on the group’s assets, liabilities, financial position
and results.

(b) Departures from the general principle set out
in 1{d) shall be permitted where the transaction
related to a fixed asset which has a limited useful
life and has been concluded according to normal
market conditions. Where the principle is depart-
ed from, an indication thereof shall be given in
the notes to the accounts. :

Article 15

Valuation of items in the group accounts shall be
carried out in accordance with the following gen-
eral principles:

(a) items included in the consolidation shall be
valued in conformity- with Articles 28 to 39 of
Directive No .... of ....1;

! Amended proposal for u fourth Directive on annual
accounts, Supplement 6/74 Bull. EC.
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(b) the same valuation rules must be applied in
drawing up annual accounts to be included in the
consolidation. Departures from this principle shall
be permitied in exceptional cases. Where the
principle is departed from this shall be indicated,
together with the reasons therefore, in the notes
to the accounts, and items valued in accordance
with different rules shall be consolidated only af-
ter having been valued in accordance with the
valuation rules applied by the dominant group
undertaking;

(c) without prejudice to the provisions of Article
12(1Xa), 14(1Xd), paragraphs (a) and (b) above and
Articles 17 and 18, the same values must be
ascribed to the items incorporated in the group
consolidated balance sheet as in the balance
sheets of group undertakings;

{(d) deferred taxation arising in consolidation
shall be taken into account. Such taxation shall
be shown separately either in the group consoli-
dated balance sheet and- profit and loss account
or in the notes to the accounts.

Article 16

Differences arising in consolidation which, pur-
suant to Article 12(1Xa), have been entered
against the relevant items in the group consoli-
dated balance sheet shall be dealt with in accor-
dance with the rules laid down in Articles 29 to
39 of Directive No .... of ...

Where consolidation differences cannot be en-
tered wholly or in part against the various items
in the group consolidated balance sheet and are
shown as such as a separate item on the assets
side, the value of that item shall be written off
over a maximum period of five years.

Article [7

1. Holdings of group undertakings in the capital
of undertakings which are associated with group
undertakings within the meaning of Article 1 of
this Directive, shall be shown in the group con-
solidated balance sheet as a separate item with an
appropriate heading.

2. The following principles shall apply to the

12

. valuation in the group consolidated balance sheet

of the holdings referred to in paragraph 1:

(@) The amount of any differences existing
when such holdings were acquired between their
purchase price and the corresponding percentage
of the capital of such associated undertakings, in-
cluding reserves, results and results brought for-
ward, shall be shown separately in the group con-
solidated balance sheet or in the notes to the ac-
counts. The values making up this amount shall
be analysed in the notes to the accounts. For the
purpose of valuing the holdings in question in
the group consolidated balance sheet, the various
components making up these differences shall be
dealt with in accordance with the provisions of
Article 16.

(b) The purchase price of holdings in the capital
of an associated undertaking shall be increased or
reduced in the group consolidated balance sheet
by the profits or losses realized by this undertak-
ing on a pro rata basis according to the percentage
of capital held by the group undertaking. These
amounts shall be shown each year in the group
consolidated profit and loss account as a separate
item with an appropriate heading. Where the as-
sociated undertaking distributes dividents to the
group undertaking, the book value of the holding
in the group consolidated balance sheet, shall be
reduced accordingly.

{c) The provisions of Article 14(1Xd) shall be
taken into account.

3. Application of paragraphs 1 and 2 above may
be waived where the holding in the capital of the
associated undertaking is of only minor impor-
tance for the purposes of Article 9(2) of this Di-
rective. Such waiver must be indicated in the
notes to the accounts.

Article 18

1. Where a group undertaking manages another
undertaking jointly with one or more undertak-
ings which do not form part of the group, Mem-
ber States may authorize the accounts of that
undertaking to be consolidated in the group

1 Amended proposal for a fourth Directive on annual
accounts, Supplement 6/74 — Bull. EC.
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accounts on a pro rate basis according to the
percentage of capital held by the group undertak-

ing.

2. Articles 9 to 16 shall apply muraris mutandis
to the proportional consolidation of accounts re-
ferred to in paragraph 1.

3. Where this Article applies, Article 17 shall
not apply if the undertaking whose accounts are
consolidated on a proportional basis IS an assoc-
iated undertaking within the meaning of Article
17.

Article 19

The notes to the accounts shall contain commen-
tary on the group consolidated balance sheet and
profit and loss account in such manner as to give
a true and fair view of the group’s assets, liabil-
ities, financial position and results..

Article 20

In addition to the information required under
other provisions of this Directive, the notes to
the accounts shall in any event include informa-
tion in respect of the following matters:

1. the valuation methods applied to the various
items in the group accounts, and- the methods
employed in calculating the value  adjustments.
For items in the annual accounts of group under-
takings in foreign currency which have been
incorporated in the group accounts, the rates of
exchange used for their conversion into local cur-
rency must be indicated;

2. the name and registered office of group
undertakings whose accounts have been consoli-
dated, the percentage of the capital held in those
undertakings and the legal relationships between
them. The same information must be given in
respect of group undertakings whose accounts
have not been consolidated pursuant to Article
10; -

3. the name and registered office of undertak-
ings associated with a group undertaking and
which. appear in the group accounts pursuant to
Article 17, and the percentage of the capital held
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in such undertakings The same information
must be given in respect of undertakings asso-
ciated with a group undertaking to which Article
17(3) has been applied;

4. the name and registered office of undertak-
ings whose accounts have have been consolidated
on a proportional basis pursuant to Article 18 to-
gether with the percentage of the capital held in
such undertakings;

5.. the name and registered office of undertak-
ings other than those referred to in paragraphs 2,
3 and 4 above, in which group undertakings hold
not less than 10 % of the capital, stating the per-
centage of the capital held and the subscribed
capital, reserves and results for the most recent
financial year of the undertaking in question;

6. the overall amount of financial commitments
outside the group which are not shown in the
group consolidated balance sheet, in so far as this
information is of assistance in assessing the
financial position of the group. Commitments
existing with regard to undertakings which do not
form part of the group but are affiliated with a
group undertaking shall be shown separately;

7. the net amount of the group’s turnover, bro-
ken down by category of product and activity,
and by geographical market. The amount contri-
buted by each category and market to the group S
result for the year must be indicated;

8. the number of persons employed by group
undertakings during the year, broken down by -
category, and, if they are not shown separately in
the group consolidated profit and loss account,
the whole of the personnel costs relating to the
accounting period, broken down as provided in
Article 20, point I. 6 of Directive No .... of
-1

.oy

9. the taxes included in the operating result, the
financial result or the exceptional result of the
group;

10. the amount of the changes in the group’s
result for the year due to the application of tax
laws.

I Amended proposal for a fourth Directive on annual
accounts, Supplement 6/74 — Bull. EC.
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Article 21

l. Member States may allow the particulars stip-
ulated in Article 20, points 2, 3, 4 and $5:

(a) to take the form of a statement filed in
accordance with Article 3(1) and (2) of Directive
68/151/EEC of 9 March 1968.! This shall be in-
dicated in the notes to the accounts;

(b) to be omitted when their nature is such that,
in the view of a reasonable businessman, they
would be seriously prejudicial to any of the
undertakings to which these provisions relate. The
omission of the particulars shall be mentioned in
the notes to the accounts.

2. Member States may allow the particulars stip-

ulated by Article 20, point 7 to be omiited where

tke requirements laid down in Article 24 of Di-
rective No . of ... are satisfied by the
group as a whole. The second paragraph of
Article 24 of that Directive shall apply.

I First Council Directive of 9 March 1968 on coordination
of safeguards which, for the protection of the interests of
members and athers, are required by Member States of com-
panies within the medning of the second paragraph of Arti-
cle 58 of the Treaty, with a view to making such safeguards
equivalent throughout the Community, OJ L 65 of 14.3.1968.
2 Amended proposal for a fourth Directive on annual
accounts, Supplement 6/74 — Bull. EC.
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Section 4
Group annual report

Article 22

1. The group’s annual report shall contain a de-
tailed review of the development of the group’s
business and of its position.

2. The report shall also give particulars of:

(a) important events that have occurred since
the year-end;

(b) the group’s likely future development;

{c) the activities of the group with regard to
research and development and the costs thereof.
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Section 5

Audit

Article 23

1. (& The dominant group undertaking shall
cause the group accounts to be audited by one or
more persons authorized by national law to audit
accounts.

(b) The person or persons responsible for audi-
ting the accounts shall also verify that the group
annual report is consistent with the group
accounts of that financial year. ‘

2. (a) Member States may waive the compul-
sory auditing provisions of paragraph 1 where the
requirements laid down in Article 49(2) of Direc-
tive No .... of ...." are satisfied by the group
as a whole and where none of the group under-
takings is established under any of the forms
specified in Article 1(1Xa) of that Directive. The
third subparagraph of Article 49(2) of that Direc-
tive shall apply.

(b) Where paragraph 2(a) is applied, the Member
States shalil introduce appropriate sanctions into
their law for cases in which group accounts and
group annual reports are not drawn up in accord-
ance with the requirements of this Directive.
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Section 6

Publication

Article 24

1. (a) Group accounts, the group annual report

and the report submitted by the person respon-

sible for auditing the accounts shall be published

by the dominant undertaking of the group in the

manner provided in Article 44 of Directive No
cof L0

(b) Articles 45 and 46 of that Directive shall
also apply.

2. Notwithstanding paragraph Member

States may permit:

(a) the publication merely of a group consolidat-
ed balance sheet abridged as provided in Article
50(2Xb) of Directive No .... of ....)! and of
notes to the accounts not necessarily including
the explanations required under Article 20, points
6 to 10, of this Directive. Such derogation shall
be permltted only where the requirements laid
down in Article 49Q2) of Directive No .... of
..I are satisfied by the group as a whole and
where none of the group undertakings is esta-
blished under any of the forms specified in Ar-
ticle 1(1Xa) of that Directive. The third subpara-
graph of Article 49(2) of that Directive shall
apply;
(b) publication to be effected only as prescribed
by Article 3 of Directive 68/151/EEC of 9 March
1968. Such derogation shall be permitted only
where the requirements laid down in Article 50(2)
(a) of Directive No .... of ...." are satisfied by
the group as a whole and where none of the
group undertakings is established under any of
the forms specified in Article 1(1Xa) of that Di-
rective. The second subparagraph of Article
50(2Xa) of that Directive shall apply. .

1(a),

! Amended proposal for a fourth Directive on dnnual
accounts, Supplement 6/74 — Bull. EC.
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Section 7

Final provisions

Article 25

l. When the first group accounts are drawn up
pursuant to this Directive, the book value of a
holding and the percentage of the capital that it
represents at the time of such first consolidation
pursuant to this Directive may be taken into ac-
count for purposes of application of Article
12(1Xa) of this Directive. Any difference between
these two values which represents a liability shall
be entered against group reserves in the group
consolidated balance sheet. -

2. The provisions of paragraph 1 shall apply mu- '

tatis mutandis to the valuation pursuant to Article
17(2) of a holding in the capital of an undertaking
associated with a group undertaking and to the
proportional consolidation according to Article 18.

Article 26

I. Member States shall, within eighteen months
of notification of this Directive, make all the
amendments to their laws, regulations and ad-
ministrative provisions necessary to comply with
the provisions of this Directive, and shall forth-
with inform the Commission thereof. They shall
bring such amendments into force within thirty
months of notification of this Directive.

2. The Member States shall communicate to the
Commission the texts of the esential provisions
of internal law which they adopt subsequently in
the field covered by this Directive.

Article 27

This Directive is addressed to the Member States.
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In 1971, the Commission submitted to the Council a Proposal
for a fourth Directive pursuant to Article 543Xg) of the EEC
Treaty for coordination of national legislation regarding the
annual accounts of limited liability companies.! This proposed
directive relates to the annual accounts of individual compan-
ies.

A growing number of companies, particularly limited liability
companies, now no longer carry out their industrial or com-
mercial activities on a footing of complete economic indepen-
dence. They are linked with other companies to form larger
and more complex units which it has become usual to refer
to as groups of companies. The basic characteristic of such
groups is that the management of the companies belonging to
them is coordinated in such a way that they are managed on
a central and unified basis by the dominant company or com-
panies in the interests of the group as a. whole.

It is clear that where a company is linked with other com-
panies to form a group, the annual accounts of that company
alone will not be sufficiently comprehensive 1o give a true im-
pression of its position, which will be closely linked with the
overall position of the group. Only by consolidating the indi-
vidual accounts of all the companies belonging to the group,
i.e., by drawing up group accounts, is it be possible to obtain
a true and fair view of the economic and financial position of
the group and through it, a more complete picture of the po-
sition of the individual company.

Some Member States have already taken account of this pro-
cess by introducing the legal requirement to draw up conso-
lidated accounts in respect of limited liability companies or
certain categories thereof.

The purpose of this Proposal for a Directive is to institute a
system of Community legislation on consolidated accounts.
Such legislation is a necessary extension to the fourth Direc-
tive on annual accounts and has the same objective: to ensure
that consolidated accounts are laid down with regard to the
information.to be supplied in such accounts in order to pro-
vide -certain minimum standards for the protection of share-
holders, employees and third parties in all the Member States,
thus making it easier for companies 10 exercise their right of
establishment; to enable a common market of undertakings to
be established; to provide the right conditions to enable a Eu-
ropean capital market to function; and finally to avoid a si-
tuation where various legal requirements relating to the way
in which accounts are presented distort competition between
companies within the Community.

The harmonization of national laws on group accounts would
also make a contribution to the work currently in progress: at
various levels to take better account of the situation relating
to multinational companies and, if possible, to provide an
appropriate legal framework for them.? Following this process
of harmonization, multinational companies having their re-
gistered offices in the Community will be required to draw up
and publish clear and complete information which will ensure
that their relationships with other group companies, as well
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as their activites, will be clearly visible. Such companies will
have to publish consolidated accounts covering all their affil-
iated companies throughout the world and drawn up on the
basis of principles and methods of consolidation which are
uniformly applicable throughout the Community. These pro-
visions also apply to multinational companies having their re-
gistered offices outside the Community as far as their activ-
ities through companies established in the Community (sub-
group) are concerned.

In this Proposal for a Directive, the Commission has followed
an overall strategy which attempts to deal as effectively as
possible with the economic realities of groups of companies.
Both the definition of groups of companies and the methods
and principles of consolidation, are based on the established
economic reality that groups of companies function as an
economic unit in which economic and financial policy is de-
termined, at least as regards its main lines, on a centralized
busis in the interest of the whole entity constituted by the
group. Group accounts should give a true and fair view of
this economic unit. Individual accounts, for example, should
thus be fully consolidated, consolidation should refer to the
date on which the relevant holding was acquired, transactions
within a group should be eliminated, and all items comprising
the group’s ussets and liabilities which are consolidated
should be valued in accordance with identical principles.

However, the Commission has defined the methods and
principles for consolidation only in general terms in order to
allow for rapid evolution in the moving field of consolidation
of accounts.

! Supplement 7/71 — Annex to Bull. EC 12-1971.

On 26 February 1974, the Commission submitted an amended proposal for a
fourth Directive 1o the Council pursuant to the second paragraph of Article 149
of the EEC Treaty, Supplement 6/74 — Bull. EC.

2 See the communication from the Commission to the Council of 8 November
1973 on multinational undertakings in the context of Community regulations,
Supplement 15/73 — Bull. EC, in particular Chaptes 11l G.



Section |
Definitions

The first section contains the definitions of a number of
terms which are necessary in order to draw up group accounts
and more particularly to enable the scope of consolidation to
be property defined. These definitions do not exceed the
limits of what is necessary for the purposes of this Directive and
do not prejudice any solutions which might be contained in
a Directive on the harmonization of the law relating to groups
of companies.

Article 1

The term ‘associated undertaking’ refers to undertakings
which, while not belonging 1o the group, have a significant
influence exerted over them by a group undertaking. Article
17 lays down a special system for valuing in the group
accounts the holdings of group undertakings in the capital of

such undertakings. Such enterprises cannot be fully consoli-

dated since they are not part of the group. They are, however,
so closely linked with the group that this must be taken into
account when valuing the holding in that undertaking for the
* group accounts. A practical example of an associated under-
taking is an undertaking managed jointly by several other un-
dertakings (joint venture). Since the group is directy involved
in managing an associated undertaking through the exercise
of a significant influence, the group accounts should reflect
the effects of such involvement, in particular by taking ac-
count, when a holding in the capital of such an undertaking
is valued, of the results, (even if undistributed), proportion to
the size of the holding in the association undertaking. This
valuation system is explained more fully in the notes on
Article 17.

The criterion used Lo define an associated undertaking is of
necessity somewhat vague. The introduction of strict and pre-
cise criteria would make it impossible to cover the many
forms and means existing in economic practice for exercising
a significant influence on the running of an undertaking. The
practical application of the detinition is simplified. however,
by the introduction of a rebuttable presumption that a sig-
nificant influence is cxerted where 20 % or more either of an
undertaking's capital or of the votes attaching to shares issued
by an undertaking is held by another undertaking. Moreover,
where the haolding exceeds 50 %, the initizl presumption is
that one of the undertakings concerned is dependent upon the
other.! In this case the presumption in Article W2) applies
only where the stronger presumption in Article 2(2) has been
rebutted. :

The definition is purposely based on the fairly wide concept
of the undertaking. There would be no justification in limit-
ing the scope of the relevant articles to certain legal forms
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such as, for example, limited liability companies, since invest-
ments which allow a significant degree of influence to be
exerted may be held in all forms of undertaking.

A significant influence may also be exerted indirectly, parti-
cularly where holdings in the capital of the associated under-
takinig are wholly or partly held by a dependent undertaking
within the meaning of Article 2. The different forms which
such an indirect holding may take are defined in Article 1(3).

Articles 2 and 3

The definitions contained in the national laws governing
group accounts of undertakings belonging to a group, which
are given in order to determine whether they should be in-
cluded in the group accounts, vary widely. There are in fact
two approaches which differ quite fundamentaily. In one
Member State, the term ‘group undertaking’ is given a very
wide definition in an obvious attempt to take account of the
economic realities behind groups of companies which, while
apparently a collection of legally autonomous undertakings,
operate in practice as an economic unit. In other Member
States, however, the law provides much clearer and more
concrete definitions using, for example, criteria such as who
holds the muajority of the capital or how the majority of the
voting rights attaching to the shares issued by a company are
distributed.

It is vital for the successful harmonization of the law in the
field of consolidation that the Directive should provide a uni-
form definition of groups of companies. Any other solution
embodying for example the varying defintions already used in
the Member States would destroy the comparability of group

- accounts as well as the equivalence of the information which

would be produced at the Community level. This kind of
solution would also be unucceptable with regard to the amount
of coherent and adequate information to be provided by multi-
national groups of companies with registered offices situated
in the Community.

This being so, a choice has to be made between the different
approaches taken by the Member States. The Commission is
in favour of a general and wide-ranging definition of groups
of companies which attempts to come to grips with the ec-
onomic realities of the situation. Precise definitions were con-
sidered too rigid and inflexible to take account of the many
forms assumed by groups of companies. In addition, if the
definition of an undertaking belonging to a group is any un-
dertaking in which the majority of the capital or the majority
of the voting rights attaching to the shares issued is held, no
account can be taken of those special cases where one under-
taking controls another while having no desire to influence
the management of the latter. Such cases arise for example

v Article 2 ().
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where a dominant undertaking views its controlling interest
as a mere investment, or where a bank has for one reason ore
another acquired the muajority of the shares in a company
which it wishes to sell within a short time. In this kind of
situation, the dominant undertaking does not incorporate the
dependent undertaking into a group managed on a uniform
basis and there is therefore no justification in considering
such. undertakings as being controlled in the same way as
group undertakings.

[t is interesting moreover 10 note that the legal systems which
define groups precisely do not require group undertakings to
be included in the consolidated accounts on a compulsory ba-
sis. Under such systems, group accounts do not necessarily
have to be drawn up along the lines of consolidated accounts
and/or wide ranging cxemption clauses have been introduced
which allow group undertakings to be excluded from the
group accounts.

The Commission does not consider it desirable that the draw-
" ing up of consolidated accounts should be merely optional. If
a group exists, consolidating the annual accounts of the un-
dertakings belonging to the group is the only way in which
1o meet the justifiable need on the part of all concerned for
information. Moreover, wide-ranging exception clauses appear
1o be no more of a satisfactory solution, since they will con-
- tinuously be liable to abuse and will cause the Directive to be
applied unevenly, since they will in practice be interpreted
subjectively. The Commisston has for these reasons decided
upon a definition of groups ol companies which is in itself
~ sufliciently flexible to take account of the specific cases which
occur in practice and which makes exception clauses super-
flous. :

A precise definition of the kind referred 10 above is, more-
over, much 100 limited in scope, since it disregards the ques-
tion of minority holdings. It is a fact that even where a ma-
jority of the capital of an undertaking is not held, control may
in many cases be gained and the undertaking integrated into
* the greup. There is, therefore, no reason to omit such cases
from the consolidation. provided at least that the dominant

undertaking is in a strong enough position to ensure that it

has stable and not merely fortuitous or temporary control.

The Commission has, for all these reasons, defined groups of
companies in the Proposal by distinguishing those character-
istics which they possess in practice in economic reality.
There are in fact two. In order for a group to exist, control
must first of all be possible. This aspect is defined in Article
2: the power to exercise a dominant influence is the charac-
teristic which establishes a relationship of dependence. Then,
this feasibility must be acted upon so that control is in fact
exercised. This second aspect of groups ol companies is de-
fined in Article 3. which provides that the entity composed
of the dominant undertaking and one or more dependent un-
dertakings should be managed on a central and unified basis
by the dominant undertaking.
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The concept of “being managed on a central and unified
basis’ requires some interpretation. It is not, however, a theor-
etical concept with little relation to reality. On the contrary,
the general formula ‘being managed on a central and unified
basis’ takes account of the way in which undertakings which
are legally autonomous but which function as an economic
unit are run. This formula automatically distinguishes those
cases referred to above in which an undertaking may poten-
tially be controlled but where that contro! is not exercised in
practice. In addition, it includes those cases in which control
is exercised on the basis of minority holdings. '

Objections that such vague formulas as “dominant influence’
and ‘managed on a central and unified basis’ are difficult to
apply in practice are refuted by the fact that clear and precise
presumptions are provided for in the Directive in respect of
the application of these (wo formulas. Thus a majority holding
in the capital of an underlaking gives rise to the presumption,
which is in fact rebuttable, that a relationship of dependence
exists; this dependence gives rise in its turn to be presump-
tion, which is also rebuttable, that the undestakings are ma-
naged on a central and unified basis. These presumptions will,
in practice, constitute firm and almost automatic evidence in
the mujority of cases thut a group exists.

With regard to Article 2 in particular, the Commission has
refrained from defining the manner in which a dominant in-
fluence may arise. In practice, it is most commonly effected
by a combination of legal and factual means. There is no jus-
tification for limiting the scope of Article 2 to cases in which
the dominant influence is achieved solely by legal means. It
is in addition clear that a dominant influence cannot develop
without a degree of stability. A situation whereby it might be
possible to control an undertaking for a brief period as a result
of coincidental circumstances will also be excluded from the
scope of Article 2(1).

As in Article 1, Articles 2 and 3 refer to undertakings without
further reference to their legal form. The actual legal form of
the undertakings concerned is in fact of little importance with
regard both to the relationship of dependence and to the
group relationship.

The presumptions in Article 2(2) may be rebutied. It goes
without saying that the rebuttal of one of these presumptions
will not prevent another from applying. A majority holding in
the capital of an undertaking may not be sufficient to enable
a dominant influence to be exerted where this holding con-
sists of shares not having voting rights. The same may also
apply in respect of the holder of a majority of the voting
rights where, e.g., the rules governing the constitution of the
undertaking concerned systematically require more than a
mocre majority or a qualifued majority any decision above a
certain degree of importance. Finally, the presumption based
on the circumstances in paragraph 2(c) may be rebutted where
more than hall of the members of the undertaking’s relevant
bodies are appointed without a power on the part of the dom-
inant undertaking to dismiss them, or where important deci-
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sions must always be approved by another body whose com-
position is not controlled by the dominant undertaking. More-
over, the terms ‘administrative, managerial or supervisory
body” were chosen to encompass the various systems used in
the Member States with regard to the structure of companies
(single or two tier systems).

The different ways in which an undertaking may be indirectly
dependent where shares are held by a person or undertaking
other than the dominant undertaking are covered in Article
23).

Article 3 refers only to vertical groups. Several dependent un-
dertakings may be linked in this kind of group, but there is
only one dominant undertaking in the group, which ensures
from its position at the head of the group that the group is
managed on a central and unified basis.

As stated above, a group is presumed to exist where an un-
dertaking is dependent on another undertaking (Article 3(2)).
This presumption may be rebutted where it can be shown
that a dominant influence is not exerted in practice.

Article 4

Sometimes, especially at' international level, undertakings
band together to form horizontal groups or consortia. The ba-
sic characteristic of this kind of group is the same as that de-
fined in Article 3, ie. the undertakings concerned are ma-
naged on a central and unified basis. In this particular case,

however, the central and unified management is not provided’

by one dominant group undertaking, but jointly by the un-
dertakings concerned. Such undertakings operate on the basis
of equality vis-d-vis one another. [n other words, there is no
interrelationship of dependence in horizontal groups, at least
between the undertakings which provide the central and uni-
fied management at the head of the group. Various mcans
may be employed to ensure that the group is managed on a
central and unified basis, such as contracts, the appointment
of the same members to the administrative, management or
supervisory bodies of the undertakings concerned or the set-
ting up of a management committee which determines a uni-
fied management policy and to which all or some of the mem-
bers of the administrative bodies ‘etc. of the undertakings con-
cerned are appointed.

The Commission believes that those same arguments which
militate in favour of consolidating the accounts of vertical

groups may be advanced to justify requiring the accounts of

horizontal groups 1o be consolidated.! The undertakings con-
cerned are in practice managed as an economic unit and all
those with an interest in the state of each undertaking taken
individually have an equal interest in being informed of the
state of the group, since the position of the individual under-
taking is to a large extend determined by it.

It is possible that undertakings belonging to a horizontal
group have holdings in other undertakings which are
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dependent undertakings and in their turn subject to the cen-
tral and unified system of group muanagement. It therefore
seems logical 10 regard the latter type of undertaking as being
group undertakings also. In this situation, horizontal groups
have also the characteristics of vertical groups, and are in fact
vertical groups headed by several undertakings (paragraph 2).

It is important 1o distinguish this kind of structure very care-
fully from the situation where an undertaking is managed
jointly by two or several other undertakings. All the under-
takings belonging to a vertical group headed by several un-
dertakings arc managed in a central and unilied basis and
thercfore constitute an economic unit. This justifies drawing
up group accounts.! In the second situation, however, there
is only one undertaking which is munaged jointly by two or
several other undertakings. although this collection of under-
takings is not managed on a central and unified basis. There
is thus no justification tor drawing up groups accounts in re-
spect of such jointly held companies, although they may pos-
sibily be valued according to the “equity method'? or conso-
lidated on a proportional basis.3

Article 5

The concept of affiliated undertakings covers a number of dif-
ferent relationships whereby undertakings may be linked, but
which are so close that they have to be referred to in various
contexts in both the annual accounts and the group accounts.
This definition plugs a gap in the Proposal for a fourth Di-
rective which already employs the concept of the affiliated
undertaking, particularly in the layouts, required for the bal-
ance sheet and profit and loss account, without however de-

fining it

*Affiliated undertakings’ is merely a collective concept which
covers the different kinds of relationship between undertak-
ings defined in the four initial articles of this Proposal.
This special concept. which is used primarily for the purposes
of the fourth Directive, is ulso of use in the Proposal, parti-
cularly with regard to the lay-out of group accounts’ and the
notes to group accounts.®

Article 7.
Article 17.
Article 18.
Anticle 51 (2) of the proposal for a fourth Dircctive, Supplement 6/74 — Bull.

C.
Article 11.
Article 20.
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Section 2

Scope

Article 6

The purpose of this Directive in requiring group accounts 1o
be drawn up is to protect the interests linked with limited li-
ability companies. The drawing up and publication of the an-
nual accounts for the same legal forms of companies are gov-
erned by the fourth Directive. '

Article 6, which defines the scope of this Directive, deals in
its first paragraph with the establishment of group accounts
when the dominant group undertaking has its registered office
in the Community. Two possible situations should be distin-
guished. .

Firstly, the dominant group undertaking itself may be one of
the types of limited liability company referred to above. It is
the clearest situation in which group accounts are required to
be drawn up in order to ensure that all those with an interest
in the company are kept sufficiently informed.

The second situation is where it is not the dominant group
undertaking but one of the dependent group undertakings
which is established in one of the legal forms covered by the
fourth Directive. The dominant group undertaking in this si-
tuation also is required by the Directive to draw up group ac-
counts, not in order to protect persons having an interest in
that undertaking, but rather in the sole interest of the de-
pendant group company. Since such companies belong to the
group, it follows that as their position will largely depend on
the position of the group as a whole, shareholders and third
parties concerned in dependent group companies will have
every interest in being kept properly informed of the group’s
position. Moreover, it would be too easy to find loopholes in
the Directive if it did not impose such an obligation. It would
suffice to put at the head of the group an undertaking which
was not a limited liability company to be able to get round
the requirement to draw up consolidated accounts.

The group accounts to be drawn up pursuant to paragraph |
must include the annual accounts of all undertakings belong-
ing to the group (paragraph 1(b)). This process of consofida-
tion is compulsory, as Article 91} also lays down. As stated
above, the Commission considers that a true and fair view of
a group’s position can be given only by fully consolidating the
accounts. The Directive therefore does not allow group ac-
counts to be presented in the form merely of a collection of
statistics derived from the annual accounts, or in the form of
the individual accounts of a company otherwise excluded
from consolidation. The Directive permits a group undertak-
ing to be omitted from consolidation only where it is of minor
importance.!

Group undertakings with registered offices outside the Com-
munity are also included in the scope of the Directive. There
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is no reason why they should be excluded. Without them the
group accounts would give only a distorted and incomplete
picture of the group's position. The Directive takes account in
the provisions on the principles of consolidation? of the spe-
cial problems which might arise when the accounts of such
undertakings are consolidated, particularly as a result of dif-
ferences in valuation methods. In addition, it should be borne
in mind that the connection with a group undertaking situ-
ated outside the Community may sometimes be complicated
by the fact that transfers of profits or assets are restricted or
even prohibited by the country in which that undertaking is
situated. It would if necessary be justifiable in such circum-
stances to omit such an undertaking from consolidation.
where "Lhe process of management on a central and unified
basis has been cbstructed to the extent that the undertaking
concerned can no longer be regarded as belonging to the.
group.

A dominant group undertaking us defined in Article 3 which
is required under Article &(1) to draw up group accounts
must be the undertaking which heads the group. The Direc-
tive also provides for consolidated accounts 1o be drawn up
in respect of sub-groups (paragraph 2).

Provision is first made (paragraph 2(a))} for the situation in
which the group is organized at different levels and in which,
through the intermediary of a dependent group undertaking
other group undertakings are dominated (sub-group). The Di-
rective requires the drawing-up of consolidated accounts and
an annual report for a sub-group where one of the undertak-
ings which are members has the form of a limited liability
company.

This provision convers both the casc in which the dominant
enterprise of the group. having its registered oftice outside the
Community does not draw group accounts, and the converse
case in which the head of the group is situated within the
Community and is subject to the provisions of the Directive.

In the former case, the drawing up ol consolidated accounts
for the sub-group is justified by the absence of consolidated
accounts for the group as a whole. In the latter case, the sub-
group consolidated accounts are 1o be drawn up in addition
to the group accounts which are also obligatory. Only when
the undertaking at the head of a sub-group is not a limited
liability company does the Directive dispense with the re-
quirement for the drawing up of consolidated accounts for the
sub-group. Indeed, in this case. the interest linked to the li-
mited companies at a lower level of the sub-group are con-
sidered to be sufficiently protected by the presentation of
group accounts by the dominant enterprise of the group.

Why, in other cases. is the drawing up of consolidated ac-
counts for a sub-group slill thought necessary when consoli-
dated accounts are alrcady availabie for the group us a

U Article 10.
! Anticles 14 and 15.
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whole? The Commission considers that sub-group accounts
play a useful part in supplementing the information already
given in the group accounts and add to the protection of the
various parties having an interest in dependent group com-
panies required to draw up such accounts. The shareholders
"“and creditors of such companies obtain a better view of their
company’s position, since in place of a mere reference to the
book value of their holdings, a complete rundown is given of
the situation and activities of that part of the group in which
they are particularly concerned. Obviously, this provides no
more than supplementary information in addition to that giv-
en in the company’s annual accounts and the group accounts.
Moreover, this information cannot be evaluated without these
other two documents. The situation might arise, for example,
where the sub-group accounts showed a profit while the
group accounts showed a loss. Both sets of information are
important for shareholders in dependent group companies.

There is some danger of group accounts, and in particular
those of large groups with a large number of operations in dif-
ferent countries, becoming a jumble in which a great deal of
important information is lost. This is why the Commission
considers it necessary for more specific information to be giv-
en on the activities and results of sub-groups, at least where
a limited liability company heads it. This does not contravene
the *economic unit’ principle, which the Commission conti-
nues to accept in full, nor does it imply that the group is sub-
divided into several groups. It should be borne in mind that
while a group represents itsell as an economic unit, it consists
of a number of legally autonomous undertakings, each of
which has its own circle of interested parties. These two
aspects of the group should be fully taken into account in
dealing with the publication of accounts.

Supplementary information given in sub-group accounts is in-
tended not only for shareholders in the dependent group com-
pany concerned, but also for other interested parties such as
creditors and employees. Even the interests of the region or
State in which the company is situated may be involved, de-
pending upon the importance of the company concerned.
There .would therefore be no justification for exempting de-
pendent group companies from drawing up sub-group ac-
counts where all the capital in the company is held by the
group. The same reasoning has restrained the Commission
from inserting a special exception whereby companies would
not have to publish annual accounts if they had been incor-
porated into the consolidated accounts. Even where such
companies do not have any shareholders outside the group
and its creditors are protected by a guarantee by the dominant
group undertaking to pay ils debts, certain specitic informa--
tion on the company which can only be given in the form of
annual accounts remains valid and certainly of value to other
categories of interested party such as those referred to above.

Paragraph 2(b) applies to the case in which a group of com-
panies is managed from outside the Community, though
within the Community several dependent group companies or
sub-groups are established on the same level in relation to the
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dominant undertaking of the group. In other words, these de-
pendent group companies or sub-groups are independent of
each other and are dominated only by the dominant under-
taking of the group from outside the Community. In such a
possible situation in which there are no group accounts, it
would be highly desirable for the interested parties to have an
overall picture of all the group activities in the Community.
The consolidation for a Community sub-group, as in the
other cases, is required only when one of the undertakings
which is a member of the sub-group is a limited liability com-
pany.

A typical situation in which paragraph 2(b) would apply is
presented by the following example:

Dominant group -undertaking
outside the Community

NN N

PR ® ®®® 0

The dependent group undertakings A, B and C are limited
companies established within the Community each of which
is situated at the head of a sub-group within the Community.
As a result of the application of paragraph 2(a), they must
each establish consolidated accounts for their sub-group. The

-provisions of paragraph 2(b) oblige them in addition to draw

up consolidated accounts for the entire part of the group
which is situated within the Community, that is to say, that
these accounts, in the above example, must include the three
sub-groups A, B and C in their entirety. This consolidation
resembles that required by Article 7 of this Directive for hor-
izontal groups, both as regards scope and procedure. Accor-
‘dingly, for further details, reference may be made to the
notes on that Article.

The complementary publicity which is provided for in this
particular case is justified by the better picture which may-
thereby be obtained of the situation of the part of group with-
in the Community. Thus, in particular, all transactions be-
tween undertakings of the group in question must be elimi-
nated. The provisions of paragraph 2(b) are especially import-
ant as regards multinational groups which, while being con-
trolled from outside the Community, have multiple interests
and activities inside the Community.
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Article 7

It has already been stated in the notes on Article 4 that group
accounts must also be drawn up in respect of horizontal
groups where one of the undertakings belonging to the group
is a limited liability company. Anyone with an interest in be-
ing kept fully informed of the position of the group to which
that company belongs. Horizontal groups should also be re-
quired, since they constitute economic units in the same way
as vertical groups, (o draw up consolidated accounts and
eliminate dealings between group undertakings. etc.

The "actual consolidation procedure will be slightly different
for horizontal groups, since the capital in undertakings head-
ing the horizontal group and between which no relationship
of dependency exists will not be consolidated.! The annual ac-
counts of these undertakings will be incorporated in the group
accounts in the form of combined' accounts also drawn up in
accordance with the principles laid down in Articles 14 and
15. :

Article 7 applies in accordance with the same principles as
those laid down in Article 6. All undertakings participating in
the central and unified management are required 10 draw up
group accounts where they are companies covered by the
fourth Directive. If the position of a company of this kind is
" merely one of dependency within the group, group accounts

must also be drawn up by the undertakings heading the

group. Each of these undertakings is in principle required 1o
fulfil this obligation, although it will suffice if one of them
actually draws up the group accounts.

If dependent undertakings also belong to a horizontal group,!
consolidated sub-group accounts may have to be drawn up.
In this matter, as in others, the same rules apply as in the
case of a vertical group.

Article 8

The Directive also applies to groups to which banks or insur-
ance companies belong, either at the head of the group or as
dependent group undertakings. [t might be useful to recall
here the general concept of the group as defined in the Di-
rective. Accordingly, where a bank has majority holdings in
the capital of other undertakings which it regards as being
temporary investments, those undertakings remain unequiv-
ocally outside the group and must not be taken into account
in the consolidated accounts.

The Proposal for a fourth Directive exempts the Member
States from applying its provisions to financial institutions
such as banks or insurance companies until such time as the
relevant measures have been coordinated.! The reason for this
is that the accounts of such companies need to be structured
differently from those.given as a model in the fourth Direc-
tive, and as regards valuation, certain changes may also be re-
quired. The problem is being further examined by the Com-
mission.
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The Commission considers it possible and also appropriate to
go futher as regards group accounts. The fact that a bank or
an insurance company belongs to a group docs not lessen
the pressing need for group accounts. [t is as necessary to
eliminated intra-group profits for example in this situation as
in groups having other activities. The consolidation technigue
laid down in the Directive can be applied perfectly to this
kind of situation. In addition, the value of the information
given in the group accounts will be in no way aftecied by the
fact that this information covers a number of various activ-
ities. If problems arise, for example, with regard to the layout
of group accounts, they can alwuys be solved by inserting spe-
cial headings accompanied by the appropriate notes.

It is, however, quite possible that the straightforward applica-
tion of all the provisions in the Directive willl not always be
possible in respect of banks and insurance companies, parti-
cularly as regards valuation. Accordingly, Article 8 provides:
for this application with some flexibility ('In so.far as is pos- -
sible’). The Commission is convinced, however, that il will be
possible in maost instances.

1 Anicle 4 (1)
T Anicle 4 (2).
3 Article 1 (2}
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Section 3

Drawing up of group accounts

“Article 9

Section 3 commences with a definition of the contents and
gencral purpose of group accounts. The definitions given are
bascd on the samc concepts as those used in Article 2 of the
Amended Proposal for a fourth Dircctive on annual ac-
counts.}

" Group accounts arc to consist of threc scparate documents
which constitute a composile whole: the group consolidated
balance sheel, the group consolidated profit and loss account
and the notes to the accounts. The use of the adjective "con-
solidated” makes it clear that group accounts are required to

- incorporate in consolidated form the annual accounts of the
undertakings belonging to the group. The Directive does not
therefore allow group accounts to be submitted in the form
of a collection of the annual accounts of the undertakings
concerned.2

The accounts should give a true and fair view of the group’s
position. This objective should be constantly borne in mind
by those drawing up group accounts. The purpose of the spe-
cial provisions in the Directive is to make this task casier, al-
though where some possibilitics for the exercise of discretion
in their application or even several possible courses have been
left open, the objective of giving a true and fair view must
be the basis lor choosing a solution in the practical application
of the Directive’s provisions. It may sometimes happen that
merely applying the Directive ts not sufficient to give a true
and fair view ol the group’s position. In this situation, addi-
tional information and notes should be incorporated in order
10 give the required true and fair view.

The principle contained in the Directive that a true and fair
view of the group’s position must be given is not merely a
formal clause. On the contrary, it has full legal effect.

Articte 10

This provision introduces the concept of materiality as regards
the scope of consolidation. The same congept was also used
in the Proposal for a fourth Directive in respect of the
regroupihg of items on the balance sheet and in the profit and
loss account.!

If no limitations were placed on the way in which this excep-
tion clause could be applied. unacceptable consequences
might sesult where a group consists of a large number of
smatl undertakings and each individual undertaking fulfils the
criterion ol being only of minor importance. but where taken
together they are of considerable importance to the group.
This situation needs to be dealt with separately (paragraph 2).
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No group undertakings are permitted by the Directive to be
excluded from consolidation for reasons other than those giv-
en in Article 10. The flexibility of the general definition of a
group must be recalled here. This permits the exclusion from
consolidation of undertakings in which control is prevented
from being cxercised 1o such an extent that it no longer exists
for practical purposes as well as undertakings in which control
has beecn acquired only temporarily.

Group undertakings witl not be permitted to be excluded from
consolidation where their activities are very different from the
normal activities ol the group. A diversity of activities within
a group is not in itsell a valid reason for permitting under-
takings 1o be excluded from consolidation. An individual
company may also undertake different activities and will not
be prevented from drawing up annual accounts. Some of the
difficultics which might arise in such cases with regard to
consolidation may be avoided by inserting special headings in
the accounts with appropriate entries in the notes to the ac-
counts, or by effecting a consolidation in terms of the differ-
ent kinds of activity.

Articte 11

There is no reason 1o treat groups differently from individual
companies as regards the structure of the accounts. The same
rules therclore apply to the presentation of accounts (order,
headings) as those laid down in the fourth Directive on
annual accounts. Some changes in the method of presentation
are, however, required as a result of the consolidation pro-
cess.!

Article 12

An essential part of the consolidation process is the replace-
ment in the group accounts of the book value of holdings in
the capital of the undertaking whose accounts are
consolidated by the various items comprising the assets and
liabilities of that undertaking. This process consists of balan-
cing the book value of the holding and the net assets of the
company in which the holding exists in proportion to the per-
centage of the capital held. Since.in the majority of cases the
book value of the holding and the corresponding percentage
of the net assets are not identical, this process normally gives
rise to a balance or consolidation difference which may be
positive or negative. Various methods are used in thc Mem-
ber States to calculate and itemize these consolidation differ-
ences.

i Supplement 6/74 — Bull. EC.

2 Sec notes on Article 6.

3 Article 4 (3) — Supplement 6/74 — Bull. EC.
4 Anicle 12
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In one Member State, consclidation is normally carried out on
the basis of the net assets of the undertaking to be consoli-
dated as it stands at the end of each financial year. Under this
method, the reserves formed by the undertaking to be con-
solidated during its group membership will disappear into the
consolidation differences and will not be shown under the
group reserves in the group accounts. The consolidation dif-
ferences will therefore change every year according to the
movement of the reserves held in the undertaking to
to be consolidated.

In other Member States, the accounts are consolidated using
the * Anglo-Saxon’ method. Under this method, the book va-
lue of the holding is balanced with the corresponding percent-
age of the net assets as they stood when the holding was ac-
quired. Any profits accruing after the date on which the hold-
ing was acquired and any fluctuation in reserves subsequent
to that date are not therefore included in the consolidation of
capital. The consolidation differences will change only as the
book value of the holding or the capital and reserves as they
stood when the holding was acquired vary. .

Merely to implement these two methods simultaneously
would be defeating the object of harmonizing the laws relat-
ing to this field. It would not be possible 1o compare group
accounts since the information elicited under the two
methods is not equivalent. A choice must therefore be made.

The Commission is in favour of the Anglo-Saxon method.
This gives fuller information on the group results. This is
because payments into or out of the reserves which are made
at group undertaking level subsequent 1o its joining the group
are shown directly in the group accounts as fluctuations in
the group reserves instead of being buried in the obscurity of
an item headed ‘consolidation differences’. Results before and
after an undertaking joins the group are thus kept distinct and
the group's position as an economic unit and the results of
its activities are clearly recorded.

The book value of the holding in the capital of an undertak-
ing to be consolidated may be greater or less than the corre-
sponding percentage of the net assets of that undertaking
.when the holding was acquired. There will therefore be a pos-
itive or negative difference between the two. In {irst instance,
the difference may result from an additional payment made
in respect of secret reserves included in the various assets of
the undertaking concerned. The less frequent occurrence of a
negative difference may result, for example, where certain of
the assets have been overvalued or provisions have been con-
sidered to be w00 low.

The Directive requires that consolidation differences should
be entered against the relevant items in the group
consolidated balance sheet (paragraph I{a)). This means in the
examples given above that secret reserves must be included

under the relevant asset items or that valuation corrections or

additional provisions must be entered separately. Such direct
entries give a better impression of the group’s assets and li-
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abitities and of its position than where consolidation ditter-
ences are shown as a general item on the group consolidated
balance sheet.

It will not always be possible, however, o give a particular
reason directly concerned with the valuation of the assets and
liabilities to explain why more or less has been paid for a
hotding than the nct assets worth of the undertaking con-
cerned. An additional sum will be paid occasionally as a
means of putling a value on excellent future prospects. 11 may
also happen that the holder of an investment has been forced
by certain circumstances 10 assign it at too low a price. The
Directive provides that if consolidation differences in such in-
stances are nol atiributable, they should be shown as a sep-
arate item -with an appropriatc heading. An explanation of
such items should be given in the notes to the accounts (para-
graph 1(a)). '

The method of consolidation provided in the Directive might
give risc to problems when applicd to holdings acquired a
long time ago. A transitional solution has been included in
the Directive 16 deal with these problems.! :

There is a possibility that a dependent group undertaking
might hold shares. in the capital of the dominant group
undertaking. Consolidation in this particular instance would
lead to the unfortunate position where the capital in the dom-
inant group undertaking is not incorporated in full in the -
group consolidated balance sheet and s reduced according to
the percentage held by the dependent group undertaking. A
derogation clause has thereforc been insericd to cover this
contingency (paragraph 1(b)). The special nature of these hold-
ings, which arc after all own shares of the group, should in
any case always bc made clear.

Where the book value of a holding is replaced by the items
making up the assets and liabilities of the undertaking to be
consolidated., it is the assel and liability items in full on the
balance sheet of that undertaking which are to be included in
the group accounts (paragraph 2), clearly with the cxception
of items covering the net assets of the undertaking. Thus the
strength of the economic unit constituted by the group will
be demonstrated. The Directive does not theretore permit
these asset and liability items 10 be incorporated on a pro ratu
basis according to the percentage of the capital held except as
provided in Article 18. The incorporation of such items on a
proportional basis involves only a kind of consolidation of
simply the financial interests held by the dominant group un-
dertaking and does not enable a true and fair view of the
position of the whole group to be obtained.

The incorporation in full of asset and liahility items does not
mean that these items must always be included with the
amounts which they show on the balance shects of the
undertakings concerncd. The implementation of -other provi-

1 Article 25.
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sions of the Directive may sometimes enable the values con-
cerned to be corrected, for example, to eliminate profits made
within the group or to adapt those values to the valuation
system used by the group.!

Where the capital in a dependent group undertaking is not
held in its entirety by the group, incorporation of asset and
liability items on the-balance sheet of that undertaking in full
in the group accounts must be balanced by taking into ac-
count shares held by persons outside the group, in the un-
dertaking’s capital, reserves, results and results brought for-
ward. Such shares should be shown on the group consolidated
balance sheet as a separate item reserved for this purpose.

Article 13

As in the case of the group consolidated balance sheet, the
method of incorporating asset and liability items in full
should also apply of group undertakings, corrections to the
amounts shown being possible under Articles 14, 15, 17 or 18
of the Directive.? Shares held by persons outside the group
should also be shown clearly in the group consolidated profit
and loss account as a separate item specially reserved for the
purpose. :

Article 14

In order to impose the necessary degree of standardization in
the information to be incorporated in group accounts, it is
essential that a certain number of general principles be laid
down governing the drawing up of group accounts and the
method of valuation used in such accounts.? On the other
hand the Directive lays down these principles in such a way
that they can be applied with a degree of flexibility and that
the door is also left open tor any development which may be

necessary in accounting practice in this field. Several of the

general principles have been qualified by express exception
clauses for these very reasons.

The Directive provides firstly that the principle of continuity
should also apply with regard to consolidation. This applies
both to the choice of method, for example those laid down
in Articles 17 dnd 18, and the way in which they are applied
(paragraph l{a)).

Merely adding in the group accounts debts and claims be-
tween group undertakings whose accounts are to be consoli-
dated would give a distorted view of the group’s financial
position and more particularly of its liquidity ratio. Such debts
and claims between group undertakings must be eliminated
(paragraph 1(b)).

On the basis of similar reasoning, transactions between group
undertakings and in particular the resulting profits must not
be taken into account (paragraph l{c) and (d)). Group accounts
may in principle only show as group profits those profits ac-
cruing from transactions between a group undertaking and a
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third party. Profits accruing from transactions between group
undertakings may not be shown as profits gained at group le-
vel, and to do so would be incompatible with the aim of prov-
iding a true and fair view of the group’s assets and liabilities
and results.

Profits accruing from group undertakings must be entirely ex-
cluded. The Directive does not allow them to be excluded on
a pro rata basis in proportion to the percentage of the capital
held. The possible existence of shareholders outside the group
does not alter the fact that profits accruing from undertakings
within the group are unrealized.

Some leeway must be given, however, for the fact that it will
not always be possible or easily practicable to exclude such
profits totally, especially where fixed assets which have a lim-
ited useful life are concerned. When a transaction between
group undertakings concerns such a fixed asset, the strict
application of the principle of eliminating profits will mean
that in future two different schemes for value adjustments
would have to be carried out for this single asset, one within
the framework of the balance sheet of the company in ques-
tion and the other within the framework of the group ac-
counts. Given the practical difficulties of such a solution, the
Directive permits departures from this principle in this parti-
cular case, while specifically requiring that the relevant trans-
actions must have been concluded under normal market con-
ditions (paragraph 2(b)). In this way, action is taken in so far
as is possible to limit the risk of abuse in the application of
such a departure from the principle.

It is clear that group accounts cannot give the desired true
and fair view unless the summary of its assets and liabilities,
activities and results is based on the same financial year for
all the group undertakings whose accounts are to be consol-
idated. The accounts of these undertakings whose accounts
are to be consolidated. The accounts of these undertakings
must therefore be drawn up as of the same date. It will not,
however, always be possible in practice to draw up these ac-
counts for exactly the same date, for example, where national
law specifies a particular balance sheet date for certain kinds
of undertaking or where any alteration in the balance sheet
date would entail serious consequences with regard to taxa-
tion. The Directive therefore incorporates the principle that
accounts should be drawn up on the same date, although it
allows a degree of flexibility in applying it (paragraph 1(e)).
However, - should financial years not coincide, ‘interim ac-
counts are required which should be drawn up of the same
date as the group accounts. This seems necessary to avoid a
situation where group accounts include figures which refer to
different periods and which are therefore meaningless. The
exception clause in paragraph 2 allowing departures from the
principle of elimination of profits has already been mentioned.

! Articles 14, 15, 17 and 18.
2 See notes on Article 12 (2).
2 Article 15.
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The same paragraph aiso allows departures in exceptional
cases from the principle of continuity. In addition to an ade-
quate ‘explanation of the reasons for such departures in the

notes to the accounts, the Directive also requires an assess- -

ment of the effect on the group’s assets, liabilities, financial
position and results. Precise figures are not required under
this provision, for to do so would be to rob the exception of
much of its sense. It is sulficient to give an indication of its
overall effects.

Article 15

Group accounts can give the desired true and fair view only
where the items contained therein are valued on an identical
or at least comparable basis. The Directive lays down three
different principles in order 1o achieve this result.

[t provides firstly that items included in the consolidation
should in all cases be valued in accordance with the rules laid
down in the fourth Directive (subparagraph(a)). No departures
are permitted from this principle. What was considered essen-
tial in respect of the valuation of the assets and liabilities of
individual companies must logically also apply in respect of
the valuation of the group’s assets and liabilities. Incidentally,
this principle relates to the items to be consolidated and not
to the annual accounts included in the consolidation. The lat-
ter may if necessary be drawn up on the basis of some other
valuation system, for example, where some of the group
undertakings are situated outside the Community or where
certain undertakings are not subject to the provisions of the
fourth Directive. In these instances, however, the values
shown in these accounts must be corrected if necessary before
being consolidated so that they accord with the valuation
rules in the fourth Directive.

The fourth Directive allows different valuation methods and
occasionally provides a choice of the way in which a specific
method is implemented. [t is therefore important to extend
the above principle so that group undertakings whose ac-
counts are included in the consolidation are required in prin-
ciple to apply the same valuation rules in drawing up their
annual accounts (subparagraph (b)). The aim of the Directive
is to prevent group undertakings from publishing annual ac-
counts which. are drawn up on the basis of valuation rules
other than those applied to the group accounts. A group un-
dertaking might otherwise for example submit modest results
in its annual accounts on the basis of which the distribution
of profits will be decided, while bettter results are shown in
the group accounts as a result of the use of a different val-
uation method.

A dominant group undertaking will easily be able to use its
controlling position to ensure that the same system of valu-
ation is used in practice throughout the group. Difficulties
may arise, however, where a system is not permitted under
national law or where its implementation would be prohibitive
with regard to taxation. The Directive allows departures from

S. 9/76

the principle of a single system of valuation in exceptional cir-
cumstances in order to resolve such problems. Such depar-
tures may -be made, however, only in drawing up the annual
accounts of the undertakings concerned. Where those ac-
counts are 1o be consolidated, the values shown will always
have to be checked and corrected where appropriate in order
that they comply with the viluation rules applied within the
group. ‘

Where the items inclutied in the consolidation are valued in
accordance with the rules contained in the fourth Directive
and where in addition the annual accounts to be consolidated
are drawn up in accordance with the same valuation rules, the
values entered on the individual balance sheets must be en-
tered on the group consolidated balance sheet (subparagraph
{c)). This is the third principle relating to valuation in group
accounts, stating the authority of the individual balance
sheets with regard to the group accounts. However, this
principle is subject to a number of exceptions stemming from
the provisions of the Directive. It may thus be necessary to
correct values entered on individual balance sheets in order to
allocate consolidation differences,! .to exclude claims, debts
and profits arising within the group,? to carry out the special
valuation of holdings referred to in Article 17, or to consol-
idate the accounts on a proportional basis as laid down in
Article 18. ’ '

The Directive’s final requirement as regards valuation is that
deferred taxation should be taken into account. This is not a
reference to deferred taxation which is taken into account in
the annual accounts of the group undertakings and which is
in any case included in the consolidation, but rather to the
problem which can arise specifically with regard to group ac-
counts. This provision applies to all those cases where a dif-
ference exists between the group results as shown in the
group-accounts and the results actually taxed at the level of
group undertakings whose accounts have been consolidated.
Such differences may have noticeable effects in the fulure
with regard to taxation, which the Directive requires to be
shown separately. Cases in particular in which the undistri-
buted profits of a dependent group undertaking established
outside the Community have been taxed on a scale much
lower than that applicable to the dominant group undertaking
come to mind. In so far as these profits will be distributed to
the latter undertaking, account should be taken in advance in
the group accounts of the effects of the distribution on the
amount of tax to be paid.

Article 16
Article 12(1Xa) provides that consolidation differences must as

far as possible be entered against the relevant items on the
group consolidated balance sheet. Where such entries have

v Article 12 (1) (a).
1 Article 14 (1) (b) and (d).
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been made, the difTerences concerned disappeur under the
“relevant items and are treated in the same way as those items
-as regards their valuation. The Directive invokes the provi-
sions of the fourth Directive on this point.

Where the book value of a holding which is o be consoli-
dated exceeds the corresponding percentage of the nct assets
of the undertaking in which the holding exists, and that dif-
ference cannot be entered against a specific item in the assets
of that undertaking, the surplus amount paid by the under-
taking acquiring the holding will normally be regarded as hav-
ing been paid in respect of goodwill. These are the grounds
for the provisions in the Directive that such items must be
written oftf within five vears in accordance with the rules al-
ready laid down in the fourth Directive in respect of goodwil]
acquired for valuable consideration.!

Article 17

The Directive introduces a special valuation method for group
accounts in respect of holdings of group undertakings in the
capital of undertakings which are associated with them. This
means undertakings over which group undertakings exert a
significant influence as defined in Article 1 of this Directive.

Where a significant influence is exerted, a special relationship
is established between the group and its associated undertak-
ings which must be taken into account when the relevant
holdings are valued. Were valuation to be based merely on
the purchase price, no account would be taken of the real el-
fects of the significant influence exerted by the group and to
that extent. any information given regarding the group’s po-
sition would be distorted. It must be borne in mind that there
is normally in practice some considerable lag between the
time when profits accrue to an undertaking and the time
when they are shown in the accounts of the undertaking with
a holding in the former as resulling from dividends paid on
the holding. Moreover, such an entry would provide no more
than an incomplete indication of the profitability of the hold-
ing concerned.

This being so, a valuation method has been adopted in the

Directive which indicates the results of the performance of

associated undertakings as they concern the group’s position
in a more realistic light, and is thus more in line with the ob-
jective of giving the required true and fair view of the group's
assets, liabilities, financial position and results.

Before describing this valuation method in further detail, it
should firstly be recalled that the concept of associated under-
takings also covers indirect relationships. In order to find out
whether an undertaking is associated with a group undertak-
ing, account must also be taken of the shares held by a
dependent undertaking or a third party on behalf of a group
undertaking. The method laid down in Article 17, however,
covers only the valuation of a direct holding of a group
undertaking in the capital of an associated undertaking.
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The wvaluation method laid down in Article 17, which is
already accountancy practice in several Member States, is si-
milar in many ways to a consolidation in full. 1t is in fact a
“mini-consolidation’. The main difference is that the book
value of the holding in the capital of the associated undertak-
ing is not replaced in the group accounts by the asset and li-
ability itcms on the balance sheet of that undertaking. On the
contrary, this book wviluc is used as a basis for certain correc-
tions together with additional entries made in accordance with
rules similar to those applicabie to the consolidation in full.

Firstly, the purchase prices of the holding and the correspond-
ing percentage of the net assets of the associated undertaking
when such shares were acquired should be balanced. The dif-
ference must be shown as a separate item and its composition
analysed. This process is essentially the same as the consol-
idation procedure luid down in Article 12(1Xa). However, the
difference obtained in this particular instance is included in
the book value of the holding and cannot be entered against
the relevant items on the associated undertaking’s balance
sheet, since these are not incorporated into the group consol-
idated balance sheet ("onc line consolidation’).

Under Article 17, the analysis of this difference directly al-
fects the valuation of the holding concerned. This valuation
must lake account of the origin of the items making up the
dilterence referred to. This means that the values of those
items must be corrected where appropriate under the valua-
tion sysiem applicable 1o them under the fourth Directive
(paragraph 2(a)).. Thus anyone reading the group accounts will
gain a more realistic impression of the imporance and value
of these holdings.

The directive requires furthermore that valuation of a holding
in the capital of an associated undertaking should take ac-
count each year of the associated undertaking’s results (para-
graph 2(b)). The purchase price of the holding must therefore
be increased or reduced on the group consolidated balance
sheet by a proportion. corresponding to the percentage of the
capital held, of the profit or loss accruing to the associated
undertaking. The amounts concerned must also be entered as
& separate item in the group consolidated profit and loss ac-
count. These entries may refer only to results obtained by the
associated undertaking afler the holding in its capital was ac-
quired. Anything preceding that date cannot be attributed (o
the group undertaking, previous results being moreover on of
the factors determining the purchase price of the shares.

The corrections referred to above are carried out without ref-
erence to whether the associated undertaking is to distribute
its profits or not. However, where a distribution of profits in
the form of dividends will take place, the book value of the
holding must be reduced accordingly, since the amount con-
cerned will already have been shown as an asset on the group

1 Article 34 (2) — Suppiement 6/74 — Bull. EC.
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consolidated balance sheet (paragraph 2(b}). Moreover, a dis-
tribution of dividends will not be reflected in the group con-
solidated profit and loss account for the same reasons.

There will not always be justification for incorporating the
proportion of the result obtained by the associated undertak-
ing in valuing the holding on the group consolidated balance
sheet. In 'so far as this result stems from a transaction with
a group undertaking, it cannot be regarded as having definite-
ly accrued. The same reasons as those given in respect of con-
solidation in full militate, in favour of excluding such internal
transaction (paragraph Hc)).

It must be reiterated here that valuation in accordance with
Article 17 may be complicated by the fact that the associated
undertaking draws up its accounts on a different date from
that on which the group accounts are drawn up, or applied
other valuation methods. The group undertaking will not nor-
mally be in a position to ensure on the mere basis of its sign-
ificant influence that the associated undertaking conforms
with the group’s policy with regard to valuation or financial
year. In these circumstances, the principle of the true and fair
view laid down in Article 9 of this Direclive requires that
implementation of the method laid down in Article 17 must
include full explanations in the notes 1o the group accounts
to prevent anyone reading the group accounts from being
misled.

The principle that undertakings of only minor importance
may be disregarded should also apply in respect of the val-
uation method laid down in Article 17 {(paragraph 3} as is the
case with consolidation in full.!

Article 18

Accountancy practice in several Member States uses a special
valuation method for group accounts in respect of holdings in
undertakings managed jointly with one or several other
undertakings which do not form part of the group (joint ven-
tures). Using this method, asset and liability items and in-
come and expenditure items contained in the annual accounts
of an undertaking managed jointly are incorporated into the
group accounts on a pro rata basis according to the percentage
of the capital held by the group. This is in fact proportional
consolidation, which, moreover, is carried out in accordance
with the same principles as a consolidation in full.

This method can be justified on the ground that the group
participates actively in the joint management of the undertak-
ing concerned, and shares in the resulting profits.
Proportional consolidation will be a better means of showing
in the group accounts the economic realities of this relation-
ship as regards both its content and the resuits produced. Full
consolidation cannot be permitted in this case since an under-
taking managed jointly with other undertakings which do not
belong to the group cannot be regarded as being part of the
economic unit which the group constitutes.
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It was considered that the proportional consolidation method.
which is well estublished in several Member States, ensures
that a satisfactory amount of information is given and should
for -this reason be permitted. It is on these grounds that the
Directive permits the Member States to provide for such a
method in their national laws.

An undertaking managed jointly within the meaning of Ar-
ticle 18 will normally also be an associated undertaking falling
within the scope of Article 17. It had thercfore to be expressly
laid down (puragraph 3) that Article 17 should not apply in
respect of an undertaking whosc accounts are consolidated on
a proportional basis in accordance with Article 18.

Articles 19 10 24

The Directive contains provisions on the notes te the group
accounts, the group annual report and the auditing and pub-
lication of the group accounts and the group annual report
which are analogous to those luid down in the fourth Direc-
tive. Groups muwust fulfil the same obligations as individuat
companies in such matters.

It is important that group accounts clearly indicate the struc-
ture of the group. The Directive therefore requires that certain
information (name, registered otlice. etc.) should be given
regarding group undertakings, associated undertakings, under-
takings whose accounts have becn consolidated en & propor-
tional basis, and finally. undertakings in which at least 10 %
of the capital is held by the group provided that they do not
fall within the preceding categories.2 The legal relationships
between group undertakings in particular must be clariticd.
Such information serves particularly to throw some light on
the legal means te.g. control contracts) by which central and
unified management is guaranteed in practice. Article 21 al-
lows the above information to be omitted where it is likely
1o be seriously prejudicial to any of the undertakings con-
cerned. as does Article 42 of the fourth Directive.

The fourth Directive? provides certain exemptions with regard -
1o the auditing and publication of annual accounts for smail
*sociétés a responsabilité limitée’. A similar set of rules is laid
down in Article 23(2} and 24(2) of this Directive in respect of
the auditing and publication of group accounts where the
group meels the same criteria as o size as those laid down
in the fourth Directive in respect of the “société d responsa-
bilité limitée’ and where none of the group undertakings is
a ‘société anonyme’ or a “sociélé en commandite par actions’.

1 Article 10.
? Article 20 12) und (5).
3 Anicles 49 and 50.
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Section 4

Final provisions

Article 25

Where the group accounts are drawn up for the first time
pursuant to this Directive afier it has entered into force, any
attempt to consolidate the accounts on the basis of the book
value of a .holding and the corresponding percentage of the
net assets when the holding was acquired might prove unreal-
istic or even impossible. These basic figures will sometimes
not be available when the accounts are to be consolidated.
The Directive therefore contains a temporary solution where-
by the date chosen for drawing up the first group accounts
pursuant to this Directive should be regarded as a reference
date for the consolidation.

Application of this transitional rule may mean that the book
value when the first consolidation is to be carried out of a
holding which is to be consolidated is considerably lower than
the corresponding percentage of the net assets of the under-
taking to be consolidated. This difference is to be regarded as
forming part of the group’s reserves.

Where the valuation method laid down in Article 17 is used
for the first time pursuant to this Directive, certain problems
" such as those referred to above may also arise with regard to
the analysis to be carried out pursuant to Article 17 (2Xa).
This transitional solution should therefore also be extended to
cover the application of this provision. The same applies in re-
spect of the method of proportional consolidation according to
Article 18.
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