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(A) Context

The Fourth Council Directive 78/660/EEC on annual accounts and the Seventh Council
Directive 83/349/EEC on consolidated accounts regulate the annual and consolidated
financial statements of limited liability companies in Europe. Since listed companies
became subject to the International Accounting Standards regulation in 2005 (Regulation
1606/2002), most businesses regulated by these Directives are SMEs. The Commission
has been seeking to improve these Directives for several years, issuing a Communication
(COM(2007)394), a proposal that was adopted as Directive 2009/49/EC and proposal
COM(2009)83 on micro-entities which is still with the co-legislators. This present
initiative is influenced by Commission commitments to reduce administrative burden, the
2008 "Small Business Act", and was promised in the 2010 Communication "Towards a
Single Market Act". The High-level Group of Independent Stakeholders on
Administrative Burdens and the Furopean Parliament have supported a simplification
initiative in this area.

(B) Overall assessment

The report provides adequate evidence to demonstrate the potential of a burden-
reducing initiative in this area, although certain issues should be explained in a
more transparent and balanced fashion so as to inform decisions about its finer
details. Firstly, the report should more carefully assess and explain the negative or
uncertain impacts of its options, in terms of: the value of regulated accounts
information, transition costs, demand for accountancy-related services and cost of
statistical data collection. Secondly, the report should specify which Member States
are likely to be most affected, referring to the take-up of existing derogations under
the baseline scenario and later using this and other evidence to give some indication
about Member States where SMEs are most likely to see practical benefits or costs.
Thirdly, the report should more fully record the differences in stakeholder views.
Finally, the report should clarify the political context and infervention logic by
explaining at an early stage both how this initiative relates to the related pending
proposal and what is considered to be essential information in the context of
accounts.
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(C) Main recommendations for improvements

(1) More carefully assess and explain negative or uncertain impacts. Firstly, the
report's scoring of certain options on "value/relevance of regulated financial information"
(p.- 28) should be reconsidered. The scoring should reflect the potential reduction in the
provision of information that is valued by certain stakeholders. Secondly, the report
should mention the possible significance of one-off costs of moving to a new system. The
report should explain the conclusions that Commission Services have reached about the
validity of one-off cost estimates produced by a commissioned study and should mention
the evidence that has subsequently come to light on how far business-as-usual practices
incorporate training and IT upgrades at intervals that are sufficiently frequent to avoid
new costs. Thirdly, the report should provide a stronger justification for the conclusions
reached about likely impacts on the accountancy and audit sector, including impacts on
jobs, by showing that reduced demand for certain services (e.g. audit) is likely to be
largely substituted for by demand for other services supplied by these firms. This could
involve drawing on evidence from Member States where audit of small firms is no longer
or not mandatory. Fourthly, the report should provide a more nuanced assessment of
impacts on statistical data collection, clarifying that the quality of statistics should not be
affected due to proven alternative data-sources existing but indicating that this would
entail costs. Finally, the report should record the compatibility of these options with "one-

stop shop reporting".

(2) Specify which Member States are likely to be most affected. Firstly, the report
should more fully explain the baseline situation, by giving a summary explanation of
which Member States do and do not use those derogations in the current EU laws which
most significantly minimise administrative burden. Readers should also be provided with
summary information about which Member States use definitions of small and medium-
sized firms that differ from the ones suggested in the IA report. The reasons for the most
significant divergences should be briefly indicated. Secondly, those Member States which
would have to extend accounting rules as a result should be indicated when discussing
impacts (e.g. certain Member States using derogations that would be removed). A
transparent description of the additional costs this creates should be supplied. Finally,
when describing impacts of the preferred option, the report should give an indication of
Member States where SMEs are most likely to experience practical benefits or costs by
referring back to this added information and mentioning other factors that might prevent
theoretical burden savings being translated into savings in actual business costs.

(3) Record the specific differences in stakeholder views. The main text should
highlight the predominant view among key groups with shared interests, such as banks or
providers of accountancy or audit services. Annex 3 should provide more details about
the extent of intra-group agreement on the general merits of an EU initiative and about

specific policy choices.

(4) Clarify the political context and intervention logic. The report should clarify at an
early point whether this current initiative is likely to replace or complement the
Commission proposal that remains with the co-legislators. It should mention adjustments
that would be needed in this initiative if the earlier one is adopted. To help readers follow
the intervention logic for this initiative, conclusions about the most essential
requirements for SME accounts should be indicated at an early stage. For example,
reasoning that is presently in the "subsidiarity and proportionality” section and Annex 7
(p61) could be used to introduce the problem section.
2




(D) Procedure and presentation

Endnotes should be converted to footnotes for easier cross-referencing. To avoid
confusion, it is suggested that the term "gold-plating” should only be used after defining
it clearly. Unless it is shown that failure to utilise derogations is driven by a desire to add
extra substantive requirements, an alternative term would be preferable.
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