
Rr 
Centre on Transnational Corporations 

TECHNICAL PAPERS: 
' 

I TE ATIO AL STA DAR\D,S 
OF ACCOU TING 

A D REPORTING FOR 
T A S ATIO AL CORPORATIO S 

UNITED NATIONS 

ST/CTC/5 



Centre on Transnational Corporations 

TECHNICAL PAPERS: 

INTERNATIONAL STANDARDS 
OF ACCOUNTING 

AND REPORTING FOR 
TRANSNATIONAL CORPORATIONS 

UNITED NATIONS 

New York, 1977 

ST/CTC/5 



NOTE 
Symbols of United Nations documents are composed of capital letters combined with 

figures. Mention of such a symbol indicates a reference to a United Nations document. 

ST/CTC/5 

UNITED NATIONS PUBLICATION 

Sales No.E.77.II.A.15 

Price: $U.S. 5.00 

(or equivalent in other currencies) 



COHTE~1TS 

Preface. Oll•&•11•••0 ........... ~••••••• 

1. TOWARDS IITTERNATIONAL STANDARDS OF ACCou;rTnTG ADD 
REPOR'I'ING FOR TR.AHSHATIOEAL 80RPORATIONS 

Introduction 

I. Main features of reporting practices 

A. General purpose financial statements 

B. Confidential reports to Governr,_ents . 

II. The need for international standardization 

A. The probler.i • . 

B. Limited_ efforts for improver1ent 

III. Possible initial work. 

A. 

n 
D. 

A. A possible uinimun list 

B. Possible :procedure for establishing a minim1.1.:1, list 

C. Possible further ,mrL . . • . 

Annex 

A possible minimum list of items to be re:ported by 
transnational corporations 

Main items in financial statements 

Disclosure of accounting policies . 

1 

2 

5 

5 

6 

7 

7 

8 

10 

10 

12 

12 

13 

19 

C. Financial inform2.tion on members of a transnationsl corporation group 20 

D. Reporting on se3rnents of a tre.nsnational corporation 

-r: 
l,. SoTie iter1s in non-::~inancial reporting . . 

21 

22 



CO~TT:Cii'l'S (continued) 

2. EJTEPlTATIOHAL STAITDARDS OF ACCOUDTEJG 1l\..IW REPORTIITG 

Introduction . . . . . . . . . . . . . . . . . . . . . . 
I. Accounting and reportinc practices ............... 

I. 

A. General purpose financial str,.tements 

3. 

c. 
Translations and ad.just1:1ents for transnational users 

Special purpose reports 

2fforts to achieve standardization 

A. ilational efforts • 

B. Recional efforts 

C. Intern2.tional efforts 

Annexes 

Survey of nccountin~ and reporting stpndards 

II. Confiuential reports to the United St2-tes Government: inward and 
outward foreign investr::ent . . . . 

III. Conficlential rc~crts to the United St:1tcs Goverm1ent: b2.lance-of
payr.ients ite1:s ... 

IV. Confidential reports to the Uni 1:.ed States Government; inci.ustrial 
census ... 

V. :Sxce::::-?t fro1;1 the Organisation for Economic Co--operation and 
Develop,-::ent: guidelines for nultinational enterprises 

VI. 

VII. 

VIII. 

International !,ccounting Standards Committee: acencla 

International Accountin~_; Standards Cor.rrnittee: disclosure of 
accountinG policies ·- . . . . . . . . . . . . . . 
International .~ ccounting 2tandarcls Cammi ttee: excerpts from 
paragr8.ph 13 of the Statement of International J'l_ccounting 

. . 

Stnna_ard I • • • • • • • • • • • • • • • • • . • • • • • • • • • • • 

24 

26 

26 

31 

33 

34 

35 

35 

38 

Go 

65 

69 

73 

75 

79 

80 

I:(. Intcrnr'tionri.l J\.cccuntine; Str.ndPrds Committee: informP.tion to be 
disclosed in financial statements ••••••••••••••• • • 82 

-iv-



CONTENTS (continued) 

3. SOME ASPECTS OF CORPORATE ACCOUNTING AND REPORTING OF 
SPECIAL INTEREST TO DEVELOPING HOST COUNTRIES 

Introduction •• . . . . . . . . . . . . . . 
I. General purpose financial statements. 

A. Intercompany transactions 

B. Foreign exchange transactions 

c. Contribution to income, employment and production 

II. Non-financial reporting . . . . . . . 
III. Special purpose reports to Governments 

Annex 

Table 1. Selected developing countries: 
requirements and practices .• 

reporting and disclosure 
. . . . . . . . . . . . 

Table 2. Selected developing countries: reporting requirements and 
practices with respect to selected items of financial 
information . . . . . . . . . . . . . . . . . . . . . 

-v-

88 

89 

89 

' 91 

91 

92 

93 

95 



PREFACE 

The Commission on Transnational Corporations, at its first session from 
17 to 28 March 1975, recommended the establishment of an Expert Group on 
international standards of accounting and reporting to explore the possibility of 
working out standard forras for the presentation of information by transnational 
corporations. Y The recommendation was approved by the Economic and Social Council 
at its fifty-ninth session in July 1975. '?) 

As background material to facilitate the discussions at the first session of 
the Group of Experts, the Centre on Transnational Corporations prepared three 
papers, as follows: 

"Towards international standards of accounting and reporting for 
transnational corporations" (E/C.10/AC.l/2); 

"International standards of accounting and reporting" (E/C.10/AC.l/3); 

11Some aspects of corporate accounting and reporting of special interest to 
developing host countries" (E/C.10/AC.l/4). 

Because of the wide interest in this matter, these papers have been collected 
in the present publication. 

The first paper reviews briefly the existing state of corporate reporting and 
identifies significant gaps and information needs, especially from the point of 
view of the international community as a whole. In a concluding section it presents 
for the Group's consideration a possible minimum list of items of financial and 
non-financial information which transnational corporations could disclose in their 
reports, and suggests possible working arrangements for the Group. 

The second paper reviews current accounting and reporting practices of 
corporations, on the basis chiefly of detailed studies in 46 countries. It also 
describes the ongoing efforts to achieve standardization of general-purpose 
financial statements at the national, regional and international levels. In a 
concluding section, it reviews a number of issues and problems concerning the 
standardization of accounting. 

The third paper examines current reporting practices of transnational 
corporations or their subsidiaries in developing countries in such selected areas 
as foreign exchange transactions, local employment, manpower training, wage and 
salary payments, royalties, interest on intercompany loans and the allocation of 
administrative expenses, and considers how reporting in these areas might be 
improved. 

Detailed materials pertaining to the respective papers are presented in the 
annexes to each one. 

1/ Official Records of the Economic and Social Council, Fifty-ninth Session, 
Suppl;ment No. 12 (E/5655). 

'?J Official Records of the Economic and Social Council, Fifty-ninth Session; 
Supplement No. 1 (E/5740), Decision 114 (LIX). 
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1. TOWARDS INTERNATIONAL STANDARDS OF ACCOUNTING AND REPORTING 
FOR TRANSNATIONAL CORPORATIONS* 

INTRODUCTION 

1. The dramatic growth and geographical spread of transnational corporations in 
the past quarter of a century has evoked widespread public interest in their 
operations. A thorough analysis of these operations and their international and 
national impact is, however, hampered by the paucity of information in usable form 
on many aspects of these corporations' activities. 

2. The principal publicly available sources of information are the corporate 
reports - or general-purpose financial statements - issued once a year in accordance 
with statutory or similar requirements. These statements are designed mainly for 
reporting to shareholders and creditors and they focus on information relative to 
the corporation's financial position and the financial results of its operations. 
As a rule, non-financial information, such as that relating to employment and 
environmental aspects, is not extensively reported. Information of this kind may 
be of special pertinence from the viewpoint of public interest or international 
concern. 

3. Nor do corporate reports usually contain much information on the transnational 
or world-wide activities of corporations in various industrial sectors and 
geographic regions. While some of the details of such information may be regarded 
as confidential, the desirability of fuller disclosure than is the practice at 
present has been increasingly voiced in many quarters. 

4. Even general financial statements are issued in various forms, and the 
accounting principles and practices on which they are based vary from country to 
country and company to company. Their lack of comparability limits the usefulness 
of these reports for the purpose of any over-all appraisal of transnational 
corporation activities. The Group of Eminent Persons appointed by the Secretary
General of the United Nations in 1973, after emphasizing the pivotal importance of 
information, advocated the formulation of an "international, comparable system of 
standardized accounting and reporting". 1/ To this end, the Group recommended 
"that an expert group on international accounting standards should be convened under 
the auspices of the Commission" 2/ on Transnational Corporations. 

5. The Commission on Transnational Corporations, at its first session from 17 to 
28 l!arch 1975, agreed that an expert group should be established. 3/ At its second 
session, from 1 to 12 March 1976, the Commission stressed the importance of moving 
ahead speedily with the establishment of standards for developing and collecting 
comparable information and decided that the proposed Group of Experts on 
International Standards of Accounting and Reporting should meet in 1976. '!!) 

* Originally issued as document E/C.10/AC.l/2, dated 28 July 1976. 

1/ The Im act of Multinational Cor orations on Develo ment and on International 
Relations United Nations publication, Sales No. E,7 .II.A.5 , P· 95, 

2/ Ibid. 

3/ Official Records of the Economic and Social Council, Fifty-ninth Session, 
Sunplement No. 12 (E/5655). 

!:..f Ibid., Sixty-first Session, Supplement No. 5 (E/5782). 
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6. The Commission also suggested that the Centre, in preparing a feasibility 
study o~ the subject of availability of information, might consult the Expert 
Group as necessary. 2,/ In pursuance of the Commission's decision, the Secretary
General appointed the Group of Experts and invited the Group: 

to review the existing practice of reporting by transnational corporations 
and reporting requirements in different countries; 

to identify gaps in information in existing corporate reporting and to 
examine the feasibility of various proposals for improved reporting; 

to recommend a minimum list of items, together with their definitions, 
that s}'.lould be included in reports by transnational corpo!"ations and their 
affiliates, taking into account the recommendations of various groups 
concerned with the subject matter. 

7. In formulating the above terms of reference for the Group, it was recognized 
that the establishment and implementation of a standardized accounting and 
reporting system would be a lengthy process and that a step-by-step approach 
would be necessary. The elaboration of a minimum list of items which transnational 
corporations should disclose in their reports is viewed as a first step in the 
process. As envisaged by the Group of Eminent Persons, transnational corporations 
might include such items as additional data or issue a supplement to their annual 
reports which would continue to be guided mainly by national requirements. As 
experience was gair.ed, however, the list and the international standards would be 
harmonized increasingly with national standardn and normal corporate practices. 

8. It is clear that even with this limited first objective, the Group will have 
to deal with a broad range of issues relating to the nature and purpose of the 
information needed, the degree of detail and the form in wnicn the information 
might be collected and disclosed, a.nd to methods of standardization and 
harmonization. Such reporting could include both financial and non-financial 
items. In view of the complexity of the task, and the need to gain wide acceptance 
for the Group.' s findings, the Group was established at the highest level, drawing 
upon personalities possessing not only experience and expertise in the production, 
use or scrutiny of corporate accounting and reporting, but also the skill and 
wisdom necessary for·delicate international consultation and harmonization. 

9. In order to assist the Group in its task, three papers are being submitted 
as an aid to discussion. The present paper reviews briefly the existing state of 
corporate reporting and identifies significant gaps and infonnation needs, 
especially from the point of view of the international community as a whole. In 
a concluding section it presents for the Group's consideration a possible minimum 
list of items of financial and non-financial information which transnational 
corporations could disclose in their reports, and suggests possible working 
arrangements for the Group. 

'if Ibid., para. 22. 
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10. The second paper, entitled "International standards of accounting and 
reporting 11 (E/C.10/AC.l/3), reviews current accounting and reporting practices 
of corporations, on the basis chiefly of detailed studies in 46 countries. It 
also describes the ongoing efforts to achieve standardization of general purpose 
financial statements at the national, regional and international levels. In a 
concluding section, it reviews a number of issues and problems concerntng the 
standardization of accounting. Detailed background information on current 
reporting practices and standardization efforts is presented in nine annexes to 
the paper. 

11. The third paper, entitled "Some aspects of corporate accounting and reporting 
of special interest to developing host countries 11 (E/C.10/AC.l/4), examines current 
reporting practices of transnational corporations or their subsidiaries in 
developing countries in such selected areas as foreign exchange transactions, local 
employment, manpower training, wage and salary payments, royalties, interest on 
inter-company loans and the allocation of administrative expenses, and considers 
how reporting in these areas might be improved. 

~-



I. MAIN FEATURES OF REPORTING PRACTICES 

12. Transnational corporations are subject to the same basic reporting requirements 
as domestic corporations in their home countries. But national laws and regulations, 
or accepted professional accounting and reporting standards, may require them to 
present certain additional statements or items of information. Their foreign 
subsidiaries for their part must meet the reporting requirements of their host 
countries. 

13. Corporations generally issue two principal types of reports: one available 
to the public and the other confidential. The most ·basic example of the first 
type is the annual report; containing general purpose financial statements. Other 
publicly available information may include ad hoc releases and specially prepared 
materials which may be made generally available to interested parties or supplied 
upon request. However, much of the information for internal corporate use, and 
m~ny reports to government agencies, are confidential in nature. A notable 
example of a confidential report is the tax return. Some of the information 
submitted to government agencies may be aggregated and published in official 
surveys or statistical compilations. Results of special government investigations 
of a given corporation may also become public knowledge, especially when legal 
action is involved. 

A. General purpose financial statements 

14. General purpose financial statements usually consist of a director's report, 
balance sheet, a statement of income or profit and loss account, and notes to 
these. Recently, a few countries have added a source and use of funds statement 
to the above. The issuance of these statements, which are designed mainly for 
reporting to shareholders and creditors, is in general required by law. In most 
countries the law lays down minimum reporting requirements, but corporations 
are free to disclose additional information. However, many companies do not go 
beyond the minimum requirements. Many transnational corporations issue two kinds 
of general purpose financial statement: a report on the enterprise as a whole, 
and reports by individual members of the enterprise group. 

1. Reports on the enterprise as a whole 

15. In reports on the enterprise as a whole, the financial statements of all the 
units of the transnational corporation group are consolidated, with certain 
exceptions. In the preparation of consolidated statements, intercompany 
transactions and balances are eliminated. The presentation of consolidated or 
group statements is not mandatory in all the home countries of transnational 
corporations, but in recent years it has become an increasingly common practice. 
Consolidated statements may also be prepared for a limited number of units within 
a transnational corporation group, such as all the units located in a given 
country or those established in a group of countries. The consolidation procedure 
in these cases is similar to that employed in the preparation of statements on 
the enterprise as a whole. 

-5-



16. Consolidated statements vary in coverage, depending on the criteria used for 
the inclusion of subsidiaries. In some countries only wholly or majority-owned 
subsidiaries may be included, while in others minority-owned subsidiaries may be 
added if the parent has effective control. The definitions and principles of 
consolidation are not always disclosed. Consolidated statements are designed to 
provide a general picture of the scope of the transnational corporation's global 
assets and liabilities and of its transactions, but their comparability and 
usefulness is limited by differences in coverage and in the accounting principles 
used in their presentation. 

2. Reports by individual members of an enterprise group 

17. Financial statements may be issued publicly for the parent company alone. 
These may be annexed to the consolidated statement, where it exists. Foreign 
subsidiaries, whether wholly or majority-owned, also issue general purpose 
financial statements in accordance with the statutory requirements of the host 
country. In such individual company statements, intercompany transactions and 
balances are included but are not always shown under separate headings. 

B. Confidential re-ports to Governments 

18. Governments usually possess the authority to obtain the information they 
require in the form of confidential reports made directly to them. For instance, 
corporations are required to submit information to government agencies overseeing 
such matters as taxation, security transactions, monopoly control, consu~er 
protection, foreign exchange or price regulations. 

19. In addition to the above, many Governments require the periodic submission 
of confidential special purpose reports needed for the preparation of surveys, 
the compilation of national accounts or balance of payments statistics, business 
trends and other statistical ser~es. Some of these reports may be submitted on 
a voluntary basis by selected corporations. In the United States, for instance, 
reports are required for the preparation (at 5 to 10-year intervals) of surveys 
of foreign investment in the United States and United States investment in 
foreign countries; reports are also needed for the compilation of United States 
balance of payments statistics (monthly, quarterly and annual) and for surveys of 
domestic business activities. 6/ For some purposes, notably investigations into 
possible infringement of laws,-such as tax evasion or monopolistic practicer., 
Governments may seize or require the submission of corporate records and testimony 
by corporate executives. 

20. The foregoing brief survey shows thRt, despite the vast amount of information 
contained in various renorts of transnational corporations, much of it is not 
publicly available. Th~ content of reports that are publicly available is 
fragmentary and lacks comparability. This reflects the absence of a~equate . 
disclosure requirements and accountin~ standards, especially at the international 
level. 

6/ See E/C.10/AC.l/3 for further information. 
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II. THE NEED FOR INTERNATIONAL STANDARDIZATION 

A. The problem 

21. The dual problem of inadequate information and lack of comparability of 
available information has been emphasized already. The type and amount of 
information which might be disclosed depends on the purpose and usefulness of the 
information and on an appreciation of the need for it in relation to the direct and 
indirect cost of providing it. In many countries, the emphasis has continued to be 
on the cost, influenced mainly by considerations of the confidentiality required to 
protect business and national interests. Moreover, it is often maintained that the 
information required to clarify specific issues, such as the nature and extent of 
possible monopolistic practices, artificial transfer pricing, social or environmental 
impact, may be so detailed as co render its inclusion in general purpose reports 
impracticable. On the other hand, the growing spread of the operations of 
transnational corporations and the rising interest in them and in their impact on 
society has heightened the demand for more information and has led to a reappraisal 
of disclosure requirements. A new balance is being sought concerning transnational 
corporations between freedom of information and protection of privacy. 

22. The gaps in information and the lack of comparability with respect both to 
coverage and to the accounting standards used in their preparation are especially 
glaring in the case of many corporate annual reports. The contents of these reports 
vary as a result of varying national requirements for disclosure and the differing 
attitudes of corporations as regards voluntary disclosure. While the presentation 
of primary financial statements is generally required by law, corporations usually 
enjoy considerable latitude in respect of the level of disaggregation at which the 
financial information is presented. As far as non-financial information is 
concerned, disclosure requirements vary but are in general not extensive, so that 
the kind and amount of non-financial information included in these reports is 
largely determined by the reporting company itself. 

23. The gaps in the information disclosed in these reports are many and various, 
but there are three particular areas in the consolidated financial statements of 
transnational corporations where disclosure is deficient, namely, geographical 
spread, line-of-b~siness reporting and the reporting of intercompany transactions 
and balances. For instance, information on the geographical distribution of new 
investment and earnings is rarely presented. Further, there are various criteria 
for inclusion or exclusion of subsidiaries in the consolidated financial statements. 

24. Variations in accounting practices are amply illustrated in a survey based 
mainly on 46 countries. 7/ For instance, in only 24 of the 46 countries surveyed 
are consolidated financial statements required or prepared by a majority of the 
companies, and in only 9 of the 46 countries is it a reQuirement or majority practice 
to carry investments in associated companies at equity rather than at cost. Even 

7/ See E/C.1O/AC.l/3. 
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more rare is an indication of the geographical spread of assets or earnings or 
similar information by industry lines. Individual companies in all but one of the 
major home countries of transnational corporations may use one or other of three 
different methods for the valuation of inventories. Most companies use the straight
line method of depreciation but some use an accelerated method. While the majority 
disregard the salvage value of the depreciated asset in computing depreciation, some 
c0mpanies deduct an estimated salvage value. 

25. This lack of comparability because of the use of different accounting policies 
(principles and procedures) by various corporations is attributable to varying 
standards or to the lack of standards or clear guidelines at the national and 
international levels. In so~e countries the law prescribes the accounting 
principles to be observed with respect to certain items in the financial statements, 
but in general great latitude is left to the corporations. National accountancy 
bodies establish certain accounting standards to be observed by members of the 
profession, and these professional standards serve as guidelines for corporations in 
preparing their accounts, but their observance is usually not mandatory. 

26. The extent and nature of differences in accounting and reporting practices in 
corporatP. reports are reviewed in document E/C.10/AC.l/3. 

B. Limited efforts for improvement 

27. In spite of the clear need for improvement and standardization of reporting by 
transnational corporations, international efforts to this end have thus far been 
limited. 

28. Some national efforts, however, are of particular relevance. In the United 
I{ingdom, corporate accounting and reporting practices are currently under serious 
official study. A government consultative paper cir.culated by the Department of 
Trade in June 1976, entitled "Aims and Scope of Company Reports", states: 

"Few would dispute the view that companies have responsibilities to their 
e;J1ployees a!1d the cornmuni ty generally as well as to their shareholders and 
creditors and that these wider responsibilities may lead to a requirement to 
disclose further information." 

29. The paper was issued to elicit the views of interested parties in connexion with 
an ongoing review of United Kingdom company law ancl its disclosure requirements. 
The document, which draws extensively upon The Corporate Report, a discussion paper 
commissioned by the Accounting Standards Steering Committee in 1974, 8/ suggests 

8/ ,;We have taken the view that financial reporting must cover a ~ider rang_e of 
informntion than a narrow conventional interpretation of 'financial' [reporting/ 
would allow. We have endeavoured to propose the form and content of a package of 
information which will convey a rounded picture of economic activities rather than 
simply a view of financial positions and transactions." The Corporate Report, 
Accounting Standards Steering Committee, London, 1975, p. 10. 
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that among candidates for new statutory disclosure requiremento the highest priority 
for further consideration should be given to: (a) a value-added statement; (b) an 
employment report; (c) a statement of future prospects; and (d) a·statement of 
corporate objectives. Other proposed disclosures discussed in the paper cover 
source and use of funds statements, short-term debt, corporate pension funds 
directors' interests, and efficiency indicators. Social accounting is also' 
considered, but the paper observes that at present the law cannot play a significant 
role in this area. The Government considered that its task was to secure the 
uniform disclosure of the basic information needed to convey a rounded picture of 
corporate activities, while the accountancy profession would continue its efforts 
to achieve greater uniformity in the accounting standards and policies observed by 
corporations in the reporting of financial information. 

30. In many other countries, efforts to improve corporate reporting have largely 
been a concern of the accountancy profession. In Canada, for instance, generally 
accepted accounting principles are established by the Canadian Institute of 
Chartered Accountants, which issues recommendations the observance of which is 
virtually mandatory under recent regulations to the Canada Business Corporations 
Act. In Australia, accounting standards are also set by the professional bodies, 
although some accounting principles are established by law. In the United States, 
the Government's approach to financial reporting is reflected in a 1973 statement 
of the Security and Exchange Commission that" .•• the Commission intends to continue 
its policy of looking to the private sector for leadership in establishing and 
improving accounting principles and standards through the Financial Accounting 
Standards Board (FASB)". 2/ 

31. At the regional level, the concern of Governments for the improvement and 
standardization of corporate reports has been evident in recent years. This is 
especially significant since the concern has been focused on transnational 
corporations. Thus, in the European Community, serious consideration has been given 
to disclosure and standardization requirements in connexion with the proposed 
European Company Law. The Guidelines for Multinational Enterprises of the 
Organization for Economic Co-operation and Development, endorsed by the Council of 
Ministers in June 1976, contains important provisions regarding disclosure of 
information. 10/ 

32. At the international level, efforts so far have mainly been limited to 
professional accounting organizations. The International Accounting Standards 
Committee, which was established in 1973, has issued several standards, including 
those for disclosure of accounting policies, valuation and presentation of 
inventories and consolidation. Approved standards on depreciation and information 
to be disclosed in financial statements are scheduled to be released in October 1976. 
Exposure drafts on other subjects have been circulated for comment by interested 
bodies. 11/ 

2/ See E/C.10/AC.l/3. 

10/ Ibid. 

11/ Ibid. 
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33, The United Nations Group of Experts on International Standards of Accounting 
and Reporting is thus embarking on the first attempt of this kind at a global and 
multidisciplinary level. It is clear that the existing efforts and pronouncements 
on related matters by various public and private bodies merit serious consideration 
by the Group, and that duplication should be avoided. It is also clear that within 
a broad international framework the consideration of these matters necessarily 
involves a wide range of political, economic, social, cultural and legal 
implications of the operations of transnational corporations. The question of the 
standardization of accounting and reporting is thus not limited to financial spects 
or technical accounting issues, but involves the entire question of the requirement 
of information from transnational corporations by the world community. 

III. POSSIBLE INITIAL WORK 

34. In embarking on this most important and complex task, the Group will have to 
decide on its objectives and on the ways in which these objectives may be achieved. 
As recognized by the Group of Eminent Persons, the establishment of a uniform 
international standard of accounting and reporting which would be followed by all 
transnational corporations is not feasible in the foreseeable future. Such an 
objective would require a degree of harmonization of national laws and regulations 
that has very little prospect of achievement, with the possible exception of some 
regional arrangements. An evolutionary approach is thus suggested. At the same 
time, even as a first step, the Group's objectives could go beyond general 
guidelines for greater disclosure and include specific recommendations on 
non-financial as well as financial items. 

35. Also as envisaged by the Group of Eminent Persons, the initial work could 
concentrate on the formulation of an international standard which corporations could 
use in their annual reports as a basis for additional information. The Group might 
establish a minimum list which corporations could use on an experimental basis to 
supplement the information presented in their reports as a first step towards more 
comprehensive standardized reporting. The experience of corporations in using the 
minimum list would be useful for the formulation of a more comprehensive 
standardized accounting and reporting system. 

A. A possible minimum list 

36. Possible items that might be included in a minimum list are presented in the 
annex that follows as an aid to discussion. The items are grouped under the 
following five broad headings: 

A. Information to be disclosed in financial statements; 

B. Accounting policies to be disclosed in the financial statements of 
transnational corporations; 

c. Financial information on the members of transnational corporation groups; 
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D. Reporting on segments of a transnational corporation; 

E. Non-financial information to be presented in annual reports. 

The items ,under A, B, C and D pertain mainly to financial information, while those 
under E pertain primarily to non-financial information. 

37. The balance sheet and income statement items in A are mainly those proposed by 
the International Accounting Standards Committee (IASC) in an exposure draft 
(IASC ED5) which was released for comment in June 1975.· The list includes 
intercompany items that would not appear in a consolidated statement but should be 
disclosed in the statements of individual members of an enterprise group. ~'he list 
of income statement items in IASC ED5 was expanded to.include the data required for 
a rough estimate of the value added by the corporation. Some corporations already 
include full value-added statements in their reports and the United Kingd;m 
Government is considering a proposal to require such an inclusion by law. 

38. The last item, a source and use of funds statement, is the subject of an 
exposure draft (IASC ED7) issued with a view to the establishment of a separate 
international standard. Its inclusion in a minimum list is suggested because of 
the widespread interest in this information, which is reflected in the presentation 
of flow-of-funds statements in an increasing number of corporate reports. In a few 
countries it has recently been accorded the status of a primary financial statemen~, 
which corporations are required by law to publish along with the balance sheet and 
income statement. 

39. The items in B, Disclosure of accounting policies, proposed for inclusion in 
the minimum list, are more specific than the international standards issued by the 
IASC (IAS 1, "Disclosure of accounting policies" and IAS 3, "Consolidation 11

). The 
uniform disclosure of the policies adopted, at least in those areas which are of 
particular importance in the reports of transnational corporations, is regarded as 
an essential feature of standardized accounting and reporting by such corporations. 

40. The items in C, Financial information on the members of transnational 
corporation groups, relate to the disclosure of information on the structure of 
transnational corporations and the geographical distribution of their units and on 
selected intercompany transactions and balances. In the preparation of copsolidated 
financial statements for a transnational corporation group, intercompany 
transactions and intercompany balances (i.e. intercompany loans outstanding and 
intercompany investment as of the balance-sheet data) are eliminated. The 
disclosure of this information in supplementary tables to the consolidated financial 
statements will make it possible to assess the degree of interdependence of the 
operations of the units of a transnational corporation group. Data on intercompany 
sales and lending during the reporting period will also shed light on the importance 
of the transnational corporation in world trade and international private lending 
and the role of transactions outside the regular market chann~ls. 

41. The items, in D, Reporting on segments of a transnational corporation, are 
directly addressed to transnational corporations. They are designed to show the 
geographical and industrial spread of these corporations. They should also aid in 
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the analysis of the performance and the contribution of units located in different 
economic environments, or engaged in different types of activities. This 
information also facilitates an appraisal of future prospects and risks. 

42. The items in E illustrate the types of non-financial information to be 
reported. They are arranged by subject matter, under the headings Employment and 
Pollution control measures. Such information could be presented either in a 
separate section of the annual report or in a separate report; whichever approach is 
adopted, all the relevant information should be presented jn one place, even if some 
items are also covered in the financial statements. In view of the special interest 
in information on various aspects of employment, wages and fringe benefits, in both 
home and host countries, and of the limited amount qf information on these matters 
which is currently presented in most corporate reports, it might be suggested that 
corporations should publish data for some years ·preceding the year in which the 
first current employment report is presented. 

B. Possible procedure for establishin~ a minimum list 

43. The Group might first decide whether the substantive discussion of a minimum 
list should be organized under the five suggested headings. The Group could then 
identify the items to be included under each heading of the list. Since the items 
in the suggested list are numerous, the Group might wish to establish working groups, 
each of which would consider a number of related items, recommend deletions or 
additions as required, elaborate on the definition for each item and, where 
appropriate, indicate whether the accounting principles should be uniformly 
specified or should be left to, and disclosed by, the corporations. Once a 
provisional list is established by the Group, it might be circulated for comment by 
corporations, labour groups, accountancy bodies, governments and other interested 
parties. These comments could be forwarded to the Centre on Transnational 
Corporations which would analyse them and prepare a report for the consideration of 
the Group, with a view to possible amendments. 

C. Possible further work 

44. Concentration on the preparation of a minimum list necessarily emphasizes 
general purpose uniform reporting. This is perhaps the most basic objective when 
the purpose is multiple and the audience world-wide. It is by no means a substitute 
for much more detailed reporting for specific purposes and users. In particular, 
from the point of view of developing host countries, it might be useful to consider 
precisely what information should be required of transnational corporations operating 
in their territories and how such information may best be obtained. While 
information of this kind is likely to be detailed and tu vary from case to case and 
country to country, and will frequently be confidential in nature, the Group might 
wish to consider at some stage a set of recommendations for this purpose. Some of 
the possible areas for consideration are briefly discussed in document E/C.10/AC.l/4. 

-12-



Annex 

A POSSIBLE MINIMUM LIST OF ITEMS TO BE REPORTED BY TRANSNATIONAL CORPORATIONS 

BALANCE SHEET 

Long-term assets 

1. Property, plant and equipment (gross) 

2. Other long-term assets 

(a) Inve~tments 

(i) Subsidirtries consolidated:::/ 
(ii) Subcidaries r.:.it cons,lide.ted 

( .ii5 ) Ass:;c).ated 2or.Ipanies 

(:iv) c:ther ~.nvest1nents 

A. Main items in financial statements 

Relevant inter
national 

pronouncements 

(EC4 - 8 
(EC4 - 9 

IA.SC - ED 5 

IASC - ED 5 

IASC - ED 5 
IASC - ED 5) 
IASC - ED 5) 

IASC ED 5 

, ) . b- a/) \h, Long--:erc-, :'..n-:er:?--,mps.r,:y rece:i. ·ra .1es- . 
IASC - EI: 5 ) 

( ~ J o:ne::: lonc;-terr.. ree~iv'J.ble~· 

Some alternative accounting principles 

(i) Translate foreign at historical or 
current exchange rate. 

(ii) Carry at historical cost or at appraised 
values or at indexed amounts. 

(iii) Re: own construction, carry at direct 
cost plus an appropriate portion of 
overhead or at direct costs only. 

(iv) Include or exclude interest during 
construction. 

(v) Retain in gross amount fully 
depreciated assets until physically 
retired or retire in year asset 
becomes fully depreciated. 

(vi) An alternative is not to capitalize and 
depreciate hire purchase contracts, 
reporting only leasehold expense. 

(i) 
(ii) 

(iii) 
(iv) 

Carry at equity or at, cost. 

Carr-.)' at market, or 
At cost or market, whichever is lower, 
or 
At cost, or 
Cost lees a~.y permanent impairment. 

Alternative is tc discount long-t~rm 
rece.i rables having only nomir,a] OY 

no interef.t. terms. 



(d) Purchased goodwill 

(e) Patents, trade~nrks and similar 

(f) Deferred charges (desc:ibe) 

Current asset:: 

l. Cash on hand and in banks and short-term deposits 

c:.. Marketable securities (other than investments) 

3. Receivables 

(a) Accounts and notes - Tra<le 
(b) Directors and officers 
(c) Intercompany a/ 
(d) Other -

4. Inventories 

5. Prepaid expenses (describe) 

Relevant inter
national 

pronouncements 

IASC - ED 5 

IASC - ED 5 

IASC - ED 5 

(EC4 - 8 
(~4 - 9 

IASC - ED 5 

JASC - ED 5 

IASC - ED 5 

IASC - IAS 2 

IASC - ED 5 

(1) 
(ii) 

(iii) 

Some alternative accounting principles 

Mandatory, systematic amortization, or 
Red1lce only on basis of observec loss 
of value, or 
Write off to surplus in year of 
acquisition. 

(i) carry at market, or 
(ii) At cost or market, whichever is lower, 

or 
{111) At cost, or 
(iv) Cost less any permanent 1.·npairment in 

value; 
(v} If carried at cost market, value is 

or is not disclosed. 

( i) Write off specific uncollectible 
accounts, or 

{ii) Provide an allo~.nce as a percentage 
of all doubtful accounts, or 

(iii) V.a.intain a percentage of the 
receivable balance. 

( i) Carry at the lower of cost and net 
realizable value or at cost. (Some 
wining companies carry inventories 
at net realizable value.) 

(ii) Include an appropriate portion of 
overhead in cost or carry only 
direct cost::;. 

{iii) Determine the cost of items by the 
FIFO, average cost or LIFO xnethod. 
If LIFO, disclose current cost or not. 

(iv) Unsystematic (income levelling). 



I 
I-' 
V, 
I 

, 
-'-• 

2. 

1. 

Leng-term liab~lities 

Loans ( other tha:.. in t.ercornpa.ny) 
(indicate matur~ty dates and ar.iounts)) 

In,:ercor.-.pany loans~/ j 
Pensions (private plans) 

c·urrent liabilities 

Bank loans and overdrafts 

2. Current pC1rtio11s of long-term liabilities 

,. Payables 

(c) Accounts and notes - Trade 
(b) Directors and officers 
(c) Intercompa.ny ~/ 
(l) Truces on income 
(e) Dividends 
(f) Other accounts pa:yable and al:!crued expenses 

Other liabilities and provisions 

l. Deferred taxes 

2. Deferre~ income 

3. Prov-isions for- warranties 

Relevant inter-
national 

pronouncements 

(EC4 - 8 
(EC4 - 9 

Some alternative accounting principles 

Alternative is to discount long-term 
IASC - ED 5 debt having only nominal or no-interest 

tenns. 

(EC4 - 8 
(EC4 - 9 

IASC - ED 5 

IASC - ED 5 

T.ASC - ED 5 

(EC4 - 8 
(EC4 - 9 

IASC - ED 5 

IASC - ED 5 

IASC - ED 5 

(i) Accrue an estimated pension for each 
individual employee for every hour 
worked, or 

(ii) Accrue for vested rights only, or 
(iii) Account on •a "pay as you go" basis. 

(i) Comprehensive or 
liability method 
deferred method 

(ii) Partial, sa:y five-year estimated 
tum-around, or 

(iii) Pa:y as you go. 

Income not deferred even -when 
(i) Collection for sale is in doubt, 

or 
(ii) Sale recorded notwithstanding 

substantial unperformed work 
or service. 



I .... 
0\ 
I 

4. Potential losses on firm sales or purchase 
contracts 

5. Other provisions (describe) 

Shareholders' equj t~: 
L Amount a:1d de,;cription of '!a,:::h class of share 

capital and ~ovements for the perioi. 

2. Amonnt and moven:entic: for the period: 

' -'-. 

2. 

(a) Capital ;)aid-in ln e>..cess o:' par 
(b) Revaluation surplus 
(c) Reserves 
(d) Retained earnings 

Balance sheet foot-notes 

Restrictions on 

(a) Cash 
(t) Title ,c assets or liens 

Lease co=itroents cua!.tifie:i 
(describe leasehoid) 

3. Contingent '1Ssets an,~ liabilities 
(quantified if po~sibJe) 

4. Contre.cts for future c1Jpi tal ex;:,enii ',•1re 
(omit small amounts which can be :net 
with CUl'rent working capital) 

5, lfiaterial events that have occurred after 
the halar.~c sheeL datt> 
(quantified if possible) 

6. Pensions e9.rned but not provided for 

Revenue 

l. Sales or ::ither operating revenuP 

Relevant inter
national 

pronouncements 

IASC - ED 5 

IASC - ED-5 

IASC - ED 5 

:T.ASC - ED 5 

IASC - ED 5 

(EC4 - 20 
(EC4 - 21 

IAS'.: - ED 5 

Some alternative accounting principles 

Alternative is to use equity accounts 
to transfer income between periods, 
often to absorb charees which would 
otherwise be against income of 
current or future years. 

See comments under ''Deferred income" 
ab0ve. 



2. Interest and investment income 

3. Equity in income of associated companies 

Costs and expenses 

1. Cost of goods sold 

2, Other operating expenses 

;. Sellirtg, general and administrative 
expenses 

4. Depreciation 

~ 5. Interest expense 

t 6. Significant intercompany transaction;=/ 

7. Taxes on income 

8. Unusual charges r.:id credits 

Net income 

Income stat.,_ment t'cot-notes 

1, Classify the total of: 

•'!ost of goods sold, other operating 
expenses, selltng, general and 
administrative expenses as: 

Relevant inter
national 

pronouncement~ 

IASC - ED 5 

IASC - ED 5 
IASC - ED 4 

IASC - ED 5 

IASC - ED 5 

IASC - ED 5 

IASC - ED 5 

IASC - ED 5 

( ( i) 
( (ii) 
{(iii) 
( ( iv i 

Some alternative accounting principles 

Alternative is to carY;{ such investment 
at cost and report as income only 
dividends received (see comments under 
"Associated companies" in the balance 
sheet). 

See comments under "Invent;ories". 

Straight-line over useful life; 
Accelerated; 
Unit of production; 
Unsystematic (income leveling). 

Intercompar..y revenue, costs and 
expenses may be reported in other 
captions and may or may not be 
qualified in the foot-notes. 

See comments under "Deferred tuxes" 
above. 

Alternative is to enter such charges 
directly into shareholders equity 
accounts. 

.;u-, alternative reporting practice is to 
om.i.t certair, costs and expenses J:'rom 
income statement while the same amount 
of r1et income is reported. 



(a) 
(. ' '() J 

Ma.te:rials and servicer; p~chnsed 
Wages and salaries pald 

Disclose: 

2. Research and development 

Amount cafitalized and amount expensed 
directly during t.he period 

3. Pendon expense 

See comments under "Pensions" in the 
balance sheet 

4. Leasehold expense and cormnitment 

See comments under "Property, plant and 
equipment" 

5. See comments under "Significant intercompaey 
transactions" above, e.g. disclose significant 
interccmpany dividends, sales, purchases, 
interest, royalties, licence fees, rentals for 
use of tangible property, research and development, 
:management services and other allocated expenses, 

STATEMENT OF SOURCES AND USES OF nmDS 

A statement of sources and uses of funds 
m,q account for either the change between periods 
in workir.g capital or cash and temporary cash 
investments, provided tl1e change reported is 
determinable from the face of the balance sheet. 

ibe statement~ begin with net income shown in 
the incane statement and add and deduct items not 
requiring working capital or cash. Or the 
statement ml!q omit non-cash items by beginning 
with revenue and arriving at the working capital 
provided by operations. 

In addition to showing working capital or cash 
provided from operations the statement should disclose 
all other financing and investing acti.vities for the 
year, such as: 

Relevnnt lnter
na~icr.al 

2::0 nouncerrc r; t 3 

OECD - GL 

!ASC - ED 7 
OECD - GL 

!ASC - ED 7 

Some alternative accounting principles 



(a) Proceeds from sale of long-term assets 
(b) Outlays for purchase of long-term assets 
( c ) Cash dividends and non-casi.1 dividends, 

including dividends by subsidiaries to 
minority interests 

(d) Issue, redemption, and repayment of 
long-tenn debt, reclassification of 
short-term portion of long-term debt, 
and conversion of long-term debt to 
common or ordinary shares 

(e) Issue of shares for cash or other assets 
and redemption er purchase cf shares 
for cash or other assets 

(f) Conversion of preferred shares to collUllon 
or ordinary shares 

As a subtotal it is iesiratle that the 
sta.t<".ment show the funds proYided from or used 
in operations. 

Relevant inter
national 

pronouncements 

B. · Disclosure of a·ccounting :policies 

The nctes to the financial statements should 
disclose all 3ignificant accounting policies 
which have been used, including over-all 
valuation policies (e.g. historical cost, 
general pm·c"-.asing power, replacement value). 

A transnational corporation should describe 
at length its policies relative to 
intercompany tr:inractions and segments.tion of 
.;onsolidated information, for exat.'1)le: 

1. Consolidation policy: 

(a) Basis for inclusion and exclusion 
of subsidiaries in consolidation 

(b) Basis for ca:rying associated canpanies 
(c) Basis for elimination of interccmpany 

profits 
(d) Method cf +.ranslatlng foreign accou.~t~ 

2. Method of determining transfer prices of 
products or parts 

(IASC - IAS l 
(OECD - GL 

( EC7 
(IASC - IAS 1 
(OECD - GL 

IASC - I.AS 3 

IASC - IAS 3 

LA.SC - IAS l 

OECD - GL 

Some alternative accounting principles 



I 
I\) 
0 
I 

'), Basis for determining intercor::rp:u,y ·.:harges !'or: 

( a J Inte:.-e rt 
(b) Royal:ies 
(c) Licence fee~ 
( d) Rental for use ,-,!' tangible property 
( e) ether intangibles 

4. :t.ethod of allocating expenses r.nong mer.ibers for: 

(a) Research and development 
(b) Advertising 
(c) Management services 
(d) Other allocated expenses 

5. Basis for the selection of geographical areas 
reported separately 

6. Basis for segmentation by industries or types 
of products or services reported separately 

~('.:.t::vnr.~. inter
nat.:.cnal 

pranouncemc!lts Some alternative accounting prlnciples 

C. Financial information on merr.bers of a transnational corporation group 

1. List of significant subsidiaries and percentage 
ownership (by geographical area of operation), 
justi:f"J exclusion of any such subsidiaries from 
consolidation. Carry excluded subsidiaries at 
equity or disclose equity in the foot-notes. 

2. List of associated companies and nature of 
relationship with parent company (by geographical 
area of operation). Justify carrying such 
investments at other than equity and disclose 
equity in the foot-note$, 

3. Disclosure of identity of parent compaey in 
reports of subsidiaries. 

4. Disclosure of information on the following 
(eliminated in consolidated statements) 

(a) Intercompany sales 
(b) Intercompany charges for interest, royalties, 

licence fees, rental for use of tangible 
property and other intangibles 

(IASC - IAS 3 
(OECD - GL 

(IASC - IAS 3 
(OECD - GL 



lo .... 
• 

( c} Intercanpan;y charges for research and 
development, advertising, management 
services and other allocated expenses 

(d) Net increase (decrease) in intercompan;y 
investments 

( e) Net increase (decrease) in intercompan;y 
loans 

Relevant inter
national 

pronouncements Some alternative accounting prinaiples 

D. Reporting on segments o:f a transnational corporation 

Segmentation by geographical areas 

1. Assets or net assets 

2. Revenue 

:;. Earnings (results of' operations) 

IASC - IAS 3 

(IASC - IAS 3 
(OECD - GL 

OECD - GL 

(i) Report segment assets according to the 
risk o:f operating in foreign countries; 
the location o:f the subsidiary is not 
taken without a.nalysis and 
reclassification of its assets, such as 
bank accounts, accounts receivable 
inventory at still another geographical 

(ii) 
area, or 
Report on the basis o:f the books o:f the 
subsidiary without regard to 
reclassification, on the basis that the 
books hold appropriate assets :for the 
measurement o:f return on investment. 
Note: net assets are of'ten not 
disclosed because o:f the difficulty of 
tracing borrowed :funds to countries 
where they are employed. 

( i} Attribute revenue to the geographical 
area of the last significant value 
added, or 

(ii) Classify revenue according to the 
geographical area of the customer (see 
also under 3 below). 

'( i) Attribute revenue to the geographical 
area of the last significant value 
added (a general interest concept -
transfers at cost), or 

(ii} Employ transfer pricing showing revenue 
separately as to sales to unaffiliated 
customers and interregional sales 
within the corporation. 



I 
I\) 
I\) 
I 

4. As to each balance sheet and income 
statement caption, disclose any 
exposure to exceptional risks 

5. Describe principal activities in each 
area 

6. New capital investment 

Segmentation by industries 

1. Identifiable assets by industries 

2. Disclose other assets to reconcile to 
total assets shown in the balance sheet 

3. Revenue by industries and show 
intersegment sales separately 

4. One or more of (by industries) 

(a) Profit contribution 
(b) Operating profit 
(c) Profit before taxes 
(d) Net profit 

5. New capital investment 

Relevant inter
national 

pronouncements 

IASC - IAS 3 

OECD - GL 

OECD - GL 

OECD - GL 

OECD - GL 

E. Some items in non-financial reporting 

1. Dnployi;:ient report (total and by 
geog1·aphical areas reported) 

(a) Number employed at year end 
(b) Number of expatriates employed at 

year end 
{ c) Number of women employed at yea.I end 

(d) 

(For (a}, (b} and (c) above alG~ 
report, if possible, change in 
number employed during year) 

Number employed at ye~~ r~d by 
function: · 

Production 
Other 

OECD - GrJ!} 

Some alternative accounting principles 



(e) Average hours worked per week per employee 
(f) Employee costs 

(i) 
(ii) 

(iii) 

Total wages and salaries 
Total cost of fringe benefits 
( list benefits) 
Cost of training schemes 

(g) Description of pension plan 

Relevant inter
national 

pronouncements Some alternative accounting principles 

2. Report on pollution-control measures 

(a) Capital and other non-recurrent costs 
(b) Current expenses 
(c) Description of achievements 

------- ----
1 ~/ Not applicable to consolidated financial statements. 
I\) 'f "'E../ OECD guidelines call for average number.employed during reporting period. 

Key: IASC - ED (number) 

IASC - IAS (number) 

OECD - GL 

EC 4 (number) 

EC 7 

International Accounting Standards Committee, Exposure Drafts 

International Accounting Standards Committee 
International Accounting Standards 

Organl7..ation for Economic Co-operation and Development, Guidelines for Multinational Enterp_rises 

Commission of the European Communities, Proposal for a Fourth Councii Directive (numbers refer 
to articles) 

Commission of the European Communities, Proposal for a Seventh Council Directive 



2. INTERNATIONAL STANDARDS OF ACCOUNTING AND REPORTING* 

INTRODUCTION 

1. Traditionally corporate annual reports are primarily oriented to the 
information needs of the corporation's shareholders and creditors. The original 
purpose of the laws requiring annual public reporting by corporate entities was 
explicitly to enable shareholders and creditors to appraise the conduct of the 
corporation's affairs. As corporations have grown and their importance has 
extended beyond national boundaries, their 1ctivities have attracted the keen 
interest of a widening circle of individuals and groups-not confined to the 
original users of corporate reports. To meet some of the information needs of 
these groups, Governments of several countries have broadened reporting 
requirements to provide for additional information. A number of national 
accountancy bodies, for their part, have intensified their efforts to formulate 
and gain general acceptance for certain basic accounting and reporting standards. 
In addition, some transnational corporations, recognizing the importance of greater 
openness in the reporting of their activities, have voluntarily enlarged the 
scope of their annual reports. 

2. Despite these efforts, however, corporate reports continue to vary 
considerably with respect to the quantity of information disclosed and the 
accounting policies and practices observed in their preparation. Differences 
in the reports of corporations established in different countries are particularly 
marked, but the content and presentation of reports issued in the same country 
also vary significantly. 

3. Noting the need for improved corporate reporting, the Group of Eminent Persons 
appointed to study the impact of these corporations advocated the formulation of an 
international, comparable system of standardized accounting and reporting. 1/ In 
order to prepare for such a system, the reasons for the existing diversity of 
practices need to be carefully examined. While differences in national laws and 
generally accepted accounting standards are important factors, diversity also 
results from the fact that corporations need to use various accounting policies 
in order to convey a "true and fair" picture of their financial position and 
performance. A standardized system does not therefore necessarily imply rigid 
uniformity in all accounting policies for corporations in differing and changing 
circumstances. 

4. The approach of the International Accounting Standards Committee (IASC), to 
the formulation of standards indeed focused on the essentials so that the 
standards adopted would not be so complex as to be inapplicable on a world-wide 
scale. y The Committee emphasized, furthermore, that the international accounting 
standards promulgated by it were not intended to override local regulations or 

* Originally issued as document E/C.10/AC.l/3, dated 30 July 1976. 

y The Im act of Multinational Co orations on Develo ment and on International 
Relations United Nations publication, Sales No. E.7 .II.A.5 , P• 95. 

2/ IASC, The Work and Purpose of the International Accounting Standards 
Connnittee, London, 1975. 
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accepted accounting standards. It recommended, however, that where national 
standards and practices differed significantly trom the Committee's international 
standards, the fact should be disclosed in financial statements and auditors' 
reports and, if possible, a reconciliation ot differences in results sboula be 
presented. The Group of Eminent Persons in the report referred to earlier JI also 
envisaged that the proposed international standard would coexist with rather than 
replace existing national standards in the foreseeable tuture, but that it would 
call for additional data to be included in the reports of transnational 
corporations. 

5. The present paper is designed mainly to provide background information 
relative to the topics to be discussed by the Group of Experts on International 
Standards of Accounting and Reporting. Section I describes current practices 
in the issuance of general purpose financial statements and evaluates these 
practices on the basis of the accounting principles and reporting practices of 
companies in 46 countries. The survey is presented in tabular form in annex I. 
Section I also refers to numerous special purpose reports, some of which are 
illustrated in annexes II to IV. Ongoing ettorts to achieve standardizatian ot 
or better disclosure in general purpose financial statements at the national, 
regional and international levels are described in section II and annexes V to IX. 
These surveys inevitably concentrate on general purpose financial statements and 
little mention is made of non-financial items, which have been largely neglected, 
both in existing corporate reports and in efforts tor their improvement. 

]/ The Impact of Multinational Corporations on Development and on 
International Relations, op. cit., P• 95. 
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I. ACCOUNTING AND REPORTING PRACTICES 

A. General purpose financial statements 

6. The accounting principles and reporting practices applied in the preparation 
of general purpose financial statements have developed over the years in response 
to national environments, and there are now significant differences between 
countries and companies with respect to the principles and practices observed. 
These differences are clearly shown in a survey of the practices of companies in 
46 countries. 4/ It should be noted, however, tnat the survey covers all 
corporations, not only transnationals, and the differences it reveals may be 
somewhat exaggerated for the latter. The survey is presented in annex I in 
condensed form and with the .items regrouped, so as to be appropriate for a review 
of current practices relative to a transnational corporation. In the following 
pages some comments are presented on certain of the practices surveyed. These 
comments are based both on the survey and on experience in scrutinizing reports of 
transnational corporations. 

l. Consolidation 

7. Principles and practices with respect to consolidation and the presentation 
of consolidated financial statements vary widely, as shown in table l. In 9 of the 
13 developed countries where most transnational corporations are domiciled, the 
presentation of consolidated statements is either mandatory or the practice of the 
majority of companies. In the other countries, only a relatively few companies 
prepare consolidated statements. 

8. There are no generally accepted criteria for determining which subsidiaries 
are to be included in consolidated statements. 2f While wholly-owned domestic 
subsidiaries are generally included, practices vary with respect to the inclusion 
of foreign wholly-owned and majority-owned subsidiaries. In a few countries the 
consolidation of majority-owned subsidiaries is mandatory, in some others it is 
either not permitted or not done by most companies. Minority.-owned companies are 
generally not included in consolidated statements, even if the parent company has 
effective control. 

9. In most countries where companies prepare consolidated statements, the 
presentation of these consolidated statements to parent company shareholders must 
be accompanied by parent company financial statements. This is not the case in 
the United States and Canada where most companies now prepare only consolidated 
statements. 

4/ A Survey in 46 Countries: Accounting Principles and Reportin6 Practices, 
Price Waterhouse International, 1975. 

5/ Criteria have, however, been set forth in the recently released 
·IASC: - IAS 3, effective 1 January 1977. 
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Table 1. Selected developed countries: Policies and practices relating to consolidation 

Conditions-for inclusion in Presentation of Investment in unconsolidated Translation of foreign currency 
consolidated reports consolidated subsidiaries and associated financial. statements 
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Australia ••••••• MA R R NP R Ja MA MA MI Ja 

Belg1U111 ••••••••• 1' • 1' liP • • • ll • • 
I Canada •••••••••• R R 1' MA Ja R BP Ja MA MI 
I\) 

MA • 1'P B Ja MI Ja • MA -/I France •••••••••• B 
I 

Ge~, Feel. 
Republic ot •• MI BP B 11P B 11P If MI MI B 

Italy••••••••••• MI MI B 11P Ja MI MI MI MI MI 

Japan ••••••••••• R R 11P 11P MI Ja Ja Ja MI MA 

lfetherlands ••••• MA MA B 11P MA H Ja Ja Ja MA 

RorwS¥•••••••••• MA MI N N B B MA B N MA 

Sweden •••••••••• MA MI If MI H N MA MI H H 

Switzerland ••••• MA MA If NP H NP MI MI MI MA 

United Kingdom •• R NP NP NP R MI MI MI MI MA 

United States ••• MA R NP MA N k NP MA MI NP 

Source: Centre on Transnational Corporations, based on A Surv!,l in 46 Countries: Accountins; Princi~les and ReJ:!2rtiy 
'Practices, Price Waterhouse International, 1975. 

Key: R Required by law or otherwise mandatory MI Practice of minority of companies 
MA Practice of majority of companies N Not found in practice or not applicable 
H Practice of about half of companies NP Not permitted 



2. Equity accounting 

10. Subsidiaries which do not qualify for consolidation, and asso~iated companies 
{i.e. companies-which are 20 to under 50 per cent-owned), are included in 
consolidated statements either at cost (that is at the original amount invested 
regardless of any subsequent reinvestment of earnings, with only dividends being 
reported) or by the equity method. Under the latter, the equity in the subsidiary 
company's financial position is reported in the consolidated balance-sheet and 
equity in net income is reported in the consolidated income statement. The equity 
method reflects more fully the contribution of unconsolidated subsidiaries and 
associated companies to the enterprise group as a whole. Except in several 
developed countries, where equity accounting is now mandatory, few companies use 
the equity basis and there is no uniformity in the practice of companies 
established in the same country. 2f 

3. Foreign currency translation 

11. For the purpose of preparing consolidated statements, the financial statements 
of foreign subsidiaries expressed in terms of the various host countries' 
currencies need to be translated into the currency of the parent company. At a 
time when exchange rates are subject to substantial fluctuations, the method of 
translation can significantly affect the results. The simplest method, which is 
still widely used by companies in western Europe, is the application of the closing 
rate to all items in the subsidiaries' financial statements. More sophisticated 
methods involve the use of different rates for the translation of different items. 
'!he majority of companies in the United States, for instance, distinguish between 
non-monetary assets, and monetary assets and liabilities, and apply the closing 
rate to the latter and the rate prevailing at the time of acquisition to the former. 
An alternative method, which is used by a majority of companies in Canada, is to 
apply the closing rate to current assets and liabilities and the historic rate to 
long-term assets and liabilities. 

4. Inflation accounting 

12. In an inflationary period, the basic accounting principle of recording all 
assets, liabilities and transactions at historical cost distorts the relationship 
between various items in the financial statements to a varying degree depending upon 
the nrevailing rates of inflation. In the case of transnational corporations, 
such-distortions are often very significant because of differing rates of inflation 
in the host countries of foreign subsidiaries. Most companies retain historical 
cost data in their nrimary financial statements, but a few supplement the basic 
statements with statements showing data adjusted for changes in the general price 
level or giving information on the replacement cost of assets. 

13. There is no generally accepted practice with respP.ct to accounting for the 
effects of inflation. In this connexion, the recently issued regulation of the 
United States Securities and Exchange Commission requiring corporations to present 
supplementary information on the replacement cost of inventories, property and 
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plant and equipment is noteworthy. Current purchasing power adjustments are 
found in many of the government statistics issued, but rarely in corporate reports. 

5. Inventory carqi:ng 'ba~i~ 

14. Price fluctuations and inflationary price increases affect the value of goods 
in inventories •. As shown in table 2 below, all or a majority of the companies in 
the countries surveyed carry inventories at the lower of cost or market price. 
Carrying inventories at .either cost or market price alone is in most cases not 
permitted. . Methods used for determining cost vary from company to company. The 
majority of companies use either the first-in-first-out (FIFO) or the weighted 
average method, but the last-in-first-out (LIFO) method is also used in a few cases. 
Surprisingly few countries require the disclosure of the carrying basis for 
inventories. In view of the variety of practices in this area, disclosure is in 
fact required under the first and second international accounting standards issued 
by IASC. 
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Table 2. Inventory carrying bases: selected developed countries 

Lower of Cost determined bX Carrying Undisclosed 
Country Cost Market cost or FIFO LIFO Weighted basis under-

market average disclosed valuation 
method of 

inventories 
practised 

Australia ........ N N MA MA N MI MI N 

Belgium. ... ...•...• MI N MA MA MI MI MI NP 

Canada •••••••••••• NP NP R H MI H MI NP 

France ........... MI NP MA H NP H MI NP 

Germany, Fed. 
Republic of ••••• NP UP R MI MI H R NP 

Italy" •• , •••••••••• NP NP R MI MA MI MI MA 

Japan • •..•.•...... NP NP MA MI MI MA R NP 

Netherlands ••....• NP MI MA MA MI MI H NP 

Norw-a)' • ••••••••••• NP NP R H NP H MI H 

Sweden •••••••••..• NP N MA MA MI MI MI H 

Switzerland ••••••• NP NP MI H MI MI MI MA 

United Kingdom •••• NP NP R R NP NP R NP 

United States ••••• NP NP R MA MI MI R MI 

Source: Centre on Transnational Corporations, based on A Survey in 
46 Countries: Accounting PrinciEles and Re~orting Practices, Price Waterhouse 
International, 1975. 

R 
MA 
H 
MI 
N 
NP 
FIFO 
LIFO 

Required by law or otherwise mandatory 
Practice of majority of companies surveyed 
Practice or about half of companies surveyed 
Practice of minority of companies surveyed 
Not found in practice or not applicable 
Not permitted 
First-in-first-out 
Last-in-first-out 
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6. Income levelling 

15. A large number of companies in some developed countries use reserves to level 
income reported by periods. While prudence is considered a virtue, there can be 
no short-run comparison of the results of companies in the United States, for 
example, ~here contingencies are not provided for and contingency reserves are not 
available to draw from, with companies in many developed countries in Europe, 
where income is levelled, often for tax purposes as well. 

7. Geographical spread 

16. Information on the geographical spread of assets, by areas, and on the 
geographical source of income is rarely adequate. Geographical information on 
source of sales is somewhat more frequently found. The adequacy of standards of 
disclosure in this connexion is dependent on standards of accounting principles 
relative to: {a) transfer pricing and royalties; (b) allocation of home country 
research and development and headquarters services and expenses; and (c) an 
allocation of income taxes relative to such items reclassified for financial 
statement purposes but not similarly treated for tax purposes. It should be noted 
that many would not allocate interest, general and administrative expenses or income 
taxes. 

8. Line of business 

17. Information on lines of business is rarely adequate. Sales by line of 
business is somewhat more frequently found. The adequacy of standards in this 
connexion is dependent on matters described above under geographical spread. In 
addition, criteria for the definition of a line of business is needed. 

9. Other matters 

18. As shown in annex I, many other matters are not treated uniformly. Although 
different accounting standards reduce the comparability of transnational corporation 
reports, the consistent use of certain standards together with the disclosure of the 
corporation's accounting policy facilitates comparisons to some extent. On the 
other hand, if certain items of information are not disclosed - though included 
in the main aggregates - there is no way of filling the gap. 

B. Translations and adjustments for transnational users 

19. Some transnational corporations, recognizing the differing requirements of 
transnational users of general purpose financial statements, have adopted various 
practices to improve the understanding of their reports. 

20. A most obvious aid for the convenience of the user is to translate the 
statements into the language familiar to him. Another aid is to translate the 
statements into the currency of the user. A further aid is to present financial 
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statements in accordance with the local accounting standards. There are a variety 
of ways in which these translations or adjustments are presented. 

21. In addition to the primary (country of domicile) statement, a few 
transnational corporations issue secondary general purpose financial statements 
(usually for users of another country) with the appropriate translations of 
language and currencies and adjustments of standards. Procedures of this kind are 
costly and usually undertaken in only one or two foreign languages. 

22. Some transnational corporations issue dual purpose (primary) financial 
statements. These are more frequently found in the English language. The primary 
financial statements in English may be expressed in, say, pounds, the currency of 
the company's country of domicile, while in the foot-notes or a prominent schedule 
attached there is a reconciliation of net income, in accordance, say, with United 
Kingdom standards and United States standards. Usually only some five or six 
reconciling items appear, all of which are shown in both pounds and dollars. This 
procedure is frequently used where the differences are few. 

23. Another variant is to present additional columns for the convenience of the 
user. Adjacent to the primary financial statements, there are columns in a foreign 
currency translated at the closing rate of exchange. Often a foot-note is attached 
to this type of statement, which may read, for example: 

"This translation should not be construed as representing that United States 
dollar /currency of country of domicile/ amounts actually repr~sent, or have 
been or-could be converted into, Deutsche Marks /currency into which statement 
is translate~/. 11 

-

24. The eeneral purpose financial statements of a foreign subsidiary issued in the 
host country may be in accordance with local standards and expressed in the currency 
of the host country. These statements are adjusted to the accounting principles of 
the parent, translated into the currency of the home country and combined with the 
statements of other subsidiaries, both foreign and domestic, in the process of 
preparing consolidated financial statements. 

25. It has been proposed that if international accounting standards are 
established and accepted, an added column should be includ~d in financial statements 
in order to present financial information in accordance with these standards. This 
could be combined with primary financial statements presenting the information in 
accordance with the accounting and reporting standards of the country of domicile 
and secondary statements presenting the information in accordance with the standards 
of a second country, both expressed in the currencies of the country of domicile 
and the second country. Column headings of such comparative financial statements 
might be as follows: 

Primary 

Accounting principles 
generally accepted 

in the United States 

1975 1976 
$ £ $ £ 

Secondary 

True and fair 
view in the 

United Kingdom 

1975 1976 
$ £ $ £ 
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International 
standards 

1975 
$ £ 

1976 
$ £ 



C. Special purpose reports 

26. The types and uses of special purpose reports have been discussed in 
document E/C.10/AC.l/2. Briefly, these reports submitted directly to Governments 
are usually kept confidential. Since they are designed to satisfy the information 
nee1s of the governmental agency to which they are submitted, their form and content 
varr from country to country. The requesting agency sets the reporting standard 
for all the corporations concerned. The kinds of information collected by 
Gov0rnments were described in document E/C.10/11/Add.l submitted to the second 
ses~ion of the Commission on Transnational Corporations. The scope and nature of 
the information which corporations have to make available on a regular basis is 
illustrated by the reports to the United States Government described in 
annexes II to IV, together with summaries of the main reporting forms. 
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II. EFFORTS TO ACHIEVE STANDARDIZATION 

27. Efforts to achieve standardization of accounting principles and methods are 
being undertaken at the national, regional and international levels. Unless 
there is some degree of co-ordination of the activities at different levels, 
there is a risk that standardization at the national level might solidify 
positions in each country and make-standardization or harmonization within a 
regional or international framework more difficult. 

A. National efforts 

28. Differences in the accounting and reporting practices applied by corporations 
domiciled in the same country result in part from the traditional reliance of 
Governments on the accounting profession for the regulation of financial accounting. 
Laws usually prescribe'the basic form and general content of the financial 
statements of public corporations, but they rarely specify the standards to be 
observed in their preparation. The main responsibility for establishing standards 
is undertaken by national accountancy bodies or special boards, such as the 
Financial Accounting Standards Board in the United States. These bodies issue 
pronouncements which may be mandatory in the sense that members of the profession 
are required to see that the pronouncements are adhered to or to disclose 
departures in connexion with the examination of financial statements. Alternately, 
they may be issued in the form of guidelines for professional accountants. As 
a rule, standards are established one by one, rather than as part of a 
comprehensive system, and do not deal with all aspects of financial accounting 
and reporting. Consequently, companies usually enjoy a large degree of freedom 
with respect to the choice of accounting policies to be used in preparing 
financial statements. 

29. In recent years, efforts to establish standards have been intensified in 
several countries. In the United States, for instance, at the end of 1975 
financial reporting was governed by 51 accounting research bulletins, 31 Accounting 
Principles Board opinions, together with several hundred related interpretations, 
12 Financial Accounting Standards Board (FASB) statements, and 187 accounting 
series releases of the Securities and Exchange Commission. The FASB, established 
in 1973, now has responsibility for establishing financial accounting standards. 
The steps leading to the issuance of a standard include the preparation and 
distribution of a discussion memorandum, followed by a public hearing and the 
preparation of an exposure draft which is issued for public comment. These 
comments are taken into account in preparing a final draft. A. statement of 
financial accounting standards is then issued. The standards-setting organizations 
in several other developed countries (e.g. Australia, Canada, the United Kingdom) 
now follow a similar pattern of issuing proposed standards (in exposure drafts) for 
comment by interested persons. Responses are then evaluated and final standards 
issued for members of the leading professional organizations. 

30. In Canada, where each of the 10 provinces bas a professional organization, 
the Canadian Institute of Chartered Accountants (CICA) is the national co-ordinator 
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for promoting uniformity of standards among the provincial institutes. Since 
1975, the recommendations of CICA have effectively been given the status nf 
statutory requirements. In Australia and the United Kingdom, the practice of 
establishing accounting standards which are binding on members of the accounting 
profession is of recent date. Until the early 1970s, the national accountancy 
bodies confined themselves to the issuance of recommendations and guidelines, 
the application of which was not mandatory. 

B. Re~ional efforts 

31. There are several regional multinational accounting organizations which meet 
periodically to discuss problems common to their membership. One such group, the 
Accountants International Study Group (AISG), publishes studies comparing 
practices in Canada, the United Kingdom and the United States. Other regional 
organizations are the Confederation of Asian and Pacific Accountants (CAPA), the 
Inter-American Accounting Association (IAA) (representing members from the 
western hemisphere), and the Union Europeenne des Experts Comptables Economiques et 
Financiers (UEC). 

32. A serious attempt at harmonizing accounting practices is being made in the 
European Communities (EC). Common market membership carries witQ it a commitment 
to harmonize local laws in accordance with decisions of the EC governing bodies. 
The Commission of the European Communities has submitted to the Council of the 
European Communities several proposed directives and has for several years been 
working within the membership to develop standards that will be acceptable to the 
member countries. 

33. The proposed Fourth Directive would standardize the annual accounts of limited 
companies. It encompasses the accounts, disclosure standards, and the form and 
scope of the auditor's report. The proposed Seventh Directive deals with the 
concept and mechanics of consolidations, a subject which deserves early, separate 
attention. So far these directives have not been issued by the Council and are not 
binding on member countries. 

34. Guidelines for Multinational Enterprises, issued by the Organization for 
Economic Co-operation and Development (OECD), contains a section on Disclosure of 
information. The entire text of this section is reproduced in annex V. 

35. The formation of more so-called economic communities is bound to result in 
an increase·in the number of regional accounting organizations, or an increase 
in the extent to which accountants in such regions work together within a 
broader organization. 

C. International efforts 

36. Current efforts to formulate and promote the adoption of a set of basic 
international standards to be observed in the presentation of audited accounts 
and financial statements could make an important contribution towards improved 
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financial reporting by transnational corporations. If these efforts were to 
succeed in establishing an international accounting framework, the comparability 
of corporate financial statements would be greatly enhanced. Efforts of this 
kind are being undertaken by I.ASC, established in 1973 by the major accountancy 
bodies of nine countries. A list of the members and associate members as of 
July 1976 is shown in annex VI. 

37. The objectives of the IASC are to formulate and publish, in the public interest, 
basic standards to be observed in the presentation of audited accounts and 
financial statements, and to promote their world-wide acceptance and observance. 
In formulating these standards the Committee takes into account existing national 
standards, in order to achieve a substantial degree of compatibility between the 
standards it issues and those already in use. 

38. The IASC decided that in order to facilitate the application of the 
international standards, it would confine them to essentials. The Committee's 
agenda in September 1975 provided for the formulation of 13 international standards 
in the years 1974 to 1977 (see annex VI). To date, seven standards have been. 
formulated, five of which have already been approved and issued. Exposure drafts 
for the other two have been issued for comment. It is noteworthy that some 
matters of particular importance to reporting by transnational corporations, notably 
the geographical breakdown of consolidated information, is not included in the 
present I.ASC agenda. 

39. The degree of authority which attaches to the promulgation of international 
accounting standards is limited. The accounting profession cannot enforce its 
decisions except on its own members. To gain acceptance for the standards, it 
has to proceed by persuasion and example. It can impose sanctions, however, on 
those of its members who fail to ensure that accounts comply with these standards 
or that departures from them are disclosed. 

40. I.ASC standardization efforts focus on corporate accounting and financial 
reporting and do not address themselves to other aspects of corporate reporting. 
Nor do they deal. specifically with special purpose reporting of financial 
information, chiefly of interest to particular users of transnational corporation 
reports. Hence, even if IASC efforts achieve all their present objectives, many 
of the issues raised by the reporting practices of transnational corporations will 
not have been dealt with. 

41. One of the proposals made which could lead to intensified efforts to establish 
world accounting standards and to a greater degree of acceptance by the profession 
is the formation of an International Federation of Accountants (IFAC) and a 
permanent secretariat. The proposed objectives of IFAC are to establish uniform 
world standards for euditing, professional ethics, and professional education and 
training. This proposal will be considered by some 100 professional accounting 
bodies from 71 countries at the Eleventh International Congress of Accountants to 
be held in October 1977. 

42. The Group of Experts on International Standards of Accounting and Reporting 
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will undoubtedly wish to take account of existing practices and efforts in its 
work. At the same time, it is also clear that the Group will have to consider 
a broad range of issues not so far adequately dealt with elsewhere. Thus, it 
will be concerned not only with shareholders and creditors but with the public 
interest in general. It will not be confined to the task of setting accounting 
standards but will also seek to clarify what is to be disclosed. It will not 
restrict its field to the improvement of financial statements but will also concern 
itself with non-financial reporting. These difficult and complex tasks will demand 
not only drawing upon existing efforts but the breaking of new ground. 
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Annex I 

SURVEY OF ACCOUNTING AND REPORTING STANDARDS a/ 

The Survey shows, for selected standards, the existing (1974) corporate 
reporting practices in 46 countries and the current efforts by the International 
Accounting Standards Committee and the Organisation for Economic Co-operation and 
Development in the formulation of international standards. 

Contents 

I. BASIC STANDARDS 

A. Objectives of financial statements 

B. Fundamental accounting concepts 

C. Accounting principles 
(primarily applicable to consolidated financial statements 
of an enterprise as a whole) 

D. Reporting standards 
{basic standards) 

E. Disclosure of accounting policies 
All ccrr.panies 
Consolidated financial statements of a transnational 
corporation 

II. SUPPORT-IVE ACCOUNTING PRINCIPLES AND REPORTING PRACTICES 

A. 

B. 

Accounting principles 
All companies 
Consolidated financial statements of a transnational 
corporation 

Disclosures 
All companies 
Balance-sheet 
Income statement 
Other 

Number of 
items 

(11) 

(7) 

(6) 

(19) 
( 3) 

(17) 
(7) 

(15) 
(8) 
(8) 

a/ Centre on Transnational Corporations, based on A Survey in 46 Countries: 
Accounting Principles and Reporting Practices, Price Waterhouse International, 1975. 
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Key to tables 

Column l 

The first number for each entry under Practice Survey corresponds to the 
number of the principle or practice in A Survey in 46 Countries: Accounting 
Principles and Reporting Practices. Below this, the first set of coupled numbers 
indicates first the number of countries wnere the practice is required or is 
applied by the majority of issuers of financial statements and second the number 
of countries surveyed. 

The second set of coupled numbers gives the same information for the 
19 developed countries included in the Survey in 46 Countries. The Survey reflects 
practices in 1974. 

Column 2 

IASC: International Accounting Standards Committee 

IAS (number): international accounting standard issued by IASC 

ED (number) : exposure draft of IASC. The number or numbers shown below 
IAS and ED indicate the paragraphs of the IAS or ED referred to. 

Column 3 

OECD-GL: Organization for Economic Co-operation and Development: 
Guidelines for Multinational Enterprises. The number shown in the column refers 
to the relevant item listed in 0ECD-GL under the heading "Disclosure of information". 
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I. BASIC STANDARDS 

A. Ob,jectives of' financial statements ~ 

1. Description of objectives. 

2. Definitions of: 

(a) Assets to be included in f'inancial stateruents; 

(b) Contingent assets to be disclosed in foot-notes; 

(c) Expenses of the period; 

(d) Liabilities to be included in financial statements; 

(e) Contingent liabilities to be disclosed in foot-notes; 

(f) Revenues earned in the period. 

~ No authoritative pronouncement has been made by any national organization 
of professional accountants although several have been actively studying the 
matter. Many accountants believe that the general acceptance of a description of 
the objectives of f'inancial statements will have a considerable effect on a few 
fundamental concepts, and little effect on most of the more numerous accounting 
principles and reporting practices. Most accountants agree that the absence of an 
accepted description of objectives is a void that should be filled as soon as 
possible. 
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B. Fundamental accounting concepts 

1. Departures from the following fundamental 
accounting assumptions are disclosed: 

(a) Going concern 

(b) Consistency 

(c) Accrual 

(d) Prudence 
(however, creation of secret or hidden 
reserves is not justified) 

2. Income smoothing (considered undesirable in 
most countries, but frequently found in 
12 of 24 countries separately surveyed)~ 

General provisions (and subsequent 
reversals) are used to shift income 
between periods, for example: 

(a} Unwarranted general provisions for 
doubtful accounts receivable 

(b} Special inventory write-downs 

(c} Additional depreciation for certain 
categories of fixed assets and 
replacement reserves in addition to 
normal depreciation 

(d) Overprovision for contingencies 

3. Historical cost 
While not universally applied, departures 
are disclosed as a reporting standard. 

4. Accounting for the effects of inflation 
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Practice 
survey 

No. 7 

38/46 
14/19D 

38/46 
14/19D 

38/46 
14/19D 

38/46 
14/19D 

No. 9 
37/46 
12/19D 

Various 
and none. 
Nos.10-16 

IASC 

IAS 1 

7(a), 16 

7(b), 16 

7(c), 16 

9(a), 17 

Agenda 

IAS 1, 13 
(Also 
implied 
in IAS 2, 
1 and 2) 

ED 5 

OECD-GL 

A single 
method not 
selected 



5. Equity accounting for significant 
inves¼ments in associated companies 

6. Line of business reporting: 

(a) Sales 

(b) Profits 

(c) New capital 

1. Social performance 

(a) Profit 

(b) Wages and salaries 

(c) Training (wages and expenses) 

( d) Number of employees 

( e) Pensions 

Practice 
survey 

No. 105 
9/46 
5/19D 

No. 255 
8/38 
4/19D 

No. 256 
o/46 
0/19D 

Not surveyed. 
Infrequently 
found. 

Not surveyed 
as such 

Not surveyed 

Not surveyed 

Not surveyed 

(Nos. 166-175 
( 

IASC 

IAS 3 

Agenda 

Agenda 

( f) Service and severance indemnities (Various principles 

(g) Contributions 

(h) Investment grants 

(i) Fixed assets or portions purchased, 
modified, dismantled or abandoned 
for: 

Pollution control 
Safety and health 
Beautification 

Not surveyed 

No. 58 
7/16 
5/13D 

Not surveyed 

(j) Increased processing costs incurred for: Not surveyed 

Pollution control 
Safety and health 
Beautification 
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(k) Disclosures in the form of descriptive 
prose and opinion regarding efforts to 
improve the "quality of life". 

8. A statement of the source and use of funds 
by an enterprise as a whole is a basic 
financial statement. 

The following concepts apply primarily to the 
home country consolidated financial statements 
of a transnational corporation. 

9. Geographical reporting: 

(a) Assets 

(b) Sales 

(c) Profit 

(d} New capital 

(e) Average number of employees 

(f) Describe principal activities 

(g) Line of business reporting 

10. Consolidation, including foreign 
subsidiaries 
(Elimination of the effect on 
consolidated income of inter
company transactions assumed) 

11. Translation of foreien accounts 

Practice 
survey IASC 0ECD-GL 

Not surveyed. 
Infrequently 
found. 

No. 205 ED 7 (v) 
9/46 
4/19D 

Not surveyed IAS 3, £1 

Various 
principles 

Infrequently 
found 

(See 6 
above) 

Nos. 210-211 
24/46 
9/19D 
Various 
principles 
Nos. 207-232 

Various 
principles 
Nos. 233-238 

47(e) 

IAS 3 

(iii) 

(iii) 

(iv) 

(vi) 

(ii) 

(see 6 
above) 

(describes 
many 
related 
accounting 
principles) 

Agenda 

-----------------------------------------
(Note and foot-notes· on following page) 
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(Note and foot-notes to table) 

Note: Studies of items 4. Accounting for the effects of inflation; 6. Line-of
busin;;;-reporting (segment of a business); 7. Social performance; 9. Geographical. 
reporting; and ll. Translation of foreign accounts are not likely to lead to 
general acceptance of a standard supported by definitive accounting principles or 
reporting requirements in the near future. Further comments are made elsewhere on 
each of these items. 

a/ Guide for the Reader of Foreign Financial Statements, George C. Watt, 
editor, Price Waterhouse and Co., USA, 1975. 

"E_/ For the enterprise as a whole. 

c/ Groups of countries or individual countries as appropriate, considering, 
among-other things, the effects on competitiveness. 
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C. Accounting principles 

The following investments are carried 
on an equity basis: 

1. 50 per cent owned companies 

2. Joint ventures 

3. Less than 50 per cent owned companies 
significantly influenced 

4. When an investment is accounted for on 
the equity basis, practices similar to 
those in consolidation are followed. 

5. Goodwill arising on acquisition of a 
subsidiary or a business is amortized 
against earnings over the period 
estimated to be benefited (usually not 
to exceed 40 years). 

6. Business combination - Description of a 
pooling of interests or merger. 
If a business combination is effected 
by an exchange of shares, it is 
accounted for as a pooling of interests 
(merger) provided the substance of the 
main business of the constituent 
companies continues, and the combination 
results from an offer to equity voting 
shareholders, and the offer is accepted 
by not less than 90 per cent of the 
total equity voting capital of the 
company or companies receiving the 
offer (no size test). 
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Practice 
survey 

No. 103 
10/46 
5/19D 
No •. 104 
9/46 
5/19D 

No. 105 
9/46 
5/19n 
No. 106 
17/46 
8/19D 
No. 221 
9/46 
5/19D 

No. 239 
8/38 
6/19D 

IASC 0ECD-GL 

IAS 3 
4, 40 

IAS 3 
4, 4o 

IAS 3 
4, 40 

IAS 3, 
25 



7. 

The foilowing concept applies primarily 
to the home country consolidated 
financial statements of a transnational 
corporation. 

Consolidations - Determination of the 
amount of purchased goodwill. 
The excess of the cost of acquiring a 
company over the total of the book 
amounts of the net assets acquired is 
assigned to the tangible and 
identifiable intangible assets 
(e.g. patents) and to liabilities on 
the basis of their fair values at the 
date of acquisition and any unassigned 
amount is recorded as goodwill. 

Practice 
survey 

No. 219 
17/46 
6/19D 

IASC 

IAS 3 
13 

OECD-GL 

Note: These accounting principles are mostly, but not entirely applicable 
to the consolidated financial statements of a transnational corporation. 
IAS 3 deals with many of them and further applications are vital to harmonization. 
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D. Reportin~ standards 

Practice 
survey 

1. Significant accounting policies used 
are disclosed. 

2. Comparative financial statements 
are issued. 

3, The effect of a change in accounting 
principles or methods is disclosed. 

4. Any variations {whether or not a change) 
from historical cost are disclosed. 

5. Interests of directors in contracts 
are disclosed in financial statements 
or in accompanying documents {e.g. 
directors' reports). 

The following concept applies primarily to the 
home country consolidated financial statements 
of a transnational corporation. 

6. Structure of the enterprise is dis~losed: 

{a) Name and location of parent. 

{b) Name and location of main 
subsidiaries consolidated, 
subsidiaries not consolidated, and 
associated companies. 

(c) Percentage owned, 

(d) Share capital of parent held by 
subsidiary companies. 

No. 17 
24/46 
10/19D 

No. 22 
34/46 
14/19D 

No. 18 
34/46 
12/19D 

No. 9 
37/46 
12/19D 

No. 261 
10/46 
5/19D 

Not 
surveyed 

Not 
surveyed 

No. 213 
16/27 
10/19D 

IASC OECD-GL 

IAS 1 
18 

(ix) 

IAS 1 
21 

IAS 1 
22 

IAS 1 
13 

IAS 3 (i) 

IAS 3 (i) 
47 

IAS 3 (i) 
47 

(i) 

(i) 

---------------------------------------
Note: These reporting standards are basic to disclosures at all levels of 

reporting. IAS 1 deals with many of them and further applications are vital to 
harmonization. 
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E. Disclosure of accounting policies 

(All companies) 

1. Events subsequent to the balance sheet 
date. 

2. Leases. 

3. Taxes. 

4. Long-term contracts. 

5. Inventories: 
Basis of carrying disclosed. 

Basis (FIFO, LIFO, averar.c, etc.) 
disclosed. 

6. Fixed assets. 

7, Depreciation. 

8. Research and development. 

9. PatE~ts and trademarks. 

10. Warranties. 

11. Commitments 

-48-

Practice 
survey 

No. 152 
29/46 
14/19D 

No. 53 
12/46 
5/19D 

Not 
surveyed~/ 

Not 
surveyed 

No. 77 
32/46 
ll/19D 

No. 88 
19/46 
6/19D 

No. 23 
33/46 
9/19D 

No. 64 
24/46 
ll/19D 

Not 
surveyed 

Not 
surveyed 

Not 
surveyed 

Not 
surveyed 

IAsrJ:/ OECD-G:uV 

IAS 1 
13 

IAS 1 
13 

IAS 1 
13 

IAS 1 
13 

IAS 2 
34 

ED 4 
27 

ED 4 
20 

IAS 1 
13 

IAS 1 
13 

IAS 1 
13 

IAS 1 
13 



12. Contingencies. 

13. Pension costs and retirement plans. 

14. Severance and redundancy payments. 

15. Methods of revenue recognition. 

16. Maintenance, repairs and improvements. 

17. Gains and losses on disposals of 
property. 

18. Reserve accounting (is not used). 

19. Direct charges and credits to surplus 
accounts. 

(The following disclosures are essential 
in reports of transnational corporations, 
although they were not specifically set 
out in IAS 1.) 

20. 

21. 

Method of determining transfer prices.) 

Method of determining the cost of 
items transferred. 

22. Method of determining the geographical 

(a) Spread of assets. 

(b) Source of revenue. 

(c) Source of gross profit. 

) 
) 
) 

Practice 
survey 

Not 
surveyed 

Not 
surveyed 

Not 
surveyed 

Not 
surveyed 

Not 
surveyed 

Not 
surveyed 

Not 
surveyed 

Not 
surveyed 

Not surveyed. 
Various 
principles 

Not 
surveyed 

Not 
surveyed 

(rlotes and foot-notes on following page) 
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IASC 

IAS l 
13 

IAS 1 
13 

IAS 1 
13 

IAS 1 
13 

IAS 1 
13 

IAS 1 
13 

IAS l 
13 

IAS 1 
13 

Not an 
agenda 
item 

Not an 
agenda 
item 

OECD-GL 

(viii) 
(under 
study) 



(Notes and foot-notes to table) 

Notes: The descriptions of accounting principles suggested in IAS 1 are ample 
as a guideline. While applications were not surveyed in depth, it is apparent that 
current practice does not measure up to this standard, even in developed countries. 
Substantial improvement in this area at an early date can only be expected if 
national professional organizations and regulatory agencies of governments act soon 
to require these disclosures. ·simple disclosure of the fundamental concepts and 
accounting principles and methods applied will not cause any serious problems of 
implementation for issuers of financial statements. 

Items 20 and 21 involve matters related to taxation and have been important to 
regulatory agencies of governments for many years. Only recently have they been 
recognized as important to the information reported by transnational corporations 
in reports to their shareholders and the public. Item 22, which relates to 
geographical information reported by transnational corporations, involves principles 
in items 20 and 21, but also calls for a choice between principles suited to 
management control and analysis, or principles based on risk of loss of foreign 
investments (subsidiaries and associated companies). 

a/ IAS l, paragraph 13, tabulates areas where diverse accounting policies are 
applied, possibly producing significantly different results. It is implied that 
harmonization can be expected to take time, and that immediate improvement is 
possible if the particular concepts, principles and practices applied by an issuer 
of financial statements are disclosed. IAS 1, para. 18, calls for "disclosure of 
all significant accounting policies". 

b/ Guidelines for Multinational Enterprises (OECD) calls for disclosure of 
"the accounting policies, including those on consolidation, observed ..• ". 

c/ The study referred to in foot-note a/ of section B above established that 
various accounting principles and practices-were applied with respect to this item 
and items 4 and 8 to 19. The existence of various accounting principles and 
practices reinforces the need for these areas to be categorized as requiring a 
description of the particular accounting principle applied. 
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II. SUPPORTIVE ACCOUNTING PRINCIPLES AND REPORTING PRACTICES 

A. Accounting principles 

(All companies) 

1. All known liabilities are recorded 
regardless of whether their definite 
amount is determinable. 

2. Where accounting income differs from 
taxable income, except for permanent 
differences, a provision for deferred 
taxes is recorded (comprehensive tax 
allocation). Not considered a desirable 
practice by many. 

3. Liabilities existing at the balance 
sheet date for pension rights vested 
in employees are recorded in the 
financial statements. 

4. Investments in marketable securities 
classified as current assets are carried 
at the lower of cost and market value. 

5. Investments classified as long-term 
which are carried at cost are 
written down by a provision for any 
impairment in value. 

6. Cost of inventories includes direct 
material and labour and all variable 
and fixed manufacturing overheads (may 
be based on the capacity of the 
facilities). 

7. Inventories are carried at cost or 
market whichever is lower. 

8. Charges to income are made in a 
systematic and rational manner for 
depreciation of all t~':'.'.':?S of 
depreciable assets, including non
industrial buildings (e.g. offices, 
hotels, etc.). 

-51-

Practice 
survey 

No. 113 
45/46 
18/19D 

No. 189 
8/46 
7/19D 

No. 168 
14/46 
7/19D 

No. 107 
34/46 
16/19D 

No. 110 
31/46 
14/19D 

No. 91 
34/46 
12/19D 

No. 79 
41/46 
17/19D 

No. 59 
36/46 
13/19D 

IASC 

Agenda 

IAS 2'E:J 

IAS 2 
32 

ED 4 
22 



9. 

10. 

11. 

12. 

13. 

14. 

15. 

16. 

17. 

Costs of construction of fixed assets 
include direct material and labour 
and an appropriate portion of overhead. 

Basis on which fixed assets are stated. 

Fixed assets are written down (other 
than by depreciation) if their value 
to the business is lower than cost less 
accumulated depreciation. 

Discount on an issue of long-term debt 
is amortized over the term of the debt 
by the interest method, i.e., based on 
the outstanding principal balance and 
not the straight-line method. 

Research and development. 

Accounting for long-term contracts. 

Any shares of a company's own stock 
reacquired are recorded at cost and 
shown as a reduction of shareholders' 
equity. 

Capital gains (other than those 
resulting from transactions in the 
company's own shares) are reported in 
the income statement. 

Provision is made for anticipated 
losses on unexpired purchase contracts. 

{The following principles are essential 
in reports of transnational corporations, 
although they have not been added to the 
agenda of IASC.} 

18. Determining transfer prices 

(a) Price to an unrelated party. 
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Practice 
survey 

No. 29 
30/46 
10/19D 

Various 
principles 

No. 28 
25/46 
15/19D 

Mo. 126 
12/46 
4/19D 

Various 
principles 

Various 
principles 

No. 130 
16/46 
5/19D 

No. 139 
32/46 
15/19D 

No. 157 
27/46 
13/19D 

IASC 

Agenda 



(b} Cost. 

(c} Cost plus. 

19. Determining the cost of items 
transferred 

(a} Allocation of manufacturing 
overhead to lines of business. 

(b} Allocation of service centre 
costs to lines of business or other 
service centres. 

(c} Allocation of general and 
administrative expenses to lines 
of business. 

20. Allocation of research and 
development - geographically. 

21. Allocation of home office expenses -
geographically. 

22. Geographical spread of assets. 

(a} Risk basis, or 

(b} Employed by the segment. 

23. Geographical spread of revenue 

(a} Location of customer, or 

(b} Location of last significant 
manufacturing effort. 

24. Geographical spread of gross profit 

{a} Location of raw material, or 

{b) Location of customer, or 

{c) Location of last significant 
effort. 

Practice 
survey 

{notes and foot-note on following page) 
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(Notes and foot-note to table) 

Notes: The accounting principles listed under I B above are basic principles 
dealing with the structure of the reporting entity of a transnational company. 
The amounts reported are influenced by the principles in this section. These 
principles also apply to the financial statements issued by a member (subsidiary 
or associate) of the enterprise (group). 

Item 2. While accounting for income truces is on the agenda of IASC, 
formulation of an accounting principle gaining early general acceptance in the 
near future is not likely. In the United States, where such a principle was first 
required in 1967, considerable disagreement remains over comprehensive income tax 
allocation. 

Item 3. Employment costs, including pensions, disability payments and 
severance indemnities, are a large part of value added by an enterprise. This 
should warrant an effort to develop an international standard. The vast 
differences in labour laws in various countries will make for a complex study if 
the standard is to accommodate various circumstances. 

Item 10. The practice survey shows that various principles are applied to 
fixed assets. The resolution of this matter can only be considered after 
agreement on a Fundamental Accounting Concept (item 4, section B, Accounting for 
the effects of inflation). 

Item 12. Surprisingly, the practice survey shows that little consideration is 
given to the cost of money concept. Not only is interest amortized on the 
straight-line method even when the principal is reduced periodically, but it is 
probable that no "imputed" cost is attached to an interest-free loan. This 
principle deserves attention - it is close to being a fundamental concept. 

!,/ Permits exclusion of overhead if that fact is disclosed. 



B. Reporting practices 

The reporting standards listed in section ID 
above are general. The reporting practices 
in this section are most important in 
establishing compliance with the general 
standards. For convenience in evaluating 
future practice, the items below are 
listed from a June 1975 exposure draft of 
IASC. 

DISCLOSURES 

BALANCE SHEET (disclosures) 

General 

l. Restrictions on the title to assets 

2. Security given in respect of 
liabilities. 

3. Contingent assets. 

Contingent liabilities. 

4. Contracts for future capital expenditure. 

5. Methods of providing for pension and 
retirement plans (and) how the 
liabilities arising are provided for. 

Property, plant and equipment 

6. Acquisitions during the period 
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Practice 
survey 

No. 153 
27/46 
10/19D 

No. 116 
35/46 

Not 
surveyed 

No. 118 
37/46 
15/19D 

No. 45 
25/46 
8/19D 

Not 
surveyed 

No. 39 
16/46 
6/19D 

IASC 

ED 5 
14a 

ED 5 
14b 

ED 5 
14c 

ED 5 
14c 

ED 5 
14d 

ED 5 
16 

ED 5 
19 (a) 

OECD-GL 



Practice 
survey IASC OECD-GL 

7. Disposals during the period. No. 39 ED 5 
16/46 19 {b) 
6/19D 

8. Accumulated depreciation at the end No. 39 ED 5 
of the period. 16/46 19 (c) 

13/19D 

9. Not in use. No. 41 ED 5 
9/46 
13/19 

~_lony,-t~m assets 

10. If applicable, the method and period of 
amortization and any unusual write-offs 
during the period (such as): 

(a) Goodwill. Not ED 5 
surveyed 21 (d) 

(b) Patents, trademarks, etc. No. 151 ED 5 
38/46 21 (e} 
16/19D 

(c) Expenditures carried forward ED 5 
(such as) 21 (f} 

(d) Research and development. No. 186 Agenda 
18/46 
5/19D 

(e) Preliminary expenses. Not 
surveyed 

(f) Reorganization expenses. Not 
surveyed 

(g) Deferred taxes. Not Agenda 
surveyed 

Current assets 

11. Cash not immediately available. Not ED 5 
surveyed 22 (a) 

12. Market value of marketable securities. No. 108 ED 5 
29/46 22 {b) 
9/19D 
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13. Intercompany receivables. 

Lonr·;-term liabilities 

14. Interest rates, repayment terms, 
conversion features and amounts of 
unamortized premi~ or discount. 

15. Intercompany loans. 

nrcm-•E S'l'ATEEi:::dT 

At least the following 

16. Sales or other operating revenue. 

17. Depreciation. 

18. Interest income and expense. 

19. Income from investments. 

20. Taxes on income. 

21. Unusual charges or credits. 

22. Significant intercompany transactions. 

23. Net income. 
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Practice 
survey 

No. 114 
34/46 
15/19D 

No. 125 
26/46 
8/19D 

No. 121 
34/46 
15/19D 

No. 160 
34/46 
15/19D 

No. 65 
41/46 
17/19D 

Not 
surveyed 

Not 
surveyed 

No. 187 
38/46 
15/19D 

No. 197 
35/46 
13/19D 

Not 
surveyed 

No. 199 
44/46 
19/19D 

IASC 

ED 5 
22 (c) 

ED 5 
23 

ED 5 
23 

ED 5 
27 

OECD-GL 



Practice 
survey IASC OECD-GL 

Other --
24. For each major class of depreciable Not ED 4 

assets, the useful lives or surveyed 27 (c) 
depreciation rates used. 

25. Research and development expenditure. Agenda ( .. ) a/ 
Vl.l. -

26. Past service pension costs not No. 170 
provided for are disC'losed. 15/46 

6/19D 

27. Where accounting income differs from No. 190 Agenda 
taxable income, deferred taxes are 4/43 
not recorded but are shown in a 1/19D 
foot-note to the financial statements. 

28. Commitments (amounts and periods) for No. 52 
future years under leases and hire 11/46 
purchase contracts are disclosed. 4/19D 

29. The rights and preferences of No. 129 ED 5 
shareholders to dividends and to 33/46 26 (a) 
principal are disclosed. 13/19D 

30. Restrictions on distribution of No. 140 ED 5 
retained earnings (because of trust 22/46 26 (b) 
deeds, bank loan agreements or legal 9/19D 
restrictions} are disclosed. 

31. Statutory financial statements are No. 264 
prepared in accordance with an 16/46 
official format. 

(Notes and foot-note on following page) 
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(Notes and foot-note to table) 

Notes: Exposure draft 5 calls for 36 other balance sheet classifications not 
listed above and considered to be ample to illustrate items that should be 
disclosed separately, if significant. All the specific disclosures established 
by ED 5, paras. 14-27, are reproduced in annex IX. 

The disclosure of items 16-23 only will not accommodate "value added" type 
analysis. 

Substantial improvement in this area may be expected at an early date only 
i~ national professional organizations and regulatory agencies of governments 
act soon to require these disclosures. There are no serious implementation 
problems for issuers of financial statements in simply disclosing the information 
and/or amounts. 

The disclosures set forth in IASC ED 5 are adequate. It is expected that, 
as various areas of accounting are the subject of individual statements 
(standards) set by the IASC, other disclosures will be established. 

~/ For the enterprise as a whole. 
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Annex II 

CONFIDENTIAL REPORTS TO THE UNITED STATES GOVERNMENT: 
INWARD AND OUTWARD FOREIGN INVESTMENT 

A. Department of Commerce, Bureau of Economic Analysis 

Survey of foreign direct investment in the United States (year 1974) 
(form BE-12) 

Under the Foreign Investment Study Act of 1914 the Depart~ent of Commerce was 
directed to survey direct foreign investrrents in the United States of over 
10 per cent of voting rights of an entity or of ownership of real estate. 
Consolidated reports may be filed (domestic consolidation only). 

Information to be filed includes: 

(1) Percentage of foreign ownership of the United States company and claims 
on and debts to the foreign investor and other foreign persons. The foreign 
investor is identified by country of residence; 

(2) Equity transactions between the foreign investor and the United States 
company and share of the net income of the United States company; 

(3) Schedule of receipts and payments of dividends, interest, fees, royalties 
and rentals between the foreign investor and the United States company; 

(4) Merchandise trade (exports/imports) with: the foreign investor; other 
foreigners; 

(5) Percentage of total net sales by over 100 major classifications; 

(6) Financial statement data of the United States company; 

(7) Supplementary (total) data by States, covering: 

Number of employees 

Wages and salaries 

Net sales 

Total property plant and equipment owned by 16 classifications 

Annual lease commitments for property, plant and equiprr,ent. 
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B. Department of the Treasury 

Survey of foreign portfolio investments in the United States 
(1974 - last previous, 1941) (forms FPI-1, FPI-2) 

The Foreign Investment Study Act of 1974·a1s0 directed this Department to 
survey direct foreign portfolio investments in the United States - investments in 
debt securities and investments of less than 10 per cent of voting rights or of 
ownership in real estate. Consolidated reports may be filed (domestic consolidation 
only). 

Information to be filed includes: 

(1) Foreign ownership interest in the United States company's: 

Equity securities 

Long-term debt obligations 

Real estate. The foreign investor is identified by country of 
residence; 

(2) Identity of the United States securities exchanges on which the United 
States company's shares are traded; 

I 

(3) Identity of the securities exchanges outside the United States on which 
the shares are traded; 

(4) From the annual report to shareholders: 

Total assets 

Total liabilities 

Sales 

Net earnings 

(Full consolidation of foreign subsidiaries). 

C. Department of Cot1merce, Bureau of Economic Analysis 

Survey of United States business investments in foreign countries (form BE-10) 

The most recent survey was for the year 1966. Prior surveys were made for the 
years 1957, 1950, 1940, 1936 and 1929 and a survey is expected in 1976. Each United 
States company must report, but consolidated reports may be filed (for parent and 
United States subsidiaries but excluding any such company operating mainly abroad). 

For the United States company, the form calls for the following information: 
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(1) Total assets 

(2) Total liabilities 

(3) Foreign assets in (1) above 

(4) Foreign liabilities in (2} above 

(5) Net income 

(6) Research and development expenditures 

(7) Exploration and development expenditures (natural resources). 

A separate BE-10 is filed for each foreign subsidiary. The information to be 
filed includes: 

(l) A balance sheet, "based on the books of the foreign organization and 
stated in the currency in which the books are kept. It the accounts are already 
converted to United States dollars, give the amounts in United States dollars only 
and in the space provided for••• no conversions are required. If conversions are 
made, specify the methods used in converting"; 

(2) Property, plant and equipment, for foreign oil and mining organizations 
only; 

(3) 

(4) 

( 5) 

(6) 

(7) 

Income statement; 

Surplus reconciliation for the year; 

United States company's equity in net income; 

Net income of foreign branches or properties; 

Sales in ( 3) above analysed as to: 

Local 

Exports back to the 
United States 

Exports to other countries; 

Total 

(8) Sales by major products or services; 

Inter
company 

(9) Research and development (whether capitalized or expensed); 

(10) Payroll costs: 

Wages 

Salaries 

Supplementary benefits; 
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( 11) Employees: 

Wage earners 

Salaried 

Managerial 

Professional or technical 

Other salaried; 

(12) Imports of the foreign subsidiary in 1966: 

Capital equipment imported -

From the United States 

From other countries 

Other imports, total -

From the United States 

From other countries; 

( 13) Statement of the source and use of funds; 

(14) Investment of United States (reporting) company: 

United 
States 

Current liabilities owed to United States company 

Long-term debt owed to United States company 

Other --

Common and preferred stock owned by United States company 

United States company's equity in capital and earned surplus 

Home office account; 

(15) Investment of foreign subsidiary in United States company; 

( 16) Receipts and payments by United States company: 

Cash dividends 

Interest 

Royalties, licence fees, etc. 

Rentals for use of tangible property 

Charges for services, allocated expenses, etc.; 
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(17) All United States goods charged to the foreign subsidiary on the United 
States company books: 

By ultimate destination 

Export shipments to the country in which subsidiary is organized 

Export shipments to United States company subsidiaries in all other 
countries 

Export shipments to non-affiliated residents of all other countries 

Products of 
United States 
company 

(18) Similar data to (17) for United States goods consigned; 

(19) All United States goods actually shipped: 

By type of goods -

For processing or assembly -

Products of other 
United States 
suppliers a/ 

Parts, components or other manufactured goods 

Crude or unmanufactured materials or supplies 

For resale without further manufacturing -

Manufactured goods 

Crude or unmanufactured 

For lease or rental -

Capital equipment and machinery 

Other purchases of United States goods; 

(20) Information in (17), (18) and (19) above, summarized by countries. 

a/ Run through the books of the United States company. 
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Annex III 

CONFIDENTIAL REPORTS TO THE UNITED STATES GOVERNMENT: 
BALANCE-OF-PAYMENTS ITEMS 

A. Department of Comnerce, Bureau of Economic Analysis 

The following reports deal with the balance of payments. Following the 
issuance of FAS 8 by the Financial Accounting Standards Board, all monetary 
balances must be translated at the current rate of exchange after 1975. 
Accounting standards influence only the determination of the net income and 
net worth of foreign subsidiaries, where that information is required to be 
reported. 

1. Transactione with foreign subsidiary or affiliated corporations (form BE-577) 

A separate BE-577 is filed for each foreign subsidiary and each foreign 
affiliated (25 to 49 per cent.owned) company. Information under items 1 to 9 
is to be filed quarterly, under items 10 and 11 annually. A consolidated report 
may be filed (for parent and United States subsidiaries but excluding any such 
company operating mainly abroad). 

2. 

The information to be filed includes: 

(1) Investment movement 

(2) Intercompany account balances 

(3) Dividends 

(4) Interest 

(5) Royalties, management fee, allocated expenses, etc. 

(6) Net income (for the quarter) 

(7) Net income for the year (United States company's equity) 

(8) Equity in net worth, showing: 

Capital stock 

Capital and earned surplus 

Surplus reserves. 

Transactions of primary foreign organizations with secondary forei~n 
organizations (form BE-577S, filed annually) 

The information required is the same as for BE-577, described above. 
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3. 

The information required is the same as for BE-577, described above. 

4. Operations of foreign branches {form BE-578, filed quarterly) 

The report analyses changes in net investment. 

5. International alties licensin fees, 
rentals, etc. 

This report covers receipts and payments from and to non-affiliated 
foreign companies. 

6. Transactions with foreign parent {form BE-605, filed quarterly) 

The purpose of this form is to provide information on direct-investment 
operations of foreign persons or firms in the United States that affect the 
United States balance of international payments. 

The information required includes: 

{l) Items paid or credited to foreign parent; 

Dividends {after withholding tax); 

Interest on bonds, notes, advances, etc.; 

Royalties, license fees, and rentals; 

Charges for management, services, head-office expenses, allocated, etc. 

(2) Net income and retained earnings; 

Foreign parent's equity in net income; 

Foreign parent's equity in the retained earnines of the United States 
company ( annually only) • 

{3) Intercompany accounts with foreign ~arent and its foreign affiliates; 

Beginning, 
and ending 

Payable by 
US Co. 

Due to 
US Co. 

Changes in holdings of capital by foreign parent. 

-66-



7. Transactions of United States branches ( form BE-606) 

This form is similar to BE-605 but is designed for branch accounts rather 
than ~ccounts of a subsidiary. 

B. Federal Reserve Bank 

The following reports deal with balance-of-payments positions (not movements). 
A consolidated report may be filed (for parent .and United States subsidiaries but 
excluding any such company operating mainly abroad, the latter being regarded as a 
foreign reporter) • . . 

1. Short-term liJuid claims on foreigners (non-affiliates) (form C-3, 
filed monthly 

This form reports in United States dollars the bank balances, time deposits 
and certificates of deposit balances held in foreign countries for the account of 
domestic companies reporting. The report is broken down by foreign countries. 

2. on forei ners in countries not listed separatel 
on form C-3 , filed annually 

Filed as of 30 September, this form lists by country and amount the balances 
which were reported on form C-3 for September as "All other countries". 

3. Liabilities to, and claims on, foreigners (non-affiliates) (form C-l/2, 
filed quarterly) 

Reports in United States dollars foreign receivables and payables, broken 
down by foreign countries, and classified as to short-term and long-term. 

4. 

5-

Foreign currency positions (domestic reporters) (form FC-3, filed monthly 
if volume requires it, otherwise quarterly) 

Reports in foreign currency, in nine specified foreign currencies: 

(1) Assets; 

(2) Liabilities; 

{3) Forward exchange open contracts; 

{4) Net over-all position. 

Reporters are United States non-banking business concerns. 

Foreign currency positions {foreign reporters) {form FC-4, filed quarterly) 

United States non-banking business concerns report for all their foreign 
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subsidiaries and partnerships. Incidentally, this report also covers United 
States branches and United States subsidiaries of foreign non-banking concerns. 

Reports in foreign currency and in United States dollars in nine specified 
foreign currencies the information described above under FC-3. 

6. Purchases and sales of long-term securities by foreigners (form S-1, 
filed monthly) 

It reports in United States dollars the long-term securities of the United 
States company purchased from or sold to non-affiliated foreigners, unless the 
transaction was made through a broker in securities. 
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Annex IV 

CONFIDENTIAL REPORTS TO THE UNITED STATES GOVERNMENT: 
INDUSTRIAL CENSUS 

A. Department of Commerce, Bureau of the Census 

The information required concerns primarily domestic economic matters. 
Consolidated assets include only the net investment in foreign branches or 
foreign subsidiaries. Where sales values are analysed between United States and 
foreign destinations, the emphasis is still on the value of total goods produced 
domestically. 

1. Report of organization (form NC-XIA, filed annually) 

Reports each domestic plant, showing street address, majority activity by 
4-digit SIC code number, census file number (1O-digit), employer identification 
number (9-digit), number of employees and payroll amounts, and status at the end 
of the year (operating, inactive, sold, closed, etc.) 

2. Annual survey of manufactures ( form MA-1OO) 

The survey is designed to produce reports providing the following: 

(1) General statistics (employment, payrolls, man-hours, value added by 
manufacture, cost of materials, value of shipments and capital expenditures) for 
industries and industry groups and geographical divisions, states, large standard 
metropolitan statistical areas, large counties and selected cities by major 
industry groups. 

(2) Value of shipments for classes of products (quantity of shipments data 
to be provided for selected classes). 

(3) Expenditures for new plant and new equipment at manufacturing 
establishments in operation and under construction for industry groups and states. 

(4) Value of inventories of finished products, work-in-process, and materials 
f'or industry groups and industries. 

(5) Fuels and electricity data for industry groups and states. 

(6) Value of assets and rental payments for industries, states, and large 
standard metropolitan stat.istical areas. 

(7) Employment and labour costs for operating manufacturinr establishments 
f'or industries and states. 
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3. 

Shipments are classified by the SIC code numbers (5-digit). 

The items on the report form are as follows: 

Item 1. 

Item 2. 

Item 3A. 

Item 3B. 

Item 4. 

Item 5. 
Item 6. 

Item 7. 
Item 8. 
Item 9. 

Item 10. 

Item 11. 

Items 
13-14. 

Physical location and employer identification number 

Number of employees 

Payrolls 

Supplemental labour cost 

Plant man-hours of production workers, by quarter 

Cost of materials, fuels, electricity, contract work 

Inventories of this establishment at end of year 

Capital expenditures during year (exclude land) 

Quantity of electricity 

Quantity and value of products shipped and other receipts 

Value of fixed assets 

Rental payments 

Change in operator or organization and company affiliation. 

Survey of industrial research and development (form RD-1, filed annually) 

Reports all domestic Rand D expenditures in connexion with: 

(1) Basic research; 

(2) Applied research; 

(3) Development. 

Also requires information as to number of man-years, field of basic research, 
product grouping of applied research, Rand D by states, pollution abatement 
expenditures, etc. 

4. Survey on pollution abatement costs and expenditures (form MA-200, filed 
annually) 

These reports were initiated in 1973. The survey provides for quantitative 
measurement of air pollutants and solid wastes dispersed by abatement efforts. 
Requires the capital expenditures and operating costs for pollution abatement: 

(1) Depreciation; 

(2) Equipment leasing; 
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5. 

(3) Labour; 

(4) Materials and supplies; 

( 5) Services; 

(6) Other costs. 

Form 1972 economic census - censuses of business, manufactures and mineral 
industries 

The census (taken at five-year intervals) is basically an enlargement of 
the Annual Survey of Manufactures. 

1.. 

B. Federal Trade Commission 

Corporate patterns survey (forms CPR-1, corporate patterns reports - 1972, 
CPR-2, CPR-3, applicable to the largest domestic manufacturing companies) 

The Federal Trade Commission last conducted a corporate patterns survey in 
1950, but the present intention is to conduct the survey on a regular basis at 
f'ive-year intervals. The information is to remain confidential for three to five 
years. The Commission would furnish individual company data in response to a 
request by a congressional committee or pursuant to a court order. Litigation 
continues to block these reports. 

The three basic forms utilized in the corporate patterns report survey are 
the following: 

CPR-1 

CPR-2 

CPR-3 

Primary reporting form, requiring data on a company's domestic 
operations 

Secondary reporting form, requiring information on joint ventures 
and less than 50 per cent-owed subsidiaries 

Screening form for "borderline" firms which may rank among the 
country's 1,000 largest 

The reports require primarily information relative to "value of shipments" 
:f'or domestic manufacturing activities by five-digit SIC code for the calendar 
year 1972. CPR-1 requires a list and description of all subsidiaries, joint 
ventures and other ownership interest, segregated between over 50 per cent and 
5 to 5 0 per cent-owned. 

There are certain basic differences between the corporate patterns survey and 
the line of business programme, as follows: 
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Corporate patterns 
survey 

Line of business 
pro~amme 

Period covered 1972 1974 

Number of companies required 
to report 1,100 (approx.) 

Economic· (market) 
value 

450 

Transfer pricing basis Book value 

Product class relief for 
vertical integration No Yes 

Assets and profits reporting Total company only By line of 
business 

2. Line of business report (form LB - applicable to the largest domestic 
manufacturing companies) 

In connexion with line-of-business reporting, the Federal Trade Commission 
has stated, in part: 

As the activities of previously specialized companies vere interrated 
into the organization of large conglomerate corporations it has become 
increasingly difficult to obtain a clear picture of financial developments 
in specific industries. 

1'Second, the Federated Trade Commission has made a vigorous effort in 
recent years to improve the effectiveness of its law enforcement.resource 
allocations for antitrust and consumer protection. 

11Schedule III, the heart of the revised LB questionnaire~ is designed to 
elicit information vitally needed in evaluating industry performance. Gross 
margin, contribution margin, and operating income figures measure various 
dimensions of price structure and profitability, with important implications 
for the efficiency with which markets allocate resources to meet consumer 
demands." 
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Annex V 

EXCERPT FROM THE ORGANISATION FOR ECONOMIC CO-OPERATION AND 
DEVELOPMENT: GUIDELINES FOR MULTINATIONAL ENTERPRISES 

ISCLOSURE OF INFORMATION 

. "Enterprises should, having due regard to their nature and relative size 
in the economic context of their operations and to requirements of business 
confidentiality and to cost, publish in a form suited to improve public 
understanding a sufficient body of factual information on the structure, 
activities and policies of the enterprise as a whole, as a supplement, in so 
far as is necessary for this purpose, to information to be disclosed under 
the national. law of the individual countries in which they operate. To this 
end, they should publish, within reasonable time-limits, on a regular basis, 
but at least annually, financial. statements and other pertinent information 
rel.ating to the enterprise as a whole, comprising in particular: 

" ( i) The structure of the enterprise, showing the name and location of 
the parent ccmpany, its main affiliates, its percentage ownership, 
direct and indirect, in these affiliates, including shareholdings 
between them; 

" (ii) The geographical. areas* where operations are carried out and the 
principal activities carried on therein by the parent company and 
the main affiliates; 

"(iii) The operating results and sales by geographical area and the sales 
in the major lines of business for the enterprise as a whole; 

" (iv) Significant new capital investment by geographical area and, as 
far as practicable, by major lines of business for the enterprise 
as a whole; 

"(v) A statement of the sources and uses of :f'unds by the enterprise as 
a whole; 

"* For the purposes of the guidelines on disclosure of information the 
term 'geographical area' means sroups of countries or individual countries as 
each enterprise determines is appropriate in its particular circumstances. 
1·ihile no sinele method of grouping is appropriate for all enterprises, or for 
all purposes, the factors to be considered by an enterprise would include the 
signif'icance of operations carried out in individual. countries or areas as 
well as the effects on its competitiveness, geographic proximity, economic 
af:f'inity, similarities in business environments and the nature, scale and 
degree of interrelationship of the enterprises' operations in the various 
countries." 
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" (vi) The average number of employees in each geographical area; 

"(vii) Research and development expenditure for the enterprise as a whole; 

"(viii) The policies followed in respect of intra-group pricing; 

"(ix) The accounting policies, including those on consolidation, observed 
in compiling the published information." 
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Annex VI 

INTERNATIONAL ACCOUNTING STANDARDS COMMITTEE:!,/ AGF.'J.DAE} 

Expected date of 
aEEroval for EUblication Steering 

Exposure Definitive Committee 
draft standard members 

1. Disclosure of Accounting January 1974 November 1974 France 
Policies (issued) (approved) Netherlands 

United Kingdom 
and Ireland 

2. Inventories in the context July 1974 July 1975 Canada 
or the historical cost (issued) (approved) Japan 
system Mexico 

3. Consolidated financial November 1974 October 1975 Australia 
statements (issued) (approved Germany, Federal 

after Republic of 
September United States 
1975) 

4. Depreciation April 1975 July 1976 Australia 
(issued) (approved Canada 

after Fran!=e 
September 
1975) 

5. In:formation to be April 1975 July 1976 Germany, Federal 
disclosed in financial (issued) (approved Republic of 
statements after Mexico 

September United Kingdom 
1975) and Ireland 

6. In:flation accounting October 1975 March 1977 Canada 
Israel 
Netherlands 
United Kingdom 

and Ireland 

1. Translation of foreign March 1976 July 1977 Japan 
accounts Netherlands 

United States 

8. Source and application of March 1976 July 1977 Australia 
:funds France 

South Africa 
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Expected date of 
approval for publication 

Exposure Definitive 
draft standard 

Steering 
Committee 
members 

9. Presentation ot the income July 1976 November 1977 Germany, Federal 
Republic of 

Japan 
statement 

United States 

10. Research and development November 1976 March 1978 Canada 
Mexico 

11. Events occurring atter the 
balance sheet date and 
accounting tor 
contingencies 

12. Accounting tor certain 
types ot long-term 
contracts 

13. Accounting tor taxation in 
financial statements 

March 1977 July 1978 

July 1977 Iiovember 1978 

November 1977 March 1979 

New Zealand 

Belgium 
Japan 
United Kingdom 

and Ireland 

France 
India 
Mexico 

Australia 
Netherlands 
United States 

a/ The membership ot the International Accounting Standards Committee as of 
July 1976 is as follows: 

Founder members. 

Australia 

Canada 

France 

Germany, Federal 
Republic or 

Japan 

Mexico 

Netherlands 

The Institute of Chartered Accountants in Australia 
A11stralian Society of Accountants 

The Canadian Institute of Chartered Accountants in 
conjunction with the General Accountants' Association 
and The Society of Industrial Accountants in Canada 

Ordr.e des Experts Comptables et des Comptables Agrees 

Institut der Wirtschaftsprufer in Deutschland e.V. 
~irtschaftspruferkammer 

The Japanese Institute of Certified Public Accountants 

Instituto Mexicano de Contadores Publicos, A.C. 

Nederlands Instituut van Registeraccountants 

(toot-note continued on following page) 
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(Foot-note a/ continued) 

United Kingdom 
and Ireland 

United States 

Associate members 

Bangladesh 

Belgium 

Denmark 

Fiji 

Ghana 

Greece 

Hong Kong 

India 

Israel 

Jamaica 

Korea 

Luxembourg 

Malaysia 

Malta 

New Zealand 

Nigeria 

Pakistan 

Philippines 

Rhodesia 

Sierra Leone 

Singapore 

The Institute of Chartered Accountants in England and Wales 
The Institute of Chartered Accountants of Scotland 
The Institute of Chartered Accountants in Ireland 
The Association of Certified Accountants 
The Institute of Cost and Man~.gement Accountants 
The Chartered Institute of Pu~lic Finance and Accountancy 

American Institute of Certified Public Accountants 

The Institute of Chartered Accountants of Bangladesh 

College National des Experts Comptables de Belgique 
Institut des Reviseurs d'Entreprises 
Institut Belge des Reviseurs de Banques 

Foreningen Af Statsautoriserede Revisorer 

The Fiji Institute of Accountants 

The Institute of Chartered Accountants (Ghana) 

Institute of Certified Public Accountants of Greece 

Hong Kong Society of Accountants 

The Institute of Chartered Accountants of India 
The Institute of Cost and Works Accountants of India 

The Institute of Certified Public Accountants in Israel 

The Institute of Chartered Accountants of Jamaica 

Korean Institute of Certified Public Accountants 

Ordre des Experts Comptables Luxembourgeois 

The Malaysian Association of Certified Public Accountants 

The Malta Institute of Accountants 

New Zealand Society of Accountants 

The Institute of Chartered Accountants of Nigeria 

Pakistan Institute of Industrial Accountants 
The Institute of Chartered Accountants of Pakistan 

Philippine Institute of Certified Public Accountants 

The Rhodesia Society of Chartered Accountants 

The Association of Accountants in Sierra Leone 

Singapore Society of Accountants 

(foot-note continued on following page) 
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(Foot-r.ote a/ continued) 

South Africa 

Sri Lanka 

Trinidad and 
Tobago 

Yugoslavia 

Zambia 

The National Council of Chartered Accountants (SA) 

The Institute of Chartered Accountants of Sri Lanka 

The Institute of Chartered Accountants of Trinidad and 
Tobago 

Yugoslav Association of Accountant and Financial Experts 
Social Accounting Service of Yugoslavia 

Zambia Association of Accountants 

b/ As of September 1975. Accounting for diversified operations and accounting 
for leases have been added to the Agenda in July 1976. 
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Annex VII 

INTERNATIONAL ACCOUNTING STANDARDS COMMITTEE: DISCLOSURE OF 
ACCOUNTING POLICIES 

(International Accounting Standard I - IAS 1) 

International Accounting Standard I comprises paragraphs 16 to 23 of the 
statement issued by the International Accounting Standards Committee. The Standard 
should be read in the context of paragraphs 1 to 15 of this statement and of the 
Preface to Statements of International Accounting Standards. 

0 16. Going concern, consistency, and accrual are fundamental accounting 
assumptions. Where fundamental accounting assumptions are followed in 
financial statements, disclosure of such assumptions is not required. If a 
fundamental accounting assumption is not followed, that fact should be 
disclosed together with the reasons. 

'
117. Prudence, substance over form, and materiality should govern the selection 

and application of accounting policies. 

"18. Financial statements should include clear and concise disclosure of all 
significant accounting policies which have been used. 

"19. The disclosure of the significant accounting policies used should be an 
integral part of the financial statements. The policies should normally be 
disclosed in one place. 

"20. Wrong or inappropriate treatment of items in balance sheets, income 
statements or profit and loss accounts, or other statements is not rectified 
either by disclosure of accounting policies used or by notes or explanatory 
material. 

"21. Financial statements should show corresponding figures for the preceding 
period. 

•
122. A change in an accounting policy that has a material effect in the current 

period or may have a material effect in subsequent periods should be disclosed 
together with the reasons. The effect of the change should, if material, be 
disclosed and quantified. 

"23. This International Accounting Standard becomes operative for financial 
statements covering periods beginning on or after 1 January 1975." 
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Annex VIII 

INTERNATIONAL ACCOUNTING STANDARDS COMMITTEE: EXCERPTS FROM 
PARAGRAPH 13 OF THE STATEMENT OF INTERNATIONAL ACCOUNTING 

STANDARD I 

" ••• The following are examples of areas in which differing accounting 
policies exist and which therefore require disclosure of the treatment 
selected: 

"General 

Consolidation policy 

Conversion or translation of foreign currencies including the disposition 
of exchange gains and losses 

Over-all valuation policy (e.g. historical cost, generaJ. purchasing 
power, replacement vaJ.ue) 

Events subsequent to the balance-sheet date 

Leases, hire purchase, or instalment transactions and related interest 

Truces 

Long-term contracts 

Franchises 

"Assets 

Receivables 

Inventories (stock and work in progress) and related cost of goods sold 

Depreciable assets and depreciation 

Growing crops 

Land held for development and related development costs 

Investments: subsidiary companies, associated companies, and other 
investments 

Research and development 
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Patents and trademarks 

Goodwill 

"Liabilities and provisions 

Warranties 

Commitments and contingencies 

Pension costs and retirement plans 

Severance and redundancy payments 

"Profits and losses 

Methods of revenue recognition 

Maintenance, repairs, and improvements 

Gains and losses on disposals of property 

Reserve accounting, statutory or otherwise, including direct charges and 
credits to surplus accounts." 
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Annex IX 

INTERNATIONAL ACCOUNTING STANDARDS COMMITTEE: INFORMATION TO BE 
DISCLOSED IN FINANCIAL STATEMENTS 

{Excerpts from Exposure Draft 5, issued April 1975) 

"8. The name of the enterprise, the country of incorporation, the balance sheet 
date, the period covered by the financial statements, and the currency in terms of 
which the financial statements are expressed should be stated. A brief description 
of the nature of the activities of the enterprise should be given if it is not 
otherwise apparent. 

"11. Financial statements should show corresponding figures for the preceding 
period. 

"12. Material events that have occurred subsequent to the balance sheet date but 
before the date on which the financial statements are approved for issue should be 
disclosed. 

Specific disclosures 

"13. The specific disclosures set out in paragraphs 14 to 27 are 1'ased on the 
significant items affecting the financial statements of most industrial and 
commercial enterprises. Other types of enterprises, such as financial and insurance 
companies, should disclose information concerning the significant items affecting 
their financial statements. 

Balance sheet 

General 

1114. The :following disclosures should be made: 

(a) Restrictions on the title to assets 

(b) Security given in respect of liabilities, stating whether the liability 
is secured on the assets of the enterprise or by the guarantee or 
assets of a third party 

(c) Contingent assets and contingent liabilities, quantified if possible 

(d) Contracts for future capital expenditure. 
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"l. 
. 5 • Balance sheet items should not be offset against one another unless a legal 

right of' offset exists. 

: 16• The methods of providing for pension and retirement plans for employees should 
.p e stated together with information as to how the liabilities arising are provided 
-LOr. 

Long-term assets 

,, l. 
7 · Property, plant, and equipment. The following items should be disclosed 

separately, if material: 

(a) Land 

( b) Buildings 

"18. If' the title to property, plant, and equipment is not freehold or absolute, 
such assets should be included as separate items with an indication of the nature 
of the restrictions, for example, leaseholds or assets bought on hire purchase. 

u 19. The following amounts should be stated in respect of property, plant, and 
equipment: 

(a) Acquisitions during the period 

(b) Disposals during the period 

( c) Accumulated depreciation at the end of the period. 

Comparative amounts for the previous period need not be stated. 

"20. I:f material, the net amounts of property, plant, and equipment held but not 
in use should be disclosed. 

"21. Other long-term assets. The following items should ~e disclosed_ sep~rately, 
if material, including, if applicable, the method and period of amortisation and 
any unusual write-offs during the period: 

(a) Long-term investments 

Investments in subsidiaries as defined in Exposure Draft 3 !/ 

Investments in associated companies as defined in Expcsure Draft 3 Y 

Other investments 

111/ The number of the definitive International Accounting Standard will 
be shown when issued. 

-83-



(b) Long-term intercompany 2/ receivables 

(c) Other long-term receivables 

(d) Goodwill 

(e) Patents, trademarks, and similar assets 

(f) Expenditures carried forward, for example, research and development, 
preliminary expenses, reorganization expenses, and deferred taxes. 

Current assets 

"22. The following items should be disclosed separately, if material: 

(a) Cash 

Cash includes cash on hand and current accounts and short-term deposits 
with banks. Cash which is not immediately available tor use, for 
example, balances frozen in foreign banks by exchange restrictions, 
should be disclosed. 

(b) Marketable securities, other than long-term investments 

The market value should be disclosed it different from the carrying 
amount in the financial statements. 

(c) Receivables 

Accounts and notes receivable-trade 

Receivables from directors and officers 

Intercompany receivables 

Other receivables 

(d) Prepaid expenses 

(e) Inventories. 

"Y The term "intercompany" used in this Statement refers to the presentation 
in the financial statements of balances or transactions between: 

(a) A parent company and its subsidiaries 

(b) A subsidiary and its parent cc~~e.ny or other subsidiaries in the group 

(c) A cc.,Ulpany and its associated companies." 
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bong-term liabilities 

"2 3 • The :following items, if material, should be disclosed separately, identifying 
the portion repayable within one year: 

(a) Secured loans 

(b) Unsecured loans 

( c) Intercompany loans. 

In respect to (a) and (b) the interest rates, repayment terms, conversion features, 
and the amounts of unamortized premium or discount should be shown. 

Current liabilities 

"24. The :following items should be disclosed separately, if material: 

( a) Bank loans and overdrafts 

{b) Current portions of long-term liabilities 

( c) Payables 

Accounts and notes payable-trade 

Payables to directors and officers 

Intercompany payables 

Taxes on income 

Dividends payable 

Other accounts payable and accrued expenses· 

Other liabilities and provisions 

"25 • The :following items should be separately disclosed, if material: 

(a) De:ferred taxes 

(b) De:ferred income 

( c) Provision for warranties. 

Shareholders' equity 

Should be made separately, if applicable: "26. The :following disclosures 
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(a) Share capital 

For each class of share capital: 

The amount of shares authorized and the amount issued and outstanding JI 
~he capital not yet paid in 

The par or legal value per share 

The movement in share capital accounts during the period 

The rights, preferences, and restrictions with respect to the 
distribution of dividends and to the repayment of capital 

Cumulative preferred dividends in arrears 

Reacquired shares 

Shares under option including the terms and amounts 

(b) Other equity, indicating the movements for the period 

Capital paid-in in excess of par value (share premium) 

Revaluation surplus 

Reserves, indicating the restrictions, if any, on distribution 

Retained earnings. 

Income statement 

"27. The income statement should give a clear understanding of the results of 
operations of the enterprise for the period. Pending the issue of further 
International Accounting Standards dealing with the income statement, at least 
the following information should be disclosed regardless of the format that is 
used: 

(a) Sal.es or other operating :revenues 

(b) Depreciation 

(c) Interest income and expense 

(d) Income from investments 

(e) Taxes on income 

(f) Unusual charges or credits 

(g) Significant intercompany transactions 

(h) Net income. 

"~ Shares outstanding refers to shares other than those held as 'treasury 
stock'. Treasury stock are a company's shares which it has reacquired and are 
legally available for reissue. This practice is not permitted in some countries." 
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Effective date 

"28. This International Accounting Standard becomes operative for financial 
statements covering periods beginning on or after 1 January 1977. (Note: this 
date is provisional.)" 
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3. SOME ASPECTS OF CORPORATE ACCOUNTING AND REPORTING 
OF SPECIAL INTEREST TO DEVELOPING HOST COUNTRIES* 

INTRODUCTION 

1. The focus of attention of documents E/C.10/AC.l/2 and 3 has been on corporate 
accounting and reporting requirements from the standpoint of the international 
community as a whole. While the interests of shareholaers and creditors, 
traditionally emphasized in corporate reporting, have continued to be regarded as 
an essential part of the whole, the multifarious concerns of public interest 
groups and of home and host Governments have also been highlighted. The 
standardization of accounting practices and the disclosure of additional 
information by transnational corporations for the enterprise as a whole within this 
broad framework would undoubtedly improve the usefulness of such information to 
developing host countries. Examples of such information are data on geographical 
spread, on segmentation by lines of business and on the activities of the various 
units of a transnational corporation group. 

2. It may be useful, however, to make explicit some of the implications and to 
consider possible further requirements. The purpose of the present paper is to 
clarify some of these points. In addition to general purpose financial statements 
and non-financial reporting, some of the special purpose reports to Governments 
which appear to be particularly significant will also be considered. 1/ 

* Originally issued as document E/C.10/AC.l/4, dated 4 August 1976. 
1/ See also tables 1 and 2 in the annex for a survey of accounting and 

reporting practices in selected developing countries. 
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I. GENERAL PURPOSE FINANCIAL STATEMENTS 

3. A basic requirement of a host developing country in its dealings with 
transnational corporations operating in its territory is knowledge of the over-all 
characteristics and performance of these corporations. This knowledge is a 
prerequisite for evaluA.ting alternative investment proposals. It is also essential 
f'or monitoring the over-all operations of transnational corporations once they are 
established in the host country. The absence of internationally accepted standards 
o:f' accounting and reporting hampers meaningful comparisons between the over-all 
characteristics of transnational corporations, especially those based in different 
home countries. Inadequate disclosure of information restricts the efficacy of 
screening and monitoring. As a result, the positive contributions of transnational 
corporations to the development process are inadequately substantiated and fears 
o'f" _possible harm remain undispelled. 

4. Greater transparency and improved reporting by transnational corporations are 
theref'ore essential if an atmosphere of confidence is to be established. In 
this regard, the disclosure in general purpose financial statements of items such 
as those included in the possible minimum list to be reported by transnational 
corporations is of relevance to developing host countries. The list should also 
serve as a general guide to reports of subsidiaries and associated companies 
operating in these countries. For purposes of illustration, information on 
intercompany transactions, on foreign exchange operations and on contributions to 
income, employment and production are singled out below for further amplification 
and clarification. 

A. Intercompany transactions 

5. Intercompany transactions frequently account for a substantial proportion of 
the t.otal transactions of transnational corporations and their subsidiaries. These 
transactions, being transfers among units of the enterprise group, do not go 
through the usual market mechanism. Consequently, int.racorporate transfer pricing 
-:.ay not correspond to prevailing prices in the market. While overinvoicing or 
underinvoicing may occur in intercompany merchandise trade, these practices may 
also apply to charges for services and rentals and interest on intercompany loans. 

Trans fer pricing 

6. The setting of suitable prices in intercompany transactions is inherently 
ii ffi cult, since an arm's length price can only be applied if identical goods 
'°"nd services are traded among unrelated entities. This is frequently not the case 
..-i th respect to the kinds of products or services that nccount for a large part 
o:' intercompany transfers. A notable example of such a transfer is the shipment 
of' intermediate products for further processing from headquarters to a foreign 
subsidiary. These products may be overcharged, for example to reduce taxes in 
the host country. Foreign exchange controls and other considerations may also 
inf'l. uence pricing practices. 

-89-



7, Although adequate scrutiny of transfer pricing requires the detailed 
examination of corporate records, usually by tax authorities, as in the experience 
of the United States where there are elaborate arm's length rules (e.g .. section 482 
of the United,States Internal Revenue Code), the disclosure of a consistent set of 
principles governing transfer pricing in general purpose financial statements could 
go a long way towards restoring credibility. For instance, even if arm's length 
pricing was found impractical, the consistent application of approximations such as 
the cost plus method would demonstrate the absence of artificial manipulation and 
would facilitate spot checking by the host Government. 

Intercompany charges and overhead 

8. Management, technical and consultancy fees, royalties, rental charges for 
equipment and interest expenses on parent company loans, like the price of goods 
transferred among units of a transnational corporation, may also deviate from the 
arm's length rule. Since these fees and charges payable by a subsidiary are costs 
chargeable against its income for the purpose of taxation, the Government in the 
host country has an interest in ascertaining the basis on which the amounts charged 
were determined. 

9, For instance, the intercompany lending rate may differ significantly from 
prevailing rates for similar loans in the country in which the lender is located. 
In some cases, capital expenditures by subsidiaries are financed by the parent 
company by means of loans at relatively high rates of interest rather than by an 
increase in the subsidiary's equity. This may be done to reduce the subsidiary's 
tax liability - interest being an expense chargeable to income for tax purposes 
while dividends are paid out of the subsidiary's post-tax income. Parent 
companies may also prefer loan financing in the case of subsidiaries located in 
host countries where the remittance of profits is restricted but debt service 
payments are freely transferable. 

10. Though certain charges may sometimes be reported separately in the financial 
statements of subsidiaries, they are frequently combined with other, usually 
local, expenses and reported under the heading operating expenses or administrative 
expenses, as appropriate. Although tax authorities can, in principle, obtain the 
relevant information directly from the subsidiaries on a confidential basis, local 
shareholders and others wishing to appraise the subsidiaries' financial results 
must depend on whatever information is disclosed by them in the financial 
statements. The reporting of the amounts of these charges, while helpful, may not 
be sufficient to permit an evaluation of results: it may also be necessary for 
the subsidiary to disclose the method used in determining the amount charged to it. 

11. With respect to overhead expenses, such as research and general administration, 
the question is largely not one of pricing but rather one involving the principle 
of allocation. Some knowledge of the enterprise as a whole is req~ired to evaluate 
the fairness of the allocation. In addition to :the disclosure of the principles on 
which the allocation is rr:ade, separate reporting in the financial statements of 
subsidiaries of the runount of such expenses related to the operations of the 
subsidiaries also appears to be desirable. 
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B. Foreign exchange transactions 

12 
• The capacity of foreign subsidiaries to earn or save foreign exchange is 

usu~l.ly a major consideration of Governments in developing countries in granting 
various fiscal incentives and other privileges in order to encourage their 
e
st

ab1ishment. In order to monitor the performance of subsidiaries in 
contributing to the host countries' foreign exchange resources, Governments need 
<?

0
mprehensi ve and detailed information on their external transactions. While such 

:i.1:rormation will be provided mostly iri special purpose reports, general purpose 
f'inancial statements should include at least some of the major items pertaining 
to these transactions. Such financial statements could include not only actual 
receipts and disbursements of foreign exchange but also changes in foreign assets 
and liabilities. 

l. 3 • The items to be reported in this connexion might include the following: 

(a) Exports of goods and services; 

(b) Imports of goods and services (including fees and charges payable to 
the parent company) ; 

(c) Interest payable on external loans; 

(d) Interest receivable on external loans made by the subsidiary; 

(e) Proceeds from external loans; 

( :f) Repayment of external loans; 

( g) External loans extended by the subsidiary; 

(h) Repayment received on external loans-; 

( i) New inward foreign direct investment; 

( j ) New outward foreign direct investment; 

(k) Dividends payable abroad; 

( l.) Dividends receivable from abroad. 

C. Contribution to income, employment and production 

l.4 • Foreign exchange contributions are, of course, only one aspect of the over-all 
contribution, whether positive or negative, to the host co:1ntry's economy. General 
uurpose financial statements of the subsidiary could also include a value-added 
;.ta.tement. Value added can, of course, be reflected in the difference between the 
va.1ue of the company's sales and that of its purchased inputs in th7 in7ome 
statement. The amount thus calculated can then be analysed by application, namely 
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wage and salary payments, payments for the use of capital (interest and dividends), 
taxes payable to Government and provisions for the replacement and expansion of 
assets (depreciation and reinvestment of profits). If all these items are broken 
down by source and destination into domestic and foreign, the balance would provide 
an approximate measurement of the subsidiary's relative contribution to the local 
economy. 

15. It should be noted that the value-aaded statement of a foreign subsidiary can 
be affected by transfer pricing practices involving overstatement or understatement. 

II. NON-FINANCIAL REPORTING 

16. The information requirements of developing host countries are not limited to 
financial statements. Numerous non-financial items are of crucial importance in 
appraising the contribution made by transnational corporations to development. 

Employment and labour 

17, Apart from its relevance to value added, information in the subsidiary's 
general purpose report on the size and patterns of employment is required to shed 
light on the subsidiary's use of local manpower and its employment and training 
policies. Some of the basic items in this area have been indicated in section E 
of the annex to document E/C.10/AC.l/2. These can easily be extended to include 
s'1pplementary information on labour conditions, such as heal th and safety measures. 
The factual information can be accompanied by a review of the company's policies 
and plans which have a bearing on the future employment of various categories of 
labour. 

Production 

18. No less important than the reporting of employment and labour is information 
on physical production, domestic and foreign sales, and the use of domestic 
materials in the production process. While such information is often furnished 
to one or more departments of the host country Government for the compilation of 
production statistics, and, at longer intervals, in connexion with industrial 
censuses or surveys, the inclusion of some basic quantitative production data in 
the general purpose annual reports of subsidiaries appears to be desirable. The 
information should shed light on intra-industry relations and on linkages between 
the foreign subsidiary and local producers of raw materials and manufacturing 
products. 

19. The impact on environment could be considered as an aspect of production in a 
broad sense. Environmental improvements would constitute a socinl product while 
pollution would represent a negative product. Some items in this area have been 
indicated in section E of the annex to document E/C.10/AC.l/2. 
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III. SPECIAL PURPOSE REPORTS TO GOVERNMENTS 

20 · Despite the importance attached to general purpose reports and possible ways 
of' ~mproving them, it is evident that much pertinent information can only be made 
ava:i..~able in special purpose reports to Governments. Whether with respect to 
foreign exchange transactions, labour conditions or environment, the information 
contained in general purpose reports of transnational corporations and their 
s1:1-bsi~iaries is necessarily limited, not only because of the cost of the general 
distribution of massive information but also by considerations of confidentiality. 
Considerations of cost and confidentiality apply equally to information for many 
other purposes, such as evaluation of the type of technology transferred and 
possible restrictive business practices. 

Inf'ormation prior to entry 

21. Most developing countries have established some machinery for the evaluation 
o-f' foreign investment projects, and an increasing number of countries have set 
up special bodies, such as investment boards, which deal with all matters 
relating to foreign direct investment, including the screening and selection of 
projects, the granting of investment incentives, assistance with the registration 
of' companies and other formalities connected with the establishment of a business 
e.nd its start-up. 

22 - The submission of an investment proposal for government' approval frequently 
involves the presentation of a detailed report on the nature of the proposed 
investment, the capitalization envisaged, the capacity to be installed, the 
~anpower required, the nature of the products to be manufactured, the marketa 
( domestic and foreign) to be served, the source and nature of the raw materials 
-to be used, and so on. A detailed technical report may also be required, 
:::.escribing the equipment and technology to be employed, power and transportation 
~equirements, and so forth. 

23. In some countries, investment boards are also charged with monitoring the 
execution of the project and the observance of the terms of the investment law 
e,r agreement. 

,:-iformation on operations 

24. Foreign subsidiaries, like domestic companies, are required to submit reports 
on various aspects of their operations to government agencies concerned with the 
compilation of economic, financial and social statistics. Most developing 
countries undertake periodic industrial censuses and an increasing number prepare 
a:'ld publish indices or data on the production of key commodities and manufactures. 

25. The compilation of national balance-of-payments statistics also involves 
-the annual submission of detailed information on the companies' external 
-transactions. That information is treated as confidential and published only in 
aa:gregated form. Both industrial and balance-of-payments data are usually 
r;ported in accordance with the relevant international classification (ISIC for 
industrial data and for balance-of-payments statistics, the standard . 
classification used by the members of the Internl;j.tional Monetary Fund). Information 
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on employment and wages and on the observance of labour laws (including provisions 
concerning expatriate employment) is also required in many developing countries. 

26. Government departments and agencies, notably the treasury and exchange 
control authorities, are usually empowered to demand the submission as required 
of supplementary, confidential information to permit an appraisal of the operations 
of foreign subsidiaries in the areas concerned. For instance, if artificial 
transfer pricing is under investigation, pertinent information ~ay be required to 
be submitted to the treasury. Such information can be voluminous. Similarly, if 
evasion of foreign exchange control regulations or violation:. of anti-trust or 
environmental protection provisions are in question, the information called for can 
also be massive. 

27. Thus, there are practical administrative difficulties in handling and 
interpreting the data. In some cases, the authorities can be embarrassed by too 
much, rather than too little, information, because not all the available 
information is relevant and the meaning of particular pieces of information is not 
always clear. On the other hand, key pieces of information, such as tax returns 
in the home country, may not be available. 

28. It has been generally recognized that information on the operations of 
transnational corporations is an essential tool for developing host countries 
in their dealings with these corporations. It is therefore important that the 
Governments of these countries should be provided with the information necessary 
for the proper appraisal of the activities of transnational corporations and 
their subsidiaries. The usefulness of the information depends, however, on the 
capacity of the Governments to evaluate and interpret it. International 
standardization of accounting and reporting can strengthen this capacity but it 
can not take the place of adequate administrative machinery and expertise in the 
developing host countries in their dealings with transnational corporations. 

-94-



'1 
V1 
I 

Table l. 

Country 

Argentina ••••••••• 
Bolivia-·••••••••• 
Brazil •••••••••••• 
Chile .•••••••••••• 
Colombia •••••••••• 

Ethiopia •••••••••• 
India ••••••••••••• 
Iran ......•....... 
Kenya ••••••••••••• 
Malaysia •••••••••• 

Mexico ••••••••.••• 
Nigeria ••••••••••• 
Pakistan •••••••••• 
Peru •••••••.•••••• 
Philippines ••••••• 

Singapore ••••••••• 
Venezuela ••••••••• 
Zaire .•••••••••••• 

l\unex 

Selected developing countries: reporting and disclosure requirements and practices 
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~: United Nations Centre on Transnational Corporations, based on A Survey in 46 Countries: Accounting Principles 
and Reportine Practices, Price Waterhouse International, 1975, 

Key: R Required by law or otherwise mandatory 
MA Practice of majority of companies 
H Practice of about half of companies 

MI 
N 
NP 

Practice of minority of companies 
not found in practice or not applicable 
Not permitted 
Information not available 
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Table 2. Selected developing countries: ~eporting requirements and practices with respect to 
selected items of financial information 

Country 

Argentina •••••••• 

Bolivia ••••.•••.• 

Brazil ••••••••••. 

Chile •••••••••••• 

Colombia ••••••••• 

Ethiopia ••••••••• 

India .••••••••••• 

Iran •.•.•..••.••. 

Kenya •••••••••••• 

iv:alaysia . ..•.•... 

Mexico ••••••••••• 

Nigeria ••.••••••• 

Pakistan ••••••••• 

Peru •••.••••••••• 

Philippines •••••• 

Singapore •••••••• 

Venezuela •••••••• 

Zaire .••••••••••• 

Historical cost 
statements 
accompanied by 
statement or note 
showing effects 
of price level changes 

MI 

N 

MA 

!:I 
N 

N 

N 

MA 

MI 

N 

N 

N 

N 

N 

MI 

N 

N 

N 

Source: See table 1. 

Key: See table 1. 
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R 

MI 

R 

MI 

MI 

MA 

MI 

MA 

R 

R 
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MI 
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R 
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Long-term 
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amount out
standing, 
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interest rate 
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rt,I 

MI 

MI 

H 

MI 

MA 

MA 

MA 

H 

MA 
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MA 

MA 

MI 

MA 

MA 
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Sales and 
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R 

MA 

H 

R 

MA 

MA 

R 
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H 

MI 

R 

MI 

R 

R 

R 

MI 

R 
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!:} Historical cost financial statements replaced by price-leveJ adjusted statement. 

Cost of 
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R 

VA 
MI 
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MA 

MA 
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MI 

MI 
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MI 
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N 

MI 

MI 
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MI 
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