Proposal for a Directive of the European Parliament and of the Council on the annual financial statements, consolidated financial statements and related reports of certain types of undertakings repealing, replacing and amending the two Accounting Directives - 78/660/EEC (on individual financial statements) and 83/349/EEC (on consolidated financial statements) of limited liability companies – by a single Directive (COM (2011) 684 final) – accessible by attached link.



Restatement of Directives 78/660/EEC and 83/349/EEC - 4th and 7th Directives
The EU Commission Proposal proposes to repeal, replace and amend the two Accounting Directives - 78/660/EEC (on individual financial statements) and 83/349/EEC (on consolidated financial statements) of limited liability companies – by a single Directive (COM (2011) 684 final), updated with a view to better accommodating the present and future needs of preparers and users of financial statements.  The proposal complements the proposal for a Directive of 2009 on the financial statements of micro-entities, which is likely to be adopted early in 2012.

The key objectives of the EU Commission Proposal are:
(1)	The reduction of administrative burden/simplification targeting mainly small companies.
The proposal forms part of the EU Commission's simplification rolling programme and administrative burden reduction initiatives, in line with its commitment to review its acquis to ensure the relevance, effectiveness and proportionality of the legislation in place, as well as to reduce administrative burdens by simplifying the regulatory environment.
(2)	To increase the clarity and comparability of financial statements across the EU.
The raison d'être for the Directives is to establish the requirement for limited liability companies to prepare financial statements and set minimum requirements in order to improve the EU-wide comparability of financial statements. This is aimed at a better functioning of the Single Market and, in assisting with access to finance, reductions in the cost of capital and increased levels of cross-border trade, merger and acquisition activity. 
(3)	The protection of essential user needs aiming at retaining necessary accounting information for users.
(4)	The increased transparency on payments made to governments by the extractive industry and loggers of primary forests.

The proposal on increased transparency on payments made to Governments at the individual or consolidated level of a company, with country by country and individual project reporting requirements, by the extractive industry and loggers of primary forests is a new requirement in EU legislation and is limited to large companies and Public Interest Entities[footnoteRef:1](PIEs).   [1:  ‘Public interest entities’ means entities governed by the law of a Member State as defined in point (13) of Article 2 of Directive 2006/43/EC.  In this connection see also para headed “Definition of PIEs”
] 



Some key points of particular note in the proposal include:


Codifying in law the definition of small and medium sized enterprises
Article 3 creates a legal basis for the expressions "small", "medium-sized" and "large" undertaking, and maintains the practice of determining an undertaking's size by reference to its net turnover, balance sheet total and number of employees.  The proposal is to fully harmonise size criteria, whereas previously the Member States could choose whether or not different sizes of undertaking should be recognised within their jurisdiction and, within limits, the relevant size criteria.


Thresholds for small companies are proposed to be increased 
Small undertakings shall be undertakings which on their balance sheet dates do not exceed the limits of two of the three following criteria:
(a) balance sheet total:  €5m.;
(b) net turnover:  €10m.;
(c)     average number of employees during the financial year: 50


Effects of simplification proposal on accounting/auditing situation of small companies
· Maximum harmonisation will ensure that companies of the same size benefit from a level playing field across the EU.
· Notes to the accounts will be limited to only five key areas.
· No requirement for a statutory audit.
· Small groups will be exempt from preparing consolidated financial statements.


Thresholds for medium sized companies are proposed to be increased
Medium-sized undertakings are to be undertakings which are not small undertakings and on their balance sheet dates do not exceed the limits of two of the three following criteria:
(a) balance sheet total:  €20m.;
(b) net turnover:  €40m.;
(c)     average number of employees during the financial year: 250.

Main modifications to existing provisions for medium-sized/large companies
· Introduction	of general	principles	of "materiality" and "substance over form".
· Reduction in the number of Member State options, including formats of accounts.


Definition of Public Interest Entities (PIEs)
The simplified and reduced accounting requirements for small and medium-sized privately-owned companies are considered inappropriate for Public Interest Entities (PIEs).

Public Interest Entities means entities governed by the law of a Member State as defined in point (13) of Article 2 of the Audit Directive 2006/43/EC – 

‘public-interest entities’ means entities governed by the law of a Member State whose transferable securities are admitted to trading on a regulated market of any Member State within the meaning of point 14 of Article 4(1) of Directive 2004/39/EC, credit institutions as defined in point 1 of Article 1of Directive 2000/12/EC of the European Parliament and of the Council of 20 March 2000 relating to the taking up and pursuit of the business of credit institutions (1) and insurance undertakings within the meaning of Article 2(1) of Directive 91/674/EEC.  Member States may also designate other entities as public interest entities, for instance entities that are of significant public relevance because of the nature of their business, their size or the number of their employees;

However, in the EU Commission proposal for a new Audit Directive, published in December 2011, and on which the Department will shortly be consulting with relevant parties, the definition of PIEs has been widened significantly.  When the proposed amendments to the Audit Directive take effect, the scope of the provisions of the Accounting Directive applying to public interest entities require to reflect these changes.  The proposed Accounting Directive is very likely to come into force before the Audit Directive with the indicated proposed changes.


Terminology changes
A number of changes to terms have been introduced throughout the text in order to bring terminology within the proposed Directive in line with modern accounting usage, with no impact on the substance of the relevant articles. These include: replacing "company" with the term "undertaking", all references to "accounts" have been replaced by "financial statements", and all references to "annual report" have been replaced by "management report".


Comments sought
While the Department of Jobs, Enterprise and Innovation supports the overall thrust of the Commission’s drive to simplify and remove/reduce company law burdens on companies, individual proposals must be considered in a context of ensuring that a balance between simplification and prudential and other relevant considerations is maintained.  Thus, the current proposal is being assessed with a view to ensuring that its introduction would not adversely affect the interests of relevant stakeholders.  

Accordingly, the Department is seeking comments on the proposed Directive to help inform its approach in the negotiations currently in train and wishes to receive views/comments from interested parties on all aspects of the proposal.  When responding, please indicate whether you are responding as an individual or representing the views of an organisation.

[bookmark: _GoBack]As indicated in the cover e-mail with this Consultation Document, the incoming Danish Presidency sent a request to Member States on 15 December for written response to the proposed Directive by 20 January at the latest.  In this connection, it has provided an ‘Accounting Directive Table for Comments’ document, with Article by Article comments.  It would be helpful if views/comments that you wish to make on particular Articles were included in the ‘Accounting Directive Table for Comments’ document.  This does not preclude respondents, in replying, from separately including general observations.  It would be appreciated if replies were sent, preferably by e-mail, to the person/address cited below, by 16 January, 2012.

A copy of the Commission’s proposal, the executive summary and full report of its impact assessment is available on the Commission’s website at –
http://ec.europa.eu/internal_market/accounting/sme_accounting/review_directives_en.htm

In addition, copies of the Statutory Instruments which give effect to the Directives referred to above, can be found on the Department’s website at –
http://www.djei.ie/publications/sis/index.htm



E-mail address:	Marie.Dempsey@djei.ie


Postal address:		Marie Dempsey
Company Law (EU/Legislation)
Department of Jobs, Enterprise and Innovation
Earlsfort Centre
Lr Hatch St
Dublin 2


Telephone: 		01-6312719




Company Law (EU/Legislation) Section
Department of Jobs, Enterprise and Innovation
16th December, 2011
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