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Introduction

One of useful analysis on financial reporting neefdlsompanies and
determination of levels of financial reporting réagion has been prepared
by the UNCTAD (2007) nearly ten years ago. The UMNOISAR
Accounting and Financial Reporting Guidelines fonel and Medium-
Sized Enterprises (SMEGA) identify three levelsr@dulation. Level 1:
Listed entities whose securities are publicly tchdend those with
significant public interest should follow IFRSs. Vet 2: Significant
commercial, industrial and business entities tlsstue neither public
securities nor financial reports to the generallipuimay follow a single
set of requirements derived from IFRSs and condistéth them, but
embodyingnly the simplest and most regularly encounteradsactions.
Level 3: The smallest entities that are owner-managed shialilgv a
simple accruals based accounting system (producing a sirbalance
sheet, a profit and loss account and reduced natesgly linked to cash
transactions, and with a derogation for businetsese cash accounting
for a limited time when establishing their accongtisystemsSucha
system should be consistent with the requiremeniiSRSs, although not
fully compliant.

European Commission respected the requirement tdemize the
way of financial reportingand accountingregulation in EuropeEvenit
maybe easier and less costly for Member States totadepASB’s SME
standards, European Commission proposed to simfiigyFourth and
Seventh Council Directives as regards financiabnmfation obligations
and to reduce administrative burdens, in particidaiSMEs. Despite the
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fact that coordination of national provisions caméeg the presentation
and content of annual financial statements has beaized, this article
investigates impact of new Directives” financiapaging requirements
onfinancialreporting of companies those use local regulatolgst; which

should comply with the Directive of June 26, 20&Bealinghe 1978 and
1983 Directives and their subsequent amendments 2BEC3b), in the
Czech Republic.

Conclusion from this article might be useful folagtice as for the
potential future changes in presentation of finahctatements or
researchers who find out similarities or differendsetween European
accounting systems.

Conceptual background for changes in EC Directives

The EC 4 Directive' has been in force since 1978, at least till 2001
without fundamental changes. Nearly the same lyistoncerns the EC
7" Directive?, firstly issued in 1983. Since 2001, amendmentgh®
Directives have been realised. New requirementd) ag new disclosures
and valuation rulesncluding detailed provisions dair value accounting,
havebeeraddedAsfollows fromdifferent European procedures, based on
researclstudies|ike Communicatioronasimplifiedbusiness environment
for companies in the areas of company law, accogrand auditing (EC,
2007) and Project on baseline measurement and treduf
administrative costs (Consortium (CapGemini, D&giRamboll), 2008),
less attention has been paid to considering whetkisting requirements
could be simplified or removed. Mentioned studiesnfcm that
amendments have tended to ignore the comparahitity usefulness of
the financial statements, increased reporting requents and the number
of Member State options. All these facts have wtety, in the long run,
led to increased complexity and regulatory burdanall companies. As
confirm other EC Communication EC (2008), shor@gctibed as , Think
Small First, this increased burden bears down primarily on small
companies. The Europe 2020 (EC, 2013b) Strategyg tonmake the EU
a smarter, more sustainable and inclusive econdimg.strategy aims to
simplify life for SMEs, which represent up more nth@9% of Europe's
businesses, and to improve these companies' acctsance.

! Fourth Council Directive of 25 July 1978 basedAsticle 54 (3) (g) of the Treaty on
the annual accounts of certain types of compafi@660/EEC)

2 Seventh Council Directive of 13 June 1983 basedhe Article 54 (3) (g) of the
Treaty on consolidated accounts (83/349/EEC)
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The process of simplification started by invesiigatthe thresholds
which determine whether a company is ‘small’, ‘medi or large.
Seeking definitions of micro, small and medium-dizenterprises has
been realized in Europe since 2003. Consultatiomtis Member States
have indicated that the size criteria for microegptises in the
Recommendatichmay be too high for accounting purposes. From the
existing research results seemed to be very ditide introduce another
category of entities for the purpose of their acttog regulation.

Therefore, a sub-group of micro-enterprises, stedal'micro-
entities", were introduced to cover companies Watkier size criteria for
balance sheet total and net turnover than thosk dawn for micro-
enterprises. Regulatory rules for accounting shaalgprepared with the
possibility to exempt micro-entities from certaibligations that may
impose on them an onerous administrative burdehoBuhe other hand,
micro-entities should still be subject to any na#ibobligation to keep
records showing their business transactions arahéial position. With
respect to this strategic decision, works on reguiafor micro-entities
has been separated from those ones on the "E@nd 7" Directives’
amendments and modernisations.

Micros Directive

The first proposal of European Commission, in Fabyi2009, for a
micro-entity directive allows Member States comgligtabolish financial
reporting requirements for the micro-entities (EXD09a). As some of
member States were strongly against the proposabppgan Council
issued a new one, in 2011. The Directivegarding micro-entities has
been finally issued in March 2012. This Directivdieves the smallest
companies of certain obligations imposed by thetfGvhich establishes
minimum requirements for the individual annual aggs of companies
and certain partnership. Adopting the ,Micros Diree’, Member States
should ensure that micro-entities that are to besalidated under the 7th
Council Directive are without prejudice to the ghliion to prepare
consolidated accounts in accordance with this Birec

The EC defined micro-entities as companies notediog two of the
three following criteria:

® Commission Recommendation 2003/361/EC.
* Directive 2012/6/EU of The European Parliamend af the Council of 14 March
2012.
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1. balance sheet total: EUR 350,000;
2. netturnover: EUR 700,000;
3. average number of employees: 10.

The aim of the Directive is to enable Member Stadeseate a simple
financial reporting environment for micro-entitig€gSompanies preparing
micro accounts cannot use fair value accountinge U$e of fair values
can result in the need for detailed disclosure®xplain the basis on
which the fair value of certain items has been rdeteed. Micro-entities
that wish or need to use fair value will still Hdeato do so by using other
regimes under this Directive where a Member Statengs or requires
such use. This exclusion is not available to inwesit companies,
financial holding companies and companies whosergess are traded
on a regulated market.

MemberStatesnay,subjecto certaindisclosuresgxempimicroentities
from the obligation to: 1. draw up notes the ac¢sud. prepare an annual
report or 3. publish annual accounts provided takarice sheet is filed
with a designated competent authority, 4. recogogstain “prepayments
and accruedincome” and “accrual and deferredincome”, 5. present
“prepayments and accrued income” and “accrual afdred income”.
Member States may permit companies to draw up atlgrabridged
balance sheet and P&L account. Abridged P&L accouerte should be
understood as income statement, is based on natlirexpense
classification. The nature of expense method has bhosen as a simple
one to apply because no allocations of expensesfutational
classifications are necessary. Moreover, the naitiexpense method is
useful in prediction future cash flows. Abridgeafir & loss account for
micro entities is illustrated in Tab.1.

Tab. 1: Abridged profit & loss account

Net turnover

Other income

Cost of raw materials and consumables
Staff costs

Value adjustments

Other charges

Tax

®mMmo0|m| >

Source: Author’s own illustration
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Member States may also permit companies to drawonly an
abridged balance sheet showing separately at tleasé items preceded
by letters in Articles 9 or 10 of the EC Directive, where applicable. As
for the layouts of the balance sheet, Member Stasspermit or require
companies to adopt the presentation of the balaheet set out in the
Directive, either horizontal or vertical one asidtillustrated in tables
bellow. Vertical layout of the balance sheet i ab. 2.

Tab. 2: Abridged Balance Sheet — Format 1

Called up share capital not paid

Fixed assets

Current assets

Prepayments and accrued income

Creditors: amounts falling due within one year
Net Current assets (liabilities)

Total assets less current liabilities

Creditors: amounts falling due after more than yewr
Provisions for liabilities

Accruals and deferred income

Capital and reserves

AT IMMmMOoIO|®m| >

Source: Author’s own illustration

Vertical layout of the balance sheet is based omwlified balance
sheet equation, where assets minus liabilities lemuaapital. Vertical
layout of the balance sheet is in Tab. 3.

Tab. 3: Abridged Balance Sheet — Format 2

Assets

A | Called up share capital not paid

B Fixed assets

C Current assets

D | Prepayments and accrued income
Liabilities

A | Capital and reserves

B Provisions for liabilities

C | Creditors

D | Accruals and deferred income

Source: Author’s own illustration
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As publication of annual accounts can be burdens@nemicro-
entities, Member States should be permitted to @xemicro-entities
from a general publication requirement. This exeomptis respected
provided that balance sheet information is dullgdj in accordance with
national law, with at least one designated competetinority and that the
information is transmitted to the business regjserthat a copy should
be obtainable upon application.

Options are about presentation and notes. Thiserel® nature of
business. Micro-entities have to provide mandatooges concerning
a) all commitments of any kind, if no obligationlie shown as liabilities,
b) advances and credits, c) acquisitions of owmesha

At the same time, Member States need to ensurel@moe with this
Directive. Here is an important difference betwdlem 4th EC Directive
and “Micros directive” as companies can preparédgled accounts.

Proposal for EC 4" and 7" Directives

Parallel to works on regulation for micro-entitidhe EC began a
series of consultations on revising the ECatd 7' Directive in order to
simplify them for SMEs (EC, 2009b, 2009c). At thedeof 2008, the
European Parliament adopted a non-legislative uésal on accounting
requirements as regards small and medium-sized @oieg particularly
micro-entities asking the Commission to continuge afforts to review
those Directives.

The Commission Communication entitled "Single Markéct”,
adopted in April 2011, proposes to simplify E& dnd 7" Directive as
regards financial information obligations and taluee administrative
burdens. The European Council of 24 and 25 Mardi 20so called for
the overall regulatory burden, in particular for B8] to be reduced at
both Union and national level and suggested messtweincrease
productivity and the improvement of the regulativmework for SMEs.

The proposal for a Directive was issued orf" 25ctober, 2011.
Proposal takes the form of a new Directive repgalire 1978 and 1983
Directives and their subsequent amendments.

European Commission expects that setting up theshiotds for small
companies relatively high and totally exempt sntalnpanies from an
audit from an EU company law perspective would dppositive reaction
that should be in compliance to reduce administedburden.
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Small, medium-sized and large undertakings are nddfi and
distinguished by referencetttal assetgurnover and the average number
of employees, as these items typically provide abje evidence as to
the size of an enterprise. The proposed Directive5§ October, 2011
defines small undertakings as undertakings whicltheir balance sheet
dates do not exceed the limits of two of the thi@éwing criteria:
(a) balancsheet totalEUR 5 000 000; (b) net turnover: EUR 10 000 000;
(c) average number of employees during the finayeiar: 50.

Medium-sized undertakings are undertakings whioh @ot small
ones and on their balance sheet dates do not exiceduohnits of two of
the three following criteria: (a) balance sheealtdEUR 2(oo 0og (b) net
turnover: EUR 40 000 000; (c) average number ofleyges during the
financial year: 250. Large undertakings shall beantakings which on
their balance sheet dates exceed two of the threelium-sized
undertakings criteria.

Limits for small groups, which shall be parent asdbsidiary
undertakings which on a consolidated basis do moeed (a) balance
sheet totalEUR 5 000 000; (lnet turnover: EUR.O 000 000; (c) average
number of employees during the financial year: 50.

Limits for medium-sized groups shall be parent aubsidiary
undertakings which are not small groups and onrsadaated basis do
not exceed the limits of two of the three followiagteria on the balance
sheet date of the parent undertaking: (a) balardmetstotal: EUR
20 000 000; (b) net turnover: EUR 40 000 000; (eprage number of
employees during the financial year: 250. Largeugsoexceed two of
three medium-sized undertakings criteria.

As a result of the "think small first* approach, ahctompanies, in
proposed Directive, were totally exempt from an iadtbm an EU
company law perspective. On the other hand, préo@isa specifies that
public interest entities shall be subject to austay audit, regardless of
their size. Proposed directive set the threshotitssimall companies
relatively high and totally exempt them from an iagdmmitment within
an EU company law. European Commission expectediy@mseaction
that should be in compliance to reduce administeaburden. It was
exactly the opposite.

Setting up the thresholds for small companies oppsed Directive
became the main topic of debates within MembereStafAccounting
profession, audit firms, auditors in many EU membgates brought
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arguments against this proposal. At first, prof@ssloesn’t want either to
lose their position or opportunity to receive eags from audit service.
Secondly, profession argues that obligation to keepounts is not
sufficient argument for keeping accounts propdrbuidit is not followed.
All other proposed improvements and commitments et by the
Commission became relatively less important to E@ member states
and relatively better accepted in comparison withdudit requirements.

The European Commission recognises the central ptaged by
SMEs in the Union economy and tried to bring sifigadtion into
financial reporting. The proposed Directive proosaly one balance
sheet layout, whereas previously the Member Stamdd choose
between two different layouts. This would ensurdgdsecomparability of
the financial statements from one jurisdiction tother in the EU. In
addition, formation expenses are removed as a @atey asset, as their
recognition was dependent upon their being defimetlember States'
law. A consequential amendment is necessary taligigbutable profits
test. A new requirement is introduced. The amoanbgnised in respect
of a provision should correspond to the undertdkibgst estimate of the
liability or future expenditure. The "last in, firsut”, (LIFO) method of
valuation as a permitted valuation method for sscakd fungible items is
excluded. All changes would ensure better compbiratnf financial
statements.

Only two profit and loss account layouts — one dbyanature” basis,
one on a "by function" basis are permitted, whilevppusly four layouts
were permitted. The objective here is to bring mmmparability whilst
retaining a presentation which will be familiar fioancial statements'
users. The previous distinction between ordinany extraordinary items
within the profit and loss account is removed, ¢bgr countering an
inherent bias which favoured the presentation afgé" or "unusual”
items of expense as extraordinary, so as not tortighe headline profit
after tax figure. Conversely there was an inheleas to present "large”
or "unusual" items of income as ordinary to bolgtex headline profit
figure. To ensure a neutral presentation of suemst of income and
expenditure there is a new requirement to disdlosm separately within
the profit and loss account, with an explanatoriendherefore all such
items will be recognised in arriving at profit aftax. Numerous Member
State options existed around the note disclosuresthe previous
Directives. This approach has been replaced byrmdrased approach,
which will mean that undertakings of the same siaegory throughout
the EU will have the same or a comparable disciosegime.
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In the way of notes to the financial statements;battom-up”
approach to the provision of information is creatadre. Small
undertakings will, overall, have a more limitedditsure regime, when
compared to the previous Directives.

There are no substantive changes to the provisgoverning the
content of this report compared to those currepitbwided by the Fourth
Council Directive 78/660/EEC and the Seventh Cdurigirective
83/349/EEC. No substantive changes to the pubdicgirovisions too.

New Directive

The thresholds for small companies in proposeddue became the
main topic of debates within Member States over hasrly two years.
Full audit accounts supposed to provide true aimd/faw. New directive
of June 26, 2013 repealing the 1978 and 1983 Dwexctand their
subsequent amendments brought decreases in thrggbolds for small
companies. The proposed Directive set for smalletiatings higher
thresholds: balance sheet total: EUR 5 000 000, tagtover: EUR
10 000 000.

Directive defines small undertakings as undertakinmpich on their
balance sheet dates do not exceed the limits obfwioe three following
criteria:

a) balance sheet total: EUR 4 000 000;
b) net turnover: EUR 8 000 000;
c) average number of employees during the financiai:y&0.

Member States shall ensure that the financial retatés of public-
interest entities, medium-sized and large undentgkiare audited by one
or more statutory auditors or audit firms approbgdMember States to
carry out statutory audits on the basis of Direc®006/43/EC.

The annual financial statements shall comprisea asinimum, the
balance sheet, the profit and loss account anddites to the financial
statements. Member States may require accountitijesenother than
small ones to include other statements in the driimancial statements
in addition to the balance sheet, the profit ars$ laccount and the notes
to the financial statements. The annual finandialesnents shall give a
true and fair view of the undertaking's assetsijlliges, financial position
and profit or loss. Where the application of thiseldtive would not be
sufficient to give a true and fair view of the d¢ies’ assets, liabilities,
financial position and profit or loss, such addiab information as is
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necessary to comply with that requirement shalgiven in the notes to
the financial statements.

As an exception from requirements for small comgsniMember
States may require small companies to preparelodescand publish
information in the financial statements which gobsyond the
requirements of the new Directive, provided that anch information is
gathered under a single filing system and the ossck requirement is
contained in the national tax legislation for thecs purposes of tax
collection. On the other hand, required informatghrall be included in
the relevant part of the financial statements.

Impact of new directive on financial reporting in the
Czech Republic

Since 1990, there has been a process of permaebuilding of
regulatory accounting system in the Czech Repub$icthe role of
accounting before 1990 was very distinct from thle of that in Western
European countries.

The Czech regulatory accounting system since eangtieth till 2002
Is characterized as an accounting regulation withararchy, accounting
regulation consisted of the Act only. Accounting regulated by the
Ministry of Finance that issued detailed Regulatagyidance for
accounting which consisted of a Chart of accountd Accounting
procedures. Even though Regulatory guidance farwadong was not part
of the Act, it became obligatory as it was strictlgquired by tax
authorities in the Czech Republic (Zarova, 2008)addition to financial
statements prepared in compliance with the Act oocofinting,
accounting units may also provide accounting infaion those are
prepared in compliance with IFRS or other intewaily recognized
accounting principles.

Changes to the regulatory framework were complagedf January 1,
2004, three levels of accounting regulations hasenhin force since that
date. Regulatory guidance for accounting was replaby a new
phenomenon in the Czech accounting, Czech Accayn8tandards
(CAS), which are prepared and issued by the Mwigif Finance
exclusively.

Even after rebuilding the system of regulatory sooi the Czech
Republic, accounting regulatory system remainsestagulated without
any impact from the private-sector regulation. Ragon of accounting
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remains traditionally conducted by governmentalituons only and the
position of professional independent accountingidsds nil or very
weak, even after introduction of accounting stadganto the regulatory
system (Zarova, 2006).

The year 2004 became crucial historical momenhe existence of
the Czech Republic, also in accounting regulationMay, 2004, the
Czech Republic joined the European Union (EU). Awpof the 2002
EU Regulation on the application of IFRS had fundatal effects on
further development of accounting rules in the @z&epublic. Since
joining the EU all listed companies shall prepare least their
consolidated financial statements in accordanch WASC standards by
2005 at the latest. The Accounting act dealing esyatically with
obligation to use of IFRS was issued firstly in ykear 2004.

Since 2011, companies specified by the Act arewaitbto select
IFRSs as the basis for preparation of individualaficial statements
(parent companies preparing consolidated finangtdtements in
compliance with the IFRS voluntarily, accountingtiees under the
control belonging to a consolidation group for whiconsolidating
company prepares IFRS consolidated financial stetésn joint ventures
belonging to a consolidation group for which cordating company
prepares IFRS consolidated financial statement®oiZ — Prochazka —
Roe, 2011).

Respecting legal and organizational aspect of idivisaccounting
entities, there are existing groups from compariessole traders
according to used rules in the Czech accountingesysFirst group
covers large companies listed on capital markeir financial statements
are audited. This group is obliged to use IFRSkiE®ping accounts and
preparing financial statements. The second groupcobunting entities
keeping their accounts and prepare financial statesnin compliance
with Czech accounting standards. This group of aeting entities
covers audited accounting entities as well as iestithose haven't
requirement to be audited. Entities in this grou@ ot allowed to use
IFRS either for keeping accounts or preparing for@nstatements. Third
group covers small companies and sole traders. Hvire accounting
entity is a company, these companies declared ak sompanies has not
obligation to be audited and they are not allowedse Czech accounting
standards. They must keep accounts and preparditiagicial statements
in compliance with simplified double entry bookkeep Sole traders
prepare cash based-bookkeeping primarily for thetaposes.
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Comparison of balance sheet according to new Dirdee and
Czech regulations

The proposed Directive proposed only one balanasetshayout,
whereas previously the Member States could choastgvelen two
different layouts. This would ensure better compéitg of the financial
statements from one jurisdiction to another inEue On the other hand,
the new Directive enlarged variety of choice indmale sheet layouts;
horizontal and vertical one as basic ones or aynyuaof balance sheet on
the basis of a distinction between current and cwment items. In
addition, formation expenses are removed as a @atey asset, as their
recognition was dependent upon their being defimetlember States'
law.

Directive indicates the items that shall be showthe balance sheet
separately as well as the order of items. It igl ghat more detailed
subdivision of items prescribed in layouts are pgen and addition of
subtotals and of new items those are not coverednlyyof the items in
the prescribed layouts. Here is no indicator agdt@vance of items.

Following tables bring comparison of line items balance sheet
determined by the new Directive with present rapgrtequirements set
up by the Czech regulatory rules. The items prbedriby the Directive
are indicated in tables in the left column, rightuznn represents balance
sheet items in current Czech statements. As theuatiog entities in the
Czech Republic traditionally prepare balance slvediorizontal layout,
only one comparison is done based on horizontalutayn tables bellow.
Tab. 4 illustrates comparison of items in non-cotrEssets subdivision of
balance sheet.

Tab. 4: Subdivision of non-current assets

EC Directive Czech accounting law
Non-current Assets

A.|Subscribed capital unpaid of which there v/
has been calléd

® Unless national law provides that called-up dpi to be shown under 'Capital and
reserves', in which case the part of the capithéddut not yet paid shall appear as
an asset either under A or under D (Il) (5)
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EC Directive

Czech accounting law

.|Formation expens@s

v

0w

.|Fixed assets v
l. Intangible assets
1. Costs of development v
2. Concessions, patents, licenses, |Separate lines for:
trademarks and similar rights and |- software
assets, if they were: — similar rights and assets
a) acquired for valuable
consideration and need not be
shown under C (1) (3); or
b) created by the undertaking itself,
in so far as national law permits
their being shown as assets
3. Goodwill, to the extent that it was v
acquired for valuable consideration|,
4. Payments on account v
Il. Tangible assets v
1. Land and buildings. v
2. Plant and machinery v
3. Other fixtures and fittings, tools andSeparate lines for:
equipment — Individual movable
assets
— perennial crops
— animals
— other tangible assets
4. Payments on account and tangible|Line No.4 in two separatg
assets in the course of constructionlines
No equivalent to CZ Valuation difference
relation to acquired assets
lll. Financial assets v
1. Shares in affiliated undertakings v
2. Loans to affiliated undertakings v
3. Participating interests v

® As defined by national law, and in so far asoral law permits their being shown as
an asset. National law may also provide for fororatxpenses to be shown as the
first item under 'Intangible assets'
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EC Directive Czech accounting law

4. Loans to undertakings with which the v
undertaking is linked by virtue of
participating interests

5. Investments held as fixed assets No equivalen&in C

6. Other loans v

7. No equivalent to CZ Long-term investment +
being acquired

8. No equivalent to CZ Advance payment for

long-term investment

Source: Author’s own illustration

Whether particular assets are to be shown as feseéts or current
assetshalldepend upothepurposdor which they are intended. Directive
hasn’t provide more detailed indicators to recagrdarrent and fixed
assets. Tab. 5 brings comparison of items in cuassets subdivision.

Tab. 5: Subdivision of currents assets

EC Directive Czech accounting law
D.|Current assets
l. Stocks v
1. Raw materials and consumables v
2. Work in progress v
3. Finished goods and goods for resale  Line No. Svmdeparate
lines
4. No equivalent to CZ Breeding animals and
other kinds of animals
(groups)
5. Payments on account v
Il. Debtorg Amounts becoming due
after more than one year
are shown separately for
each item
1. Trade debtors v
2. Amounts owed by affiliated v
undertakings

" Amounts becoming due and payable after more the@ year shall be shown
separatelyfor each item.
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EC Directive

Czech accounting law

Amounts owed by undertakings wit
which the undertaking is linked by
virtue of participating interests

h Vv

Other debtors

v

No equivalent to CZ

Long-term advance
payment

No equivalentto CZ

Contingent assets —
Long-term asset

. No equivalentto CZ

Deferred taxes —
Long-term asset

8.

No equivalent to CZ

Long-term advance
payment

9.

Subscribed capital called but not
paid®

Asset under A

10. Prepayments and accrued incdme

Assets under E

11.No equivalent to CZ Social security and health
insurance

12.No equivalent to CZ Due from state- tax
receivables

13.No equivalent to CZ Short-term advance
payment

14.No equivalent to CZ Short-term contingencies

Ill. Investments

v

1.

Shares in affiliated undertakings

v

2.

Own shares (to the extent that
national law permits their being
shown in the balance sheet.)

Not permitted

Other investments

Short-term financial
assets — being acquired

IV. Cash at bank and in hand

v

E.|Prepayments and accrued incdte v
No equivalent to CZ Deferred expenses
(different types)

Source: Author’s own illustration

& Unless national law provides that called-up @it to be shown as an asset under A.
° Unless national law provides that such itemst@ige shown as assets under E.
1 Unlessationallaw providesthatsuch items are to be shown as assets under BY11) (
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An entity shall present current and fixed assets saparate
classifications in its balance sheet. Tab. 6 dbssricomparison in
subdivision of capital and reserves.

Tab. 6: Subdivision of capital and reserves

EC Directive Czech accounting law
Capital, reserves and liabilities
A.|Capital and reserves v
. Subscribed capit4l Registered capital
Own shares (-)
Own ownership interest (+)
Changes in registered
capital
[l. Share premium account v
[ll. Revaluation reserve Gains and losses from
revaluation on assets
Gains and losses from
revaluation on business
combination
IV. Reserves v
1. Legal reserv& v
2. Reserve for own shares Not required as a reserve
3. Reserves provided for by the articles v
of association.
4. Other reserves, including the fair v
value reserve.
5. No equivalent to CZ Retained earnings from
previous years
4. Profit or loss brought forward v
5. Profit or loss for the financial year v

Source: Author’s own illustration

1 Unless national law provides that called-up @api to be shown under this item, in
which case the amounts of subscribed capital amnd-yga capital shall be shown
separately.

12 |n so far as national law requires such a reserve.

3 |In so far as national law requires such a resemihout prejudice to point (b) of
Article 24(1) of Directive 2012/30/EU.
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Tab. 7 shows subdivision of provisions and credijtamounts which
are payable within one year or amounts payable aftee than one year.

Tab. 7: Subdivision of provisions and creditors

EC Directive Czech accounting law

B.|Provisions
1. Provisions for pensions and similar;, v

obligations
2. Provisions for taxation v
3. Other provisions v
C.|Creditors* Amountspayableafter
morethanoneyearare
shownseparatelyor each
item

1. Debenture loarns v
Amounts owed to credit institutions v
v

3. Payments received on account of
orders®

no

4. Trade creditors. v

5. Bills of exchange payable v

6. Amounts owed to affiliated v
undertakings

7. Amounts owed to undertakings with v

which the undertaking is linked by
virtue of participating interests
8. Other creditors, including tax and v
social security authorities
9. Accruals and deferred incomé Liability under D

10.No equivalent to CZ Short-term and long-term
contingencies

11.No equivalent to CZ Short-term advances
received

14 Amounts becoming due and payable within one pearamounts becoming due and
payable after more than one year shall be showaratgly for each item and for the
aggregate of those items.

!> Convertible loans showing separately.

1% |n so far as they are not shown separately asatiedis from stocks.

7 Unless national law provides that such itemsatze shown under D.
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EC Directive Czech accounting law
| D.|Accruals and deferred incorfie v

Source: Author’s own illustration

Member States may permit or require undertakingsedain classes
of undertaking, to present items on the basis dlistinction between
current and non-current items in a different layloom that set out in the
Directive and the table above. Different layouil®wed provided that
the information given is at least equivalent tat tinathe standard layouts
illustrated in the Directive.

Comparison of profit and loss account according tmew Directive
and Czech regulations

New Directive permits a profit and loss accountolatyshowing the
nature of expenses and a profit and loss accowyatuiashowing the
function of expenses, both in report form. Direetset out items in the
profit and loss account and requires to be shovparsgely in the order
the Directive indicates. For the presentation efpihofit and loss account,
Member States shall prescribe one or both of tlyeuls set out in
Directive. If a Member State prescribes both lagput may permit
accounting entities to choose which of the presctitayouts to adopt.
Despite the fact that a statement of performanseblean introduced into
Directives in 2003, namely Directive 2003/51/EClyaihe new Directive
allows accounting entities to present a statemépedormance instead
of a profit and loss account prepared in accordamite one of the
permitted layouts.

Fundamental change in presentation of profit anss laccount
concerns items as extraordinary revenues, extraanmgiexpenses and
income of these items. Extraordinary items are alidwed to be
recognised either in accounting books or in stateme

The Czech accounting system, till 2003, permit®anting entities to
prepare a profit and loss account statement shoulreg nature of
expenses. Rule was rigid even in cases where theaateristics of
business would allow the function of expenses nweti@b. 8 includes
comparison of items in the profit and loss accdagbut showing the
nature of expenses in Directive and in the Czecbwading system.

8 Unless national law provides that such items ardé shown under C (9) under
“Creditors”.
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Tab. 8: Profit and loss account — by nature of expense

EC Directive

Czech accounting law

Net turnover

Separately recognised
revenues from selling
goods, products, services

Variation in stocks of finished goods ar
in work in progress

d v

Work performed by the undertaking for
its own purposes and capitalised

<\

Other operating income

(a) Raw materials and consumables

(b) Other external expenses

.| Staff costs:

(a) wages and salaries

(b) social security costs, with a separat
indication of those relating to pensions

AANENENENEN

.| (@) Value adjustments in respect of

formation expenses and of tangible an
intangible fixed assets

(b) Value adjustments in respect of
current assets, to the extent that they
exceed the amount of value adjustmen
which are normal in the undertaking
concerned

Other operating expenses

Income from participating interests, wit
a separate indication of that derived frg
affiliated undertakings

=

10.

Income from other investments and loa
forming part of the fixed assets, with a
separate indication of that derived from
affiliated undertakings

NS

11.

Other interest receivable and similar
income, with a separate indication of th
derived from affiliated undertakings

at

12.

Value adjustments in respect of financi
assets and of investments held as curr
assets

al
ent
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EC Directive Czech accounting law

13.|Interest payable and similar expenses,
with a separate indication of amounts
payable to affiliated undertakings

14.| Tax on profit or loss 4

15.| Profit or loss after taxation v
Extraordinary revenues
Extraordinary expenses

Income tax on
extraordinary activities

16.| Other taxes not shown under items 1 to
15

17.|Profit or loss for the financial year v

Source: Author’s own illustration

It is evident from the comparison of profit andd@count in the new
Directive and statement in Czech accounting systémat except
extraordinary revenues and extraordinary expenmse®ither differences
are recognised. Unlike the Directive, Czech praiitd loss account
recognises some items in more detail. The grougagbunts entitled
Personal expenses includes information on remuoarabf board
members. Information on taxes and fees is a sepéret in profit and
loss account. “Gains from sales of fixed assetsraaterials”, “Net book
value of fixed assets and materials sold” and “@leaim provisions and
allowance for operating expenses” are subgrougstitf items presented
separately in Czech profit and loss account thaeiha any equivalent in
the Directive.

Profit and loss statement showing the function gemse has been
transposed into the Czech legislation concernig@ating only in 2003.
As profit and loss account based on classificatibfunction of expense
hasn’'t been a traditional approach of expense retiog, this layout was
transposed into the Czech accounting system wittieiwvatives from the
original Directive. That's the reason of nil difégrces in comparison
Czech approach with that one from the Directivem@arative overview
is illustrated in the Tab. 9.
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Tab. 9: Profit and loss account — by function of expense

EC Directive Czech accounting law
1./Net turnover v
2.|Cost of sales (including value v
adjustments)
3.|Gross profit or loss v
4.|Distribution costs (including value v
adjustments)
5.|Administrative expenses (including valye v
adjustments)
6.| Other operating income v
7.|Income from participating interests, with v/
a separate indication of that derived from
affiliated undertakings
8.|Income from other investments and loans v
forming part of the fixed assets, with a
separate indication of that derived from
affiliated undertakings
9.|Other interest receivable and similar v
income, with a separate indication of that
derived from affiliated undertakings
10.| Value adjustments in respect of financial v
assets and of investments held as current
assets
11.|Interest payable and similar expenses, 4
with a separate indication of amounts
payable to affiliated undertakings
12.| Tax on profit or loss v
13.|Profit or loss after taxation v
14. Extraordinary revenues
15. Extraordinary expenses
16. Income tax on
extraordinary activities
17.|Other taxes not shown under items 1 toQher taxes in line 16.

18.

Profit or loss for the financial year

v

Source: Author’s own illustration
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Comparison of profit and loss account in the newe@ive and
statementin the Czech accounting system illustrates that except
extraordinary revenues and extraordinary expenmsegther differences
are recognised.

Conclusion

Modernisation of the EC"™4Directive that has been in force since 1978
and the EC ¥ Directive has been awaited for rather long per®erious
works on modernization of crucial accounting Euapé®irectives has
been conducted since 2008. European accountingrsysare mostly
influenced by IFRS. This trend is on one hand veayural and very
useful as for increasing reliability of accountimformation provided by
financial statements prepared in compliance witmestic rules where
European Directives are transposed. On the othed hAuropean
accounting systems suffer from partial implementatof IFRS into
legislation of Member States. IFRS partial impletaéon may even
cause breakdown of the accounting system or mang kentities to the
court; moreover entities spent higher costs and losg confidence by
users of accounting information (Zarova — MejzaR09).

Thistrendhasbeenconfirmedbyseries of consultations on Directives with
preparersand usersof financial statements, with public authorities have
shownthatthe content oDirectivesbroadlyreflectsthecurrentframework.
Therecanbeseerroomfor simplification,especially to benefit the smallest
companiesAmendmentsothe Directives, done during last 30 years, have
added many requirements, such as new disclosuteyanation rules,
including detailed provisions on fair value accaonigt but less attention
has been paid to considering whether existing reqments could be
simplified or removed. The output of works on theebtives was the
proposal of 28 October, 2011 repealing the 1978 and 1983 Direstiv
and their subsequent amendments. The thresholdsmialt companies in
proposed Directive became the main topic of debaitigisin Member
States as small companies are excluded from th@reegent to audit
their financial statements. New Directive was issae June 23, 2013.

Thisarticledealspnthebackgrounafconceptuathanges ECDirectives
for accountingwith theimpactof newaccountingirectiveonpresentation
of balance sheet and profit and loss account bypemmnes regulated by
local European accounting rules. Study is prepardide Czech Republic.
Comparativeanalysidringsthemainfindingsthat there are not substantial
differencedetweercurrentfinancialstatementasedn theCzechRepublic
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andrequired statements the neweC Directive for accounting, except for
the deletion of extraordinary expenses and extraarg revenue. Other
question is that the new Directive requires follstnctly substance over
form principle. Thisseemsgo beastumbling block in the Czech accounting
conceptual framework.

[1]

[2]

[3]

[4]

[5]

References:

Consortium (CapGemini, Deloitte, Ramboll) (2008)nal Report.
Measurement Data and Analysis. EU Project on Baseli
Measurement and Reduction of Administrative Cofts-line],
BrusselsEuropearCommission, c2008, [cited3September, 2013],
<http://ec.europa.eu/dgs/secretariat_general/acdmiden/docs/enterpri
se/documents/files/company_law_m3-4_corrigendumD@een.pdf>.

EC (2007):Communication from the Commission on a Simplified
Business Environment for Companies in the Ared@Soohpany Law,
AccountingandAuditing.(COM(2007894Final). [on-line], Brussels,
European Commission, c2007, [citéd September,2013],
<http://ec.europa.eu/internal_market/company/doogification/com2
007_394_en.pdf>.

EC (2008):Communication from the Commission to the Courtod, t
European Parliament, the European Economic and &oci
Committee and the Committee of the Regions. Thimdd| F-irst. A
SmallBusinesg\ct for Europe (SEC(2008) 2102pn-line], Brussels,
European Commission, c2012, [citéti September, 2013],
<http://eur-lex.europa.eu/LexUriServ/LexUriServ.da2SEC:2008:21
02:FIN:EN:PDF>.

EC (2009a):Proposal for a Directive of the European Parliament
and of the Council: Amending Council Directive &BIEEC on
the Annual Accounts of Certain Types of CompangsRagards
Micro-entities (COM(2009)83 Final)on-line], Brussels, European
Commission, c2009 [cited®3September, 2013],
<http://ec.europa.eu/governance/better_regulatiionita costs_en.ht
m>.

EC (2009b): Consultation Paper on Review of the Accounting
Directives, F3/D (2009)[on-line], Brussels, European Commission,
c2009, [cited & September, 2013],
<http://www.google.cz/url?sa=t&rct=j&q=&esrc=s&frm&source=
web&cd=1&ved=0CCsQFjAA&url=http%3A%2F%2Fec.europa.e
%2Finternal_market%2Fconsultations%2Fdocs%2F2002%&itin

43



Zarova, M.:.Changes in EC Directives and Impact on Presentatiofinancial
Statements in the Czech Republic.

ting%2F20090226_consultation_en.doc&ei=fUiJUomXLt&zhm
0CoCw&usg=AFQjCNEVH1Q-IzunJ7qoSQ-olhXIBPpogw>.

[6] EC (2009c):Commission Staff Working Document Accompanying
DocumentotheProposalfor a Directive of the European Parliament
and of the Council Amending Council Directive 78&EC on the
Annual Accounts of Certain Types of Companies gards Micro-
Entities. (COM (2009)83 Final).[on-line], Brussels, European
Commission, 2009, [cited®3September, 2013],
<http://eur-lex.europa.eu/LexUriServ//LexUriSen2doi=SEC:2009:02
06:FIN:EN:PDF>.

[7] EC(2013a)Europe2020.[on-line], Brussels, European Commission,
c2013a, [cited '8 September, 2013],
<http://ec.europa.eu/europe2020/index_en.htm>.

[8] EU (2013b):Directive 2013/34/EU of the European Parliament and
of the Council of 26 June 2013 on the annual fimanstatements,
consolidated financial statements and related répof certain types
of undertakings, amending Directive 2006/43/EC had European
Parliament and of the Council and repealing Courbirectives
78/660/EEC and 83/349/EEC|[on-line], Brussels, European
Commission, [cited "8 September, 2013],
<http://eur-lex.europa.eu/LexUriServ/LexUriServ.da2CELEX:32
013L0034:EN:NOT>.

[9] UNCTAD (2007): Accounting and Financial Reporting Guidelines
for Small and Medium-Sized Enterprises (SMEGHN-line],
Geneva, United Nations Conference on Trade and |IDewvent,
c2007, [cited % September, 2013],
<http://unctad.org/en/Docs/c2isarcrp5_en.pdf>.

[10] Zarova, M. (2006): Regulace evropského Ucetnictvi Praha,
Oeconomica, 2006.

[11] Zarova, M. (2008)Accounting Reform in the Czech Republic
McGee, R. W.Accounting Reform in Transition and Developing
EconomiesMiami, Springer Science, 2008, pp. 89-100.

[12] Zarova, M. — Mejzlik, L. (2009)Have IFRS positive impact on the
regulatory accounting systems in continental Euespeountries?
European Financial and Accounting Journal, 2009, ¥ono.1, pp.
5-24.

[13] Zarova, M. — Prochazka, D. — Roe, J. (20Fiyancial reporting in
the Czech Republi®rague, Oeconomica, 2011.

44



European Financial and Accounting Journal, 2018,8;mo. 2, pp. 21-45.

Changes in EC Directives and Impact on Presentation
of Financial Statements in the Czech Republic

Marcela ZAROVA

ABSTRACT

The EC 4th Directive has been in force since 1%t8east till 2001
without fundamental changes. Nearly the same lyjistoncerns the EC
7™ Directive, firstly issued in 1983. Then new reeuients, such as new
disclosures and valuation rules, including prowisioon fair value
accounting, have been added. Less attention haisfdaee to considering
whether existing requirements could be simplifiedemoved. Research
studies confirm that amendments have tended taégin@ comparability
and usefulness of the financial statements, ineckaseporting
requirements and the number of Member State optidhighese facts
have ultimately, in the long run, led to increaseomplexity and
regulatory burden for all companies. European Cassion proposed to
simplify the 4th and % Council Directives as regards financial
information obligations and to reduce administrmtiburdens, in
particular for SMEs. This article investigates iropaf new Directives’
financial reporting requirements on presentatiofirgncial statements of
companies those use local regulatory rules, whichulsl comply with the
Directive of June 26, 2013 repealing the 1978 a®@31Directives and
their subsequent amendments, in the Czech Repubilic.

Conclusion from this article might be useful foragtice as for the
potential future changes in presentation of finahctatements or
researchers who find out similarities or differendsetween European
accounting systems.

Key words: EC 4" Directive; EC ¥ Directive; Administrative burdens;
Presentation of financial statements.
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