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Appendix 3.04.10 UK versus EU-Continental reporting 

EU: prescription versus flexibility 
The directives are a mixture of prescription and flexibility. The element of prescription is 
provided principally by the rules that are imposed for the format of the financial statements. 
The element of flexibility is provided by the provisions relating to 'true and fair view’ under 
IFRS. The advantage of prescription is that it is the surest way to achieve the EU's objective of 
harmonised accounts. The disadvantage of prescription is that the imposed rules are not 
necessarily appropriate for all enterprises and their imposition in any particular case may lead 
to the financial statements that are seriously misleading. In principle, this disadvantage of 
prescribed rules should be countered by the application of the provisions relating to 'true and 
fair view'. In theory the application of the prescribed rules in most cases, with resort to the 'true 
and fair' provisions in exceptional cases, should ensure the preparation of financial statements 
that are harmonised (as far as feasible) without being misleading. 

Though the GFC provided a big shock and shakeup to the EU and its member states. 
Unemployment is still high among youth in southern member states despite considerable 
growth since 2017. So, humanisation and adoption of the accounting directives of 2013 and 
beyond and the auditing directive of 2016 have had an impact. A significant push towards 
harmonisation – something that may never occurred without the GFC perhaps. That was the 
black swan event, which caused a change in attitudes.   

That said the various countries have all retained their national accounting systems. The impact 
of the EU 's efforts at harmonisation through its directives has been split into two sections: 

1) For small to medium companies and private companies’ the harmonisation effect has
been very limited. In fact and again, in financial reporting, the differences within the
EU are greater than the differences between certain EU member states and the rest of
the world.
Small and medium-sized enterprises: The forces of globalisation which will lead
to the disappearance of a specifically European approach to accounting for the
multinational enterprises should have little impact on the great mass of small- and
medium-sized enterprises. It is to be expected that, for the accounting of these
enterprises, a specifically European approach to financial reporting will survive,
including that most characteristic feature of European financial reporting – the
remarkable diversity in financial reporting practice

2) The larger publicly quoted companies and other entities known as PIEs. The
convergence using IFRS will continue to occur. The EU will make modifications and
amendments, pushing the EU into more harmonised reporting, with an element of
flexibility.

Stylised historical differences between the UK and continental approach 
Historically, just as noted above, still relevant for the majority of small and medium sized 
enterprises, there was and still is, perhaps, a great divide: the British approach versus the 
continental approach. 
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The table compares the distinguishing characteristics of financial reporting in Britain with 
those of the continental European countries. The differences have been painted with a very 
broad brush and are exaggerated and historical, but serve to highlight some of the differences 
that may still occur for smaller companies.  
 
John draws the reader to this statement: 
This table sets out ‘idealised’ views of the British and Continental European Approach to 
financial reporting. It deliberately exaggerates the differences, with the aim of giving the reader 
an impression of the character of the different approaches. It presents an exaggerated and not 
wholly accurate picture of the position in 2004. 
 

Box Idealised UK versus Continental European Approach (Historical perspective) 
  The 'idealised' UK approach  The 'idealised' Continental 

European approach 
 

The principal driving 
force 

The Accountancy Profession 
(now the state and the 
FRC/ARGA) 
 

The State 
EU 
 

The primary objectives of 
financial reports 

To provide information for the 
capital market 
 

To regulate distributions to 
stakeholders and for tax 
computations for the state 

Secondary objectives of 
financial reports 

To assist shareholders in 
controlling the enterprise's 
management   

To constrain the enterprise's 
management in the interests 
of stakeholders 

What should be measured by 
the financial statements? 
 

The profitability and 
solvency of the enterprise 

'Efficiency' of the enterprise 
from the viewpoint of society 

The most important qualitative 
characteristic of financial 
statements 

Relevance 
 

Prudence 
 

Preparers' discretion  May use professional 
judgement 

Must adhere to the rules 
 

Flexibility versus uniformity  Flexibility (adaptation to the 
needs of the individual 
enterprise) 

Uniformity (e.g. charts of 
accounts) 

Prevalent abuse  Creative accounting  Secret reserves 

Expression rule  'A true and fair view' or ‘Fair, 
balanced and understandable’ 
but interpreted very widely 
with much scope of 
judgement. 
 

'A picture according to the 
facts’. 
Some scope for judgement.  
 

Source: Adapted from European Financial Reporting, John Flower, Palgrave Macmillan 2004 
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In interpreting this table a few words of caution are in order: 
 It is partly historical 
 It is simplistic to portray all continental European countries as having exactly the same 

approach to financial reporting. In particular, the approach in the Netherlands and much 
of Scandinavia incorporates certain aspects of the British approach. And within the 
other continental countries there are often significant differences in approach on 
particular matters. 

 The differences have been presented in the form of stark alternatives 
 The continental approach is probably close to the older German approach but it would 

be wrong to portray all continental European countries as having the same 
homogeneous approach to financial reporting. 

 
A note on the importance of the UK accountancy profession 
The principal driving force: a major development since 2004, when this table was first 
produced, has been the decline in the influence of the British accountancy profession. The 
profession has ceded influence and power to two other institutions: The International 
Accounting Standards Board (IASB) and the Financial Reporting Council (FRC):  

1) The IASB: since 2005, British listed companies have been obliged to use the IASB’s 
International Financial Reporting Standards (IFRSs). Prior to that date, they were 
obliged to follow UK GAAP1. The British accountancy profession was and still is the 
dominant force in the determination of UK GAAP, but the change from UK GAAP to 
the IASB’s standards for listed companies did not initially have a major impact on the 
British accountancy profession’s influence over the standard-setting process, for the 
profession also exercised considerable influence within the IASB’s power structure. In 
2004, it supplied the Board’s chairman, Sir David Tweedie, and two other members.2  
In 2018, only one member of the IASB’s Board is British and he is not even a 
professional accountant. Although the British accountancy profession can still 
influence the IASB’s standard setting process by indirect means (for example through 
the quality of its submissions), there is little doubt that its direct influence is far weaker 
than it was fourteen years ago. 

2) The FRC: the FRC is an agency of the British government3, which was set up with the 
clear (if unstated) aim of providing increased public oversight over the corporate 
governance of the larger listed companies. Its creation reflected a widespread 
dissatisfaction with the performance of these companies and, in particular, with the 
accountancy profession’s failure to protect the public interest in this field. Essentially 
the FRC took away from the accountancy profession two important functions: (i) the 
setting of standards, and (ii) the disciplining of its members. We discuss the FRC in 
greater detail later.    

 
Hence it is no longer the case that, in the UK, the accountancy profession is the principal driving 
force; it has been largely replaced by the state. Has the state in the other European countries 
retained its dominant position? To a certain extent these states have lost authority, in that they 
have ceded to the IASB the authority to set the rules for the financial reporting of their major 

                                                 
1 For an analysis of the role of UK GAAP prior to 2005, see Global Financial Reporting, Chapter 4.  
2 See Flower, J. European Financial Reporting, Palgrave Macmillan, 2004. Table 6.3, page 141. 
3 The British government appoints the members of the FRC’s governing body, its board. 
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companies. But this loss of authority is limited by the fact that, through their influence over the 
EU’s endorsement process, they can ensure that the IASB’s rules are acceptable. 
 
Interpretation of UK versus continental approach 
The table paints too stark a picture of the differences between the UK and continental Europe. 
It depicts 'idealised' approaches; the reality is rather more complicated, in respect of both 
reporting systems. 
 
The primary objective of financial statements: the principal development in this field is that 
throughout Europe, without exception, the primary objective is the provision of information 
for the capital market, at least as concerns the consolidated accounts of major countries. With 
respect to the individual accounts in the major continental European countries, their primary 
function remains the regulation of distributions to stakeholders. 
 
The secondary objective of financial statements: we feel that there has been no great change 
here. This reflects the greater attention given to the interests of stakeholders in continental 
Europe. The UK government seems to pay lip service to the need to take into account the 
welfare of all stakeholders, but there has been little effective action.  
 
What should be measured? John Flower is inclined to say that, even in continental Europe, the 
answer is the profitability and solvency of the enterprise. However, again we expand on this 
later in the book. Different users will require different information and perhaps accounting 
figures valued according to different rules. Even the professional investor may require different 
types of reports according to what his or her function or objective is.  
 
UK 
There are some important points to be made about the 'idealised' British approach. 

1) For some small- and medium-sized companies, the principal objective of the financial 
statements is and always has been the regulation of distributions, particularly the 
computation of tax payable to the state. Hence the financial reporting of these 
companies places more emphasis on reliability than on relevance. 

2) However even for listed companies, this approach is rather out of date as it depicts the 
situation of past generations. Two important developments have had a profound 
influence on financial reporting in the UK a) the implementation of the EU Directives 
and b) the establishment of a powerful standard-setting body now the FRC. As a result 
of these developments, the position of the accountancy profession as the driving force 
behind financial reporting has been seriously weakened; many rules are now laid down 
in the law or in standards, whereas previously they were considered as a matter for the 
judgement of the professional accountant. There is greater uniformity than before, 
resulting notably from the impact of the EU directive's prescribed formats. However, 
the recent reporting on audit directives should produce the strongest push towards 
convergence than ever before. Since these came into effect in the period 2015/2016, it 
is too early to tell whether that convergence is absolute, or whether there will remain 
some significant differences. This is explored in the next chapter.  
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Continental Europe 
Two rather similar points may be made about the 'idealised' continental European approach. 

1) As in the UK, this approach applies most strongly to the financial statements of small- 
and medium-sized enterprises. However, it also applies to some of the individual 
accounts of larger listed enterprises. The approach is least marked in the consolidated 
accounts of listed enterprises. 

2) Even before the recent EU directives and regulations, there was a move that tended to 
weaken certain aspects of the continental approach as regards the consolidated accounts 
of the largest listed enterprises. Responding to the challenge of globalisation, these 
enterprises have begun to adopt for their consolidated accounts certain aspects of the 
British approach, notably the objective of providing information for the capital market 
and the primacy of relevance as a qualitative characteristic. The EU's decision that 
European listed companies should adopt the IASB's IFRS standards (from 2005) was a 
further manifestation of a weakening of the Continental approach. 

 
It would be wrong to portray all Continental European countries as having the same 
homogeneous approach to financial reporting. As has already been mentioned, the Netherlands 
and, to a lesser extent, the Scandinavian countries are in some respects more similar to Britain 
than to the other European countries; the biggest difference is that these countries put more 
emphasis on the 'social efficiency ' of the enterprise than on its profitability.  
 
We investigate the degree of convergence in the next chapter as well as future developments. 
 
Measuring different criteria 
Will there be an interest in the UK versus the continental Europe? Perhaps the great divide in 
current approaches to financial reporting is essentially between those who emphasise 
‘shareholder value’ and those who favour a much broader concept of the function of the 
business enterprise, such as ‘stakeholder value’ or ‘value for the community’. However, the 
UK and most of the larger groups on the continent are beating to the same drumbeat of 
shareholder value and are often listed on the London, New York as well as European and 
sometimes even Asian markets as well.  
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US GAAP again 
The US GAAP, ultimately controlled by the SEC, is also dominated by concerns of the capital 
markets. Hence: 

The strength of the US capital markets depends on investors knowing that they can rely 
on the financial information that is available to them when they make investment 
decisions. High-quality accounting standards are the foundation upon which this 
reliance is built.  The Commission has an important responsibility to investors and our 
markets to ensure that the accounting standards reliably produce the information our 
markets demand. 
Source: Chair Mary Jo White, A US Imperative: High-Quality, Globally Accepted 
Accounting Standards. https://www.sec.gov/news/statement/white-2016-01-05.html 
 

Since 2008, privately held companies are authorised to prepare their financial statements in 
accordance with IFRS. Furthermore, smaller entities can apply a simpler version of IFRS, 
following the issuance of the standard IFRS for Small and Medium-size Entities (similar to the 
UK’s FRS 102). It is difficult to assess how many US private companies have adopted IFRS. 
However, lending departments of financial institutions are showing more and more interest in 
IFRS. Domestic public companies cannot use IFRS for their filings with the US Securities and 
Exchange Commission (SEC). 
 
As discussed in the previous sub chapter 1.3, the usual difference between US GAAP and IFRS 
is that the former is rule-based whereas the latter is principle-based. This principle-based 
concept generates concerns that it will be more difficult for a preparer to defend its position in 
case of litigation – which is far more prevalent in the US. 
 


