
REGULATION 99-02, 29/04/1999

Relating to consolidated accounts of commercial companies and public enterprises



The Accounting Regulation Committee,

Having regard to the Insurance Code;

Having regard to Law 66-537, 24 July 1966, as amended, on commercial companies;

Having regard to Law 84-46, 24 January 1984, as amended relative to the activity and control of credit institutions;

Having regard to Law 85-11, 3 January 1985, relating to consolidated accounts of certain commercial companies and public enterprises;

Having regard to Law 96-597, 2 July 1996, as amended for modernisation of financial activities;

Having regard to Law 98-261, 6 April 1998, relating to reform of accounting regulation and adaptation of the regulations for disclosure of information on real property;

Having regard to Decree 67-236, 23 March 1967, as amended, on commercial companies;

Having regard to Decree 86-221, 17 February 1986, adopted for application of Law 85-11, 3 January 1985, relating to the consolidated accounts of certain commercial companies and public enterprises and including sundry provisions relating to the drawing up of annual accounts;

Having regard to Ministerial Order, 9 December 1986, supplementing and amending the national accounting code;

Having regard to Statement of Best Practice 98-10 of the National Accounting Council, 17 December 1998,

Resolves:

Article 1

Commercial companies and public enterprises subject to the obligation to draw up consolidated accounts in application, respectively, of Article 357-1, Law of 24 July 1966 and Article 13, Law of 3 January 1985, aforementioned, are to draw up their consolidated accounts in conformity with the present Regulation and its annex.

Notwithstanding, until adoption by the Accounting Regulation Committee of specific rules applicable to these companies, credit institutions and finance companies respectively specified in Articles 1 and 72 of the aforementioned Law of 24 January 1984, investment enterprises specified in Article 7 of the Law of 2 July 1996, as well as insurance enterprises coming under the Insurance Code, are to remain subject to the requirements presently applicable to them.

Article 2

The present regulation becomes operative for the accounts covering the financial years beginning on or after 1 January 2000.

Notwithstanding, the commercial companies and public enterprises specified in Article 1 may apply the present Regulation to the financial years beginning on or after 1 January 1999.

They are to present in the notes on the accounts all information necessary for an understanding of changes in methods resulting from the change in regulation and, in particular, the effects of changes on consolidated profits or losses and capital and reserves of the previous financial year.

Article 3

Article 1 of the aforementioned Ministerial Order of 9 December 1986 is repealed as from 1 January 2000.
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Section I - Scope and methods of consolidation

10 – Scope of consolidation

100 - Composition of the group of enterprises to be consolidated

1000 - General principles

All controlled enterprises (whether exclusive or joint control) or enterprises subject to significant influence are required to be consolidated, with only very limited exceptions to this principle.

Enterprises to be included for the purpose of drawing up consolidated accounts are as follows:

· The parent enterprise, as laid down in §1001; 

· Enterprises exclusively controlled, as laid down in §1002; 

· Enterprises jointly controlled, as laid down in §1003; 

· Enterprises over which significant influence is exercised, as laid down in §1004.

Other than in instances set out in §101, an enterprise is to be included in the scope of consolidation whenever its consolidation, or that of the subgroup which it heads up, is materially significant, singly or with other enterprises in a position to be consolidated, with regard to the consolidated accounts of the group of enterprises included in the scope of consolidation.

What constitutes material significance cannot be laid down in an arbitrary and quantified way by the present text. In fact, a threshold on the basis of turnover or another financial statement item is not necessarily relevant. For example, a parent enterprise may wish to consolidate a newly created enterprise which it controls or over which it exercises significant influence, but which does not have significant total turnover or assets, because it considers the issue to be one of strategic investment.

The notes on the accounts are to indicate the criteria adopted by the group to define its scope of consolidation.

1001 - Parent enterprise

The parent enterprise is an enterprise which exclusively or jointly controls other enterprises regardless of their form, or over which it exercises significant influence.

1002 - Enterprises subject to exclusive control

Exclusive control, denoted by the power to direct the financial and operational policies of an enterprise for the purpose of deriving advantage from its activities, results from any of the following:

· Direct or indirect holding of the majority of voting rights in another enterprise; 

· Designation, during two successive financial years, of the majority of members of the administrative, managerial and supervisory bodies of another enterprise; the parent enterprise is presumed to have made this designation where it held during this period, directly or indirectly, more than forty percent of voting rights and where no other partner or shareholder held, directly or indirectly, a greater proportion than its own; 

· The right to exercise dominant influence over an enterprise by virtue of a contract or statutory clauses, where entitled to do so and where the dominant enterprise is a shareholder or partner of this enterprise; dominant influence exists whenever, under the aforementioned conditions, the parent enterprise is able to use or to direct the utilisation of assets in the same way as it controls its own assets.

1003 - Enterprises subject to joint control

Joint control is the sharing of control over an enterprise operated in common by a limited number of partners or shareholders, such that the financial and operational policies are the result of their agreement.

Two factors are essential to the existence of joint control:

· A restricted number of partners or shareholders sharing control; the sharing of control presumes that no one partner or shareholder is likely alone to be able to exercise exclusive control by imposing his decisions on the others; the existence of joint control does not exclude the presence of partners or minority shareholders not participating in the joint control; 

· A contractual agreement: 

· Providing for the exercise of joint control over the economic activity of the enterprise operated in common; 

· Establishing the decisions essential to realisation of the objectives of the enterprise operated in common and which require the assent of all the partners or shareholders participating in the joint control.

1004 - Enterprises subject to significant influence

Significant influence is denoted by the power to participate in the financial and operational policies of an enterprise without holding control of it. Significant influence may in particular result from representation on the managerial and supervisory bodies, participation in strategic decisions, existence of material inter-enterprise transactions, exchange of managerial personnel, links of technical dependence.

Significant influence over the financial and operational policies of an enterprise is presumed where the parent enterprise holds, directly or indirectly, at least 20 % of the voting rights of this enterprise.

1005 - Determination of control and significant influence

10050 - Direct and indirect holding

Exclusive and joint control, as well as significant influence, are taken to mean, in all cases, direct or indirect control. Accordingly, for the assessment of voting rights held by an enterprise at general meetings of another enterprise, the overall voting rights attached to shares held by the parent enterprise and by all the enterprises that it exclusively controls are to be aggregated.

10051 - Calculation of proportion of voting rights held

To calculate the proportion of voting rights held, it is appropriate to take into account shares with double voting rights, certificates of voting rights created at the time of issue of investment certificates and, if necessary, securities subject to firm commitments or to warehousing held on behalf of the parent enterprise.

The term warehousing refers to a set of transactions whereby an enterprise has the obligation to acquire securities from a bearer at the end of a term and at a predetermined price, with the bearer obliged to sell the securities to the enterprise.

These securities are to be considered as held on behalf of the parent enterprise if the particulars of the firm commitment or firm contract for warehousing entitle the parent enterprise to the essential rights attached to the securities. To determine the nature and extent of the control or significant influence, the holder of the rights relating to the control of securities subject to warehousing is also to take into account the other securities of the enterprise in question held elsewhere by that holder.

10052 - Particular case of special purpose entities

A special purpose entity is a separate legal structure, created specifically to manage a transaction or group of similar transactions on behalf of an enterprise. The special purpose entity is structured or organised in a way such that its activity is in fact only conducted on behalf of this enterprise, by making assets available or by supplying goods, services or capital.

A special purpose entity is to be included in the scope of consolidation whenever one or more controlled enterprises have in substance, by virtue of contracts, agreements or statutory clauses, control of the entity and are its shareholders or partners.

With the aim of giving a true and fair view of the financial position of the group, where one or more controlled enterprises have, in substance, control of a special purpose entity but do not hold any ownership share of this entity, the notes on the accounts are to disclose in detail the assets, liabilities and profits or losses of the special purpose entity.

The following situations may characterise the existence of this type of control by the parent enterprise or an enterprise controlled by it:

· The enterprise in reality holds the powers of decision and management over the special purpose entity or the assets which make it up, even if this power is not actually exercised; it can for example wind up the entity, change its articles of incorporation or association, or on the contrary, formally oppose their modification; 

· The enterprise can, in essence, benefit from the profits or participate in losses of the entity, for example in the form of cash flows or entitlements: entitlement to a share of net assets, entitlement to dispose of one or more assets, entitlement to the majority of residual assets in the event of liquidation; 

· The enterprise bears residual risks relating to the entity, such as in the case of outside investors benefiting from a guarantee, on behalf of the entity or enterprise, enabling them to limit significantly their risk-taking.

1006 - Combined accounts

Enterprises may be linked by a variety of economic relations, without their integration resulting from participating links organising relations between the parent enterprise and the enterprise subject to control or significant influence that do not meet the criteria laid down in §§1001–1005. The cohesion of these groups can lead them to draw up accounts which cannot be termed Consolidated accounts and are to be designated as Combined accounts. In that case, it is inappropriate to apply the present text.

101 - Exclusion from the scope of consolidation

An enterprise subject to control or significant influence is to be excluded from the scope of consolidation where:

· As from the time of acquisition, the securities of this enterprise are held exclusively with a view to their subsequent disposal; but if the plan for later disposal relates only to a proportion of the securities, control or significant influence is to be determined by reference to the proportion intended for long-term holding; 

· Severe and long-lasting restrictions substantially call into question: 

· The control or influence exercised over this enterprise; 

· The possibilities of transfers of financial resources between this enterprise and the other enterprises included in the scope of consolidation.

Where an enterprise is thereby excluded from the scope of consolidation, its securities are to be accounted for as Long-term equity interests in the consolidated accounts.

102 - Dates of entry into and exclusion from the scope of consolidation

1020 - Date of entry into the scope of consolidation

Entry of an enterprise into the scope of consolidation is to take effect:

· Either at the date of acquisition of securities by the parent enterprise; 

· Or at the date of taking control or obtaining significant influence, if the acquisition took place at different times; 

· Or at the date provided for in the contract if the latter provides for transfer of control at a date different from that of the transfer of securities.

The fact that a contract includes a retrospective clause is not sufficient to set the transfer of control at a date different from that of the transfer of securities, as for example the extraordinary general meeting in the event of merger.

1021 - Date of exclusion from the scope of consolidation

An enterprise is to be excluded from the scope of consolidation at the date of loss of control or significant influence.

In the event of disposal, transfer of control or significant influence generally proceeds with transfer of voting rights linked to the transfer of securities. Even if agreements for disposal of an integrated enterprise are entered into at the close of a financial year, the transferring enterprise is to continue to consolidate this enterprise given that it still retains control. Notwithstanding, the controlled enterprise may be excluded from consolidation in very exceptional instances where transfer of control occurs prior to transfer of securities, either following changes to managerial or supervisory bodies, or because of a contract between the parties being entered into prior to the closing date for the accounts. The transferring enterprise then has to be able to show factually that loss of control takes effect prior to the transfer of voting rights.

Temporary transfer, without loss of control, of securities of consolidated enterprises, followed by their repurchase after a brief period is not to affect the drawing up of the consolidated accounts at the close of the financial year of the enterprise which temporarily transfers its securities.

In the event of loss of control without disposal, for example following a dilution or because of severe and long-lasting restrictions as laid down in §101, exclusion from the scope of consolidation is to be concomitant with the event that gave rise to loss of control.

11 - Consolidation methods

110 - General principles

Consolidation methods are as follows:

· Global integration for enterprises subject to exclusive control; 

· Proportional integration for enterprises subject to joint control; 

· Equity method of accounting for enterprises subject to significant influence.

1100 - Global integration

Global integration comprises:

· Integration into the parent enterprise accounts of the components of the accounts of the consolidated enterprises, after restatements, if any; 

· Distribution of capital and reserves and profit or loss between the interests of the parent enterprise and those of the other shareholders or partners known as minority interests; 

· Elimination of transactions and accounts between the globally integrated enterprise and the other enterprises consolidated under the conditions laid down in §§26, 281 and 293.

1101 - Proportional integration

Proportional integration comprises:

· Integration into the parent enterprise accounts of its proportionate interest in the consolidated enterprise accounts, after restatements, if any; no minority interest is accordingly recognised; 

· Elimination of transactions and accounts between the enterprise integrated proportionally and the other enterprises consolidated under the conditions laid down in §§281 and 293.

1102 - Equity method of accounting

The equity method of accounting comprises:

· Substitution of the ownership share of capital and reserves for the book value of shares held, including profit or loss for the financial year determined in accordance with consolidation rules; 

· Elimination of transactions and accounts between the enterprise accounted for by use of the equity method and the other enterprises consolidated under the conditions laid down in §293.

111 - Direct consolidation or in two or more stages

Consolidation is to be carried out drawing on the individual accounts of enterprises included in the scope of consolidation, after having carried out the preliminary restatements indicated in Section III. It is to be arrived at either directly by the parent enterprise, or in two or more stages, in other words by consolidating successively consolidated subgroups into larger groups. Consolidated capital and reserves, consolidation and valuation differences, minority interests and profit or loss determined within the framework of a direct consolidation are required to be the same as those that would be obtained from consolidation realised in two or more stages.

Section II - Consolidation rules

Subsection I - Global integration

20 - General principles

200 - Application to the group of enterprises subject to exclusive control

The rule according to which enterprises subject to exclusive control are to be consolidated by global integration is to apply also to enterprises the individual accounts of which are structured in a way different from those of the other enterprises included in the scope of consolidation, by virtue of belonging to different activity sectors; in the latter case, there is to be appropriate segment reporting in the notes on the accounts.

Notwithstanding, in exceptional instances where the above treatment would result in the consolidated accounts not giving a true and fair view of the assets and liabilities, financial position and profit or loss of the group constituted by the enterprises included in the consolidation, these enterprises are to be accounted for by use of the equity method, with appropriate disclosure in the notes on the accounts.

201 - Methods of valuation and presentation

General accounting principles are required to be observed.

Consolidated accounts are required to provide all material information on the assets and liabilities, financial position and profit or loss of the consolidated group. Valuations, restatements and elimination of internal profits or losses are to be assessed for their materiality.

In addition, assets, liabilities, charges and income of the consolidated enterprises are to be valued and presented in accordance with uniform methods used within the group.

Accordingly, restatements are to be made prior to consolidation (cf. Section III) whenever differences exist between the accounting methods and their application procedures adopted for the individual accounts of enterprises included in the scope of consolidation and those adopted for the consolidated accounts.

202 - Closing date

Accounts to be incorporated into the consolidated accounts are to be drawn up as at the same date, being generally the closing date of the accounts of the parent enterprise, and are to relate to the same period.

Where the majority of enterprises to be consolidated close their financial year at a date other than that adopted by the parent enterprise, consolidation may be carried out, subject to justification in the notes on the accounts:

· Either at the closing date adopted by the majority of consolidated enterprises for their individual accounts; 

· Or at the closing date adopted by the parent enterprise for its individual accounts.

In both situations, consolidation of enterprises not closing their accounts at the date adopted for the consolidated accounts is to be carried out on the basis of interim accounts.

If the closing date of the financial year of enterprises included in the consolidation is not more than three months prior to the closing date of the financial year of the consolidation, it is not necessary to draw up interim accounts, provided that material transactions occurring between the two dates are taken into consideration.

21 - Entry of an enterprise into the scope of consolidation in a single transaction

Entry of an enterprise into the scope of consolidation results from its becoming subject to control by the parent enterprise, regardless of the legal procedures of the transaction (eg. purchases of securities, mergers, exchanges, spin offs).

In accordance with the principles laid down in §1000, an enterprise is not to be included in the scope of consolidation whenever its consolidation, or that of the subgroup which it heads up, is not materially significant, singly or with other enterprises in a position to be consolidated, with regard to the consolidated accounts of the group of enterprises included in the scope of consolidation. On the other hand, where this enterprise becomes materially significant within the meaning of §1000, the rules stated in §213 are to apply.

The difference between acquisition cost of securities and the total valuation of assets and liabilities identified as at the date of acquisition constitutes consolidated goodwill or negative consolidated goodwill.

210 - Acquisition cost of securities

The acquisition cost of securities is to equal the amount of the payment made to the vendor by the purchaser (liquid assets, assets or securities issued by an enterprise included in the consolidation estimated at their fair value), plus all other costs directly attributable to the acquisition. Where payment is deferred or spread out, the cost is required to be discounted if the effects of discounting are material.

Where the acquisition agreement provides for an acquisition cost adjustment dependent on one or more events, the amount of the correction is required to be included in the acquisition cost at the date of acquisition if the adjustment is likely and the amount can be reliably assessed. At the time of initial accounting for an acquisition, it is ordinarily possible to estimate the amount of any adjustment, even though uncertainty may exist, without adversely affecting the reliability of the information. If the future events do not come about, or if it is necessary to revise the valuation, the acquisition cost is to be adjusted with the corresponding consequences for consolidated goodwill.

Acquisition cost is also required to be corrected where a contingency affecting acquisition cost is resolved after the date of acquisition.

In instances of acquisition of securities denominated in foreign currencies, the exchange rate to be used is the rate applicable as at the date of original entry into the scope of consolidation or, as applicable, the hedging rate (after forward or backward correction) if the hedging was arranged prior to the transaction. Expenses incurred to set up hedging are also to be included in the acquisition cost of the securities.

In all the aforementioned instances, other than the value of assets transferred back by the purchaser to the vendor, the acquisition cost of securities is to include direct costs (eg. registration fees, issue costs of securities, fees paid to external consultants and experts participating in the transaction) net of the corresponding tax savings.

Where taking control of an external enterprise is obtained by handing over securities of subsidiaries or other assets to this enterprise, the transaction is deemed in substance to be an acquisition. The cost of taking control is to equal the fair value of the ownership share granted to the minority interests in the assets or securities handed over to the enterprise.

The difference between cost thus determined and book value of the ownership share prior to the transaction is to constitute a profit or loss on disposal.

The assets handed over are at all times to be shown in the consolidated balance sheet at their value prior to the transaction. Assets entering into the balance sheet are to be shown at their entry value as laid down in §2112. Minority interests are to be similarly determined and consolidated goodwill accordingly is only to relate to the components acquired.

211 - Identifiable assets and liabilities and consolidated goodwill

At the time of initial consolidation of an enterprise subject to exclusive control, other than for the particular instance referred to in §215, the entry value of identifiable components of its assets and liabilities is to be valued according to the methods laid down in §2112. The difference between entry value in the consolidated balance sheet and book value of the same component in the balance sheet of the controlled enterprise is referred to as a valuation difference.

Identification and valuation of assets and liabilities are to be supported by an explicit and well-documented process.

2110 - Date and time interval

Valuation of identifiable assets and liabilities is required to be made according to the situation existing at the date of entry of the enterprise into the scope of consolidation, without subsequent events being able to be taken into consideration.

For practical reasons, the parent enterprise is allowed a time interval ending with the close of the first financial year beginning after the acquisition, during which it can carry out analyses and necessary expert appraisals for the purpose of the valuation. Notwithstanding, at the time of the first closing date following acquisition, a provisional valuation is required to be made for components having a sufficiently reliable valuation.

For practical reasons, the parent enterprise is allowed a time interval ending with the close of the first financial year beginning after the acquisition, during which it can carry out analyses and necessary expert appraisals for the purpose of the valuation. Nevertheless, at the time of the first closing date following acquisition, a provisional valuation is required to be made for components having a sufficiently reliable valuation.

If further information leads, prior to the end of the first financial year following entry into the scope of consolidation, to a reappraisal of values established at the time of entry into the consolidated balance sheet, these values are required to be adjusted resulting automatically in modification to gross value and accumulated depreciation of consolidated goodwill. For example, where capital gains or losses are realised within the time interval on components identified at the time of initial consolidation, or the actual application of provisions, the entry value of the relevant assets is required to be re-examined, unless shown that these gains and losses are generated by an event subsequent to the date of acquisition and independent of the acquisition (cf. §21123).

2111 - Identification of assets and liabilities

The identifiable assets and liabilities of the acquired enterprise, including intangible components, are the components capable of being valued separately under conditions enabling their value to be monitored. For intangible assets, this may in particular be the case with patents, trademarks and market shares.

An intangible asset can only be entered separately in the consolidated balance sheet if its valuation can be made according to objective and relevant criteria, essentially based on future economic benefits that it will bring about or on its market value if one exists.

2112 - Entry value of identifiable assets and liabilities

21120 - General principles

As regards an entry into the group, the amount resulting from the valuation of identifiable assets is to constitute their new gross value. This is to operate as the basis for subsequent calculation of capital gains or losses in the event of disposal, as well as appropriations for depreciation and provisions for diminution in value, which will be shown in consolidated profits or losses.

Provisions for liabilities and charges recorded as at the date of initial consolidation are to constitute the basis on which the subsequent appropriations and writing back of provisions are to be determined.

21121 - Valuation method to be adopted

Identifiable assets and liabilities are to be entered in the consolidated balance sheet at their entry value determined according to usage expected by the parent enterprise.

For the purpose of establishing their values, the assets are to be classified into two categories:

· Items not intended for operational use; 

· Items intended for operational use.

Items not intended for operational use, namely, assets intended to be resold or assets not necessary for operations, are to be valued at their market value as at the date of acquisition or, in the absence of a market, at their likely net realisable value. This value may be, as applicable, discounted if the assets in question do not generate any income during the estimated carrying period. If the issue concerns entire activity sectors intended to be disposed of or terminated, their expected operating losses are to be fully provided for at the date of acquisition, after deduction of expected capital gains on asset disposal.

Items intended for operational use are to be valued at their value in use to the parent enterprise. This value is to correspond to the price that it would have agreed to pay had it acquired these components separately, taking into account their intended usage. As regards assets acquired and intended for operational use, value in use is as a general rule to be equated with their replacement value, namely, the investment that the parent enterprise would have to incur to replace them with new assets, possibly different, but enabling the enterprise to maintain output in its sector.

Deferred tax debts payable and receivable related to valuation differences are to be recorded in accordance with the provisions of §31.

Minority rights are to be calculated on the basis of revalued net assets of the acquired enterprise.

Notwithstanding, enterprises previously employing the method of partial revaluation may continue to do so. This method consists of limiting the revaluation of identifiable components to the portion of shares acquired. Minority rights are accordingly to be taken into account on the basis of book value of components as shown in the balance sheet of the acquired enterprise.

21122 - Determination of value in use of assets and liabilities intended for operational use

Given the objective of determining value in use component by component as at the date of acquisition, the methods applied may differ from valuation methods ordinarily used by the parent enterprise for its consolidated balance sheet. For example, it is appropriate to provide for pension commitments and to resort to financial net present value methods to determine entry value of monetary components or provisions for charges whenever doing so has a significant influence on the amount arrived at.

The principle of value in use does not preclude its representation by book values.

· Intangible fixed assets: all identifiable intangible assets, including those that would not be entered in the individual accounts of consolidated entities, are to be subject to valuation.

The value in use of the intangible fixed assets is to correspond to their market value where an active market exists for similar items. An active market implies a market in which items of a uniform nature are regularly exchanged at known prices. In the absence of an active market, value in use for an intangible fixed asset is to be determined in particular by reference to practice of the sector in question.

Particular cases

· Finance leases in progress: where the acquired enterprise holds an item within the context of a finance lease and if the parent enterprise chose not to enter this type of contract in its assets, the corresponding intangible right is required to be valued at an amount equal to the difference between: 

· Firstly, the value of the tangible fixed assets subject to the lease determined as indicated below; 

· Secondly, the residual amount payable at the date of acquisition corresponding to the present value of remaining lease instalments payable and the repurchase option. Where this difference is negative, it is to be taken to liabilities. 
· Research and development projects in progress: the portion of acquisition cost corresponding to research and development projects in progress that are identifiable and able to be valued on a reliable basis is forthwith to be accounted for as a charge. Exceptionally, the portion of acquisition cost corresponding to applied research and development projects in progress that are identifiable and able to be valued on a reliable basis, clearly itemised and for which there are serious chances of commercial profitability, is to be capitalised where this is the group method. Even if not the group method, capitalisation is also possible. 
· Intangible assets in the nature of establishment costs or charges to be allocated: the purchaser is to estimate in accordance with his own intentions the value of establishment costs and charges to be allocated, whether or not they are accounted for by the acquired enterprise. The corresponding asset cannot be greater than the cost actually incurred by the acquired enterprise. 
· Tangible fixed assets: value in use is to correspond to market value for standardised items (in particular, land and non-industrial constructions) or to net replacement value for items specific to operations. In the latter case, reference is to be made to value as new for an equivalent item, taking into account its intended usage by the parent enterprise. Depreciation corresponding to the expired useful life is to be deducted from this value to arrive at net replacement value. The net replacement value is to constitute the new gross value of the item for the purchaser and is to serve as the basis for calculating depreciation subsequent to the acquisition in accordance with methods applied within the group. 
· Participating interests and other long-term investment securities: securities acquired are required to be valued according to their utility to the parent enterprise. Accordingly, securities consolidated by global or proportional integration or by use of the equity method of accounting are not to be directly valued but by reference to identifiable components of assets and liabilities of the subsidiaries which they represent. In contrast, non-consolidated securities are to be valued at market value, which for quoted securities is generally equal to the stock market value as at the date of acquisition, or to weighted average values recognised over a term long enough to cushion the effect of sharp one-off changes. Value in use of unquoted securities may be determined by reference to multiples of cash flows or profits or losses observed in comparable sector enterprises, in particular by their growth prospects. 
· Stocks and contracts in progress: as a general rule, value in use of stocks cannot simply correspond to the historical cost of purchase or production reflected in the accounts of the acquired enterprise since it is appropriate to take into account measures already approved to bring each component of stock to its achieved state of development. Accordingly, a finished product is to be valued at transfer or disposal price less costs and margin relating to the remaining marketing effort to be undertaken, this margin being determined on the basis of the normal margin for marketing activity by the vendor in the relevant sector and, in the case of stocks with slow turnover, of financial carrying costs, if any. A product in course of production is to be valued in the same way less production costs remaining to be incurred and the additional margin of the producer. For long-term or service contracts in progress, the margin corresponding to the state of advancement of contracts is accordingly to be included in the entry value of items in progress. Finally, raw material is to be valued at its replacement cost. Thus, only the normal margins of production activity remaining to be carried out and marketing activity are to contribute to profits or losses attributable to the parent enterprise on acquired products. 
· Loans and debts receivable and payable: entry value is to be determined by discounting values due at maturity, at the rate recognised on the relevant financial market as at the date of acquisition, if the discounting effect is material. This rule is to apply for example in instances where loans or debts are non-interest-bearing, corresponding to normal market conditions as at the date of taking control. 
· Short-term securities: to be valued at their realisation value (stock market value, where quoted securities are concerned), net of costs of sale. 
· Commitments relating to long-term benefits granted to employees: at the time of an acquisition, all commitments relating to long-term benefits granted to employees such as severance payments, supplementary retirement allowances, medical coverage, long-service recognition, are required to be identified and accounted for in accordance with the financial position of corresponding regimes, even on the assumption that the parent enterprise does not apply this principle to its consolidated accounts. These commitments are required to be valued in accordance with actuarial methods specific to the parent enterprise, without deferring any component of actuarial liability as at the date of acquisition, and taking into account a population of beneficiaries consistent with restructuring plans elsewhere provided for, as applicable. If assets have been sequestered for hedging the commitments, they are required to be valued at their realisation value as at the date of acquisition, and are to be deducted from commitments entered into for the determination of the provision. If they are greater than the actuarial commitments, the hedging surplus is to be entered in assets insofar as the enterprise is able to recover the surplus, either by way of a reimbursement, or in the form of reduction of future contributions due in respect of these commitments. 
· Provisions: as at the date of acquisition, valuation of liabilities of the acquired enterprise is to take into account all liabilities and charges identified to this date but is not to take into account provisions for future operating losses relating to activities still to be pursued, except in the case of losses on contracts in progress. Moreover, recognition of provisions for restructuring costs may only be made with strict regard to the following conditions: 

· Restructuring programs are clearly defined by the competent management bodies, and their cost is estimated in sufficient detail; 

· A public announcement of the plans and their consequences was made before the close of the financial year begun after the date of acquisition, namely, before expiration of the time interval allowed for the parent enterprise to determine precisely the entry values of identifiable assets and liabilities.

Furthermore, for the part of these programs concerning the parent enterprise, only the costs corresponding to a reduction in redundant capacity as a result of the acquisition are to be taken into account and included in the acquisition cost of securities, for their amount net of corresponding tax savings.

On the other hand, the following are not to be regarded as identifiable assets and liabilities of the acquired enterprise:

· Residual consolidated goodwill shown in the consolidated balance sheet of the acquired enterprise, if the latter controls subsidiaries; it will be appropriate, notwithstanding, to allocate to the activity relevant to this subgroup its corresponding share of consolidated goodwill particularly in the event that minority interests are present within the subgroup; 

· Goodwill whenever it does not meet the conditions laid down in §2111; 

· Deferred exchange translation differences on debts receivable, related provisions and debts payable; 

· Capital spending or investment grants, other than for the portion likely to attract reimbursement.

21123 - Subsequent monitoring of entry values

Valuation of reassessed values is to be carried out each year in accordance with the accounting rules ordinarily observed by the group.

Beyond the time interval provided for in §2110, capital gains or losses, as well as appropriations or writing back of provisions recognised with regard to values attributed at the time of initial consolidation, are to contribute to consolidated profit or loss, without consolidated goodwill being thereby affected. The same is to apply to tax savings realised beyond the time interval of one year provided for in §2110 as a result of deferred tax assets not having been regarded as identifiable at the time of the transaction. Notwithstanding, provisions for liabilities and for restructuring recorded at the date of initial consolidation and which prove to be surplus are only to be written back as an offset to extraordinary depreciation of consolidated goodwill. Subsequent appropriations are to take into account this extraordinary depreciation.

Reassessed values which prove to be unwarranted as a result of an error (and not as a result of change in valuation) at the time of initial consolidation are required to be adjusted, with as an offset, a retroactive modification of consolidated goodwill.

If the parent enterprise does not provide for pensions or does not capitalise leases, the corresponding assets and liabilities identified at the time of acquisition are to be written back to profit or loss according to their usage.

2113 - Accounting treatment of consolidated difference

21130 - Consolidated goodwill

Consolidated goodwill is to be entered in fixed assets and depreciated over a term which is required to reflect, as reasonably as possible, the assumptions adopted and objectives established and documented at the time of acquisition.

Unfavourable material changes arising in the components used for determining the depreciation schedule are to lead to extraordinary depreciation or to modification of the depreciation schedule, not to a provision for diminution in value. If favourable material changes occur, they are to lead to modification of the future depreciation schedule to the exclusion of any depreciation written back.

21131 - Negative consolidated goodwill

Negative consolidated goodwill generally corresponds either to a potential capital gain following an acquisition made under advantageous conditions, or to inadequate profitability of the acquired enterprise.

Other than for exceptional instances to be duly justified in the notes on the accounts, recognition of positive valuation differences is not to result in accounting recognition of negative consolidated goodwill.

The negative difference, if any, is to be taken to profit or loss over a term required to reflect the assumptions adopted and objectives established at the time of acquisition.

212 - Deducting consolidated goodwill from capital and reserves

In exceptional instances to be duly justified in the notes on the accounts, consolidated goodwill or negative consolidated goodwill of an enterprise may be added to or deducted from capital and reserves.

Reference to exceptional instances is to be understood within the meaning of Article 9, paragraph 7, Commercial Code, namely, if application of an accounting requirement is incompatible with the obligation to give a true and fair view of the assets and liabilities, the financial position or the profit or loss; this departure is to be disclosed in the notes on the accounts and duly justified, with indication of its effect on the assets and liabilities, the financial position and the profit or loss of the enterprise.

213 - Initial consolidation of an enterprise controlled exclusively for several financial years

At the time of initial consolidation of an enterprise controlled exclusively for several financial years, entry values and consolidated goodwill are to be determined as if the initial consolidation had actually been operative from the date of taking control. Profits or losses accumulated by the enterprise since the taking of control are to be entered in consolidated profit or loss, after deduction of dividends received by the group and depreciation of consolidated goodwill.

214 - Information to be shown in the notes on the accounts

At the date of original entry into the scope of consolidation, the notes on the accounts are to provide information regarding the acquisition cost of securities, the amount of consolidated goodwill and its depreciable term, as well as the amount of negative consolidated goodwill and the basis for writing it back.

The notes on the accounts are also to disclose the effect of material changes relating to any item of the consolidated balance sheet, profit and loss account and cash flow statement affected by the acquisition.

For profits or losses, this information is preferably to be by way of pro forma accounts presenting the latest financial year and the previous financial year in accordance with the same scope of consolidation, taking into account depreciation of consolidated goodwill, and financial charges incurred by the acquisition.

The notes on the accounts are to disclose, in addition, information regarding the cost or price of acquisitions and disposals effected between the closing date of the financial year and the date of drawing up the accounts.

215 - Method by way of derogation

By exception to the foregoing rules, the value of the constituent assets and liabilities making up the capital and reserves of the acquired enterprise may be substituted for the acquisition cost of its equity (which is not to include restructuring costs of the parent enterprise), such as the value emerges at the date of acquisition from its accounts restated to the accounting standards of the group, where the following four conditions are met:

(a) The acquisition is realised in a single transaction which relates to at least 90 % of the capital of the acquired enterprise;

(b) The acquisition is entered into by virtue of an agreement providing for the immediate issue or issue on a deferred but definite basis for a term of less than 5 years, of shares of an enterprise included in the consolidation;

(c) The agreement, in its substance, does not provide for a payment to the vendors, other than that referred to in (b) above, greater than 10 % of the amount of the issue realised at the time of the transaction;

(d) For a term of two years as from the date of taking control, the substance of the transaction is not permitted to be revised by events such as reimbursement of capital or reserves, firm or optional repurchases of shares, or dividend distributions of an exceptional nature.

The entry value of assets and liabilities of the acquired enterprise is to equal their net book value, restated to the accounting standards of the group, in this enterprise as at the date of acquisition, distinguishing between gross value, depreciation and provisions. The difference resulting from the application of the method by way of derogation provided for above is to be added or deducted from consolidated capital and reserves.

For practical reasons, the time interval for finalisation of restatements to the accounting standards of the group is to be the same as that provided for in §2110. Any adjustment to restatements during this period is to be entered in capital and reserves.

Following acquisition, capital gains or losses on disposal, appropriations to and transfers from provisions are to be taken to consolidated profit or loss. Notwithstanding, profits or losses on disposal relating to assets not intended for operations and realised within a period of two years, as from the date of taking control, are to be entered in capital and reserves for their amount net of tax.

Application of the method by way of derogation, the resulting movements in reserves, as well as the name of the enterprises concerned, are to be disclosed in the notes on the accounts.

22 - Taking exclusive control of an enterprise in successive blocks

220 - Global integration of an enterprise previously not consolidated

The total acquisition cost of securities (initial acquisition and additional acquisitions resulting in exclusive control) is to be determined in accordance with §210.

Assets and liabilities are to be identified and valued as at the date of taking control, in accordance with §§2110–2112.

The difference between total acquisition cost of securities and the entry value of identifiable assets and liabilities constitutes consolidated goodwill to be accounted for in accordance with §2113.

Notwithstanding, enterprises employing until now the method of partial revaluation may continue to do so (cf. §21121).

221 - Global integration of an enterprise previously consolidated by use of the equity method of accounting

The total acquisition cost of securities (initial acquisition and additional acquisitions resulting in exclusive control) is to be determined in accordance with §210.

Assets and liabilities are to be identified and valued as at the date of taking control, in accordance with §§2110–2112. Any revaluation gain or loss in relation to the share of capital and reserves previously consolidated by use of the equity method of accounting is to be taken directly to consolidated reserves.

Notwithstanding, enterprises employing until now the method of partial revaluation may continue to do so (cf. §21121). In that case, global integration of an enterprise previously accounted for by use of the equity method does not, as a rule, call into question the valuation carried out at the time of accounting by the equity method. If however, for lack of information, the parent enterprise encountered difficulties in carrying out the valuations at the time of accounting by the equity method, these valuations are to be reconsidered at the time of taking control.

222 - Global integration of an enterprise previously integrated proportionally

The total acquisition cost of securities (initial acquisition and additional acquisitions resulting in exclusive control) is to be determined in accordance with §210.

Assets and liabilities are to be identified and valued as at the date of taking exclusive control, in accordance with §§2110–2112. Any revaluation gain or loss in relation to the share of capital and reserves previously consolidated by proportional integration is to be taken directly to consolidated reserves.

Notwithstanding, enterprises employing until now the method of partial revaluation may continue to do so (cf. §21121). In that case, each material acquisition is to give rise, as a rule, to a valuation regarding the ownership share acquired, except where the parent enterprise encounters difficulties in carrying out this assessment and it cannot be determined without disproportionate expense.

23 - Subsequent changes in the percentage of exclusive control

230 - Increase in the percentage holding of an enterprise already integrated globally

Additional acquisitions of securities are not to call into question the valuations of identified assets and liabilities, determined as at the date of taking control. The resulting difference is to be wholly attributed to consolidated goodwill.

Additional consolidated goodwill is to be accounted for in accordance with §2113.

Where negative consolidated goodwill results, the acquisition cost is accordingly less than the ownership share that it represents in the values of identified assets and liabilities. It is then appropriate to question the consolidated value of the assets of the enterprise concerned, and this may lead to recognition of a diminution in value.

The remaining negative consolidated goodwill is to be deducted from consolidated goodwill resulting from the initial consolidation by global integration and, if there remains a debit balance, that balance is to be taken to balance sheet liabilities apart from capital and reserves. It is to be brought back to profit or loss over a term which is required to reflect the assumptions adopted and objectives established at the time of the final acquisition.

As indicated in §21121, enterprises employing until now the method of partial revaluation may continue to do so. Where such is the case, the cost of each additional acquisition of securities is to be apportioned between the components of the consolidated balance sheet for which the allocation of cost is justified, and depreciated over the residual life of the components.

231 - Disposal of a percentage holding of an enterprise already integrated globally

2310 - Disposal in full

23100 - Deconsolidation

As indicated in §1021, exclusion from the scope of consolidation of the enterprise disposed of is to be effected at the date of transfer of control to the acquiring enterprise.

The consolidated profit and loss account is to include income realised and charges incurred by the enterprise disposed of up to the date of transfer of control.

Where disposal of an enterprise is of material importance, it is also acceptable for the purpose of facilitating temporal comparisons to show as a single entry in the profit and loss account the share of the group in net profit or loss of the enterprise disposed of. In that case, the notes on the accounts are to itemise the principal components of the profit and loss account of the enterprise disposed of up to the date of transfer of control. The same treatment may be applied in the case of disposal of an activity segment or a group of enterprises of material importance.

Where agreements for disposal are entered into at the closing date of the financial year and transfer of control is effected before the date of drawing up the accounts, the assets and liabilities of the enterprise in course of disposal may be combined on a separate line of the consolidated balance sheet designated as Net assets or liabilities in course of disposal; in that case, an appended note is to specify the conditions and date of completion of the disposal transaction. The profit and loss account is likewise to be presented according to procedures laid down in the foregoing paragraph.

23101 - Profit or loss on disposal

Profit or loss on disposal is to be recognised once it is realised, namely, at the date when the parent enterprise transferred control of the enterprise previously controlled. A capital loss is, however, required to be provided for as soon as it is likely.

Capital gain or loss on disposal is to be calculated from the final consolidated value of the enterprise, comprising profit or loss up to the date of disposal, residual undepreciated consolidated goodwill and, as applicable, currency translation gain or loss entered in the share of the group in capital and reserves.

23102 - Particular case: disposal of an activity segment

In the case of disposal of an activity segment, even in the absence of disposal of securities, the same general principles are to apply. Consolidated value adopted for the calculation of profit or loss on disposal is to take into account identifiable assets and liabilities and the share of the consolidated goodwill attributed to the activity segment at the time of its acquisition.

Where, exceptionally, the share of consolidated goodwill to be applied to the determination of profit or loss on disposal was unable to be assessed, the parent enterprise is required to revise the value of residual consolidated goodwill corresponding to the acquisition of the enterprises in which the activity segment disposed of had been included. It is also advisable, as applicable, to revise the depreciation schedule or term for writing off consolidated goodwill.

The termination of an activity segment or disposal of a subgroup of an enterprise consolidated by global integration is to be treated in the same way.

2311 - Part disposal

23110 - Enterprise remaining consolidated by global integration

In the case of part disposal of securities of an enterprise remaining consolidated by global integration, the group of components contributing to the determination of capital gain or loss (including a share of the consolidation difference and currency translation gain or loss) is to be taken into account in proportion to the disposal realised for the purpose of determining profit or loss on disposal.

23111 - Enterprise remaining consolidated but accounted for by use of the equity method

Taking profit or loss on disposal into account is to be carried out in the same way as in §23110.

Assets and liabilities are to cease being integrated at the dates and according to the procedures laid down in §2310.

23112 - Deconsolidated enterprise

Taking profit or loss on disposal into account is to be carried out in the same way as in §23110.

Assets and liabilities are to cease being integrated at the dates and according to the procedures laid down in §2310.

The book value of the participating interest retained, including the residual consolidation difference at this date, is thereafter to be taken as its entry cost.

In the case of foreign enterprises, the residual currency translation gain or loss is to be treated in accordance with §32011.

232 - Other cases of changes in the percentage holding of securities of an enterprise

2320 - Increase in capital of an enterprise subject to exclusive control

The case of a reduction in percentage of interests following an increase in capital of the enterprise subject to exclusive control unequally taken up by its partners, some of whom are not part of the group, is in the category of a partial disposal and is accordingly to be treated by recognising in profit or loss the resulting capital gain or loss (cf. §2311).

The case of an increase in percentage of interests following an increase in capital of the enterprise subject to exclusive control unequally taken up by its partners, some of whom are not part of the group, is in the category of a partial acquisition and is accordingly to be treated by recognising consolidated goodwill.

2321 - Internal transfer of securities within a group

If this transaction involves two globally integrated enterprises, the resulting capital gain or loss is of an internal nature. It is to be eliminated altogether by allocation between the interests of the parent enterprise and minority interests in the enterprise having realised a profit or loss. The assets are to be retained at the value at which they were already shown in the consolidated accounts.

Treatment of changes in percentages of interests linked to total or part transfer of the securities of a consolidated enterprise between two enterprises consolidated by global integration but held with differing levels of interest is not to affect profit or loss.

In fact, insofar as these transfers do not have the effect of allowing acquisition or disposal of all or part of the securities of the enterprise transferred (or of one or other of the enterprises concerned by the transfer) held by minority interests, and that there is no transaction with external parties, any change in minority interests resulting from an internal transfer of securities within the consolidated group will find its offset in a change in consolidated reserves without effect on profit or loss. This treatment is also to apply to instances of internal transfer of assets.

233 - Deconsolidation without disposal

Where deconsolidation derives from loss of control or significant influence, without disposal of participating interests, for example, following severe and long-lasting restrictions substantially calling into question the control exercised over the enterprise or its passing below the materiality levels, the securities are to be taken back into balance sheet assets for the share of capital and reserves that they represent as at the date of deconsolidation, increased by residual consolidated goodwill. The transaction does not in itself entail capital gain, capital loss, or changes to capital and reserves.

24 - Exchange of minority participating interests

In accordance with the general principle, exchanges of minority participating interests are to be accounted for in every case at the more reliable value of the two lots exchanged and are to lead to determination of capital gain or loss with regard to their consolidated book value.

25 - Information to be shown in the notes on the accounts of the financial year when change takes place in the percentage holding of securities

Information to be shown in the notes on the accounts is in particular to allow comparison from one financial year to another of balance sheets and profit and loss accounts in the event of changes in the percentage holding of securities of enterprises to be consolidated, or previously consolidated by global integration, or of disposal of activity segments.

The notes on the accounts are required to disclose the effect of material changes relating to any item in the balance sheet, profit and loss account and statement of consolidated cash flows affected in a material way by the change in percentage holding.

For profits or losses, this information is preferably to be by way of pro forma accounts presenting the latest financial year and the previous financial year in accordance with the same scope of consolidation, taking into account depreciation of valuation differences and investment income.

The notes on the accounts are to disclose, in addition, material information regarding the cost or price of acquisitions and disposals effected between the closing date of the financial year and the date of drawing up the accounts.

26 - Elimination of transactions between enterprises consolidated by global integration

260 - Transactions not affecting consolidated profit or loss

Reciprocal debts receivable and payable, as well as reciprocal income and charges are to be eliminated in full.

Bills receivable and payable are to be reciprocally eliminated but, where a bill receivable is remitted for discount, the bank advance granted to the group is to be substituted for the bill payable.

261 - Transactions affecting consolidated profit or loss

2610 - Internal profits and losses

Elimination of profits and losses, as well as capital gains and losses, is to be applied 100%, then allocated between the interests of the parent enterprise and minority interests in the enterprise having realised the profit or loss. In the event of elimination of losses, it is advisable to ensure that the value of the asset component disposed of is not greater than its current value. Elimination of the effects of internal transactions relating to assets results in restating them to their entry value in the consolidated balance sheet (consolidated historical cost).

Income tax is to be adjusted for the effect of elimination of internal profits or losses (cf. §310).

Intra-group dividends are also to be eliminated in full, including dividends relating to profits or losses prior to initial consolidation.

2611 - Provisions

To be eliminated in full are appropriations to provisions for diminution in value of long-term equity interests established by the enterprise holding the securities and, as applicable, the appropriations to provisions for liabilities and charges established due to losses incurred by the enterprises exclusively controlled.

27 - Other considerations

270 - Minority interests in debit

Where, following losses, the share attributable to minority interests of an enterprise consolidated by global integration becomes negative, the excess as well as subsequent losses attributable to minority interests are to be deducted from majority interests, other than where it is mandatory for partners or minority shareholders to meet the losses. If subsequently the consolidated enterprise realises profits, the majority interests are then to be credited with all of the profits until the portion they had assumed of losses attributable to minority interests has been eliminated in full.

271 - Acquisition of capital securities of the parent enterprise by itself or by controlled enterprises and disposal of these securities

Securities representing the capital of the parent enterprise held by itself or by controlled enterprises are to be classified according to the destination given to them in the individual accounts of these enterprises. The long-term investment securities are to be treated by way of deduction from consolidated capital and reserves. They are to be presented separately in the statement of change in capital and reserves in the notes on the accounts.

In instances of capitalisation of securities, the relevant provision for diminution in value, existing if the case arises in the individual accounts of the consolidated enterprise, is to be cancelled in the profit or loss for the financial year in the course of which it was established, or in consolidated reserves if the provision was established during previous financial years. In the event of subsequent disposal of the shares outside the group, the disposal proceeds (including capital gain or loss) and the corresponding tax are to be directly entered in consolidated reserves with appropriate disclosure in the notes on the accounts.

272 - Stock options for securities of a controlled enterprise

If within the context of a stock options program, an enterprise forming part of the scope of consolidation has committed itself to buy back shares of another controlled enterprise, these shares are to be considered as still held by the group and are to be valued at their book value before disposal at the time of repurchase. Any difference from this value is to be accounted for as a charge. It is to be provided for once it becomes likely, depending on the development at the close of the financial year of the criteria serving as the basis for calculation of the repurchase price.

The corresponding consolidated goodwill is to be cancelled by charges for the financial year during which the transaction took place if no provision as such was previously established.

273 - Off balance sheet liabilities

The following are to be eliminated:

· Commitments between consolidated enterprises; 

· Off balance sheet commitments of consolidated enterprises duplicating corresponding debts receivable or payable shown in the balance sheets of other consolidated enterprises.

Subsection II - Proportional integration

28 - Procedures for proportional integration

280 - General principle

The essential difference from global integration is that integration in the accounts of the parent enterprise of components making up the assets and liabilities and profit or loss of the enterprise subject to joint control is only to be applied in proportion to the part representing the participating interest of the enterprise holding the securities without recognition of direct minority interests.

Notwithstanding, the general rules for consolidation, laid down in §§20–25 for global integration, are to apply to valuation of capital and reserves and profits or losses of enterprises integrated proportionally, subject to the following particular requirements.

281 - Elimination of internal transactions

2810 - Elimination of transactions between an enterprise integrated proportionally and an enterprise integrated globally

28100 - Transactions not affecting consolidated profit or loss

Reciprocal debts receivable and payable, as well as reciprocal income and charges, are to be eliminated to the extent of the percentage of integration of the jointly controlled enterprise. The difference between the amount eliminated in this way and the amount of debts payable and receivable is to be classed as a debt payable or receivable with regard to enterprises external to the group.

28101 - Transactions affecting consolidated profit or loss

In instances of disposal by an enterprise integrated globally to an enterprise integrated proportionally, elimination is to be restricted to the percentage of integration of the jointly controlled enterprise. The same is to apply in the event of disposal by an enterprise integrated proportionally to an enterprise integrated globally.

Appropriations to provisions for diminution in value of long-term equity interests established by the enterprise holding the securities, in respect of losses incurred by the enterprises integrated proportionally, are to be eliminated in full.

2811 - Elimination of transactions between two enterprises integrated proportionally

In the event of a transaction effected between two enterprises integrated proportionally, elimination is to be restricted to the smaller percentage of the two participating interests.

282 - Information to be shown in the notes on the accounts

Upon acquisition of joint control, the notes on the accounts are required to contain all relevant disclosure as laid down in §214.

The same is to apply in the event of change to the percentage holding of securities (additional acquisition of securities, disposal of securities) or of disposal of an activity segment.

Subsection III - The equity method of accounting

29 - Procedures for the equity method of accounting

290 - General principle

The general rules for consolidation, laid down in §§20–25 for global integration, are to apply to valuation of capital and reserves and profits or losses of enterprises accounted for by use of the equity method, subject to the following particular requirements.

Notwithstanding, these restatements and eliminations are only to be carried out and information given if of material importance.

291 - Initial consolidation

As at the date of initial consolidation, the equity method of accounting consists in substituting for the book value of securities the ownership share that they represent in capital and reserves of the consolidated enterprise. The capital and reserves are to equal the difference between identifiable assets and liabilities determined according to the rules laid down for global integration (cf. §211). The resulting difference is consolidated goodwill to be presented in accordance with the same procedures as apply to consolidation differences within the context of global integration (cf. §2113).

The equity method of accounting may be carried out according to the method of consolidation in two or more stages or that of direct consolidation at the level of the parent enterprise. Whichever method is used, the amounts of capital and reserves, of profit or loss, and of the items designated as Securities accounted for by use of the equity method and Minority interests are required to remain identical to the amounts arrived at by applying consolidation in two or more stages (cf. §111).

292 - Subsequent consolidations

The value of securities accounted for by use of the equity method is to equal at the close of each financial year the equivalent ownership share of restated capital and reserves of the consolidated enterprise. The change in restated capital and reserves of enterprises consolidated by use of the equity method of accounting, whatever it may be, is thereby to increase or decrease the value of securities accounted for by the equity method at the close of the preceding financial year.

The change in value of securities from one financial year to another can arise from various causes, apart from instances of acquisition or disposal: for example, profit or loss, profit distribution, capital transactions, merger, spin off, or change in currency translation rate for foreign enterprises.

The proportion of profit or loss of these enterprises is to be entered separately in the consolidated profit and loss account.

Dividends received from enterprises consolidated by use of the equity method of accounting are to be eliminated from the profit and loss account of the enterprise holding the securities and are to be entered as an increase in consolidated reserves.

Where the ownership share of the enterprise holding securities in the capital and reserves of an enterprise with securities accounted for by the equity method becomes negative, this share is ordinarily to be retained at nil value. Notwithstanding, where the enterprise holding the securities is committed or intends not to disengage financially from its participating interest in the enterprise in question, the negative part of capital and reserves is to be entered under the heading of provisions for liabilities and charges. This provision is to be adjusted at the close of each financial year according to the ownership share of capital and reserves of the enterprise accounted for by use of the equity method.

293 - Elimination of internal transactions

Internal profits or losses included in stocks, fixed assets and other assets resulting from transactions realised between the enterprises with securities accounted for by the equity method and the enterprises with accounts globally or proportionally integrated, or even between enterprises subject to significant influence, are required to be eliminated.

To be eliminated, to the extent of the percentage of participating interest held by the group in the capital of the enterprise accounted for by use of the equity method, are profits or losses included in stocks, fixed assets and other assets, and profits or losses resulting from transactions between this enterprise and those with globally integrated accounts.

If the transactions were carried out with an enterprise integrated proportionally or accounted for by use of the equity method, elimination is to be carried out to the extent of the income from the percentages of the two participating interests (subject notwithstanding to availability of requisite information).

Appropriations to provisions for diminution in value of long-term equity interests established by the enterprise holding the securities, in respect of losses incurred by the enterprises with securities accounted for by use of the equity method, are to be eliminated in full.

294 - Subsequent changes to the percentage of participating interest

At the time of subsequent changes to the percentage of participating interest held, three cases may arise:

· The enterprise previously integrated globally or proportionally is henceforth to be accounted for by use of the equity method; in that case it is appropriate to refer to rules laid down in §23111; 

· The enterprise previously accounted for by use of the equity method is henceforth to be integrated globally or proportionally; in that case it is appropriate to refer to rules laid down in §221; 

· The enterprise previously accounted for by use of the equity method of accounting is to remain consolidated by use of the equity method; in that case, the value of securities accounted for the equity method and, as applicable, consolidated goodwill, are to be modified as follows: 

· At the time of an additional acquisition transaction, the equity method of accounting for new securities is to follow the same rule as the one applicable at the time of initial consolidation. The new consolidated goodwill is to be accounted for in accordance with §2113. Any revaluation gain or loss on the previous value accounted for by use of the equity method is to be taken directly to consolidated capital and reserves; 

· At the time of a disposal transaction, the capital gain or loss to be added to profit or loss is to equal the difference, as at the date of disposal, between firstly the disposal proceeds and secondly the disposed proportion of ownership share of capital and reserves accounted for by use of the equity method, increased as applicable by the corresponding proportions of the undepreciated balance of consolidated goodwill and currency translation difference.

The case of a reduction in the percentage of interests consequent on an increase in capital of the enterprise accounted for by use of the equity method unequally taken up by its partners, of whom some are not part of the group, is to be classed as a partial disposal and is accordingly to be treated by recognising in profit or loss the resulting capital gain or loss (cf. §2311).

The case of an increase in the percentage of interests consequent on an increase in capital of the enterprise accounted for by use of the equity method unequally taken up by its partners, of whom some are not part of the group, is to be classed as a partial acquisition and is accordingly is to be treated by recognising a consolidation difference.

295 - Information to be shown in the notes on the accounts

For the accounting year of the acquisition, the notes on the accounts are to contain all relevant disclosure as laid down in §214.

The same is to apply in the event of change to the percentage holding of securities (additional acquisitions of securities, disposal of securities) or disposal of an activity segment.

In addition, for the principal enterprises contributing to the item, Securities accounted for by use of the equity method, the parent enterprise is required to indicate contributions to capital and reserves and to consolidated profits or losses.

Section III - Methods for valuation and presentation

30 - General principles

300 - Determination of methods for valuation and presentation

Consolidated accounts are intended to provide a consistent representation of the group formed by the enterprises included in the scope of consolidation, taking into account characteristics specific to consolidation and objectives for financial reporting specific to consolidated accounts (predominance of substance over form, matching charges with income, elimination of the effect of accounting entries carried out solely for the application of tax legislation).

Article 357-7, Law of 24 July 1966, adopted for the implementation of Article 29-2-a of the Seventh Directive, imposes consistent methods for consolidation. It does not impose the methods of the parent enterprise. Consolidated accounts are therefore to be drawn up according to methods laid down by the group for its consolidation and in conformity with French regulation, including options permitted by the Commercial Code for individual enterprise accounts and those specifically permitted for consolidated accounts, by Article 357-8, Law of 24 July 1966, and Article 248-8, Decree of 23 March 1967. As a result, for example, a group may in its consolidated accounts provide for pension commitments which in the individual company accounts are restricted to the notes on the accounts: in both instances, it is to conform to the Commercial Code Article 9, Para. 3. In like manner, a group may enter differences into consolidated profit or loss resulting from translation of foreign currency debts receivable and payable, thereby exercising the option permitted by the Decree, Article 248-8-g.

Nevertheless, the group cannot in a given situation and from identical facts assess liabilities and charges in a different way between consolidated and individual enterprise accounts or accounts of subgroups, as for example to consider them as probable in one case and improbable in another.

Certain methods are to be considered as preferential in consolidated accounts, as follows:

· Costs of retirement and comparable benefits (eg. severance payments, supplementary retirement allowances, medical coverage, long-service recognition, sickness and provident benefits) for the benefit of active and retired personnel, chargeable to the enterprise, should be provided for and systematically taken into account in profit or loss over the term of activity of employees. 

· Finance leases should be accounted for: 

· By the lessee: in the balance sheet in the form of a tangible fixed asset and a corresponding loan; in the profit and loss account by means of an appropriation for depreciation and a finance charge; in addition, capital gains on sale and leaseback transactions should be spread over the term of the contract, where the item is once more leased, directly or through an intermediary, within the context of a finance leasing transaction; 

· By the lessor: in the form of loans, in a manner symmetrical to the recording by the lessee. 

· Debenture loan issue costs, redemption premiums and issue premiums should be spread systematically over the life of the loan. 

· Currency translation differences related to monetary assets and liabilities denominated in foreign currencies should be recorded in profit or loss during the period to which they relate. 

· Transactions partially completed at the close of the financial year (provision of services or supply of goods) should be accounted for according to the percentage of completion method.

The exercise of choice to use these preferential methods is irreversible; in the event of non-application of a method, its impact on the balance sheet and profit and loss account is to be shown in the notes on the accounts except with regard to the percentage of completion method where management data do not enable reliable information to be given.

301 - Activity and geographic market sectors

Application of consistent rules for accounting and valuation in consolidated accounts is necessary whenever a situation presents itself in a similar way in more than one consolidated enterprise, regardless of the countries concerned.

Where an enterprise belonging to a sector different from the principal activity sector of the group applies accounting rules particular to this sector, so taking into account legal rules specific to this activity, these accounting rules are to be retained in the consolidated accounts, insofar as they are in accordance with the general principles laid down in §300, para. 1.

302 - Effect of revaluations carried out in individual accounts of consolidated enterprises

A consolidated enterprise may be induced to carry out in its individual enterprise accounts a general law revaluation (for example, in accordance with the Commercial Code, Article 12, applicable to French enterprises) or an optional revaluation if permitted by the national legislation of the country in which the enterprise is located.

If an enterprise within the group has carried out one or other of these revaluations in its individual accounts (with the exception of monetary correction in the event of hyperinflation covered in §321), it is advisable either to eliminate it in the consolidated accounts or to apply revaluation to the group as a whole under conditions stipulated by the Commercial Code, Article 12. In that case, the revaluation is required to be carried out according to uniform methods.

In the event of revaluation of the consolidated group of enterprises, appropriations for depreciation, as well as capital gains or losses on disposal are to be determined on the basis of reassessed values and all relevant information is to be given in the notes on the accounts concerning the revaluation method, the resulting difference, its effect on valuation and consolidation differences, as well as appropriations to depreciation and provisions relating to the revalued items.

303 - Elimination of the effect on accounts of accounting entries recorded solely for the application of tax legislation

So as not to distort the view given by the consolidated accounts, it is advisable to proceed to elimination of the effect of accounting entries solely for the application of tax legislation of the country in which the consolidated enterprise is located and in particular:

· Recognition or writing back of depreciation by way of derogation where an enterprise applies a diminishing balance method of depreciation provided for by tax legislation, while judging it necessary to retain for accounting purposes a straight-line method of depreciation; 

· Establishment or writing back of tax-regulated provisions; 

· Writing back of investment grants to profits or losses; 

· Recording as charges certain ancillary costs arising from acquisition of fixed assets; 

· Accounting as profits or losses the impact of changes in methods.

31 - Income tax on profits or losses

310 - General issues

Income taxes on profits or losses are to combine all taxes based on profit or loss, whether due for payment or deferred.

Where income tax is due or receivable and its settlement is not contingent on the realisation of future transactions, it is to be termed payable, even if settlement is to be spread over several financial years. It is to be shown, as appropriate, in balance sheet liabilities or assets.

Transactions realised by the enterprise may have positive or negative tax consequences other than those taken into consideration for calculation of tax payable. The resulting tax assets or liabilities are termed deferred.

This is so, in particular, where as a result of transactions already realised, whether accounted for in individual enterprise accounts or only in the consolidated accounts as restatements and eliminations of internal profits or losses, future differences are likely to arise between enterprise taxable profit or loss and accounting profit or loss, for example where transactions realised during a financial year are taxable only in respect of the following financial year. Such differences are termed temporary.

This is equally so for tax credits the recovery of which is contingent on a circumstance other than the mere passage of time, and possibilities of tax deductions linked to the existence of a loss carried forward.

All deferred tax liabilities are required to be taken into account, other than exceptions provided for in §313; on the other hand, deferred tax assets are only to be taken to balance sheet assets if their recovery is probable.

311 - Temporary differences

A temporary difference arises whenever the book value of an asset or liability differs from its tax base.

· Instances of temporary differences, sources of future tax liability and therefore of deferred tax liabilities include in particular: 

· Income for which tax liability is deferred, such as accrued investment income only taxable once due; 

· Capitalised expenditures tax deductible outright but for accounting purposes spread over future periods or carried forward; 

· Assets which, at the time of their disposal or use, only give rise to tax deductions lower than their book value. Such is the case in particular for assets which, at the time of a taking of control, are entered into consolidated assets at a value greater than the value which for tax purposes gives rise to deduction, either on disposal of the asset or at the time of its use at the rate of depreciation (tax base of the asset lower than book value). 

· Instances of temporary differences, sources of future deductions and therefore of deferred tax assets include, in particular, accounting charges only tax-deductible subsequently, such as appropriations to provisions only deductible at the time of incurring the charge or crystallisation of the risk provided for (for example in France, provision for retirement benefit);

312 - Taking into account deferred tax assets

Deferred tax assets are only to be taken into account:

· If their recovery does not depend on future profits or losses; in this situation, they are to be retained to the extent of already recognised deferred tax liabilities falling due in the period during which these assets become or remain recoverable. It is possible in that case to take into account tax options intended to lengthen the time interval separating the date when a tax asset becomes recoverable from that when it lapses; 

· Or if it is probable that the enterprise will be able to recover deferred tax assets as a result of the existence of a taxable profit expected during this period. It is presumed that such profit will not exist where the enterprise has incurred recent losses during the past two financial years other than on the basis of convincing proofs to the contrary, for example if the losses result from exceptional circumstances which should not be repeated in the foreseeable future or if exceptional profits are expected.

313 - Exceptions

Deferred tax liabilities are not to be taken into account where resulting from:

· Accounting for consolidated goodwill where its depreciation is not tax-deductible; 

· Accounting for valuation differences relating to intangible assets generally not depreciated as they cannot be disposed of separately from the enterprise acquired; 

· Initial accounting for asset purchases, depreciable for tax purposes at an amount lower than their cost, and in relation to which the tax base at their time of exit will not take into account this depreciation differential, even though the purchases are a source of temporary differences; 

· For consolidated enterprises located in countries with hyperinflation, the difference between the tax base of non-monetary assets and their value adjusted for the effects of high inflation, in accordance with the method adopted by the group (cf. §3212). 

· In addition, differences between the tax base of long-term equity interests in consolidated enterprises and their consolidated value are only to give rise to deferred tax under conditions laid down in §314.

314 - Taxation of capital and reserves of consolidated enterprises

· Parent enterprise

Taxes due by the parent enterprise as a result of distributions to shareholders are to be directly accounted for as a deduction from capital and reserves. They are not to give rise to recognition of deferred tax.

· Other consolidated enterprises

Only non-recoverable taxes relating to distributions decided on or probable are to be recognised as deferred tax.

315 - Accounting treatment of income tax assets and liabilities

3150 - Valuation

Income tax assets and liabilities are required to be valued by reference to the tax rate and tax rules in effect at the close of the financial year. As regards deferred tax, the tax rate and tax rules to be adopted are those resulting from tax legislation in effect at the close of the financial year and which will be applicable when the future difference crystallises, for example, when tax legislation in effect at the close of the financial year provides for institution or abolition of future tax increases or decreases. Where legislation does not provide for a change in the applicable tax rate and tax rules, it is advisable to use the tax rate and tax rules in effect at the closing date, whatever their likely future direction.

Where in the context of tax rules in effect at closing date, the applicable rate varies according to the way in which the future difference will be realised, then the tax rate applicable to the most probable mode of realisation is the one required to be adopted.

Deferred tax assets and liabilities are to be discounted where the effects of discounting are material and a reliable future timing schedule of reversal can be established. Discounting is not applicable to deferred tax calculated on a temporary difference arising from a transaction accounted for by a value already discounted, for example provisions for retirement pensions.

The observance of conditions for recognition of deferred tax assets is required to be reexamined at each closing date on the basis of criteria laid down in §312.

3151 - Offset to income tax

The offset to deferred tax assets or liabilities is required to be treated like the realised transaction which underlies it. Accordingly in the most frequent instance where the realised transaction affects profit or loss, the offset to deferred tax affects the income tax charge against profits.

Where the transaction affects capital and reserves, the offset to deferred tax directly affects capital and reserves. Such is the case for example with the effect on opening capital and reserves in the event of change in accounting method.

The effect of changes in tax rate and tax rules on the existing deferred tax assets and liabilities affects profit or loss, even where their offset was originally accounted for directly in capital and reserves.

Where the transaction consists in the determination of valuation gains and losses within the context of an enterprise acquisition by the group, the offset to deferred tax results in an increase or decrease in the value of consolidated goodwill.

3152 - Presentation

Deferred tax assets and liabilities, whatever their future term, are required to be offset where they concern the same tax entity. Deferred tax assets, liabilities and charges are required to be presented separately from tax assets, liabilities and charges payable, either in the balance sheet and profit and loss account, or in the notes on the accounts.

316 - Information to be shown in the notes on the accounts

· Allocation between deferred taxes and taxes payable; 

· Reconciliation between the total tax charge accounted for in profit or loss and the theoretical tax charge calculated by applying to the accounting profit or loss before tax the tax rate applicable to the parent enterprise on the basis of tax legislation in effect. Included in the reconciliation components are the effects of tax rates reduced or increased for certain categories of transactions, and differences in tax rates for profits or losses arising from activity conducted in countries other than that of the parent enterprise; 

· Disclosure of the amount of deferred tax assets not accounted for given that their recovery is not deemed likely, with disclosure of the furthest forward expiry date; 

· In instances of discounting deferred tax, disclosure of the discounting method and rate, as well as the impact of discounting on deferred tax assets and liabilities; 

· Breakdown of deferred tax assets and liabilities accounted for by major category: temporary differences, tax credits or tax losses carried forward; 

· Justification of accounting recognition of a deferred tax asset where the enterprise has incurred a recent tax loss.

32 - Translation of accounts of enterprises drawing up their accounts in foreign currencies

320 - Currency translation methods

To determine the process for translation of the accounts of a consolidated enterprise drawing up its accounts in foreign currency, it is advisable in the first instance to determine its functional currency.

Where this entity has economic and financial autonomy (autonomous subsidiary), the currency in which it keeps its accounts is ordinarily to be its functional currency.

Where operation of this entity is an integral part of the activities of another enterprise which establishes its accounts in a different currency (non-autonomous subsidiary), the currency of the latter is, as a rule, to be the functional currency of the entity.

Such is the case where the national currency of the parent enterprise is predominant from the viewpoint of transactions or financing of a foreign subsidiary, or where the latter has predominant commercial or financial links with the parent enterprise; for example, a subsidiary selling only the goods imported from the parent enterprise and returning to it the corresponding income is to be considered as an extension of operations of the parent enterprise. Similarly, holding companies for a given country, namely, enterprises combining the majority of subsidiaries and participating interests held by a group in that country, are part of this category.

With the exception of instances of foreign enterprises located in a country with hyperinflation, covered in §321:

· Translation of the accounts of a foreign enterprise from its domestic currency into its functional currency, where the latter is different, is to be carried out according to the historical rate method; 

· Translation of the accounts of a foreign enterprise from its functional currency into the currency of the parent enterprise is to be carried out according to the closing rate method.

3200 - Historical rate method

32000 - Translation

According to this method, translation into the functional currency of the accounts of foreign enterprises is to be carried out in the following manner:

· Non-monetary components, including capital and reserves, are to be translated at the historical rate, namely, at the exchange rate at the date of entry of the components into consolidated assets and liabilities; 

· Monetary components are to be translated at the exchange rate at the closing date of the financial year; 

· Income and charges are, as a rule, to be translated at the exchange rate in effect as at the date they are recognised; in practice, they are translated at an average rate for the period (monthly, quarterly, biannually, even annually).

Notwithstanding, diminution in value recognised through depreciation or provisions against assets translated at the historical rate is itself to be translated at the same historical rate.

32001 - Accounting for differences

Exchange translation differences arising from application of this method, whether on monetary components shown in the balance sheet or on components of the profit and loss account, are to be taken to the consolidated profit and loss account as finance charges and investment income.

3201 - Closing rate method

32010 - Translation

According to this method, translation of the accounts of foreign enterprises is to be carried out in the following manner:

· All assets and liabilities, monetary or non-monetary, are to be translated at the exchange rate in effect at the close of the financial year; 

· Income and charges (including appropriations for depreciation and provisions) are to be translated at the average rate for the period.

32011 - Accounting for differences

Recognised exchange translation differences, whether on opening balance sheet components or on profit or loss, are to be taken as regards the share attributable to the parent enterprise to its capital and reserves under the item Exchange translation differences and as regards the share attributable to third parties under the item Minority interests.

In the event of liquidation or disposal of all or part of the participating interest held in the foreign enterprise, the exchange translation difference shown in capital and reserves is to be reinstated in the profit and loss account for the part of its amount relating to the participating interest disposed of. Reinstatement is also to be carried out in the event of liquidation or disposal of all or part of the participating interest held in the foreign enterprise for exchange translation differences blocked in capital and reserves at the time of switchover to the euro.

321 - Enterprises located in countries with hyperinflation

3210 - Definition of hyperinflation

Hyperinflation is marked by certain characteristics including but not restricted to the following:

· Credit sales and purchases are conducted at prices which take into account the loss of purchasing power expected during the credit term, even where this term is short; 

· Interest rates, salaries and prices are linked to a price index; 

· The cumulative inflation rate over three years approaches or exceeds 100 %; 

· Prices are frequently expressed in a relatively stable foreign currency, rather than in the domestic currency.

3211 - General principles

The currency of a country with hyperinflation cannot serve as a functional currency.

Any non-autonomous enterprise is to observe the general rule set out in §3200.

For an autonomous enterprise, choice is possible between two methods, namely:

· Either the enterprise applies the historical rate method to switch to functional currency, this being the foreign currency commonly used in the country or, failing this, the currency used for consolidation; 

· Or, the parent enterprise applies the closing rate method to the accounts of the foreign enterprise, adjusted beforehand for the effects of inflation. The prior adjustment to take account of the inflation is to be carried out by means of indices reflecting the general price-level changes.

3212 - Accounting treatment

If the historical rate method is adopted to translate the accounts of an autonomous enterprise:

· The switch from the domestic currency to the functional currency is to comply with §32000–32001; 

· The switch from the functional currency to the currency of consolidation (where this differs) is to comply with §32010–32011. 

· If the closing rate method is adopted: 

· Where the accounts of the consolidated enterprise are drawn up on a current cost basis: 

· Balance sheet components already valued at current cost need not be restated for consolidation purposes because they are already expressed in the unit of measure current as at balance sheet date; 

· Profit and loss account components are required to be restated in the unit of measure current as at balance sheet date, by application of a general price-level index; 

· Gain or loss on the net monetary position is to be included in net profit or loss; 

· Where the accounts of the consolidated enterprise are drawn up on an historical cost basis: 

· Balance sheet components which are not measured in the unit of measure in effect at balance sheet date are to be restated by means of a general price-level index; 

· All profit and loss account components are to be restated by application of movements in the general price-level index as from the initial recording of transactions; 

· Gain or loss on the net monetary position, derived from the difference arising from the restatement of non-monetary assets, capital and reserves and profit and loss account components, is to be included in net profit or loss.

322 - Hedging

Exchange differences relating to a monetary component which is in substance an integral part of the net investment of an enterprise in a foreign consolidated enterprise are to be entered in consolidated capital and reserves until disposal or liquidation of the net investment, at which date they are to be entered in income or charges in profit or loss as are the other exchange translation differences relating to the enterprise.

Accordingly, an enterprise within the group may have in its balance sheet a debt payable or receivable denominated in foreign currency and concerning a consolidated enterprise, for which settlement is neither planned nor liable to arise in the foreseeable future and which constitutes in substance an increase or decrease in the net investment of the group in this foreign enterprise. This is to apply to debts receivable or to long-term loans but not to accounts receivable or payable.

If the closing rate method is adopted, exchange differences relating to a debt payable denominated in foreign currency, accounted for as hedging the net investment of an enterprise within the group in a consolidated foreign enterprise (by integration or by use of the equity method of accounting), are required to be dealt with in consolidated capital and reserves in accordance with §3201, until disposal of the net investment, at which date they are required to be entered in income or charges in profit or loss as are the other exchange translation differences relating to the enterprise.

323 - Information to be shown in the notes on the accounts

All material information on the translation method adopted for each foreign enterprise and on the analysis of exchange translation differences arising from their integration into consolidated accounts is required to be disclosed in the notes on the accounts.

Section IV - Consolidated financial statements

The consolidated financial statements are required to comprise the balance sheet, profit and loss account and notes on the accounts which are to constitute a composite whole and are to be presented in comparative form with the previous financial year.

The following statement formats are indicative; on the other hand, the list of disclosures to be shown in the various financial statements constitutes the minimum obligatory disclosure of material items.

Other aggregates than those shown in the following statement formats may be presented by groups on the condition of defining them precisely in the notes on the accounts.

40 - Balance sheet

The consolidated balance sheet is to be presented in tabular form (or possibly in columnar form in the case of enterprises previously doing so). It is to be drawn up before appropriation (or possibly before and after appropriation).

Balance sheet format 
41 - Profit and loss account

The consolidated profit and loss account is to be presented in columnar form (or possibly tabular form) on the basis of classification of income and charges either by nature or origin or by objective or destination.

In all instances it is advisable to adopt an overall form comprising the specific categories linked to the consolidation.

Profit and loss account format

(Classification of charges and income by NATURE or ORIGIN)
Profit and loss account format

(Classification of charges and income by OBJECTIVE or DESTINATION) 
42 - Notes on the accounts

420 - General principles

The notes on the accounts are required to provide all material information to enable users of consolidated accounts to make a proper assessment of the assets and liabilities, financial position and profit or loss of the group of enterprises making up the consolidation. Disclosure is to relate at least to the latest and the preceding financial years.

The following required information, the order of which is indicative, is not in any way to be regarded as a closed list. On the other hand, immaterial information need not be disclosed.

421 - Accounting policies, basis of consolidation, valuation methods and rules

(a) Accounting policies:

· Reference to French rules and, as applicable, to international or internationally recognised rules.

(b) Basis of consolidation:

· Consolidation methods; 

· Determination of consolidated goodwill, justification in the case of negative consolidated goodwill; determination of entry value for assets and liabilities; procedures for depreciation of consolidated goodwill including extraordinary depreciation, and procedures for writing back negative consolidated goodwill; as applicable, justification in instances of setting off consolidated goodwill against capital and reserves; 

· Information on translation methods used for consolidation of foreign subsidiaries and analysis of exchange translation differences resulting from their integration into consolidated accounts, specifying exchange translation differences arising from the euro zone; as applicable, indicators adopted to determine whether the foreign enterprises are located in countries with hyperinflation; trend of these indicators during the period and the two previous periods for the subsidiaries concerned; 

· Closing date(s) for the financial years of the consolidated enterprises if the closing date for the accounts of the parent enterprise differs from the majority of their closing dates.

(c) Valuation methods and rules:

· Research and development costs: capitalisation or writing off (depreciation methods as applicable); 

· Tangible or intangible fixed assets, normal operating lives and depreciation methods, rules for diminution in value; 

· Investment grants; 

· Stocks and works in progress; 

· Foreign currency debts receivable and payable; 

· Income and transactions partially completed at the close of the financial year taken into account; 

· Finance leases; 

· Accounting for financial instruments; 

· Provisions for losses and charges; 

· Commitments for retirement pensions and similar benefits; 

· Deferred tax; 

· Accounting for employee stock options; 

· Details of criteria adopted to identify extraordinary charges and income; 

· Methods for calculating earnings per share.

(d) Non-application of preferential methods:

· Where preferential methods set out in §300 are not applied, disclosure of the impact on the balance sheet and profit and loss account of the non-application.

422 - Information relating to the scope of consolidation

· Disclosure of criteria adopted by the group to define its scope of consolidation; 

· Identification of the enterprises consolidated, as well as the proportion of their capital directly and indirectly held, and their method of consolidation; 

· Justification, for certain controlled enterprises, of use of the equity method of accounting; 

· Justification of instances of global integration where the proportion of voting rights held is equal to or less than 40%; 

· Justification in instances of exclusion from global integration where the proportion of voting rights held is greater than 50%; 

· Justification of instances of consolidation by use of the equity method of accounting where the proportion of voting rights held is less than 20 %; 

· Justification of instances of exclusion from use of the equity method of accounting where the proportion of voting rights held is greater than 20%; 

· Disclosure of grounds to justify the non-consolidation of certain enterprises.

423 - Comparability of accounts

· Justification of accounting changes and their effect on consolidated profit or loss and on capital and reserves; 

· In the case of acquisition of an enterprise to be consolidated by global or proportional integration, disclosure as at the date of its entry into the scope of consolidation of all relevant information regarding the acquisition cost of securities, amount of consolidated goodwill and effect of the acquisition on any item of the balance sheet, profit and loss account and cash flow statement presented in respect of the financial year of acquisition; this information is preferably to take the form of pro forma accounts presenting the profit and loss accounts of the latest financial year and the previous financial year on the basis of the same scope of consolidation, taking into account depreciation of consolidated goodwill and finance charges incurred for the acquisition; 

· In the particular instance of accounting for an acquisition by application of the method by way of derogation provided for in §215, disclosure of the enterprises concerned and resulting movements in reserves; 

· In the case of subsequent changes to the scope or methods of consolidation, disclosure of all relevant information regarding the effect of significant changes relating to any item of the balance sheet, profit and loss account and cash flow statement materially affected by a change in percentage holding; this information is preferably to take the form of pro forma accounts presenting the profit and loss accounts of the latest financial year and the previous financial year on the basis of the same scope and methods of consolidation, taking into account depreciation of valuation differences and of investment income; 

· Disclosure of material information concerning the cost or price of acquisitions and disposals effected between the closing date of the financial year and the date of drawing up the accounts.

424 - Explanation of balance sheet and profit and loss account items and associated changes

(a) Fixed asset items

For each fixed asset item shown in the balance sheet

· Indication of gross value, depreciation, provisions for diminution in value; 

· Analysis with explanation of main balances and movements for the financial year.

Other information relating to fixed asset items

· Consolidated goodwill: exceptional instances justifying its setting off against capital and reserves; 

· Fixed assets and depreciation: the amount of items entered in fixed assets subject to finance leases, by category of fixed asset, as well as the basis for diminution in value; 

· Securities accounted for by use of the equity method: indication of contributions to consolidated capital and reserves and profits or losses of the principal enterprises making up this item; 

· Non-consolidated long-term equity interests: list of the principal enterprises making up this item, specifying their identification, proportion of capital directly or indirectly held, amount of their capital and reserves, profit or loss for the latest financial year, as well as net book value of the securities concerned; indication of the stock market value of quoted securities; 

· Portfolio long-term investment securities: list of the principal enterprises making up this item and indication of the stock market value of quoted securities.

(b) Other balance sheet items

Stocks

· Indication of principal components, gross values and written down values.

Debts receivable

· Breakdown by type; 

· Breakdown by maturity (less than one year, more than one year and more than five years); 

· Gross values and provision for doubtful debts.

Short-term securities

· Indication of the stock market value of quoted securities.

Statement of change in consolidated capital and reserves (Group share)
Changes in consolidated capital and reserves can in particular derive from:

· Changes in capital of the parent enterprise; 

· Acquisition or disposal of own shares; 

· The effect, if any, of revaluations; in this instance indications are to be provided on the revaluation method adopted, the resulting difference, its effect on valuation differences and consolidated goodwill, as well as on appropriations for depreciation and provisions relating to revalued items; 

· The share of the parent enterprise in consolidated profit or loss for the financial year (Net profit or loss (Group share)); 

· Distributions made by the parent enterprise during the financial year; 

· The effect of changes in currency translation rates; 

· Changes in accounting methods; 

· Setting off, if any, of consolidated goodwill against capital and reserves.

The statement of change in capital and reserves may be supplemented by a statement of change in minority interests.

Provisions for liabilities and charges

· Analysis with explanation of principal balances and movements.

Income tax

· Breakdown between deferred tax and tax payable; 

· Reconciliation between the total tax charge accounted for in profit or loss and the theoretical tax charge calculated by applying to the accounting profit or loss before tax the tax rate applicable to the parent enterprise on the basis of tax legislation in effect. Included in the reconciliation components is the effect of tax rates reduced or increased for certain categories of transactions, and differences in tax rates for profits or losses arising from activity conducted in countries other than that of the parent enterprise; 

· Disclosure of the amount of deferred tax assets not accounted for given that their recovery is not deemed likely, with disclosure of the furthest forward expiry date; 

· In instances of discounting deferred tax, disclosure of the discounting method and rate, as well as the impact of discounting on deferred tax assets and liabilities; 

· Breakdown of deferred tax assets and liabilities accounted for by major category: temporary differences, tax credits or tax losses carried forward; 

· Justification of accounting recognition of a deferred tax asset where the enterprise has incurred a recent tax loss.

Loans and financial debts payable

· Breakdown by type, in particular with indication of amounts corresponding to restated leasing contracts; 

· Breakdown by major currencies, by maturity (less than one year, more than a year and more than five years), by type of rate (fixed, variable), taking into account related hedging instruments; 

· Statement of collateral security given as a guarantee.

Financial instruments

· Information on market value of financial instruments compared with the value entered in the accounts; 

· Information on interest rate risks, foreign exchange risk and counterparty risk on financial instruments taken as a whole; 

· Information on hedging of future transactions.

Off balance sheet liabilities

· Information relating to discounted bills not yet due and other commitments entered into or received; 

· Information relating to other risks and commitments.

(c) Profit and loss account items

Personnel costs

· - Overall charge (in instances of classification by objective or destination); 

· - Average number of persons employed by enterprises consolidated by global integration and the controlled share of the number employed by enterprises consolidated by proportional integration, broken down by category.

Research and development costs

· Amount of the research and development outlays written off as charges, including appropriations for depreciation of capitalised outlays.

Depreciation and provisions

· Amount of the appropriation for depreciation; 

· Amount of the appropriation for provisions for diminution in value.

Finance charges and investment income

· Principal components, with particular indication of exchange translation differences, if any, included in these items; 

· Financial charges included in own work capitalised, sold or held in stock.

Extraordinary income and charges

· Principal components; 

· Indication of the share of income tax and, where material, the share of income tax attributable to minority interests.

425 - Other information

Segment reporting

· Summary accounts of consolidated enterprises having accounts with a markedly different structure from the group of enterprises included in the scope of consolidation; 

· Breakdown of turnover and fixed assets or assets employed by geographic or monetary zone and by activity sector; 

· Breakdown of operating profit or loss by geographic zone and/or activity sector according to the mode of organisation adopted by the group.

For the purposes of sector-based information, an activity sector or geographic zone is to be defined as a homogeneous set of products, services, trades or countries which is separately identified within the enterprise, its subsidiaries or operational divisions. The segmentation adopted for the sector-based analysis should result from the segmentation adopted for internal organisation of the enterprise.

Activity sectors or geographic zones representing less than 10% of the consolidated total may be combined.

Events after the balance sheet date:

· Information on material events after the balance sheet date not recorded in the balance sheet or profit and loss account.

Special purpose entities:

· Information on assets, liabilities and profits or losses of special purpose entities subject to control without holding of securities, where these entities have not been consolidated.

Affiliated enterprises

· Information relating to transactions with affiliated enterprises not consolidated by global or proportional integration: nature of the relations between affiliated enterprises, nature and components of those transactions essential to an understanding of the balance sheet, profit and loss account and cash flow statement.

Directors

· Amount of the remuneration allocated in respect of the financial year to members of the administrative, managerial and supervisory bodies of the parent enterprise, according to their functions in the controlled enterprises; this information is to be provided overall for the members of each of these bodies; 

· Commitments in relation to retirement pensions and similar allowances for the benefit of members and former members of the aforementioned bodies; this information is to be provided overall for the members of each of these bodies; 

· Advances and credits granted to the members of the aforementioned bodies by the parent enterprise and by enterprises subject to its control, with indication of attached conditions.

426 - Funds statement by analysis of cash flows

This statement is generally termed the cash flow statement.

4260 - General principles

The cash flow statement is to present for the financial year, cash inflows and outflows and their equivalents, classified as operating, investing and financing activities.

Short-term highly liquid investments, readily convertible into a known amount of liquid assets and having a value unlikely to change significantly, are to be considered as cash equivalents.

Operating activities refer to the primary sources of income and all activities other than those defined as being investing or financing activities.

Investing activities refer to the acquisition and disposal of long-term assets and any other investment (except those realised by finance leasing) not included in cash and cash equivalents.

Financing activities refer to those activities which bring about changes in the extent and composition of capital and reserves and in capital borrowings of the enterprise.

4261 - Procedures for presentation of the cash flow statement

42611 - Cash flows from operating activities

An enterprise is required to present cash flows arising from operating activities, by using either:

· The direct method, whereby major categories of gross cash inflows and outflows are to be provided; 

· The indirect method, whereby net profit or loss is to be adjusted for the effects of transactions of a non-monetary nature, deferrals or adjustments of past or future operating cash inflows or outflows, as well as items of income or charges associated with investing or financing cash flows.

42612 - Cash flows from investing and financing activities

An enterprise is required to present major categories of gross cash inflows and outflows arising from investing and financing activities, other than for the exceptions referred to in §42613.

42613 - Possible presentation of net cash flows

By way of derogation from the aforementioned rules, certain cash flows arising from the following operating, investing or financing transactions may be shown at their net amount:

· Change in financial debts payable and receivable where the cash flow statement is presented in the form of an analysis of the change in net indebtedness; in that case, the enterprise is required to itemise in the notes on the accounts the amount of net indebtedness in relation to balance sheet amounts, as well as changes in its components during the financial year; 

· Cash inflows and outflows for the account of customers where the cash flows are the result of activities of the customer and not those of the enterprise; 

· Cash inflows and outflows for items with rapid turnover, a large amount and short-dated maturities.

Cash flow statement format based on NET profit or loss of integrated enterprises
Cash flow statement format based on OPERATING profit or loss of integrated enterprises 
Section V- Initial year of application

The consequences of initial application of the present text are dealt with in accordance with National Accounting Council Statement of Best Practice 97.06, 18 June 1997, relating to accounting changes. By way of derogation, the parent enterprise need not retrospectively restate accounting entries relating to acquisition and disposal transactions covered in §21–24 (global integration) and those relating to the same transactions covered in §28–29 (proportional integration and use of the equity method of accounting), that are recorded prior to the opening of the financial year of the initial application of the present text. If this option is adopted, it is to apply to the aforementioned acquisition and disposal transactions as a whole.
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