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ABSTRACT

This study considers the question whether the changes in Accounting Standards has led to companies making less
use of earnings management. The paper is an attempt to investigate whether the application of high-quality
standards like International Financial Reporting Standards (IFRS) is related to high financial reporting quality. This
study addresses this issue empirically. Furthermore, this research examines whether German companies that have
applied IFRS have less earnings management compared to German companies that report according to the German
Generally Accepted Accounting Principles (GGAAP). The sample, consisting of two equally large listed companies
in Germany (Stidzucker Group and Henkel Group) from 2003-2014. The study suggests that IFRS-adopters show
different earnings management performance compared to companies reporting under German GAAP. This finding
contributes to the discussion on whether high quality standards are appropriate and operational in countries with
weak investor protection rights. The result shows that adopters of IFRS in Germany can be related with less use of
earnings management as a result of changes in accounting standards. This result is contradictory with previous
research that was done by Van Tendeloo and Vanstraelen, (2005), and consistent with the previous research
conducted by Ball et al. (2003).

KEY WORDS: Accounting Standards, Earnings Management, German GAAP, Financial Reporting Quality,
Investors.

1. INTRODUCTION higher earnings quality, we focused on Germany, which

is a code-law country with relatively low investor

This Previous research provides evidence that the
extent of earnings management is on average higher in
code-law countries with low investor protection rights,
compared to common-law countries with high investor
protection rights (Ball et al. 2003). Hence, to assess
whether companies that report under International
Financial Reporting Standards (IFRS) can be related with
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protection rights (Li, 2010). Moreover, a relatively large
number of German companies have already voluntarily
chosen to adopt IFRS prior to 2005 instead of using
Generally Accepted Accounting Principle (GAAP) (Van
Tendeloo and Vanstraelen, 2005).

The current study focuses on the legal and regulatory
aspects. For German listed companies it is required since
2005 that the annual report be drawn up on the basis of
the IFRS.

The problem of the study can be formulated in the

following questions:

1. What could be the impact of changes in accounting
standards on earnings management?

2. Is there difference between IFRS-adopters of earnings
management compared to companies that report
under German GAAP?
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The requirement for German listed companies to
report from the year 2005 onwards according to IFRS has
had the necessary impact in preparing the financial
statements. This paper mainly focuses on the balance
sheet item “provisions”. Examining whether the changes
in regulations led to companies making less use of
management of earnings. Based on the above research
questions, the following hypotheses are formulated:

1. Under former GAAP's listed companies applied
more earnings management.

2. After adoption of the IFRS, listed companies applied
less earnings management

The paper organized as follows: Section 2 presents the
conceptual framework. Section 3 shows the
methodology of the study which point to the sample and
data analysis. Section 4 presents the results and data
analysis of the study and explain why the IFRS -
adopters show different earnings management
performance compared to companies reporting under
German GAAP. Then, moreover, the study will compare
the IFRS regulatory with German GAAP regulatory and
will highlight the main differences. Section 5 shows the
empirical overview on earnings management and
accounting standards. Finally, section 6 presents the
conclusions and recommendations for further research.

2. CONCEPTUAL FRAMEWORK

21 The German Accounting System

Ball et al. (2003) classified Germany as a code-law
country with weak investor protection rights. A good
overview of the German accounting system is provided
by Harris et al. (1994), Ball et al. (2000) and Macharzina
and Langer (2002). The purposes of the German
accounting system are to preserve equity, protect
creditors and facilitate the computation of taxable
income. Guenther and Young (2000) argue that in
countries where there is a conformity between financial
and tax accounting rules ‘financial accounting
information may differ from underlying economic
activities because firms attempt to minimize taxable
income’. Managers are given a large number of options
regarding inclusion and valuation of items in the
balance sheet and the opportunity to control net income.
German accounting is in general rather conservative.
This tendency towards conservative reporting is
protected by law, avoiding management from holding
more than half of net income for the year, and strong
labour unions, with substantial representations on the
supervisory boards, strengthening their demands when
reported earnings are higher. However, while German
accounting is widely presumed to be conservative
because of the reduction of reported income during
good years, German managers also tend to increase
reported income in bad years. German firms can thus be

expected to engage particularly in a specific form of
earnings management, called earnings smoothing, to
reduce the volatility of reported earnings (Van Tendeloo
and Vanstraelen, 2005).

Earnings smoothing is assisted through the permitted
use of hidden assets. This can be created by building up
unjustified provisions, recognizing excessive
depreciation of assets or setting aside certain profits in
tax-free reserves. In this way, a company can build up
hidden reserves, which are then charged against income,
when profits are high and release them in periods of
losses or low earnings (Li, 2010). As in other countries in
continental Europe, more and more firms are looking for
public equity financing. Hence, the ownership and
financing of these companies are changing and investors
are becoming a more important user group of financial
reporting in Germany. However, potential investors
consider the discretion in German standards, which
allows firms to manage income using large ‘silent
reserves’, and the influence of tax avoidance strategies as
too large and criticize the lack of detailed disclosures
designed to satisfy the information needs of investors
and financial analysts (Van Tendeloo and Vanstraelen,
2005).

2.2 International Financial

(IFRS)

Reporting Standards

The abbreviation IFRS stands for International
Financial Reporting Standards. IFRS is an accounting
standard for the preparation of annual reports of
companies. The IFRS includes International Accounting
Standards (IAS), which have been further developed,
and a number of IFRS norms. The International
Accounting Standards Board (IASB) keeps track of
whether the rules are properly observed. The major
difference between IFRS and national legislation is in the
way of reporting. The IFRS reporting is based on ‘fair
value’, this means that reporting is against current
values.

Also, the introduction of IFRS led to a better global
comparability of financial statements. Every analyst and
investor can easily compare financial statement from
different countries (Hoogendoorn, 2006).

2.3 Legislation and Earnings Management

It may well be said that a lot has changed for listed
companies in 2005 when they were obliged to report
under IFRS. The differences between national standards
and IFRS mainly relate to pensions, goodwill, income
taxes, provisions, financial instruments and share-based
payments (Hoogendoorn 2006). But also, other balance
sheet items are processed differently under IFRS. It is
often difficult to determine the fair value of a balance
sheet item, which paves the earnings management. It is
pretty easy for managers to value a balance sheet item
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slightly higher (or lower). It is not realistic to compare
regulations within German GAAP with comparable
regulations in IFRS at each balance sheet item and to
investigate whether under the new legislation the ability
to influence results of the item has become easier or
harder. In this sub section, firstly the regulations
concerning provisions item will be discussed. The
criterion “reliable estimate” means that a provision may
only be included if the magnitude of the obligation can
reliably be determined. The determination of magnitude
of the provision is made by the method (IAS 37.36, R]
252.301). In determining the magnitude of the provision,
one should take into account the risks and uncertainties
associated with the provision. "Best estimate" means the
amount that a rationally acting legal entity would pay to
take over the obligation, or to transfer it to a third party.
Because the determination of the magnitude of the
provision brings about many uncertainties, the item
“provisions” features a perfect item for applying
management of earnings.

2.4 IFRS and German Legislation

In this section we will look at which points the
regulations concerning provisions changed after listed
companies were required in 2005 to report under IFRS.
The first difference is found in the valuation of
provisions. Under previous law and regulations, a
company had the choice to value either at nominal value
or at present value. Under IFRS it should be measured at
present value if the time value is material. At this point
the IFRS is stricter. There are also differences between
the previous legislation and IFRS regarding expenditure
on major maintenance, the provision for restructuring
reorganizational costs, the provision for restoration
costs, the provision for disability insurance costs and
regarding changes in the provision for restoration costs.

On all these issues, IFRS is stricter than the former
legislation. In a stricter way of reporting, it can be
expected that the use of earnings management is more
difficult. Under former law it is permissible to make
provisions in good times. In bad times, the company has
a buffer on hand to equalize profits.

We expect therefore that the research in this section
will reveal that German listed firms have taken greater
provisions in the years they could still report under
German legislation (before 2005), than if they would
have had to apply the IFRS rules.

This view is descriptive; the highest paid executives
may be the ones who make the greatest contribution to
firm value. For example, (Chang, Dasgupta and Hilary
2010) find that, in a broad cross-section of firms, the
level of compensation is positively correlated with the
performance of CEO’s. Although compensation of sales
executives is likely to mainly reflect their capacity to
generate sales, the compensation may also reflect other
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dimensions of the job such as the quality of sales
reporting. If this view is empirically descriptive, higher
paid sales executives may generate better quality sales
reports if these executives have the capacity to affect the
quality of financial statements and if it is in the best
interest of their employers to provide high quality
financial reporting. In contrast to this “pay-for-
transparency” view, the agency theory predicts that
sales executives behave opportunistically and
manipulate the reporting to maximize their
compensation, their bonus in particular.

Consistent with this view, Healy (1985) suggests that
managers choose current discretionary accruals to
maximize both the current period’s bonus and the
expected value of next period’s bonus. The value of this
argument has been discussed in the subsequent
literature (see Fields et al. (2001), for a review) but again
most of the research has focused on CEO’s behaviour. If
the agency theory is empirically descriptive in my
setting, highest paid managers may be the most
successful manipulators.

Potential types of Earnings Management

So far discussion explains the phenomenon earnings
management and what the motives of managers to
manage earnings are and how accruals are managed.
This section discusses the way forward how managers
manage their earnings. According to Arthur Levitt
(1998), the former president of the Security Exchange
Commission (SEC), there are several potential forms of
earnings management.

Cookie Jar Reserves

The first category of earnings management is so called
“cookie jars reserves". An accounting practice, in which a
company uses generous reserves from good years
against losses that might be incurred in bad years.
Cookie jar accounting is a sign of misleading accounting
practices. This gives the sense of "income smoothing",
because earnings are understated in good years and
overstated in bad years.

Several studies have looked at reasons why managers
choose to equalize income. Healy (1985) indicates as one
potential cause for managers that deform the earnings is
to earn their rewards, while other researchers believe
that managers use income smoothing to not lose their
jobs. (Fudenberg and Tirole 1995, Arya et al 1998).

Income Smoothing Method

There are also studies that find "income smoothing as
a method, managers can use to give information about
future earnings. Kirschenheiter and Melumad (2002)
give as an explanation, for "income smoothing" that
investors on the one hand, can deduct from the reported
figures how the future cash flows will be, while on the
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other hand, the fluctuation of the figures leads to
declining confidence in investors.

There is evidence that German firms engage in
substantial income smoothing (e.g., Ball et al. 2003; Leuz
et al. 2003). On the one hand, this approach is limiting in
the sense that it only reports on a subset of earnings
management, namely earnings smoothing behaviour.
On the other hand, it centers the research on the best
documented and probably most prevalent financial
accounting issue. It thus provides evidence for an
earnings management activity, which is central to
German reporting.

The strategy of manipulating a company's income

statement to make poor results look even worse. The big
bath is often implemented in a bad year to enhance
artificially next year's earnings. The big rise in earnings
might result in a larger bonus for executives. New CEO'’s
sometimes use the big bath so they can blame the
company's poor performance on the previous CEO and
take credit for the next year's improvements. For
example, if a CEO concludes that the minimum earnings
targets can't be made in a given year, he/she will have
an incentive to move earnings from the present to the
future since the CEO's compensation doesn't change
regardless if he/she misses the targets by a little or a lot.
Dechev et al. (2012), in interviews with several CFOs,
reported that accounting for acquisitions was a common
definition of earnings management:
“acquisitions accounting would be the biggest area where I've
seen some CFO’s taking advantage. I have seen acquisitions
used to establish numerous balance sheet items and those
provide huge opportunities in the future to manage the P&L.
They would set up provisions that are always worth more than
they were set up for”’.

3. METHODOLOGY

3.1 Sample and Data Analysis

The sample involves all listed firms in Germany for
the years where necessary data are available on the data
stream of the Thomson ONE Banker DataStream, which
contains company accounts of all listed firms. The
sample contains 425 firm-year observations relating to
the period (2003-2014). Considering the difference of
IFRS-adopters which present different earnings
management performance compared to companies
reporting under German GAAP. The financial
statements have been collected for German listed
companies covered by the study sample (Balance sheet
and a list of income and cash flows statement) for the
period between the years 2003-2014.

3.2 Comparable study

We take the provision items from two equally large
listed companies in Germany (Stdzucker Group and
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Henkel Group) from before the year 2005 and compare
them with the annual reports of these companies after
2005 in order to get a clear picture about the possibilities
to apply earnings management before and after IFRS.
On the balance sheets the provision items comprises:
- Pensions and other related payments,
- Defferred tax liabilities,
- Restructuring provisions
- Other provisions

In this study, only the values of the other provisions
and restructuring provisions are included. The reason
for this is that precisely in these forms of provisions
earnings management is applied. The restructuring
provisions and other provisions are used as a 'cookie
jar’. In good years, with great profit, the jar is being
filled and in the years of downturn, the jar is being
emptied. As a result, the profit is equalized.

4. RESEARCH FINDINGS AND DATA ANALYSIS

Based on the date obtained from annual reports of
German listed companies, we will present and analysis
for period in which the annual reports of (2003-2005)
have been made according to German legalization, while
the annual reports of (2006-2008), (2009- 2011) and (2012-
2014) have been made according to the IFRS.

4.1 Siidzucker Group

TABLE 4.1
Consolidated Balance Sheet (in million EUR) For period
(2003-2014)

Items GAAP IFRS IFRS IFRS

2003- 2006- 2009- 2012-
2005 2008 2011 2014

Restructuring 13.4 (32.6) 34.6

Other 1,642 379.1 393.0 395.8

Current

provisions 415.4 409.6

Non-Current

provision - - 200.3 222.6

Total 1,642 3925 1006.1 662.6

Net Profit 307.3 3575 305 (246.0)

Source: Researcher, depending on data taken from sources of
the study from Appendix 2

On the balance of Stidzucker from the year 2005, the
item provisions separated into non-current and current
provisions. The following parts are included under the
item provisions in the balance sheets after the year 2005:
restructuring, self-insurance program, loyalty programs,
and other. As shown in table 4.1 the mandatory
transition in 2005 to IFRS has had the necessary impact
on the net profit. The net profit over 2004 was under
IFRS 1,3 billion euros higher than was determined under
German GAAP.

In table 4.1 it can be seen that the net result is far from
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equal. The item provisions seem not to have been used
as a “cookie jar” It is obvious that in these years another
form of management of earnings has been applied,
namely, ‘Big Bath’. This means that in years with bad
results, extra costs are added so that in the following
years one can start with a clean sheet again. In the years
2004-2005 it can be seen that the total provisions
amounted to € 1,642 million, while the net income is €
307.3 million. The following year, the total provisions
reduced by half, while the net income was almost
fivefold. This could imply that the ‘cookie jar” that was
full in the year 2005, has been used to increase the result
of 2006. However, in (2006-2008), (2009-2011) and (2012-
2014) the net result has increased again significantly by 2
billion. It is more obvious that it has found the right
track again from 2005 onwards and has left all the
trouble about the accounting scandal behind. From the
Stidzucker numbers one can in our opinion not deduct
that the item provisions are used to manage earnings.
Also based on just these numbers, it is hard to determine
whether under (IFRS) it has become more difficult to
manage earning the year 2005: restructuring, self-
insurance program, loyalty programs, and other.

4.2 Henkel Group
TABLE 4.2

Consolidated Balance Sheet (in million EUR) For period
(2003-2014)

Items GAAP IFRS IFRS IFRS
2003- 2006-  2009-2011 2012-2014
2005 2008

Restructuring 154

Other 421 475 884 763

Current provisions 510 664 108 152

Non-Current provision 189 224 126 119

Total 1,516 1,517 1,118 1034

Net profit 738 770 871 390

Source: Researcher, depending on data taken from sources
of the study from Appendix 3

For the Henkel- Group the provisions for
restructuring and other provisions are included in the
item provisions. In the annual reports of 2006, 2007 and
2008 under the provisions are also included provisions
relating to preferred shares, provisions for disputed
indirect taxes, juridical provisions and provisions for
negative net value of an associated company. These
provisions have not been included in the research while
the data of different years can otherwise hardly be
compared. Just as with Stidzucker, also from the year
2005 the item provision is splitting into non-current and
current part.

Furthermore, in the annual report of 2012 the net
income of the year 2014 is given both following the
directives of German legislation as following IFRS. In the
table 4.2 two things are striking. Firstly, that the net

income in the years that the annual reports are made
according to IFRS are higher than in the years when they
were made according to the basic principles of German
GAAP.

Additionally, it attracts the attention that the amount
that is included on the balance sheet as ‘other
provisions’ is lower from the year 2006 onward,
compared to the years before. This indicates the
application of earnings management. Due to the stricter
rules of IFRS it has become harder to build up ‘cookie
jar” reserves under the item ‘other provisions’ causing
the profit to come out higher.

It is obvious that in these years another form of
earnings management has been applied, namely, ‘Big
Bath'. This means that in years with bad results, extra
costs are added so that in the following years one can
start with a clean sheet again. In the year 2005 it can be
seen that the total provisions amounted to € 1516
million, while the net income is € 738 million. The
following year, the total provisions reduced by half,
while the net income was almost fivefold. This could
imply that the ‘cookie jar” that was full in the year 2005,
has been used to increase the result of 2006. However, in
2007 and 2008 the net result has increased again
significantly by 2 billion.

4.3 Generally Accepted Accounting Principle
(GAAP)

Generally Accepted Accounting Principles (GAAP)
have been developed by standards boards throughout
the world. While accounting standards vary from
country to country, the intent of GAAP is to encourage
managers to record similar economic transactions in
consistent ways across firms and over time.

GAAP is not so rigid that it offers managers only one
choice for every recording decision. For example, within
GAAP guidelines managers have several alternatives
when deciding how to depreciate assets. Depreciation
choice will speed up or slow down expense recognition,
which in turn, will reduce or increase income. However,
because accrual accounting deals with expectations of
the future, GAAP is founded in conventions of
conservatism and measurability to help reduce
distortions that may arise from over-optimism (Wild, et

al. 2007).
In a flawless world, managers would record
transactions in the manner that best reflects the

underlying economics of the firm. In our flawed world,
many managers try to provide meaningful, if not
unambiguous, financial information to the market.
Others are not as candid, and still others are downright
deceptive. As potential or actual shareholders and
employees, it would behoove us to spend considerable
time analyzing a firm’s financial reports, or at least the
reports of those who have the ability to analyze financial

Original Article |DOI: https://doi.org/10.14500/kujhss.v2n2y2019.pp166-175



https://doi.org/10.14500/kujhss.v2n2y2019.pp166-175

171 Koya University Journal of Humanities and Social Sciences (KUJHSS)

statements with some degree of sophistication.

TABLE 4.3
Relationship between Earnings Per- Share and Net Income

ltems ~ 2003-2005 2006-2008 2009-2011  2012-2014

Henkel

EPS

Netincome - 173 1.75 1.97
1,738 770 871

Siidzucker

EPS 152 1.48 1.67 1.36

Netincome 307 357,5 305 (246,0)

Source: Researcher, depending on data taken from sources
of the study from Appendix 2,3

4.4 Indicative Impact of Accounting Standards on
Earnings Management

Managers have more opportunities and ways to
manage earnings under local GAAP than with new
IFRS-rules. See also Tables 4.1, 4.2, and 4.3. A positive
relationship has  emerged between  earnings
management on the one hand, and EPS (earnings per
share) and net income on the other hand (see Table 4.3),
in other words: in GAAP EPS goes down and managers
have an interest to depress earnings. While under IFRS,
it can be seen that, EPS rising even if net income goes
down. If managers want to show good performance and
keep up their image, they will use both material and
moral interest, (see Table 4.3). This is reliable with result
which was provided by Dichev et al. (2012), they show
that CFO’s have a clear preference for converging U.S.
GAAP and IFRS over the outright adoption of IFRS.
They show also in their survey study that in any given
period about 20% of firms manage earnings and for such
firms 10% of the typical EPS number is managed.

5. EMPIRICAL RESEARCH OVERVIEW ON
EARNINGS MANAGEMENT AND IFRS

Within the existing literature, numerous studies
examine the impact of IFRS-adoption on accounting
quality; e.g., Barth et al. (2008) find evidence that firms
from 21 countries applying IFRS generally provide
higher quality in accounting, i.e., less management of
earnings, more timely loss recognition and more value
relevance of accounting amounts than a matched sample
of non-U.S.-firms that do not apply IFRS.

Gassen and Sellhorn (2006) show that firms which
have been voluntarily adopting IFRS between 1998 and
2004 have more persistent, less predictable and more
conditionally =~ conservative  earnings. = However,
Paananen and Lin (2008) conducted a study for German
companies reporting under IFRS and found a decrease
in accounting quality after the mandatory EU-adoption

in 2005. They show that this decrease is driven by the
change of the IFRS-standards over time. Van Tendeloo
and Vanstraelen (2005) also point to no effect of
accounting standards on the properties of reported
earnings by finding similar levels of management of
earnings under German GAAP and IAS. On the other
hand, Bartov et al. (2005) conclude that earnings are
more value relevant under the international framework
(i.e., IAS or US GAAP) than under German GAAP and
that US GAAP earnings have similar relevance as IAS
earnings after controlling for self- selection. Our result is
contradictory with previous research that was done by
Van Tendeloo and Vanstraelen, (2005). And consistent
with the previous research conducted by Ball et al.
(2003).

TABLES.1
Researches that found a decrease in Earnings Management
due to adopting of IFRS

Author(s) Research subject Findings

Barth, Landsman
and Lang (2008)

The accounting
quality

of firms pre- and
post-IFRS adoption
Mandatory IFRS

The adoption of IFRS
improves the accounting
quality of firms; less
earnings management.
Reduction in the cost of
Reporting around the  equity capital, following
World. the adoption of IFRS
How do individual inve higher quality of Financial
react to global IFRS Reporting, higher analyst,
adoption? greater oversight by

Does mandatory auditors and directors.
Adoption of

International

Financial

Reporting Standards

in the

Europe Union reduce

the cost

equity capital?

(Daske et al., 2008,
(Bruggerman et al.,

2009, and Li, 2010)

(Wali, 2013) Self-interest The adoption of IFRS

factors in improves the accounting
Management of quality of firms; les
Earnings management of earnings,

increase the value of
financial statement

Reporting in The
Netherlands
and Germany

6. CONCLUSIONS AND RECOMMENDATION

The requirement for German listed companies to
report from the year 2005 onwards according to IFRS has
had the necessary impact in preparing the financial
statements. This paper mainly focuses on the balance
sheet item “provisions”. Examining the question
whether the changes in regulations has led to companies
making less use of management of earnings. The study
shows that after the obligation to apply the International
Financial Reporting Standards, German listed firms have
made less use of earnings management. Because of the
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many principles under IFRS it is difficult for companies
to apply earnings management (see Figure 1).

Research findings point out that implementation of
IFRS provides a different way of earnings management
compared to companies reported in accordance with
generally accepted accounting principles in Germany.
These findings contribute to the discussion on whether
high quality standards are appropriate and operational
in countries with weak investor protection rights. It is
anticipated that adopters of IFRSs in Germany can be
related with less use of earnings management as a result
of changes in accounting standards. This result is
consistent with previous research conducted by Ball et.al
(2003), and it is contradictory with research that was
done by Van Tendeloo and Vanstraelen, (2005). Based on
the results of this research we came to answer the
assumptions. The following proposals are recommended
for further research:

e Research in common law countries and analyze the
findings of such research with findings of this research.

e Research of impact of new regulation Financial
Accounting Standards Board (FASB) on earnings
management performance.
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APPENDIX
APANDIX (1) IFRS VS GAAP
Fig. 1. Comparison International Financial Reporting

Standards (IFRS) with Generally Accepted Accounting
Principle (GAAP)

IAS/IFRS Topic IFRS GAAP Result
Also uses a
‘probable’
Threshold for  threshold — but
recognition is this is
IAS 37  Recognition of ‘possible’ (defined interpreted as a IFRS more
provisions  as ‘more likely than higher strict
not’) threshold than
‘more likely
than not’.
Most probable
outcome
to settle the
Best estimate to obligation.
Measurement of settle the obligation, If no one item
1AS 37 provisions — wi_nch generally _is more IFRS more
range of involves the likely than strict
estimates expected value another, use
method. the low end of
the range
of possible
amounts.
Unless
specifically
permitted by an
accounting
standard,
Measurement ?ﬁfozﬂgc\?eés
IAS 37  of provisions — Discounting is Y IFRS more
- . - where the -
discounting required. I strict
timing and
amount of the
future cash
flows are fixed
and
determinable.
In extremely rare
cases amounts and
Disclosures that details need not be
may prejudice disclosed, but
1AS 37 ser_lc_)usly the dlsglosure is D|sc|o§ure IS |ERS more
position of the required of the required. h
S strict
entityina  general nature of the
dispute dispute and why the
details have not
been disclosed.
Asset retirement -
obligation (ARQ) RO liability
L measured at fair
liability measured as .
- . value in the
Initial the best estimate of L
- period it is IFRS
measurement of the expenditureto . . .
1AS 37 N S incurred ifa  requires
decommissioning settle the obligation
L reasonable more
provisions or to transfer the . . .
- - estimate of fair explanation
obligation to a third
value can be
party at the end of
- . made.
the reporting period.
Recognise
when a
Recognise ifa  transaction or
Recognition of de'talled formal plan event occurs IFRS
- isannounced or  that leaves an )
1AS 37 restructuring . . - requires
- implementation of entity little or
provisions - - more
such aplan has no discretion to .
explanation

avoid the future
transfer or use
of assets to

started.
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settle the
liability. An
exit or disposal
plan, by itself,
does not create
a present
obligation to
others for costs
expected to be
incurred under
the plan.

Source: Researcher; depending on data taken from Deloitte
Touche Tohmatsu London, www.deloitte.com

APPENDIX (2) FINANCIAL STATEMENTS

Fig. 2. Key figures Stidzucker AG: Consolidated financial
statement from 2003-2004

Note 29.02.2004 28.02.2003'
Subscribed capital 174.8 1748
Capital reserves 951.3 9383
Revenue reserves V.15 851.0 721
Equity attributable to shareholders of Siidzucker AG 1,977.1 18252
Minority interests V.15 408.8 3958
Shareholders’ equity V. 1.5 2,385.9 2,221.0
Provision for pensions V.16 3791 369.1
Deferred tax liabilities 3330 3427
Other provisions and accrued liabilities 2226 207.1
Non-current financial liabilities V. 1.8 1,079.6 888.3
Other liabilities V.18 249 6.0
Total non-current provisions and liabilities 2,039.2 1,813.2
Other provisions and accrued liabilities 4154 3999
Current financial liabilities V.18 3259 547.4
Other liabilities V.18 8713 844.2
Total current provisions and liabilities 1.612.6 1.791.5

Source: Researcher' work based on data taken from Annual
Report

Fig. 3. Key figures Stidzucker AG: Consolidated financial
position from 2005-2007

Emillion 2006/07 200506
Restructuring fund levy 5128 00
Selling and advertising expenses 3315 3390
Operating and administrative expenses 186 2101
Production and supplementary levies 00 615
Leasing and rental expenses 30 36
Foreign exchange and currency translation losses i 00
Losses on disposals of current and non-current assets 6.6 48
Other expenses 1200 1199

1,254.8 m4

Source: Researcher' work based on data taken from Annual
Report
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Fig. 4. Key figures Stidzucker AG: Consolidated financial
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Fig. 6. Key figures Hankel group: Consolidated Balance Sheet

position from 2006-2007 from 2012-2014
€milion Note 200607 2005006 Notes  Dec. 31,2003 Dec. 3, 204
Revenies O 59 syes | | | o 2 o o
Crng ki pogessd fnsed o Gl 3 __ & NG
Crarge otk n pogesnd s goos ro— ” - =
inventories and internal costs capitalsed Ul 758 59)

— Unapproprited proft 167 185
Other operating income (8] PN 803 TRy % i w0
Cost of materials O [Bwos B3y Equity excluding minarity interests M 4508
Personnel expenses ) (o0& (6565 Moty inersts % 15 16
Deptecaton i) (345) (37 Equity including minarity interests 3366 4604

o Provisions for pensions and

Goodwil impairment logs (1) [s804) 00 rI——— 7 190 1819
Other operaling expenses M (1248 (4 Other provisions % 1,056 1513
Income (loss) rom aperations () (189 1974 Provisicns fordafered ax iabies ] 181 45
Incame from associated companies (1) 07 14 Proviors Ll L
o Bomowings | 1,855 i
Financialincome (16) 478 534
o Trade accounts payable 3 789 1,099
Financial xpense (16) (1468) (1340) Ot b " ) s
Earnings (loss) before income taxes (221.2) 2 Liabiiies 30 4751
Taxes on income (1) (164) (1]) Total equity and iabities 9,382 13138
Net earnings (Joss) for the year (60) 345 | [ APPENDIX (3) CONSOLIDATED BALANCE

Source: Researcher' work based on data taken from Annual
Report:

Fig. 5. Key figures Stidzucker AG: Consolidated Balance Sheet
from 2005-2007

€ million Notes  28,02.2009  29,02.2008
Subscribed capital 1894 1894
Capital reserves 11376 11376
Revenue reserves 796 738
Fquity ottributable to sharehalders of Sidzucker AG 20466 20408
Hybrid capital 6839 6839
Other minority interest 4989 5748
Shareholders' equity (29) 32294 3.299.5
Pravisions for pensions and similar obligations (26) 4045 4017
Other provisions @) 2009 N3
Non-current financial liabiities (29) 11541 12326
Other liabilities (28) 154 210
Deferred tax liabilities (16) 1650 165.2
Non-current liabilities 1939.9 2031.8
Other provisions ) 173 1815
Current financial iabilities (29) 8909 6690
Trade payables and other liabilities (26) 14977 17169
Current tax liabilities 334 187
Current liabilities 25393 2,586.1
Tatal liabilities and shareholders' equity 7708.6 19174

Source: Researcher work based on data take from Annual
Report

SHEET

Report Fig. 7. Key figures Hankel Group: Consolidated

Balance Sheet from 2003-2004

Subseribed capital

Capial reserve

Revenue resarves

(Gains and lossss recognized in equty
Equity excluding minority interests
Minoriy interests

Equity including minority interests
Pensions and similar obligations
Other long-tern provisions
Long-{erm borrowings

Other non-current iabilties

Defered fax

Non-current liabilties

Short-term provisions

Short-fem bomowings

Trade accounts payable

Other curent lidbifies

Current iabilties

Total equity and liabilities

Note
21
p/J
3
4

%

2
xa
2%
P
kUl

ki
2

2005
a4
6

4761
419
531
%
5300
1,061
47
2400
5
i
4420
W
1405
133
15
4125
1304

2006
an

==2%E 3

5541

8
252
126
Ll

3961

1012

EE=®

Source: Researcher' work based on data taken from Annual
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Fig. 8. Key figures Hankel Group: Consolidated Balance Sheet
from 2005-2006

Note 2005 2006
Subscribed capita 2 kit 3
Capita reserve b 852 652
Revenus reserves 2 4,764 5362
(Gains and losses recognized in equity Pl 419 Bl
Equity excluding minority interests 531 5481
Mincrity interests %5 ] 60
Equity including minority interests 5309 5541
Pensions and simiar obligations 2 1,061 188
Other long-tem provisions 7 a7 2
Long-term borrowings 2 2,400 25
Other non-current fiabiliies b 5 126
Deferred tax kKl 3 a
Non-current liabilities 4420 3957
Short-term provisions 3 a2 992
Shortterm borowings R 1405 1,012
Trade accounts payable ks 133 1494
Other cument liabilies kU 455 I}
Current liabilties 4125 382
Total equity and liabilities 1394 13,346

Fig. 10. Key figures Henkel Group: Consolidated Balance Sheet

from 2007-2008
Amount Amount
Accounting
adjusted changes due presented
€ million 201314 to IFRS 11 201314

Income Statement
Revenues 7,533 —-202 7,735
EBITDA 889 — 44 933
Depreciation - 267 8 -275
Operating profit 622 -36 658
Result from restructuring
and special items -116 0 -116
Income from companies
consolidated at equity 48 48 -
Income from operations 554 12 543
Income from companies
consolidated at equity - 20 20
Financial result - 60 1 - 61
Earnings before
income taxes 494 -8 502
Taxes on income - 105 a -112
Net ecarnings 390 4] 390
of which attributable to
Siidzucker AG shareholders 282 282
of which attributable to
hybrid capital 26 26
of which attributable to
minority interests 82 82
Earnings per share (€) 1.38 1.38

Source: Researcher work based on data taken from Annual
Report

Key 9. figures Hankel Group: Consolidated Balance Sheet from
2007-2009

Shareholders’ Equity and Lisbilities

in million euros Note 2007 5

Subscribed capital I ] 13 I 27
Caplalresarve u o6 50 B2 4
Retained earmings % 59 457 6EB 23
Gain and losses recogrizad n equty % -4 108 1410 48
Equity xsluding minorty Interests 53 432 g4 03
Mincity nterests 7 [ 05 5t 03
Equity including minority interests 5M6 47 658 406
Pensions and similar obligaions B 6 50 B3 52
Lonigderm income kax provisions ] 100 08 1 1
Other long-temm provisions P 11 19 3% 21
Long-tesm bomowings 0 A 77 24w 148
Hon carrent frarncial bt 3 " 1 m 05
Other non-cument fiffies k) 10 01 8 [
Defared taves B M 24 a2 25
Non-current liabilities 35 B0 42 %4
Gument income tax provisions u 152 12 kT 21
Other cuent provisions 3 76 59 866 54
Short-tefm barrawings % &8 64 1817 13
Trade accounts payable B 4T 13 168 105
Gurrent fiencielBabiites Y] 19 7 17
Other cument liabiities B m 15 6 19
Income tax fabiies 15 01 1t 01
Gurrent fiabiliias M B3 5 no
Total equity and iabilties 13M8 {000 16074 1000

Source: Researcher work based on data taken from Annual
Report

Source: Researcher' work based on data taken from Annual
Report

Fig. 11. Key figures Henkel Group: Consolidated financial
position from 2013-2014

inmillion euros Note 2009 -
Issued capital 12 438 28 438 25
Capital reserve 13 652 41 652 37
Treasury shares -109 -01 -% -05
Retalned eamings 14 7017 44 7926 452
Other components of equity 15 -1,524 -96 -1,058 -60
Equity attributable to shareholders of Henkel AG & Co. KGaA 6474 a0 7,859 449
Non-conirolling Interests 16 70 04 9 05
Equity 6,544 n4 7950 5.4
Pension abligations 17 867 55 594 34
Non-currentincome tax provisions 18 152 10 19 o7
Other non-current provisions 18 w1 15 302 17
Non-current borrowings 19 3426 17 3570 204
Non-current financlal liabllties 20 88 05 128 o7
Other non-current iabilties pl 20 01 i1 0l
Deferred taxes 2 367 23 416 24
Non-current liabilities 5,161 326 5,146 294
Current income tax provisions 3 24 14 n 19
Other current provisions 3 938 59 867 49
current borrowings 24 660 42 536 31
‘Trade accounts payable 25 1,885 19 2308 1341
Current financial liabilties % 45 09 175 0
Other current lablitles 7 251 16 205 11
Current income tax iabilities |4 01 n 01
current liabilities 4113 %60 4429 252
Total equity and liabilities 15818 1000 17,525 1000

Source: Researcher' work based on data taken from Annual
Report
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