
BILLE NA gCUIDEACHTAI (LEASU), 1985 
COMPANIES (AMENDMENT) BILL, 1985

EXPLANATORY MEMORANDUM

The Companies Act, 1963 and in particular the Sixth Schedule 
thereto, sets down the basic accounting disclosure requirements appli
cable to the annual accounts of public and private companies both 
limited and unlimited. These requirements are based on the principle 
that such accounts should provide a “true and fair view” of a com
pany’s position and subject to this overriding principle stipulate the 
information to be contained in the balance sheet, profit and loss 
account, notes to the accounts, directors report and auditors report. 
The requirements in question do not, however, necessitate adherence 
to a precise format of presentation of accounts information but rather 
identify the main headings under which disclosure must take place. 
In the case of private companies, the disclosure requirements referred 
to have effect only in so far as the information to be contained in 
accounts prepared for shareholders is concerned since under section 
128 of the Companies Act, 1963 private companies are not required 
to publish their accounts through lodgment with the Companies 
Registration Office.

The purpose of this Bill is to translate into Irish law the provisions 
of the Fourth EEC Company Law Directive. This Directive deals 
with the content and publication of the annual accounts of public and 
private limited companies. The accounts in question are defined in 
the Directive as covering the Balance Sheet, Profit and Loss Account 
and the Notes to the Accounts. The Directive specifies the format 
which a balance sheet and profit and loss account should take and 
prescribes rules to be followed in regard to the declaration of accounts 
items; the valuation rules to be adopted in valuing assets and liabilities; 
and the information to be provided by way of notes to the accounts. 
In addition, the Directive introduces requirements regarding the 
company’s Annual Report (Directors’ Report) and the Report of the 
Auditors on the company’s accounts. Like the Companies Act, 1963, 
the Directive recognises the primacy of the “true and fair view” 
principle and to this end requires departure from'the Directive’s 
detailed requirements where necessary to give a “true and fair view”. 
Essentially, therefore, this Bill will have the effect of substituting 
the more detailed accounts disclosure requirements of the Fourth 
Directive for those currently contained in the Sixth Schedule to the 
Companies Act, 1963, in so far as the annual accounts of public and 
private limited companies are concerned. Practically all the measures 
included in this Bill arise directly from the Fourth Directive and it is 
not, therefore, necessary to refer to that relationship in every section.

The main implications of the Bill will be to remove the current 
exemption under section 128 of the Companies Act, 1963 whereby 
private limited companies are not currently required to publish their 
accounts through lodgment with the Companies Registration Office. 
In addition, the Bill introduces a generally increased level of disclosure 
ln the annual accounts of public and private limited companies. In
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the particular case of the balance sheet and profit and loss account, 
the Bill introduces the concept of required adherence to precise 
formats of presentation i.e. a company must adopt one of the two 
balance sheet formats and one of the four profit and loss account 
formats provided. The differences in format are largely presentational 
and reflect varying accounting practices in Ireland and abroad. How
ever, this innovation nonetheless represents a departure from the less 
rigid presentational procedures permitted under the Companies Act, 
1963.

While the level of disclosure required by the Bill is in many respects 
substantially greater than that presently required under the Com
panies Act, 1963, in practical terms the adherence by companies to 
accounting standards and the requirements of Stock Exchange listing 
agreements have supplemented the basic legal requirements. This is 
particularly true in the case of the larger and public companies. 
However, even for such companies the Bill requires a more detailed 
treatment, analysis and explanation of certain accounts items than is 
presently required. At the same time, the Bill avails of certain of the 
options provided in the Directive. Many of these options relate to 
matters of a technical accounting nature and have been availed of to 
facilitate the continuance of current accounting practice. Others were 
included in the Directive to allow for the application of particular 
requirements to “small” and “medium-sized” companies and these 
have been availed of for that purpose.

The Companies Act, 1963 is referred to hereafter as the Principal 
Act and the Fourth EEC Company Law Directive is referred to as 
the Directive.

Section 1 deals with interpretation and in particular establishes 
the fact that references to a “company” in the Bill mean a limited 
company.

Section 2 deals with the scope of the Bill. Essentially the Bill 
applies to public and private limited companies by substituting its 
requirements for those contained in the Principal Act and the Sixth 
Schedule thereto in the case of such companies (section 3). However, 
under section 2, companies not trading for profit and religious and 
charitable companies are excluded from the scope of the Bill. In 
addition section 2 has the effect of providing for the application of 
certain of the Bill’s requirements in the case of banks and other 
financial institutions, certain named companies and insurance com
panies. This application has the effect of requiring such bodies (either 
under company or insurance legislation) to publish their accounts by 
filing in the Companies Office and to comply with certain detailed 
requirements in the Bill for example in relation to the directors 
report (section 13) and publication of information on subsidiary and 
associated companies (section 16), but does not require such bodies 
to follow the specific technical accounting and presentational measures 
contained in the Bill which are not designed for application to such 
bodies because of their particular nature.

Section 3 deals with the general provisions relating to accounts. It 
has the effect of substituting the accounting requirements relating to 
the balance sheet and profit and loss account contained in the Bill, 
and the Schedule thereto, for those set out in the Sixth Schedule to 
the Principal Act, but it maintains the overriding requirement of 
adherence to the principle that such accounts should provide a true 
and fair view of the state of the company’s affairs.
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Section 4 sets down the procedures to be followed by way of 
adherence to the precise formats for balance sheets and profit and 
loss accounts set down in the Schedule to the Bill. It also requires the 
disclosure of certain additional information relating to profit and loss 
account items.

Section 5 sets down the general principles which are to govern the 
preparation of accounts e.g. the presumption of a “going concern” 
and “prudence”.

Section 6 permits departure from the general accounting principles 
where in the opinion of the directors such departure is justified, but 
any such departure is subject to specific qualifying conditions.

Section 7 deals with the publication of accounts. It specifies the 
documents which must be annexed to the annual return which is 
lodged with the Companies Registration Office under sections 125 
and 126 of the Principal Act and thus secures publication of such 
annexed documents. In the case of banks and other financial institu
tions, certain named companies and insurance companies, the docu
ments to be annexed and thus published are the balance sheet and 
profit and loss accounts prepared in accordance with the Principal 
Act (or the Insurance Acts as appropriate). In the case of all other 
companies covered by the Bill, the documents to be annexed are the 
new balance sheet, profit and loss account, directors report and 
auditors report required under this Bill. In effect, therefore, this 
section has the effect of requiring publication of accounts in some 
form by all the companies concerned whether public or private limited 
companies, thus removing the current exemption under section 128 
of the Principal Act whereby private limited companies were not 
required to publish their accounts. Under this section also, the pub
lished accounts in question are required to be made available in the 
Irish or English language.

Section 8: The Bill provides certain exemptions from its full disclo
sure requirements in the case of “small” and “medium-sized” private 
limited companies. This section sets out the criteria to be used for 
determining whether a company, by virtue of its size, qualifies for the 
reliefs in question. The criteria used are based on the level of a 
company’s balance sheet total (gross assets); the amount of turnover; 
and the number of employees. In general, in order to qualify as 
“small” or “medium-sized”, a company must not exceed any two of 
the three threshold levels set down in this section, in two consecutive 
years. However, in the case of companies incorporated on or after 
the commencement of this section, initial qualification will be based 
on the first year’s accounts only. Also in the case of the initial 
application of this section to companies incorporated before the 
commencement of this section, qualification under this section as 
“small” or “medium-sized” will be based on compliance with the 
stated criteria either in the first year of account covered by this section 
or the immediately preceding year. In effect, therefore, the ongoing 
application of this section envisages classification by size based on 
two consecutive years activities.

Section 9 deals with situations where a company, having already 
been classified as “small” or “medium-sized”, no longer qualifies for 
such treatment by virtue of alterations in its size, and provides for the 
reclassification of such company within an appropriate alternative size 
category.

Section 10 specifies the exemptions which may be availed of by 
companies which have qualified to be treated as “small” companies 
under the Bill. The exemptions in question relate to both the prepara
tion of accounts for shareholders and the publication of accounts
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through lodgment with the Companies Registration Office. In the 
case of preparation of accounts, a “small” company is permitted to 
prepare a balance sheet in which certain individual accounts items 
may be combined under more general headings. In the case of publica
tion of accounts, a “small” company is permitted to publish this 
balance sheet and not to publish its profit and loss account or directors’ 
report. The exemption in preparing accounts is subject to the over
riding requirement that the accounts as prepared give “a true and fair 
view”.

Section 11 specifies the exemptions which may be availed of by 
companies which have qualified for treatment as “medium-sized” 
companies under the Bill. The exemptions relate to both the prepara
tion of accounts for shareholders and the publication of accounts 
through lodgment with the Companies Registration Office but are 
not as extensive as those permitted under section 10 for “small” 
companies. In the case of preparation of accounts, a “medium-sized” 
company may prepare a profit and loss account which allows for the 
combination of “turnover”, “cost of sales”, “gross profit or loss” and 
“other operating income” under the general heading of “gross profit 
or loss”, (this facility will also extend by definition to “small” com
panies). In the case of publication of accounts, a “medium-sized” 
company may publish this profit and loss account and a balance sheet 
under which certain individual accounts items are combined under 
one heading. This balance sheet is more extensive than the “small” 
company balance sheet. The exemption in preparing accounts is 
subject to the same true and fair view over-rider as in section 10.

Section 12 provides exemptions for “small” and “medium-sized” 
companies in relation to the information required by the Bill to be 
provided by way of notes to the published accounts. The exemptions 
in question parallel the disclosure required in the published balance 
sheets and profit and loss accounts of such companies.

Section 13 has the effect of supplementing the requirements of 
section 158 of the Principal Act by requiring that the report of the 
directors of a company required under section 158 contain additional 
information concerning the company’s and its subsidiaries’ affairs, in 
particular a review of past and future developments, important events 
since the balance sheet date and activities in research and develop
ment.

Section 14: The Companies (Amendment) Act, 1983 set down 
specific conditions governing the acquisition by a company of its own 
shares. Section 14 of this Bill has the effect of requiring that where 
transactions involving such acquisitions take place, details of such 
transactions shall be given in the directors’ report.

Section 15 adds to the contents of the auditors’ report on the 
accounts under section 163 of the Principal Act by requiring that in 
their report the auditors comment on the consistency between the 
directors’ report and the annual accounts.

Section 16 requires particulars regarding a company’s holdings in 
subsidiaries and associated companies to be disclosed in the notes to 
the company’s accounts. The particulars in question include details 
of the capital and reserves and profit and loss for the latest financial 
year of the subsidiary or associated company. However, this latter 
information need not be given in a number of specifically defined 
circumstances e.g. where the subsidiaries are included in group 
accounts prepared by the company; where the associated company’s 
results are otherwise incorporated in the company’s accounts; where 
the information is not material; or where the associated company is 
not itself required to publish its accounts. In this section a subsidiary 
or associated company includes any body corporate.
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Section 17 deals with the situation of a company which, while falling 
within the scope of the Bill, is itself a subsidiary of an EEC-based 
company. In such a case the subsidiary company may be exempted 
from the requirements to publish its accounts in accordance with the 
Bill where a number of specified conditions are met to the Minister’s 
satisfaction (in particular that the parent company guarantees the 
debts of its subsidiary).

Section 18 sets down the procedures to be followed where a com
pany is availing of the exemptions for “small” or “medium-sized” 
companies in publishing its accounts. In such a case the accounts are 
required to be signed in the normal way in accordance with section 
156 of the Principal Act. In addition, the directors of the company 
are required to declare on the balance sheet that they have availed 
of the exemptions in preparing the accounts and that they are entitled 
to so avail by reason of the size of the company. The company’s 
accounts are required to be accompanied by a special report by the 
auditors stating that in their opinion the directors of the company are 
entitled to rely on the exemptions for the particular accounts by virtue 
of the company’s size and that the accounts to be filed have been 
properly prepared, and giving a copy of the auditors certificate.

Section 19: The purpose of section 19 is to ensure that where 
summary (abbreviated) accounts are published they shall be distin
guishable from the full accounts filed with the Companies Office. 
Section 19 defines the terms full and abbreviated accounts. Full 
accounts are those which are filed with the Companies Office. In the 
case of publication of full accounts it requires that they be accom
panied by the auditors’ report and where applicable the report of the 
auditors attesting to the right of the company to publish small or 
medium-sized company accounts. In the case of publication of sum
mary accounts these are required to be accompanied by statements 
indicating (a) that the accounts in question are not full accounts, (b) 
whether the full accounts have been published through lodgment with 
the Companies Registration Office, (c) whether the auditors of the 
company have prepared the report required under section 163 of the 
Principal Act in respect of the company’s full accounts and (d) whether 
such report contained any qualifications regarding the accounts of the 
company. Where summary (abbreviated) accounts are published, a 
company is prohibited from attaching to such accounts the report 
prepared by its auditors under section 163 of the Principal Act.

Section 20: Sections 45 to 47 of the Companies (Amendment) Act, 
1983 set down rules governing distribution of profits and assets. The 
purpose of section 20 is to insert an additional section in the Companies 
(Amendment) Act, 1983 so as to regulate the treatment afforded to 
development costs in terms of their impact on distributable profits 
where such costs have been shown as an asset in the company’s 
balance sheet. This change is a consequence of the provisions of the 
Fourth Directive.

Section 21: Under section 377 of the Principal Act, certain of the 
accounting disclosure requirements of that Act apply to unregistered 
companies notwithstanding that such companies would not normally 
fall within the general scope of that Act. Such entities are generally 
companies incorporated by special Act of Parliament, incorporated 
by Royal Charter, or incorporated by Letters Patent. In effect the 
application of section 377 is very limited but the Directive specifically 
covers such companies. However, insofar as the accounting disclosure 
requirements referred to in section 377 have been amended by the 
provisions of this Bill, it is necessary to substitute these new require
ments, and section 21 of the Bill has this effect.

Section 22 deals with offences and penalties arising under the Bill.
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Section 23 gives the Minister power to modify the requirements of 
the Bill as regards the matters covered by the balance sheet, profit 
and loss account and notes to the accounts.

Section 24 deals with the short title, collective citation, construction 
and commencement of the Bill.

SCHEDULE

The Schedule to the Bill is in seven parts.

Part I sets out the two alternative balance sheet formats and four 
alternative profit and loss account formats from which companies 
must choose in preparing the accounts required under the Bill.

In the case of the balance sheet formats, the alternatives provided 
represent a choice between a vertical presentation in Format 1 (the 
usual approach in accounts here), and a horizontal presentation in 
Format 2, where assets and liabilities are grouped separately on the 
balance sheet.

In the case of the profit and loss account formats, Formats 1 and 2 
represent a verticial presentation while Formats 3 and 4 represent a 
horizontal presentation.

In addition to setting down precise formats for accounts, Part I 
contains a series of notes on both the balance sheet and the profit and 
loss account formats. The notes in question are intended to elaborate 
on the disclosure requirements applicable to the items concerned.

Part II sets down rules governing the application of historic cost 
valuations to asset items appearing in the accounts and specifies the 
manner in which depreciation of assets valued on such a basis is to 
be carried out. Part II contains requirements in relation to fixed assets, 
current assets, determination of purchase price or cost of assets, 
valuation rules for stock items, etc . .

Part III sets down rules governing the application of current cost 
valuations where such values are used as an alternative to the historic 
cost valuations referred to in Part II, and, in particular, provides for 
the establishment of a revaluation reserve to prevent e.g. unrealised 
gains on revaluation being transferred to the profit and loss account.

Part IV sets down requirements for disclosure of additional informa
tion by way of notes to the accounts. The information in question is 
intended to supplement the balance sheet and profit and loss account. 
The information is detailed and covers information, for example, on 
accounting principles used, share capital, debentures, movements in 
assets and reserves, taxation, creditors, guarantees, pension costs, 
turnover, employee costs, foreign currency amounts.

Part V sets down special requirements aimed at identifying the 
nature and extent of inter-company dealings taking place between 
holding companies and their subsidiaries within groups and provides 
for the rules to be followed in drawing up consolidated group accounts. 
These requirements effectively apply rules corresponding to those in 
the Sixth Schedule to the Principal Act.

Part VI sets down special requirements which are considered neces
sary to cater for the specialised activities of particular investment 
companies and the valuation and depreciation methods used by such
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companies. The investment companies in question are defined in 
paragraph 58 and are a very limited class of company which must 
meet particular requirements.

Part VII contains the interpretations of certain of the terms and 
expressions used in the Schedule.

An Roinn Tionscail, Tradala, Trdchtala agus Turasoireachta, 
Bealtaine, 1985.
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