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ABSTRACT 
 

The discussion on the usefulness of reconciliations disclosed in the Form 20-F that 
non-US companies are required to prepare is not over. Prior research using different 
methodologies found mixed results. Potential explanations are (1) companies from different 
countries in the samples, (2) definition of the regression windows, (3) exact event date, and 
(4) the development of a coping mechanism and multiprinciple capability by investors. While 
the first three causes are methodological problems, the last one needs further attention and 
research. 

 

We collected the Forms 20-F of all Spanish companies listed in the US stock markets 
during the period 1991-2001 and analyzed the reconciliations to NI and SE to US GAAP. We 
classified all reconciling items into a few categories and studied their frequency, persistence, 
significance, and materiality. Our main findings show an increasing number of adjustments 
along the period but only adjustments dealing with Fixed Assets, Business Combinations, 
Employee Benefits, Deferred Taxes, Investments, Consolidation, and Provisions, were 
material. From a theoretical viewpoint, we discuss future reconciliations from 2007, when 
companies in the sample adopt IAS/IFRS. 

 
 
KEYWORDS 
 
Reconciliations, Form 20-F, US GAAP, Index of Comparability, IAS/IFRS. 
 
 
RESUMEN 
 

El debate sobre la utilidad de las conciliaciones mostradas en el Informe 20-F que las 
compañías no norteamericanas tienen que presentar no está cerrado. Estudios previos han usado 
diferentes metodologías obteniendo resultados mixtos. Las explicaciones dadas se resumen en (1) 
compañías de varios países en las muestras, (2) tamaño de las ventanas de regresión, (3) 
identificación exacta de las fechas de eventos, y (4) el desarrollo de un Mecanismo de Adaptación y 
una Capacidad Multiprincipio por parte de los inversores. Mientras que las tres primeras son 
problemas metodológicos, la última requiere más atención e investigación. 

Hemos recopilado los Informes 20-F de todas las compañías españolas que cotizan en los 
Estados Unidos durante el período 1991-2001, y hemos analizado las conciliaciones del Resultado 
Neto y los Fondos Propios a US GAAP. Hemos agrupado los ajustes en unas pocas categorías y 
hemos estudiado su frecuencia, persistencia, significación estadística, y materialidad o importancia 
relativa. Nuestros resultados revelan un creciente número de ajustes durante el período pero 
únicamente las categorías de Activos Fijos, Combinaciones de Negocios, Beneficios de Empleados, 
Impuestos Diferidos, Inversiones, Consolidación, y Provisiones, resultaron ser materiales o de cierta 
importancia relativa. Desde una perspectiva teórica, se comenta el futuro de las conciliaciones a 
partir de 2007, una vez que las empresas de la muestra hayan adoptado las NIC/NIIF. 
 
PALABRAS CLAVE 
 
Conciliaciones, Informe 20-F, US GAAP, Índice de Comparabilidad, NIC/NIIF. 
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1. INTRODUCTION 
 

Non-US companies wishing to list in any US capital market must comply with strong 

disclosure requirements imposed by the Securities Exchange Commission of the US. These 

requirements deter foreign companies from listing on US stock markets [Saudagaran and 

Biddle, 1992, 1995]. Even though the SEC has granted important concessions [Rees, 

1995:302] the main requirement of disclosing a reconciliation of NI and SE to US GAAP is 

still standing. Foreign companies are required to produce financial statements according to 

US GAAP or reconcile Net Income (NI from now on) and Shareholders’ Equity (SE from 

now on) in all material aspects to US GAAP. Several studies have investigated with different 

methodologies the value relevance and usefulness of these reconciliations providing mixed 

results and therefore leaving the debate open. 

 

In a further effort to investigate whether the reconciliations are useful or not in the 

case of Spanish companies, we collected the Form 20-F of all Spanish companies listed on a 

US capital market during 1991-2001 and analyzed the reconciliations to measure the 

frequency, persistence, significance, and materiality of the adjustments. Results provide a 

clear picture of the most common differences between Spanish and US GAAP. 

 

Results in our paper are important to (1) the Spanish standard-setter, ICAC, as it 

provides a picture of those areas causing differences between Spanish and US GAAP; (2) 

Spanish companies considering a listing in the US, as it provides a list of those areas where 

potential differences will have to be disclosed causing differences between Spanish and US 

accounting information; and (3) investors, as it provides key information to understand and 

interpret the differences disclosed in the reconciliations of the Form 20-F by Spanish 

companies. 

 

The European Commission strategy to require IAS/IFRS from 2005 (2007 for 

European companies listed in other non European Stock market) shifts interest on IAS vs. US 

GAAP differences rather than on national standards (i.e.: Spanish) vs. US GAAP differences. 

However, whereas IAS/IFRS are known to be rather similar to US GAAP (with important 
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differences standing), we have discussed in our paper the differences between Spanish and US 

GAAP and its likely evolution in 2007 by looking at IAS/IFRS standards on those areas. 

 

Immediately following this introduction we take a brief look at the differences 

between Spanish and US GAAP as disclosed in the Form 20-F. Section 3 reviews previous 

literature on the study of reconciliations and differences between standards. The design of our 

study is presented in section 4; results are disclosed in section 5, and a summary and 

concluding remarks are reported in section 6. 

 

2. DIFFERENCES BETWEEN SPANISH AND US GAAP. 

Different studies have analyzed and compared accounting regulation in the US and in 

many other countries including Spain. These studies, present formal, de iure, differences in 

standards. The SEC requirement, however, to reconcile NI and SE to US GAAP in all 

material aspects in the Form 20-F, provides a unique list of all areas where de facto 

differences exist between Spanish and US GAAP. 

 

We examined the notes in the Form 20-F of the companies included in our sample and 

identified differences between Spanish and US GAAP as disclosed in Form 20-F. TABLE 1 

shows a summary of these differences clustered in categories and identifying the most 

important types of adjustments. Sometimes a brief description of the transactions is provided. 

(see TABLE 1) 

 
 

3. LITERATURE REVIEW 

Past research on the comparison of different GAAP regimes focuses on the differences 

between a domestic set of accounting standards and either International Accounting Standards 

or US GAAP. Most recently other authors have investigated the differences between IAS and 

US GAAP. We classified prior studies in Table 2 according to the methodology used in each 

paper following Giner [2001], Rees [1995], and Harris et al. [1994] in three categories: 

 



articles José Luis Ucieda 69-115 
 A DECADE OF RECONCILIATION TO US GAAP, 

WHAT HAVE WE LEARNED? 
 

 
Spanish Journal of Finance and Accounting, nº 115 

Special Issue for the 26 th Annual Congress of the European Accounting Association, April 2003, Seville, Spain 
 

73 

a. Information Content or Event Studies (ES) try to identify a reaction of stock prices 

and/or returns on a short window period around a particular event like earnings 

announcement, release of the Form 20-F, and so on. Mixed results are provided by this 

methodology. 

 

b. Value Relevance or Valuation Studies (VS) seek to identify an association over longer 

windows between stock prices and/or returns with accounting information disclosed in the 

financial statements, mostly NI and SE after the Ohlson [1995] and Feltham & Ohlson [1995] 

models. Results from this line of research are mixed and no clear and uniform evidence on the 

value relevance of the Form 20-F disclosures is detected. 

 

c. Comparability Studies (CS) deal with the study of the nature and materiality of items 

disclosed in the reconciliations. Most of these studies compute the Index of Conservatism or 

Comparability3. 

 

Other Capital Market Studies (OS) compare the value relevance of different GAAP 

with US GAAP or IAS by studying the association of prices and/or returns with accounting 

information using matched samples of companies. This methodology does not deal with 

differences in accounting standards but rather with differences in the market response level to 

information provided by companies when using different sets of GAAP. Some studies in this 

line include Pope & Rees [1992], Harris et al. [1994], Joos & Lang [1994], Plenborg [1998], 

and Garrod & Rees [1998]. 

 

TABLE 2. Previous studies according to methodology and evidence. 

 Usefulness of (or market reaction to) the reconciliations 
 Evidence found Evidence (limited or) not found 
Event Studies Rees [1995], McQueen [1993] Gornik-Tomaszewski & Rozen [1999], Fulkerson & Meek 

[1998], Bandyopadhyay et al [1994], Amir et al. [1993] 
Valuation 
Studies 

Godwin et al. [1998], Amir et al. 
[1993] 

Davis -Friday & Rivera [2000], Kinnunen et al. [2000] and 
Niskanen et al. [2000], Harris & Muller [1999], Rees & 
Elgers [1997], Barth & Clinch [1996], Chang & Seow 
[1996] 

Comparative 
Studies 

Street et al. [2000], Adams et el. 
[1999], Weetman et al. [1998], 

 

                                                                 
3 See Ortiz [2001] for a review of studies based on the Index of Conservatism/Comparability. 
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Rueschhoff & Strupeck [1998] 
 
 

From a quick glance at TABLE 2, one may conclude that capital market studies are less 

likely to find significant evidence of the usefulness of the reconciliations than comparative 

studies. However, capital market studies deal with the market response to accounting 

information, regardless of the materiality of differences reported in the reconciliations. A 

conclusion from this literature review is that even though material differences exist between 

US GAAP (or IAS) and domestic GAAP (or IAS), the markets have developed a ‘Coping 

Mechanism’ (Gornik-Tomaszewski & Rozen, 1999) or a Multiple Principle Capability (Choi 

and Mueller, 1992) to deal with different GAAP regimes to value stocks4. 

 

Only a few of these studies include Spanish data in their samples5 and conclusions 

drawn from them should be taken with caution when applied to Spanish companies. Ortiz 

[2001] used the dual scaling methodology and concluded that industry and home country are 

the factors that best explain the differences in financial information disclosed 6. 

 

Our study falls in the category of Comparative Studies using the Index of 

Conservatism and focuses on the reconciliations to US GAAP included in the Form 20-F of 

Spanish companies listed on any US stock market7 during the 1990s. Our study is different 

from previous studies in that: 

• It deals only with Spanish data providing a picture of the most common reconciliation 

items from Spanish to US GAAP. Adams et al. [1999] deals with UK companies in 

1994. Street et al. [2000] sampled 1997 Form 20-Fs of companies reporting with IAS.  

• It covers a long period of time, 1991-2001, identifying trends of the reconciliations 

within that period. This allows us to study frequency, persistence, and materiality of 

adjustments. 

• It provides for a methodology to ‘picture’ typical differences between any domestic 

GAAP and US –or IAS- GAAP, from a de facto viewpoint. 

                                                                 
4 See also Bhushan & Lessard [1992] for the coping mechanism developed by fund managers. 
5 In particular Gornik-Tomaszewski & Rozen [1999], Fulkerson & Meek [1998], Rees & Elgers [1997], Rees 
[1995], and Amir et al. [1993]. 
6 She used Spanish, German, and UK companies. 
7 In fact only NYSE and NASDAQ as no company Spanish was found listed in the AMEX. 
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4. RESEARCH DESIGN 

4.1.  Research questions. 

The overall objective of this paper is to identify the nature, characteristics, and trends 

of reconciliations to US GAAP that Spanish companies disclosed in their Form 20-F during 

the 1990s. In a more precise way: 

• What are the most important differences between Spanish and US GAAP as disclosed 

in the Form 20-F? 

• Have differences between Spanish and US GAAP increased or decreased during the 

1990s as disclosed in the Form 20-F? 

• Is the SEC reconciling requirement justified in the case of Spanish companies? 

• Given the 2005/2007 deadline established by the European Commission, shall 

reconciling items increase, decrease, or remain the same when adopting IAS/IFRS? 

 

4.2.  Data sample. 

 

We looked at all Spanish companies listed on any US capital market reporting their 

Forms 20-F during the period 1991-20018. We retrieved Form 20-F from the Investor 

Relations department of the companies. In some cases the data was not available due to (1) no 

response from the company and (2) no electronic or hard-paper samples were available (no 

existing, lost, or “sold-out”). Data from 2000 and 2001 was retrieved in electronic format. 

 

Our final sample is comprised of 9 companies: Endesa, Repsol, Telefónica, Jazztel, 

Banco Santander (BS from now on), Banco Central Hispano (BCH from now on), Banco 

Santander Central Hispano (BSCH from now on, the result of the merger between the two 

previous banks in April 17th, 1999), Banco Bilbao Vizcaya (BBV from now on), Argentaria, 

and Banco Bilbao Vizcaya Argentaria (BBVA from now on, as the result of the merger 

between the two previous banks in 1999 in December 18th, 1999). Other companies, such as 
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Terra Lycos and Telefónica Móviles, listed in NASDAQ and NYSE respectively, were 

eliminated from the sample as they are subsidiaries of Telefónica and all reconciling 

adjustments of Terra are therefore included in Telefónica Form 20-F. Table  shows Stock 

Market, year of listing, percentage of shares in the form of ADS, and number of shares 

represented in each ADS, as of December 31st, 2001. 

 

TABLE 3. Year of listing and Capital (as a percentage of total shares issued)  
in the US as of December 31st, 2001. 

 
 Year of 

Listing 
Stock 

Market 
ADS 

percentage 
Shares 

per ADS 
Argentaria  1993-2000 NYSE 3.42%(a) 2 
BBV 1988-2000 NYSE 9.91%(b) 1 
BBVA 2000 NYSE 20.39% 1 
BCH 1989-1999 NYSE n/a 1 
BS 1987-1999 NYSE 14.26%(c) 1 
BSCH 1999 NYSE 7.13% 1 
Endesa 1988 NYSE 4.53% 1 
Jazztel 1999 NASDAQ n/a 1 
Repsol 1989 NYSE 6.15% 1 
Telefónica 1987 NYSE 7.68% 3 

(a) December 31st, 1999 
(b) December 31st, 1998 
(c) December 31st, 1998 

 

The sample includes 65 and 62 company-year observations for NI and SE 

respectively. The larger number of NI observations is due to the fact that Form 20-F shows 

reconciliation of NI and SE for the current year, two previous years for NI but only previous 

year for SE.  Descriptive statistics of the data collected are shown in Table . From the US 

investor perspective, NI was on average 12.57% larger when measured with Spanish GAAP 

while SE was 6.76% lower under Spanish GAAP. However, when comparing the median 

values Spanish NI was 1.06% bigger and Spanish SE was 1.22% lower.  

 

 

 

 

 

                                                                                                                                                                                                           
8 Since 1991 there have not been any major changes in accounting regulation in Spain. For further details see 
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TABLE 4. Descriptive statistics of NI (Panel A) and SE (Panel B) under Spanish and US 
GAAP for companies in the sample. 
 
Panel A: Net Income 
  Spanish GAAP US GAAP 

Year Obs Mean Median St.Dev. Max. Min. Mean Median St.Dev. Max. Min. 
1991 4 488 520 165 627 286 608 552 313 1.030 296
1992 5 466 438 110 639 338 523 428 257 903 266
1993 5 516 481 126 702 390 679 569 269 1.046 361
1994 6 551 508 162 798 399 573 521 194 855 383
1995 6 635 606 194 901 446 628 570 269 944 348
1996 6 666 670 300 992 188 959 746 712 1.945 135
1997 7 754 757 344 1.142 259 985 1.145 683 2.115 81
1998 8 792 864 455 1.308 -4 746 783 483 1.289 -6
1999 7 818 1.011 678 1.575 -114 628 554 483 1.134 -164
2000 6 1.740 2.116 1.000 2.505 -133 1.367 1.700 803 2.009 -71
2001 5 1.892 2.107 621 2.486 1.025 -462 980 3.800 2.177 -7.182
Total 65 850 665 632 2.505 -133 685 671 1.128 2.177 -7.182

 

Panel B: Shareholders’ Equity 
  Spanish GAAP US GAAP 

Year Obs Mean Median St.Dev. Max. Min. Mean Median St.Dev. Max. Min. 
1991 3 4.652 3.258 2.908 7.995 2.705 4.227 2.790 2.605 7.234 2.659
1992 4 4.428 3.227 2.639 8.366 2.891 4.107 2.938 2.522 7.884 2.667
1993 4 4.678 3.451 2.651 8.637 3.173 4.537 3.296 2.815 8.746 2.811
1994 6 4.603 3.667 2.258 9.087 3.240 4.510 3.512 2.371 9.148 2.718
1995 6 4.899 3.937 2.257 9.294 3.425 4.977 3.947 2.350 9.499 3.116
1996 6 6.117 4.781 3.160 11.201 3.404 5.862 4.812 2.696 10.813 3.227
1997 7 5.928 4.957 3.398 11.968 2.499 6.177 5.887 2.933 11.607 3.092
1998 8 5.838 5.394 4.441 15.295 -4 6.601 6.175 4.411 14.937 -6
1999 7 7.795 8.290 5.009 14.545 154 10.131 9.939 6.457 18.251 142
2000 6 13.676 14.641 8.754 25.931 63 20.324 18.542 15.843 44.358 144
2001 5 16.510 14.538 6.547 25.862 8.656 21.142 21.226 9.896 31.770 9.052
Total 62 7.282 5.089 5.640 25.931 -4 8.612 5.614 8.456 44.358 -6

 
Non-parametric Mann Whitney test revealed that Spanish and US GAAP do not produce 
different measures of NI (p value = 0.7515) and SE (p value = 0.7472). Figure 1 below shows 
the evolution of the average NI and SE under both Spanish and US GAAP over the 1990s. 
 

                                                                                                                                                                                                           
Cañibano and Cea [1999] and Cañibano and Ucieda [2003]. 
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FIGURE 1. Average Net Income and Shareholders' Equity figures for companies in the sample 
under Spanish and US GAAP over the 1990s in millions of euros. 
 

  
Overall, Spanish NI is always smaller than US NI until 1998 and shows a smooth 

growing trend over the period while under US GAAP the line is more erratic. However, it is 

interesting to notice that both lines walk close to each other except in 1993, 1996, and from 

1999 onwards. For SE both lines walk even closer until 1999, being Spanish SE larger than 

US SE in the early 1990s, and smaller in the later years. 

 

4.3. Methodology 

4.3.1. Categories of reconciling items. 

 
Form 20-F requires both NI and SE accounting measures to be reconciled to US 

GAAP on all material issues to provide US investors with useful and comparable information. 
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We have classified all adjustments into a reduced number of categories according to the 

nature and characteristics of the adjustment. For example all adjustments related to Fixed 

Assets have been grouped in the Fixed Assets category. Classifying adjustments into 

categories has been done in previous studies (Adams et al., 1999; Street et al., 2000). 

Categories used in this paper with a brief description of different types of adjustments 

included are presented in TABLE 5. 

 

TABLE 5. Categories of adjustments. 

 
1. Business Combinations: Purchase or Pooling of interest methods, purchase price measurement, 

acquisition of minority interest, and mixed. 
2. Consolidation: Equity method threshold application for investments in listed companies, full 

consolidation for less than 50% owned investments, translation of financial statements, and 
inflation. 

3. Deferred Taxes: recognition of deferred tax assets and liabilities, and valuation allowance (SFAS 
109). 

4. Dividends : recognition of declared dividends. 
5. Employee Benefits: Gains and losses in changes in actuarial assumptions, early retirement plans, 

stock-based compensation plans, transition in 1990 Spanish General Accounting Chart, and 
mixed. 

6. Exchange Differences: recognition of unrealized exchange gains and other. 
7. Financial Instruments: recognition of financial instruments under SFAS 133. 
8. Fixed Assets: Revaluation of assets under tax laws, capitalization of interest expense, 

depreciation, asset exchanges, impairment, and others. 
9. Goodwill: different amortization period (usually period is valid under both GAAP), amortization 

of negative goodwill, impairment, and unqualified audit report requirement goodwill 
amortization. 

10. Intangibles: Capital issuance expenses, start-up costs, research and development, reflagging 
expenses, mixed, and others. 

11. Investments : Unrealized gains under SFAS 115, loans to acquire own shares, provisions, and 
mixed. 

12. Leasing: Leased asset depreciation under Bank of Spain regulation for financial companies. 
13. Provisions : Specific regulation for financial companies issued by the Bank of Spain, 

restructuring, contingencies, and other. 
14. Regulated Operations : Discontinuance of SFAS 71 to defer certain expenses. 
15. Revenue Recognition: SAB 101 adjustments, income debt securities, and gas structure 

distribution. 
16. Standards : cumulative effect of adopting a new standard under US GAAP only. 
17. Treasury stock: Classification of treasury stock as asset or equity and gains and losses on 

disposal. 
18. Other: adjustments disclosed as ‘other’. 
 
 

Studies based on classification of reconciling adjustments rely strongly on the 

interpretation and understanding of (1) differences between standards, (2) meaning and nature 
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of adjustments, and (3) classification techniques. There are a number of important issues to 

consider in this kind of studies relating these three areas: 

(1) Differences in GAAP. 

a. Differences between Spanish and US GAAP (or between any two sets of 

GAAP) might be classified as permanent or temporary. Permanent differences 

have to be reconciled during all periods while temporary differences reverse 

(disappear) sooner or later. In the long term, all differences are temporary and 

reverse9. One example of permanent differences is the method used to account 

for a business combination where part of the consideration paid are shares 

issued by the acquirer. Telefónica’s 2001 Form 20-F says: “Under Spanish 

GAAP, Business Combinations that are realized through the issuance of shares 

are normally accounted for under the pooling of interests method. Under U.S. 

GAAP, when equity securities (including any warrants, rights or options) are 

issued as consideration in Business Combinations, their fair value should be 

based on current market prices in order to determine the purchase price”. 

b. Differences between two sets of GAAP vary through time, i.e.: new accounting 

standards are released. In our case the FASB has issued several new standards 

with a great impact on the reconciliations like SFAS 109 “Accounting for 

Income Taxes”, SFAS 115 ”Accounting for certain Investments in Debt and 

Equity Securities” SFAS 123 “Accounting for Stock-Based Compensation”, 

SFAS 133 “Accounting for Derivative Instruments and Hedging Activities”, 

SAB 101 “Revenue Recognition”, SFAS 141 “Business Combinations”, and 

SFAS 142 “Goodwill and other Intangible Assets”. Depending on the extent to 

which new US (or Spanish) standards differ or approach Spanish (or US) 

GAAP, adjustments may become more (or less) frequent and more (or less) 

significant and material over time. As Whittington says [2000:412]: “GAAPs 

only remain ‘generally accepted’ within a short time frame, and in many years, 

one could argue that introduction of new standards implies a discontinuity 

from previous results for the same company”. 
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c. Both, Spanish and US GAAP, have alternative treatments or options to account 

for transactions. Some of these options are comparable and do not require 

reconciliation whereas others do. Managers, in order to avoid confusing 

investors with two different accounting numbers10, they might try to minimize 

the differences between Spanish and US NI and SE by (a) choosing those 

accounting options more similar or comparable (cherry-picking), and (b) 

disclosing new adjustments to balance others. One example is the accounting 

policy of Repsol to account for research and development expenses under 

Spanish GAAP. Even though these expenses may be capitalized when meeting 

certain criteria, Repsol expenses them as incurred like US GAAP. This 

behavior has been confirmed in informal talks with managers of some of the 

companies in the sample, and by Chief Financial Accountant of SmithKline 

Beecham, Chris Dakers, British chartered accountant: “We are trying to use 

choices available under UK GAAP to reduce the differences in the 

reconciliation”11. 

(2) Adjustments. 

a. Temporary differences are reconciled with two different types of adjustments: 

first time adjustments and current adjustments. The former are disclosed when 

a transaction is initially recognized (or not recognized) and measured 

differently under both GAAP. Current adjustments stem from first-time 

adjustments. Once a reconciling item (first time adjustment) is disclosed 

regarding a transaction, a current adjustment in following years is also needed 

to adjust any remaining differences. For example, Endesa capitalizes start-up 

costs under Spanish GAAP and a first time adjustment is needed to expense 

them under US GAAP when capitalized. In the following year, current 

adjustments are needed to (1) reverse the amortization of capitalized start-up 

costs under Spanish GAAP, and (2) to reverse the remaining carrying value of 

                                                                                                                                                                                                           
9 In the economic theory costs are classified in variable and fixed, but the distinction is only relevant in the short 
term, because in the long term all costs are variable. Likewise, all differences between standards are temporary 
and reverse in the long run. 
10 As examples, the so well known case of Daimler Benz in 1993, and Telefónica in 2001, where the Spanish NI 
of a net profit of 2.1 million euros changed into a loss of 7.2 million euros. 
11 “Reconciled to reconciliation”, World Accounting 3:4, 2000, p. 15. 
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capitalized start-up costs. When this transaction occurs again in later periods 

first time and current adjustments are added and disclosed together. We could 

label them as recurring reconciliations. 

b. Reconciling adjustments may be due to recognition or measurement issues. 

Recognition adjustments are usually reversing adjustments, adjustments 

disclosed when a transaction is recognized under both GAAP in different 

(usually subsequent) periods. When in 1996 Telefónica estimated that 

unrealized exchange losses could be no longer deferred under US GAAP12, a 

charge to income was disclosed in the reconciliation to reverse all deferred 

exchange losses. In 1997 deferred exchange losses were charged to Income 

under Spanish GAAP and therefore reversed under US GAAP. Since 1997, 

Telefónica does not defer unrealized exchange losses under Spanish GAAP 

any longer. The adjustment disclosed in 1996 was reversed in 1997. In our 

sample, we identified 4 reversing adjustments with an effect of less than 5% 

except in one case (8%). Reversing adjustments have been documented in 

other studies (Street et al. 2000, p. 46). 

c. A further distinction should be made between adjustments made the first time a 

company discloses the Form 20-F, often loaded with many prior period effects, 

and adjustments made in subsequent years. First year adjustments are typically 

higher than in later years as prior year effects have to be adjusted. Fortunately, 

companies in our sample were listed in the US before 1991 or were created in 

the period, so all adjustments presented fall in the second category. 

(3) Classification of adjustments. 

a. Some companies disclose reconciling items that include a mixture of issues. 

For instance, a single reconciling item is disclosed to eliminate start-up costs 

and capital issuance expenses, or one item is disclosed to adjust several issues 

of Employee Benefits. In most cases all items are related to the same category 

but this is not always the case. In our sample we identified 36 and 34 

adjustments to NI and SE respectively that were a mixture of several issues. 

Other reconciling items include adjustments to more than one category, like an 

                                                                 
12 SFAS 71 permits defering certain expenses when are retrieved through the rates. 
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adjustment of a business combination where one item adjusts different 

allocation of purchase price, different identified assets and liabilities, and 

goodwill amortization. In these cases we classified the adjustment in the 

category of Business Combinations. 

b. Some companies disclosed a reconciling item under the caption ‘Other’ 

without providing any further details. An analysis of this adjustment in our 

sample revealed an impact lower than 1%. Given the unknown nature we have 

eliminated this category from our analysis, although results are presented in 

tables. 

c. There is no requirement to disclose reconciling items net of taxes and minority 

interests. These two categories of adjustments have been identified and 

excluded from the analysis, as they do not deal with differences between 

Spanish and US GAAP. In our sample, we eliminated 11 and 9 adjustments to 

NI and SE respectively from Minority Interest Effect category, and 64 and 60 

adjustments to NI and SE respectively from the Tax Effect of Adjustments. 

4.3.2. Frequency and persistence of adjustments. 

 
One of the quantitative aspects of the reconciliations is the frequency of adjustments. 

From a theoretical point of view, the more adjustments, the more material differences exist. 

To measure frequency of adjustments, we counted all adjustments in each category during the 

1990s. This value is analyzed to detect any increase or decrease along the period, and could 

also be compared with results of companies from other countries. 

 

In previous accounting research13 persistence has been used to identify permanent and 

transitory components in a time series of earnings in capital market research studies, 

computed with time series characteristics measures (Present Value of Revision and Variance 

ratio test), and with accounting and financial information (PER, and ratio-based logit models). 

In our study, persistence is viewed as the probability that a particular category of adjustment 

in one year is disclosed in the following years. Hence, a category with a high persistence 

could be interpreted as a permanent difference or as a recurring adjustment. Likewise, a 
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category with a low persistence could be interpreted as a temporary difference, a reversing 

adjustment, or a ‘one-shot’ difference. This result is essential as persistent adjustments could 

be easily detected by investors and used to predict a reconciliation adjustment, allowing them, 

as suggested by Whittington [2000], to forecast US earnings in an accurate way. The release 

of the Form 20-F would only be relevant for the market when unexpected reconciliation 

adjustments are disclosed. 

 

We measure persistence of categories as the autocorrelation in a time series of each 

category of adjustments to NI or SE. If autocorrelation is detected an ARIMA model could be 

estimated to measure the probability of having an adjustment of that category in the following 

years. This methodology seems appropriate for long time series. Our sample only has a 

maximum of 11 years and not all categories have observations in all years. Results of the 

application of this methodology are presented for informative purposes only, however, much 

caution should be taken when interpreting or drawing any conclusions from our results. 

4.3.3. Index of comparability: significance and materiality. 

To measure the significance and materiality of the reconciliations we used the Index of 

Comparability as formulated by Adams et al. [1999] and firstly used by Gray [1980]. The 

formula of the index is as follows: 

 
and 

 

Given that the reconciliations show all individual adjustments, we calculated the 

Partial Index of Comparability to measure the contribution of each reconciling category as: 

 and  

 

An index value larger than 1 shows that the Spanish NI or SE is higher than its US 

counterpart, as it is seen as a departure from US GAAP. Similarly, an index value lower than 

1 indicates that Spanish GAAP provides for a lower NI and SE than US GAAP. To assess the 

significance of the Index of Comparability, (whether or not it is significantly different from 

                                                                                                                                                                                                           
13 See Pineda [2000] for a detailed comparison and contrast of different methodologies. 

US

SpUS

NI

NINI
CI

−
−= 1

US
NI NI

adjustment
PI −= 1

US
SE SE

adjustment
PI −= 1



articles José Luis Ucieda 69-115 
 A DECADE OF RECONCILIATION TO US GAAP, 

WHAT HAVE WE LEARNED? 
 

 
Spanish Journal of Finance and Accounting, nº 115 

Special Issue for the 26 th Annual Congress of the European Accounting Association, April 2003, Seville, Spain 
 

85 

the neutral value of 1), we used a non-parametric tests (Wilcoxon test) and a parametric t-test 

to double-check the results14. 

 

To assess the materiality of reconciling items we define materiality in the band of 5-

10%, following Street et al. [2000, 45] and Adams et al. [1999, 9]. Measuring materiality of 

NI adjustments relative to NI runs into trouble when NI gets closer to zero. Moreover, a 

definition of ‘close to zero’ is needed and whatever definition is used, eliminating 

observations where NI is close to zero always results in a lower number of material 

adjustments, and thus, GAAP regimes seem more comparable and the reconciliation 

requirement less needed and justified. Adams et al. [1999] do not address with this issue. 

Street el al. [1999] acknowledge the problem but state that: “… such occurences are rare in 

the current data set and do not seriously affect interpretation” (p. 45). An alternative way to 

measure materiality is computing the Index of Comparability using Spanish NI rather than US 

NI as the denominator. Reconciliations are viewed by US investors as a departure from US 

GAAP, but materiality of adjustments to NI must be computed with a NI amount, either 

Spanish or US. In fact, investors forecast US NI (adjustments) using Spanish NI as the 

starting point, as suggested by Gornik-Tomaszewski & Rozen [1999] and Choi & Mueller 

[1992]. In this paper, we understand NI is ‘close to zero’ when the amount for any given year 

is substantially low compared to the trend in the period. 

 

5. RESULTS 

 
A total of 625 and 584 adjustments for NI and SE respectively were grouped in 

categories. Table 6 shows the number of adjustments per category through the entire period in 

the NI (Panel A) and SE (Panel B) reconciliation. On average every company had 9.6 

reconciling items per year for NI, increasing from 6.3 in 1991 to 17.4 in 2001. Likewise, 

every company’ SE reconciliation showed 9.4 adjustments per year, growing from 6.0 in 1991 

to 16.4 in 2001. These results show that (1) the number of differences (adjustments) increase 

                                                                 
14 Non parametric tests seem more appropriate for this kind of data and interpretation from parametric tests 
should be taken with caution. 
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during the period and that (2) a positive correlation exists between the number of adjustments 

to NI and the number of adjustments to SE. 

 

TABLE 6. Frequency of adjustments to NI (Panel A) and SE (Panel B) during the 1990s 
classified in categories for companies in the sample. The number of companies with data 
available each year and the average number adjustments per company is also disclosed. 
 

Panel A: Net Income 
  Total 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 
Fixed Assets 112 8 9 9 11 11 10 12 9 9 12 12 
Employee Benefits 90 4 6 4 7 7 7 12 13 11 11 8 
Intangibles 67 3 3 3 4 3 4 4 9 13 11 10 
Consolidation 56 3 3 2 3 5 6 7 7 6 7 7 
Goodwill 44 1 2 2 4 4 3 6 6 6 4 6 
Deferred Taxes 42   3 4 4 5 7 7 4 4 4 
Investments 38  2 2 3 3 4 7 7 4 3 3 
Treasury stock  33  1 1 4 3 4 5 3 4 4 4 
Provisions 33 2 3 1 3 3 4 3 3 3 4 4 
Business 
Combination 27         6 11 10 
Standards 20 3 1 5 1 1 1 1   3 4 
Exchange 
Differences 17  1 1 2 2 1 1 1 2 3 3 
Revenue 
Recognition 14    1 1 1 1 1 1 4 4 
Financial 
Instruments 11        1 2 2 6 
Regulated 
Operations 8      2 2 1 1 1 1 
Other 7    1    1 2 2 1 
Leasing 6 1 1 1 1 1 1      
Total 625 25 32 34 49 48 53 68 69 74 86 87 
Companies 65 4 5 5 6 6 6 7 8 7 6 5 
# Adjust/Company 9,6 6,3 6,4 6,8 8,2 8,0 8,8 9,7 8,6 10,6 14,3 17,4 
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Panel B: Shareholders' Equity 
  Total 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 
Fixed Assets 113 5 9 9 12 12 13 12 8 9 12 12 
Investments 72 1 3 4 7 7 8 11 11 8 6 6 
Intangibles 70 2 3 3 3 4 4 4 11 14 12 10 
Employee Benefits 63 4 2 2 5 6 7 10 8 7 6 6 
Consolidation 49 1 2 1 4 6 5 7 7 6 5 5 
Deferred Taxes 40   2 4 4 5 7 6 4 4 4 
Goodwill 39 1 1 1 4 4 3 6 6 5 4 4 
Provisions 34 1 1 1 3 4 4 3 4 4 5 4 
Business 
Combination 24         6 9 9 
Revenue 
Recognition 17    1 1 1 1 1 2 5 5 
Standards 13 2 1 1 1 1 1    3 3 
Exchange 
Differences 11    1 1 1  1 2 2 3 
Financial 
Instruments 12        1 3 2 6 
Treasury stock  7         1 3 3 
Regulated 
Operations 7      2 1 1 1 1 1 
Other 7        1 3 2 1 
Leasing 4  1 1 1 1       
Dividends 2 1  1         
Total 584 18 23 26 46 51 54 62 66 75 81 82 
Companies 62 3 4 4 6 6 6 7 8 7 6 5 
# Adjust/Company 9,4 6,0 5,8 6,5 7,7 8,5 9,0 8,9 8,3 10,7 13,5 16,4 
 

Most frequent categories are related to Fixed Assets, Employee Benefits, Intangibles, 

Investments, Consolidation, Goodwill, Deferred Taxes, Provisions, and Business 

Combinations. Less frequent categories include Leasing, Regulated Operations, Financial 

Instruments, Revenue Recognition, Exchange Differences, and New Standards. 

 

Average adjustments in each category were tested but neither the total nor the partial 

autocorrelation function detected any significant autocorrelated lag. The first interpretation is 

that differences between Spanish and US GAAP are temporary and reverse over time. 

Another interpretation is that investors may not predict adjustments. Yet, as warned in the 

methodology, the low number of observations might cause this result. A third plausible 

explanation is that reconciling items are recurring adjustments, a mixture of first-time 
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(random variable) and current adjustments (may be forecasted). For example, under Spanish 

GAAP a company chooses to capitalize start-up costs and amortize them over 5 years. Under 

US GAAP, such costs are expensed. It is easy to predict what the adjustment will be in both 

NI and SE in the following years (current adjustments), but it is not possible for investors to 

predict (1) when the company will incur such costs, and (2) whether it will decide to 

capitalize them or not15. Furthermore, if the following year the company incurs more start-up 

costs and chooses to capitalize them under Spanish GAAP, adjustments in that year will 

include the first time adjustment of capitalized start-up costs in the period and the elimination 

of the amortization of capitalized costs in previous years. 

 

We have considered individual (per company) analyses of the total and partial 

autocorrelation functions for those categories with more than 7 observations in a row. Only 

the category ‘Fixed Assets’ for NI in Telefónica revealed significant the first lag in both the 

total and partial autocorrelation functions. A moving average ARIMA model, MA(1), was 

estimated with a coefficient of the first lag of -0.92 (p value less than 0.001). This result 

indicates that investors could easily predict the adjustment to NI for Telefónica by deducting 

an 8% from previous year adjustment to NI for fixed assets. 

 

We computed the Index of Comparability excluding observations with a difference 

with the pooled mean larger than 3 times the standard deviation of the pooled sample. The 

final sample has 625 and 584 valid observations for NI and SE respectively. The evolution of 

the average Index of Comparability during the entire period is presented in Figure 2. 

 

FIGURE 2. Evolution of the Average Index of Comparability for NI and SE during the 1990s 
for all companies in the sample. 

                                                                 
15 Capitalization of start-up costs is an option under Spanish GAAP. 



articles José Luis Ucieda 69-115 
 A DECADE OF RECONCILIATION TO US GAAP, 

WHAT HAVE WE LEARNED? 
 

 
Spanish Journal of Finance and Accounting, nº 115 

Special Issue for the 26 th Annual Congress of the European Accounting Association, April 2003, Seville, Spain 
 

89 

0,94

0,96

0,98

1

1,02

1,04

1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001

Net Income
Shareholders' Equity

 



articles José Luis Ucieda 69-115 
 A DECADE OF RECONCILIATION TO US GAAP, 

WHAT HAVE WE LEARNED? 
 

 
Spanish Journal of Finance and Accounting, nº 115 

Special Issue for the 26 th Annual Congress of the European Accounting Association, April 2003, Seville, Spain 
 

90 

The descriptive statistics of the Index are presented in TABLE 7 and include a number 

of observations, mean, median, minimum, and maximum values. The overall Index of 

Comparability reveals that on average Spanish NI was 0.73% larger and Spanish SE was 

0.21% lower than their US counterparts16, and neither was significantly different from 1 at 

conventional levels. The median value of the Index of Comparability for NI was significantly 

different from 1 at 5% level. Significance tests have been run to check whether the mean (t 

test) and median (Wilcoxon test) index values are significantly different from 1, the neutral 

value of the index. Outliers were eliminated to compute mean and t tests, but not to compute 

median and Wilcoxon tests. 

 

TABLE 7. Descriptive statistics of the Average Index of comparability for NI and SE per 
category during the 1990s for all companies in the sample. Significance of the Index values 
different from 1 is also shown. 
 
 Net Income  Shareholders’ Equity 
Categories Obs. Mean Median Min Max  Obs. Mean Median Min Max 
Fixed Assets 112 0,94 *** 0,97 *** 0,02 1,15  113 1,03 *** 1,03 *** 0,52 1,43 
Employee Benefits 90 1,05 *** 1,05 *** 0,20 6,66  63 0,99 *** 0,99 *** 0,83 1,03 
Intangibles 67 1,01  1,00  0,85 1,32  70 1,01 *** 1,01 *** 0,97 1,35 
Consolidation 56 1,05 *** 1,03 *** 0,89 1,46  49 1,01 *** 1,01 *** 0,91 1,06 
Goodwill 44 1,02  1,01  -0,73 2,46  39 0,98 *** 0,99 *** 0,68 1,01 
Deferred Taxes 42 0,99  1,00  0,73 1,13  42 0,98 *** 0,98 *** 0,82 1,01 
Investments 38 1,00  1,00  0,57 1,40  72 0,97 *** 0,97 *** 0,44 1,11 
Treasury stock  33 1,03 ** 1,02 *** 0,93 1,27  7 1,00  1,00  0,99 1,01 
Provisions 33 1,00  1,00  0,71 1,21  34 0,99 *** 0,99 *** 0,96 1,00 
Business Combination 27 1,06 *** 1,03 *** 0,90 1,43  24 0,96 ** 0,96 *** 0,58 1,02 
Standards 20 0,98  0,98  0,59 1,53  13 0,99  1,00  0,95 1,02 
Exchange Differences 17 1,00  1,00  0,79 1,14  11 1,00  1,00 ** 0,98 1,01 
Revenue Recognition 14 1,03 * 1,01  0,99 1,14  17 1,01 * 1,00 *** 1,00 1,04 
Financial Instruments 11 1,02  1,02  0,70 1,34  12 0,98  1,00  0,85 1,01 
Regulated Operations 8 1,00    0,95 1,07  7 1,01    1,00 1,02 
Other 7 1,00    0,96 1,03  7 1,00    1,00 1,01 
Leasing 6 1,00    1,00 1,01  4 1,00    1,00 1,00 
Dividends         2 0,98  0,98  0,98 0,98 

Total 625 1,01  1,00 ** -0,73 6,66  584 1,00  1,00  0,44 1,43 
                

                                                                 
16 Had we not excluded outliers NI would have been 2.25% larger and SE 0.81% lower under Spanish GAAP. 
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Significance level: * = 10%; ** = 5%; *** = 1%. 
Outliers were eliminated for t-tests but not for median and Wilcoxon tests  
Outliers for NI (8): Argentaria 1997 (6.66) Early Retirement, BSCH 1999 (2.90) Early Retirement, BSCH 
1999 (2.46) Goodwill amortization, Telefónica 2001 (2.18) Goodwill Impairment, BBVA 2001 (2.15) Mixed 
combination of Employee Benefits adjustments, Argentaria 1999 (1.92) Early Retirement, Jazztel 2000 (0.02) 
Valuation of shares bartered, BSCH 1999 (-0.73) Amortization of Goodwill. 
Outliers for SE (21): Endesa 1996 (1.43), 1997 (1.35), 1998 (1.37), and 1999 (1.27) Asset revaluations, BBV 
1991 (1.28) Asset revaluations, Jazztel 1998 (1.35) Start-up costs, BBVA 2000 and 2001 (0.73) method to 
account for the Business Combinations between BBV and Argentaria, BCH 1997 (0.71) and 1998 (0.70) 
valuation of Investments, BS 1998 (0.68) Goodwill Amortization, BS 1996 (0.66) valuation of Investments, 
Argentaria 1999 (0.61) valuation of Investments, Telefónica 2000 (0.58) combination of several items of 
Business Combinations, BSCH 1999 (0.56) and 2000 (0.64) valuation of Investments, Jazztel 2000 (0.51) 
Valuation of shares bartered, and BBV 1996 (0.65), 1997 (0.60), 1998 (0.61), 1999 (0.44) valuation of 
Investments. 
 

When assessing materiality of adjustments, we identified 5 company-year observations 

where US NI was close to zero and 1 where US SE was close to zero17. Eliminating 

observations resulted in deleting a total of 47 adjustments to NI (24 were material at 10%, 2 at 

5%, and 21 not material), and 5 observations to SE (only one material at 10%). If using 

Spanish NI instead of US NI, only 3 company-year observations (24 observations) were 

identified. Materiality of adjustments in each category to NI and SE is analyzed in TABLE 8.  

 
TABLE 8. Number of adjustments to NI (Panel A) and SE (Panel B) during the 1990s for all 
companies in each materiality interval (5% and 10%), classified by categories. 

Panel A: Net Income 
      

  

Category -0.90] 
(0.90- 
0.95] 

(0.95- 
0.05) 

[1.05-
1.10) [1.10- Total 

% adjust. 
material 5% 

% adjust. 
material 10% 

Fixed Assets 22 10 65 4 1 102 36,3% 22,5% 
Employee Benefits 2 3 49 8 23 85 42,4% 29,4% 
Intangibles  4 51 4  59 13,6%  
Consolidation 1  36 7 8 52 30,8% 17,3% 
Deferred Taxes 4 2 27 5 2 40 32,5% 15,0% 
Goodwill 4 2 27 2 5 40 32,5% 22,5% 
Investments 6 1 21 3 3 34 38,2% 26,5% 
Provisions 3 4 19 2 4 32 40,6% 21,9% 
Treasury stock   2 20 4 2 28 28,6% 7,1% 
Business Combinations 1  18 1 5 25 28,0% 24,0% 
Standards 5 2 10 1 2 20 50,0% 35,0% 
Exchange Differences 3  9 1 3 16 43,8% 37,5% 
Revenue Recognition   11 2 1 14 21,4% 7,1% 
Financial Instruments 1  8  2 11 27,3% 27,3% 
Regulated Operations   7 1  8 12,5%  
Other   7   7   
Leasing   5   5   
Total 52 30 390 45 61 578 32,5% 19,6% 
% of Total 9,0% 5,2% 67,5% 7,8% 10,6% 100%   

                                                                 
17 Company-years (and number of observations deleted) Argentaria 1997 (9) and 1997 (11), BSCH 1999 (12), 
Jazztel 1998 (3), and Telefónica 1999 (12). For SE, only Jazztel 1998 (5) was eliminated. 
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Panel B: Shareholders' Equity 

Category -0.90] 
(0.90-
0.95] 

(0.95-
1.05) 

[1.05-
1.10) [1.10- Total 

% adj. 
material 5% 

% adj. 
material 10% 

Fixed Assets 1 8 68 14 22 113 39,8% 20,4% 
Investments 20 2 49  1 72 31,9% 29,2% 
Intangibles   63 1 1 65 3,1% 1,5% 
Employee Benefits 2 3 58   63 7,9% 3,2% 
Consolidation  2 46 1  49 6,1%  
Deferred Taxes 2 1 37   40 7,5% 5,0% 
Goodwill 4 5 30   39 23,1% 10,3% 
Provisions   34   34   
Business Combinations 6 4 14   24 41,7% 25,0% 
Revenue Recognition   17   17   
Standards   13   13   
Financial Instruments 1  11   12 8,3% 8,3% 
Exchange Differences   11   11   
Treasury stock    7   7   
Other   7   7   
Regulated Operations   7   7   
Leasing   4   4   
Dividends   2   2   
Total 36 25 478 16 24 579 17,4% 10,4% 
% of Total 6,2% 4,3% 82,6% 2,8% 4,1% 100%   

 
 

A total of 113 (19.6%) adjustments to NI had an index value under 0.90 or above 1.10, 

clearly violating the materiality threshold of 10%. When setting the materiality threshold at 

5%, 75 additional adjustments are added for a total of 188 (32.5%) adjustments. The number 

of material adjustments to Shareholders Equity at the 10% level is 60 (10.4%), and 101 

(17.4%) at the 5% level18. Compared to NI, SE adjustments are less material than NI 

adjustments. A possible explanation is that the denominator (SE) is larger for the SE indices 

than for the NI indices. 
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FIGURE 3. Percentage of material adjustments to Net Income during the period 1991-2001. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
FIGURE 4. Percentage of material adjustments to Shareholders’ Equity during the period 1991-
2001. 
 
 
 
 
 
 
 
 

 

 

 

 

 

Over time, FIGURE 3 and  FIGURE 4  show the percentage of adjustments that are 

material at the 5% and 10% threshold level. Adjustments material at the 10% level are also at 

the 5% level. During the first half of the 1990s, companies in our sample reduced the number 

of material adjustments in their reconciliations to both NI and SE. However, since 1996, when 

a tax law permitted asset revaluations, the number of material adjustments increased 

significantly, in particular for NI. From 1999 this trend is reversed and the number of material 

                                                                                                                                                                                                           
18 If no adjustment is excluded for being close to zero, results do not vary significantly. In particular, 34.2% and 21.9% 
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adjustments decreases. This result identifies Asset Revaluations as an important issue in 

Spanish accounting when considering reconciliations to US GAAP. TABLE 9 below shows a 

summary of relevant statistics of categories for NI (Panel A) and SE (Panel B). 

 

TABLE 9. Summary of results of Categories: total frequency, number of positive and negative 
adjustments in each category, mean and median values of the Index of Comparability of each 
category and level of significance, percentage of adjustments in each category material at 5% 
and 10%, and percentage of adjustments in each category with an index value lower than 0.95 
and higher than 1.05. Panel A shows results for NI and Panel B for SE. 
 

Panel A: Net Income 
  Frequency Index of Comparability Materiality 
  

Obs. 
# 

pos 
# 

neg Mean Median 
5% 
Mat 

10% 
Mat <0.95 >1.05 

Fixed Assets 112 86 26 0,94 *** 0,97 *** 36% 23% 31% 5% 
Employee Benefits 90 22 68 1,05 *** 1,05 *** 42% 29% 6% 36% 
Intangibles 67 34 33 1,01  1,00   14%  7% 7% 
Consolidation 56 17 39 1,05 *** 1,03 *** 31% 17% 2% 29% 
Goodwill 44 19 25 1,02  1,01   33% 23% 15% 18% 
Deferred Taxes 42 22 20 0,99  1,00   33% 15% 15% 18% 
Investments 38 20 18 1,00  1,00   38% 26% 21% 18% 
Treasury stock  33 9 24 1,03 ** 1,02 *** 29% 7% 7% 21% 
Provisions 33 15 18 1,00  1,00   41% 22% 22% 19% 
Business Combinations 27 6 21 1,06 *** 1,03 *** 28% 24% 4% 24% 
Standards 20 8 12 0,98  0,98   50% 35% 35% 15% 
Exchange Differences 17 7 10 1,00  1,00   44% 38% 19% 25% 
Revenue Recognition 14 7 7 1,03 * 1,01   21% 7%  21% 
Financial Instruments 11 5 6 1,02  1,02   27% 27% 9% 18% 
Regulated Operations 8 5 3 1,00     13%   13% 
Other 7 3 4 1,00         
Leasing 6 1 5 1,00         
Total 625 286 339 1,01   1,00 ** 33% 20% 14% 18% 
            
 

 

 

 

 

 

 

 

 

                                                                                                                                                                                                           
of adjustments to NI, and 17.5% and 10.4% of adjustments to SE, were material at 5% and 10% respectively. 
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Panel B: Shareholders' Equity 
  Frequency Index of Comparability Materiality 
  

Obs. 
# 

pos 
# 

neg Mean Median 
5% 
Mat 

10% 
Mat <0.95 >1.05 

Fixed Assets 113 30 83 1,03 *** 1,03 *** 40% 20% 8% 32% 
Employee Benefits 63 46 17 0,99 *** 0,99 *** 8% 3% 8%  
Intangibles 70 7 63 1,01 *** 1,01 *** 3% 2%  3% 
Consolidation 49 11 38 1,01 *** 1,01 *** 6%  4% 2% 
Goodwill 39 36 3 0,98 *** 0,99 *** 23% 10% 23%  
Deferred Taxes 40 34 6 0,98 *** 0,98 *** 8% 5% 8%  
Investments 72 37 35 0,97 *** 0,97 *** 32% 29% 31% 1% 
Treasury stock  7 2 5 1,00  1,00       
Provisions 34 34 0 0,99 *** 0,99 ***     
Business Combinations 24 19 5 0,96 ** 0,96 *** 42% 25% 42%  
Standards 13 8 5 0,99  1,00       
Exchange Differences 11 10 1 1,00  1,00 **     
Revenue Recognition 17 1 16 1,01 * 1,00 ***     
Financial Instruments 12 7 5 0,98  1,00   8% 8% 8%  
Regulated Operations 7  7 1,01         
Other 7 4 3 1,00         
Leasing 4 3 1 1,00         
Dividends 2 2 0 0,98  0,98       
Total 584 291 293 1,00   1,00   17% 10% 11% 7% 
 

 

In the following subsections we develop a more in-depth analysis and understanding of 

the most frequent and significant reconciliations of Spanish companies in the 1990s. 

5.1. Fixed Assets 

 
Fixed Assets is by far the most frequent category of reconciling items with 112 

adjustments to NI and 113 to SE (17.9% and 19.4% respectively of all adjustments). Most of 

the adjustments (81 or 72.3% and 83 or 73.5% to NI and SE respectively) are related to the 

elimination of asset revaluations. All companies had at least one adjustment in this category 

along the period. The Index of Comparability of adjustments to NI (SE) is significantly lower 

(larger) than 1 at 1% level indicating that overall, fixed assets of the companies in the sample 

have a larger carrying value under Spanish GAAP than under US GAAP. 
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The frequency of adjustments in this category does not change much over the period. 

The number of material adjustments to NI and SE increased significantly in 1996 as a 

consequence of asset revaluations under 1996 tax law (all companies revalued their assets) 

but decreases afterwards. Revaluation adjustments are well distributed among all companies 

in the sample suggesting that asset revaluation is, when permitted by law, a common practice 

of Spanish companies. Other types of adjustments in these categories are rare or exclusive for 

a few companies. 

 

In the near future, as long as the SEC does not permit revaluations, an adjustment will 

be required to eliminate asset revaluations in the Form 20-F of Spanish companies that 

revalued their assets under a tax law. However, as soon as revalued assets are fully 

depreciated or disposed of, the adjustment will not be required any longer. Also, we might 

expect adjustments to decrease in materiality over time as revalued assets are being 

depreciated and therefore the relative importance of these adjustments will eventually 

disappear, as long as no additional tax laws are issued. 

 

Revaluations under a tax law is not permitted under IAS/IFRS19. Recently, the IASB 

accepted all previous year revaluations of European companies for practical reasons, as most 

of the original (historical) data could not be retrieved by companies and revaluations were in 

fact impossible to eliminate or reverse reasonably. However, as long as the SEC position on 

this issue does not change, Spanish companies will show these adjustments in the 

reconciliations in the future. Notwithstanding, current macroeconomic context of low 

inflation rates in Europe, does not make it likely that new tax laws permitting revaluations 

will be passed by European governments and hence, these adjustments will not be relevant in 

the long term. 

 

5.2. Employee Benefits 

 

                                                                 
19 Frequency and consistency in the method applied are required under IAS 16. Revaluations by a tax lw do not 
meet this requirements. 
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Spanish GAAP does not have a detailed standard to account for Employee Benefits. 

Most of the adjustments (66% and 70% for NI and SE respectively) are related to Early 

Retirements and Changes in Actuarial Estimates. The number of adjustments to NI for Early 

Retirements grows from 7 in 1996 to 12 in 1997 (7 to 10 for SE) and is related to the 

deregulation of certain economic activities (power utilities, telephone services, oil 

distribution), and economic difficulties of some financial companies that were merged in the 

following years. Adjustments for changes in actuarial assumptions are only disclosed by 

financial companies without any significant change in frequency or materiality during the 

period. Finally, since 1998, stock compensation adjustments to NI became common but not 

always material. 

 

Overall, the Index of Comparability of NI (SE) is significantly larger (lower) than 1 at 

1% level suggesting that on average, companies in the sample did not recognize certain 

expenses related to Employee Benefits, or recognized expenses are smaller than under US 

GAAP. The materiality of adjustments to NI increased significantly in 1997 (24 out of 40 

material adjustments to NI at 5% during all the period were disclosed from 1997 till 2001). 

 

Considering existing similarities between US GAAP and IAS 19 “Employee 

Benefits”, when IAS/IFRS are applied in 2007 frequency and materiality of adjustments in 

this category will become less relevant. 

5.3. Intangibles 

 
Adjustments in this category have remained constant until 1998 when it grew from 4 

in 1997 to 9 in 1998 and then to 13 in 1999. Most of the adjustments are due to the costs of 

issuing capital and start-up costs. The mean and median value of the Index for NI is not 

significantly different from 1 but it is for SE at 1% level. Overall adjustments to this category 

are not material. 

 

Capital Issuance Expenses, Start-up Costs, and Research expenses are treated similarly 

under US GAAP and IAS/IFRS and therefore adjustments in this category will eventually 

disappear. 
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5.4. Investments 

 
In 1994, when SFAS 115 “Accounting for Certain Investments in Debt and Equity 

Securities” became effective, 4 companies in the sample disclosed for the first time 

adjustments related with this category. Most of the differences relate to the unrealized gains in 

trading and available for sale investments and to the measurement of the valuation allowance. 

The overall frequency of adjustments seems to be related to the number of companies in the 

sample each year. Nearly all of the adjustments to SE are positive (reduce US SE), mostly to 

recognize unrealized gains, except adjustments for loans to purchase shares, which are all 

negative (increase US SE), to classify these loans as investments rather than a negative item 

of equity under Spanish GAAP. The mean and median value of the Index for NI is not 

significantly different from 1 but materiality is high; while for SE the mean and median are 

both significantly lower than 1 at 1% level and but materiality is average. 

 

IASB standards to account for investments are closer to US GAAP than Spanish 

GAAP, what suggests that once IAS/IFRS are applied in 2007, most of the adjustments 

should disappear. 

5.5. Consolidation 

 
The number of adjustments seem to be related to the number of companies included in 

the sample every year. Nearly all of the adjustments (43 or 77% for NI and 41 or 84%) are 

related to the method applied, in particular the application of the Equity method to 

investments with a 3% adjustment or more in listed companies under Spanish GAAP. The 

mean and median value of Index of Comparability for NI and SE are significantly larger than 

1 at 1% level. Regarding materiality, 20 (36%) of all adjustments to NI are material at 5% 

level (13 at 10% level) and all of them except one increase US NI. Only 3 (6%) adjustments 

to SE were material at 5% level (none at 10%). This suggests that the Equity method under 

Spanish GAAP boosts NI more than under US GAAP. 

  

The 3% threshold established in Spanish GAAP to apply the equity method for 

investments in listed companies rather than the accepted worldwide 20% threshold will be a 
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permanent source of adjustments in the reconciliations of Spanish companies. Given that 

IAS/IFRS do not have this 3% threshold, in 2007 most of the adjustments in this category will 

disappear, but a discussion should be held at the Spanish accounting standard setting body 

when considering a change in consolidation rules to maintain internal harmony of unlisted 

with listed companies. 

5.6. Goodwill 

 
This category deals only with differences in how goodwill is amortized and not how it 

is measured. Two major changes in accounting standards have taken place during the period. 

The first took place in 1998 in Spain, when maximum amortization period of goodwill was 

increased from 10 to 20 years like IAS 22. Secondly, in June 2001, the FASB issued SFAS 

142 “Goodwill and other Intangible Assets”. 

 

Most of the adjustments relate to a different amortization period under Spanish and US 

GAAP, but often both are accepted under both regimes, and therefore are not true differences. 

Only 2 companies (financial) disclosed 2 adjustments to NI related to the Unqualified 

Auditing Report SEC requirement for amortization of goodwill against reserves (one was an 

outlier) and 1 adjustment to NI was disclosed by Telefónica in 2001 regarding impairment of 

goodwill under SFAS 142 (outlier). The materiality is average and nearly all of the material 

adjustments are disclosed from 1997 onwards. 

 

The IASB has put into its agenda the revision of IAS 22 to consider the impairment 

test approach to account for goodwill like SFAS 142. As long as IAS revised follows SFAS 

142 adjustments on goodwill amortization will disappear from reconciliations of Spanish 

companies in 2007. 

 

5.7. Deferred taxes 

 
In December 1992, SFAS 109 “Accounting for Income Taxes” became effective and 

was adopted by all companies in our sample for US GAAP reporting purposes 
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(reconciliations). Hence, from 1993, every company disclosed one adjustment to NI and SE 

related with deferred taxes. 

 

Adjustments to NI are positive and negative in similar proportion, but most are 

positive in SE reconciliations. This suggests that overall, Spanish GAAP does not recognizes 

deferred tax assets as much as US GAAP does.  The mean and median values of the Index of 

Comparability for NI are not significantly different from 1, but are significantly different from 

1 at 1% for SE, consistently with a net deferred tax asset not recognized under Spanish 

GAAP. materiality of this categoru is small compared to other categories. 

 

Like SFAS 109, IAS 12 follows the liability method to account for Income Taxes but a 

number of differences have been identified (FASB 1999). It is difficult to predict whether 

adjustments in this category will decrease, increase, or simply disappear. However, given that 

IAS 12 is closer to SFAS 109 than Spanish GAAP, it is reasonable to expect that less frequent 

and material differences will be disclosed in the reconciliations from 2007. 

 

5.8. Provisions 

 
Aside from industry specific standards of financial companies, most of the differences 

in this category are a recognition issue. In general, the prudence principle in Spanish GAAP is 

king, while more ‘probable’ circumstances must take place to recognize a provision under US 

GAAP. 

 

The authority of the Bank of Spain to issue specific accounting standards for financial 

companies has been put into question in the White Book (ICAC, 2002). If accepted, industry 

specific regulation should be more consistent with general Spanish accounting and IAS/IFRS 

from 2005 onwards. IASB requirements to recognize provisions are similar to those of US 

GAAP and therefore, it is promising that this category will eventually become less frequent or 

disappear in the reconciliations. 
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5.9. Business Combinations  

 
In June 2001, the FASB issued SFAS 141 “Business Combinations” eliminating the 

pooling of interest method. Totals of 27 and 24 adjustments to NI and SE respectively were 

identified from 1999 to 2001 by all companies except Jazztel. More than half of the 

adjustments are related to the measurement of the purchase price, and a quarter are related to 

differences in the method used to account for Business Combinations. 

 

The mean and median value of the Index of Comparability for NI (SE) are both 

significantly larger (smaller) than 1 at 1% level. The significance of the NI Index may be 

partially explained by the adjustments by BBVA and BSCH in accounting for Business 

Combinations (their mergers in 1999 and 2000 respectively). Materiality is low. 

 

A new project has been added to the IASB agenda to deal with Business Combinations in 

response to SFAS 141. As long as IAS 22 revised is similar to SFAS 141, adjustments in this 

category will not be present in Spanish reconciliations to US GAAP from 2007. 

 

6. SUMMARY AND CONCLUDING REMARKS 

 
We collected the Form 20-F of all Spanish companies listed on U.S. Stock Markets during the 

period 1991 and 2001, and analyzed the reconciliations of NI and SE to US GAAP. We grouped all 

reconciling items into a few categories and studied their frequency and persistence. Using the Index of 

Comparability we assessed the significance and materiality. 

 

From a US investor perspective, NI was 12.57% larger and SE was 6.76% smaller for 

our sample when measured with Spanish GAAP. The number of adjustments (frequency) has 

increased during the 1990s for several reasons: (1) new standards have been issued by the 

FASB during the period such as SFAS 109, SFAS 115, SAB 101, SFAS 141, and SFAS 142 

and their adoption by Spanish companies for US reporting purposes resulted in new and 

recurring adjustments during the entire period; (2) the revaluation of fixed assets under the 

requirements of the 1996 tax law; (3) the ‘New Economy’ in the second half of the 1990s; (4) 
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the deregulation process of certain economic activities (power utilities, phone services, oil and 

gas distribution) operated by some companies in the sample; and (5) the ‘reconciliations 

management’ strategy of ‘cherry-picking’ to reduce differences in NI and SE under different 

GAAP. There is a common political denominator for most of the reasons given above. In 

1996 the conservative political party ‘Partido Popular’ won the general elections. From then 

on, (1) a new tax law permitting revaluations was passed, (2) deregulation of certain 

economic activities was announced, and (3) government investments in companies of 

regulated activities (including companies in the sample) were sold to the stock market through 

IPOs. 

 

Conclusions from our paper are to be considered with caution as they refer to a set of 

companies that have special characteristics (largest in Spain and large capitalization), and 

have been widely affected by factors that might not be relevant to other companies. However, 

despite the nature and characteristics of our sample, we have identified Fixed Assets, 

Employee Benefits, Intangibles, Consolidation, Investments, and to a lesser extent Deferred 

taxes, Provisions, and Business Combinations, as areas that show frequent and material 

adjustments to NI and SE in the reconciliations in Form 20-F. 

 

Most of these categories are expected to become less frequent and material when 

adopting IAS/IFRS in 2007. Others, such as Fixed Assets, are expected to become less and 

less material as time gows by (revalued assets are depreciated or disposed of). And finally, the 

future of other categories, such as Business Combinations, Goodwill, and Revenue 

Recognition, remaina unknown as the IASB does either, have a different standard to US 

GAAP or have no standard at all. 

 

The “Norwalk Agreement” (FASB 2002) guarantees that future accounting standards 

issued by FASB and IASB will be comparable. In addition, the Spanish national standard 

setter, ICAC should consider results in our paper when considering any accounting reform to 

maintain internal harmony for listed and unlisted companies. 
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Results are similar to Street et al. [2000] in that they detected Fixed Assets20 and 

Deferred Taxes as categories with some significance and materiality. This suggests that upon 

adopting IAS/IFRS, differences in these two areas might still be important. 

 

Some ideas for further research include extending the study to companies using IAS as 

the basis for preparing financial statements and listed in the U.S. Another possibility is to 

extend the study to other countries to compare results, in particular European countries, to 

gain an understanding of how EC directives have been adopted (1) in each country, and (2) at 

the European Union level as a key player in IASB new developments. Finally, a case-study 

approach could be used to track accounting policy changes and what reasons are driving them 

(stock prices, avoid disclosing different figures under different GAAP, stock options, etc). 

                                                                 
20 In fact, they distinguished Revaluations and Interest Expense capitalization as two separate categories, but 
both had some significance and materiality. 
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TABLE 1. Differences between Spanish and US GAAP as disclosed in Form 20-F by companies in our sample. 

1. Business Combinations  
Method to account for Business 
combinations. 

Spanish GAAP: no specific guidance or requirements to 
apply pooling or purchase. 

US GAAP: APB Opinion 16; strong requirements to use 
pooling. 

Purchase Price Measurement: 
Acquisitions with shares and stock 
options of acquirer 

Spanish GAAP: No specific guideline exists. Treatment 
similar to pooling of interest when shares are issued. 
Shares issued are measured at issuing price. 

US GAAP: Shares issued are valued using the average 
market price of the acquiring company common stock 
around the time the merger was agreed and announced 
(EITF 99-12). 

Pre-acquisition contingencies Spanish GAAP: no specific guidance. Additional 
information is accounted as if known at the date of 
acquisition (goodwill increased). 

US GAAP: period to account for pre-acquisition 
contingencies may not exceed one year from the date of 
the business combination. Additional information after 
this period is taken to NI. 

2. Consolidation 
Method. Transactions: (A) 
Investments in listed companies 
owned more than 3% but less than 
50%; (B) investments owned less 
than 50% with effective control. 

Spanish GAAP: (A) equity method is applied; (B) if 
effective control is exerted, full consolidation. 

US GAAP: (A) 3% investments accounted at amortized 
cost (SFAS 115); (B) Equity method applies. 

Translation of financial statements 
Transactions: (A) Translation 
differences treatment; (B) translation 
differences on disposal of 
investment. 

Spanish GAAP: (A) Circular 4/1991 (for financial 
companies), charged to income until 1993. (B) 
reclassified to equity. 

US GAAP: (A) taken to equity. (B) taken to income on 
disposal of investment. 

Subsidiaries with different activities 
than parent company Consolidation 
method when a subsidiary’s main 
operations are very different  from 
those of the parent company. 

Spanish GAAP: the subsidiary has to be accounted for 
under the equity method. 

US GAAP: regardless of the operations, all subsidiaries 
have to be fully consolidated. 
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TABLE 1 (cont.) : Differences between Spanish and US GAAP as disclosed in Form 20-F by companies in our sample. 

3. Deferred Taxes 
Recognition of deferred taxes (assets 
and liabilities) 

Spanish GAAP: deferral method. Deferred tax assets and 
liabilities are recognized for timing differences. Most of 
the differences relate to the period when deferred taxes 
may be recognized. Overall, Spanish GAAP allows for 
recognition of less deferred tax assets. 

US GAAP: SFAS 109, liability method. With limited 
exceptions, all deferred tax assets and liabilities must be 
recognized. A valuation allowance is recognized when it 
is more likely than not that the tax benefit will not be 
realized. 

4. Employee Benefits 
Changes in actuarial assumptions.  
Treatment of gains and losses from 
changes in actuarial assumptions. 

Spanish GAAP: no specific guideline exists. Changes in 
actuarial assumptions are charged to income or retained 
earnings. 

US GAAP: SFAS 87, amortized to income over the 
average remaining service years of active employees or 
average remaining life expectancy of retired employees. 

Early retirement Accounting for 
early retirement benefits to 
employees. 

Spanish GAAP: no specific guideline exists. A provision 
(estimated amount) is recognized in earnings or equity 
for benefits to employees who might retire in future 
years. 

US GAAP: (SFAS 87 and 88) provisions are recognized 
as a loss of the year only when the employees accept the 
offer and are entitled to the benefits. 

Stock compensation plans. 
Transactions: (A) The company 
acquires its own shares from 
employees at a fixed price or offers a 
discount to employees to purchase 
them. (B) Shares issued to 
employees for commitments. (C) 
Compensatory variable plans. 

Spanish GAAP: no specific guidance exist. 
(A) Difference between purchase (fixed) price and fair 
value is charged to equity. Discount was deducted from 
equity. 
(B) Shares are measured at average reference price of 
commitment. 
(C) Net effect is recognized as "Deferred Revenues" if 
positive, otherwise, portion exceeding previously 
recognized deferred revenue, is fully recorded in NI. 

US GAAP: APB 25 and SFAS 133. 
(A) Difference between purchase (fixed) price and fair 
value and discount is charged to Earnings. 
(B) Shares are measured at market price as additional 
paid-in capital with a charge to NI to offset the income on 
the sale of the hedging treasury stock. 
(C) Compensation cost is measured as the difference 
between initial reference price and quoted market price at 
each balance sheet date, taking into consideration 
hedging premiums to be received from the employees. 

 5. Dividends declared 
The company declares dividends. Spanish GAAP: deducted from equity when declared. US GAAP: deducted from equity when paid.  
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TABLE 1 (cont.) : Differences between Spanish and US GAAP as disclosed in Form 20-F by companies in our sample. 

6. Unrealized Exchange Differences 
Treatment of unrealized exchange 
differences in monetary items. 

Spanish GAAP: deferred and recognized when realized 
or to balance unrealized losses. 

US GAAP: unrealized exchange gains and losses are 
recognized in income. 

7. Financial Instruments 
No specific guideline exists under 
Spanish GAAP. What follows is a 
brief description of accounting 
treatments followed by some 
companies in the sample. Under 
SFAS 133 some gains and losses are 
taken to Comprehensive Income and 
therefore they are not disclosed in 
the reconciliation. We only focus on 
disclosed reconciliations. 

Spanish GAAP: no specific guidance exists. Registered 
in off-balance sheet accounts. Hedging transactions: to 
eliminate or significantly reduce market risks. Gains and 
losses are recognized in NI. Non-hedging transactions: 
valued at market price if organized markets; gains and 
losses are recognized in NI if organized markets, 
otherwise not recognized until settled. Provisions 
recognized in NI for unrealized net losses. 
Hedging transactions may be classified as: (a) Fair value 
and Cash Flow hedges (Endesa): Not recorded at fair 
value; hedged item is recorded considering characteristics 
of the hedging instrument. (b) Other Derivative Contracts 
(Endesa): interest rate, foreign exchange and commodity 
derivatives: recorded at lower of cost or market value. 

US GAAP: All derivatives are recognized on the Balance 
Sheet and measured at their fair value. Embedded 
derivative instruments are split from the host contract and 
accounted for as a derivative instrument. For a derivative 
not designated as a hedging instrument, gains and losses 
are recognized in NI. 
Hedging derivative may be specifically designated as: (a) 
Fair value hedge: gains and losses from derivative and 
hedged item are recognized in NI; (b) Cash Flow hedge: 
effective portion of the derivative’s gain or loss is 
initially reported as a component of other comprehensive 
income and subsequently reclassified into earnings when 
the forecasted transaction affects earnings; ineffective 
portion of the gain or loss is reported in earnings; (c) Net 
Investment Hedge: gains and losses are reported in other 
comprehensive income. Reclassified to earnings when the 
hedged operation affects earnings. 
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TABLE 1 (cont.) : Differences between Spanish and US GAAP as disclosed in Form 20-F by companies in our sample. 

8. Fixed Assets  
Revaluation of fixed assets. Spanish GAAP: under tax laws, companies are permitted 

to revalue their fixed assets. 
US GAAP: revaluations are not permitted. 

Capitalization of Interest Expense. Spanish GAAP: Interest incurred during construction of 
tangible fixed assets is capitalized: (a) In specific -purpose 
financing, borrowing costs are fully capitalized; (b) In 
general-purpose financing borrowing costs are allocated 
proportionally applying the average effective interest rate 
to the average aggregate capitalizable investment. 

US GAAP: SFAS 34, Interest expense is generally 
capitalized on assets under construction. If specific 
borrowing, apply the rate on that borrowing to the 
appropriate portion of the expenditures for the asset. A 
weighted average of the rates on other borrowings is to 
be applied to expenditures not covered by specific new 
borrowings. 

Assets (investments) exchange. A 
company exchanges certain 
investments for investments in other 
companies. 

Spanish GAAP: assets received are recorded at the book 
value of the assets exchanged, and thus no gain or loss is 
recognized on the transaction. 

US GAAP: assets received are recorded at fair value 
according to APB 29, Accounting for Non-monetary 
Transactions, and interpreted by EITF 01-02. 

9. Goodwill 
Period of amortization of goodwill Spanish GAAP: goodwill is amortized over its economic 

life not to exceed 20 years (10 year until 1998). The Bank 
of Spain authorized to write-off goodwill against reserves 
during the 1990s to financial companies. Some 
companies changed the period of amortization for 
Spanish GAAP purposes but not for US GAAP reporting 
purposes (invalid adjustment). 

US GAAP: (before SFAS 142), goodwill is amortized 
over its economic life not to exceed 40 years. It is not 
allowed to write it off against reserves. 
SFAS 142 requires no amortization of goodwill but an 
impairment test approach. Only Telefónica shows an 
adjustment in 2001 for this concept. 

Negative goodwill Spanish GAAP: Negative goodwill is credited to a 
specific liability account. Not amortized. Taken to 
income when (1) expected expenses are incurred, (2) a 
change in the ownership interest in the subsidiary, or (3) 
investment is disposed of. 

US GAAP: Allocated proportionately to reduce the 
values assigned to non current assets until they are 
reduced to zero. Remaining excess is a deferred credit 
and amortized over estimated period to be benefited (less 
than 40 years). 
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TABLE 1 (cont.) : Differences between Spanish and US GAAP as disclosed in Form 20-F by companies in our sample. 
 

Unqualified Audit Report  Spanish GAAP: BBVA and BSCH had a qualified Audit 
Report dealing for an extraordinary goodwill 
amortization under Spanish GAAP. Adjustment was 
disclosed to have an unqualified audit report. Not a 
difference between standards. 

US GAAP: the SEC requires that listed companies have 
an unqualified audit report. 

10. Intangibles 
Capital issuance expenses Spanish GAAP: expenses may be capitalized and 

amortized over a maximum period of 5 years. 
US GAAP: this expenses are expensed as incurred. 

Research & Development Expenses Spanish GAAP: research and development can be 
capitalized if certain criteria is met and amortized over a 
period not exceeding 5 years. 

US GAAP: research and development expenses are taken 
to income as incurred. 

Start-up costs Spanish GAAP: expenses incurred during the start-up of 
a business which will contribute to future revenues may 
be deferred and amortized over five years. 

US GAAP: start-up costs are taken to income as incurred. 

11. Investments 
Unrealized gains and losses in 
investments. 

Spanish GAAP: Investments are measured at the lower of 
cost and market value. Market value is the lower of the 
average market price for the last quarter or the year-end 
market price. Unrealized gains are not recognized. 
Unrealized losses are recognized as a provision. Circular 
6/1994 has similar but not the same provisions to US 
GAAP. 

US GAAP: Accounting treatment depends on 
classification of investments: (1) held-to-maturity valued 
at amortized cost. Gains and losses are not recognized; 
(2) available-for-sale are recorded in equity 
(comprehensive income); and (3) trading securities are 
recorded in the income statement. Market value is year-
end market price. 

The company grants loans to its 
shareholders, customers, and 
employees to purchase its own 
shares. 

Spanish GAAP: no specific guidance. The loan is 
accounted as a liability. 

US GAAP: the loans are deducted from SE. 
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Valuation Allowance Spanish GAAP: Allowance of investments are estimated 
on a individual basis for each type of equity securities 

U.S. GAAP: Investment securities allowance is estimated 
on an investment security portfolio basis. 

12. Leasing 
Accounting for financial leasing. General Spanish GAAP: liability is the sum of all 

payments at face value (including interest expenses) plus 
purchase option.  Bank of Spain guideline for financial 
companies: leased asset is not depreciated and payments 
are expensed when paid. 

US GAAP: (SFAS 13) qualifying leases are capitalized at 
the present value of minimal lease payments and 
depreciated on their estimated useful lives. Liability 
recognized is the present value of all payments. 

 13. Provisions  
Restructuring Spanish GAAP: recognition of a provision. US GAAP: some costs included in the provision may not 

be accrued under the guidelines of EITF 94-3. 

Industry specific regulations Spanish GAAP: Provisions issued by the Bank of Spain 
for financial companies to create extraordinary 
allowances for bad debt. 

US GAAP: none of this provisions are consistent with 
US GAAP and have to be eliminated. 

Contingencies Spanish GAAP: following the accounting principle of 
prudence, a provision is recognized. 

US GAAP: loss contingencies are accrued when it is 
probable that an asset has been impaired or a liability has 
been incurred, and amount can be reasonably estimated 
(otherwise disclosed). 

14. Regulated Operations  
Treatment of certain costs related to 
regulated operations. 

Spanish GAAP: expenses considered in the computation 
of revenues (rates) may be deferred. 

US GAAP: under SFAS 71 certain expenses may be 
capitalized like Spanish GAAP. Differences arise when 
SFAS 71 is not applicable (privatization) under US 
GAAP. 

 
15. Revenue Recognition 
SAB 101 “Revenue Recognition” Spanish GAAP: no specific guidance. Revenues and 

expenses are recognized on an accrual basis, i.e., when 
the goods and services are actually provided, regardless 

US GAAP: SAB 101, Up-front fees are recorded as 
deferred income and amortized over the useful life of the 
facilities or the estimated average length of the 
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of when the resulting monetary or financial flow occurs. subscription. Costs related to initial transactions may be 
deferred up to the connection fees revenues over the same 
time, and any excess is expensed. 

16. Treasury Stock 
Accounting for treasury stock: 
acquisition and disposal. 

Spanish GAAP: Recognized as an asset and measured at 
lower of cost or market. Gains and losses on disposal are 
(extraordinary) income. If acquired to reduce capital a 
non distributable reserve is created against retained 
earnings. 

US GAAP: Treasury stock is accounted for as a reduction 
of SE and gains and losses on their disposal are taken to 
equity. 
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