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Abstract

The aim of this paper is to shed light on the mildegislators and lawyers in establishing
accounting regulations concerning corporate groump$rance during the 1930s and the
Occupation (1940 — 1944). A review of bills propwsiaccounting regulation shows that no
significant progress was to be achieved. Furtheemarhile some lawyers called for a
comprehensive regulation of corporate groups, ruh guwogress was made during the inter-
war period. Ultimately it's the Vichy government ialtin introduced the first regulations on
accounting subsidiaries in th&rench Plan Comptableand limited the reciprocal
shareholdings in the Act of March 4, 1943.

Key words: Accounting history, corporate groups, accountigulation, inter war period,
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The development of corporate groups during theriwer period represents one of the
greatest structural shifts in French capitalismr@@al1995). Several works on the history of
companies and on accounting have shown the imgattteosubsidiarisation phenomenon.
These include Alais, Froges & Camargue (Bensadod)7® Compagnie Générale
d’Electricité (Bouvier, 2005), L’Energie industrel (Vuillermot, 2001) and Schneider
(d’Angio, 2000). With this development of sharehog$s came a need for some companies to
have a better understanding of the financial siinabf the corporate group as a whole. This
was the case fohlais, Froges & Camargueyxho from the end of the 1920s onwards began
producing financial statements in which some ofiig concepts of today's group accounting
can be found, like the scope of consolidation,dduecelling out of intercompany transactions
and the minority interest not accruing to the paoempany (Bensadon, 2008).

However, the development of corporate groups wash®only characteristic feature of the
inter-war years. This period was also marked bycesgive politico-financial scandals
involving organisations such as 'Aéropostale’ (192@ Gazette du Franc' (1930), 'La banque
Oustric' (1931). The mechanisms which these scandablved have already been brought to
light (Thiveaud, 1998). The almost total lack otaenting regulations and the relationships
between parent companies and subsidiaries playsagnéicant role in the development of
unscrupulous business practices. While standarduating practices were established for
insurance and reinsurance firms at the end of 8®04, no regulation for industrial or
commercial companies was implemented before trs World War (Lemarchand, 1995).

The aim of this paper is to shed light on the afléegislators in establishing mechanisms to
regulate accounting and the relationships betwesmmenp companies and subsidiaries in
France in the 1930s and during the Occupation. IBgislators try to regulate these new
corporate groups composed of a parent company abdidsaries? Did they seek to
implement accounting regulations with a view tcadieg up business practices? Was the old
French law on companies from 1867 reworked in otddgake into account this new type of
structure?

To try to answer these questions, two sources fofrmation have been analysed: the first
source comprises draft bills submitted by Frengbuties (Fleury-Ravarin (1921), Chastanet
(1926) and Auriol (1929)) and the second comprissas PhD theses researched in French
universities from the 1930s up to the end of WoWNdr Il. Priority was given to the latter
printed source as these pieces of university rekeaot only deal with the legal issues of the
time, but also outline solutions which it would aveen desirable to implement. The theses
constitute rich material for understanding the legal management practices of the day.

Following an inventory of the CUJAS law and econorsciences library, three Law PhD
theses were identified in which issues concernegrégulation of subsidiaries are discussed.
These are: Gégout, (1929), Sainton, (1938) andt®ard 943). Three other theses were also
identified which deal specifically with the regutat of balance sheets and which develop, in
particular, ideas on the financial information te produced by companies at the head of
corporate groups. These are the works of Spirg1(l Percerou, (1932) and Rosset, (1933).

Reviewing the draft bills demonstrates that leg@sk did not provide a framework for the
development of subsidiaries during the 1930s. Bkengh left-wing deputies denounced the
abuse generated by the multiplication of subsidgrand highlighted the need for the
regulation of balance sheets in an economic comtiextvith financial scandals, no regulation
of subsidiaries and balance sheets was establighemtpt however, for insurance and
reinsurance companies (I). While subsidiaries waready regulated in the UK and in
Germany, the PhD theses demonstrate the legisigéipeon subsidiaries in France during the
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1930s. (I1). No progress was made on the regulaifaaccounting practices and subsidiaries
until the French 3rd Republic ended and the Vichyegnment established plans for tlan
comptable (French standard accounting practices) (1942) inichkv the concepts of
subsidiaries and shareholdings were outlined andhith, under a law on companies, the
first regulation of subsidiaries was introduced idicle 8 of the Law of March 4 1943,
aimed at limiting reciprocal shareholdings (llI).

1. Unsuccessful attempts at regulating accounting@actices

Several deputies from radical parties and the gradnt’'s left wing submitted draft bills
(Fleury-Ravarin, 1921; Chastanet, 1926 and Aurd®29) aimed at regulating accounting.
With the exception of the regulation of balance etbefor insurance and reinsurance
companies and two decree laws on auditing practreesomprehensive regulation had been
established in France.

A) Henry Fleury-Ravarin, 1921

At the end of the 10 Century, France was one of the most liberal céemtin Europe in
terms of accounting (Lemarchand, 1998, p. 30). Apam two decree laws passed in the
August and September of 1935, the situation hagdblved at all during the 1930s. Several
attempts, beginning in the 1880s, were made talatdise practices, but all were to fail due
to the absence of a genuine will among the busiweskl for such practices to see the light
of day. The only standards that were actually irma@leted concerned insurance companies
and cooperative banks.

However, several sets of plans for standardisatiere submitted during the 1930s. In order
to provide a legislative solution to the financedandals of the 1920s, radical deputies
regularly proposed draft bills aimed at protectsayings. On each occasion, accounting
regulation was presented as one of the effectivgswed preventing undesirable financial
reporting practices in companies. In 1921, HenrguRl-Ravarin, in response to the
government's lack of action on accounting standatiin despite the successive financial
scandals, submitted a draft bill to regulate baasbeets in joint stock companfesie
reminded deputies that the issue had already lzesedrin 1912, by the commission in charge
of investigating the Rochette affaiand that Jean Jaurés had referred the mattereto th
Chamber of deputies with the following statemeiihé chamber invites the government to
investigate and propose protective measures agaubtic savings fraud: demanding in

! Henry Fleury-Ravarin (1861-1924): Deputy for fRieone region from 1893 to 1906, then from 1910%b41
and from 1919 to 1924. As a member of the Republi¢aion group, his legislative activity mainly camoed
issues linked to fiscal policy, national defence paoblic health. Upon regaining his seat as depufy919, he
joined theRépublicains de gauchgeft-wing Republicans) and in 1921 became a membthe Democratic
and Social Republican Party.

2In 1902 Rochette founded t@édit Minier, whose aim was to promote the idea of investinigiaign mining
and industrial companies to small savers. Thesitit's success led him to set up theon Franco-Belge,
Société des Mines de la Neramad theBanque Franco-Espagnoamong numerous various other financial and
industrial companies. The multiplication of subaiits and setting up of a pyramid scheme of conggani
enabled Rochette to pay out dividends using fundssited in other companies (Lemarchand, 1995,)p. 15
Rochette was arrested on bankruptcy charges ont\V2&t 1908. His arrest led to the collapse of the bagki
structure. A parliamentary inquiry was launcheéht@stigate the circumstances of Rochette's arfést.
commission in charge of the inquiry and headedday Jaures denounced the appropriation of publiogs by
capitalists. (Thiveaud, 1997, p. 40).



particular, if it is not possible to make it a regement that every company state the terms
under which balance sheets are produced in itsclesi of association(Fleury-Ravarin,
1921, p. 1926). Almost 10 years later, despite #genda having been voted unanimously,
nothing had been done. In his draft law, Henry BldRavarin again raised the fundamental
issue of whether accounting practices should belaggd or whether, on the contrary, a
liberal system should be implemented. He descrited situation in France at the time,
remarking that: Th the absence of legislation establishing the dasiles under which
balance sheets should be produced, it can be s#itbw exaggeration that in France, the
number of different methods of devising a balareesis almost as great as the number of
companies (Fleury-Ravarin, 1921, p. 1927). Before outlinitige sixteen articles of the
proposed law he called to mind the advantagesgfiaing balance sheets and the situation
in other countries (Belgium, United Kingdom, GermaBwitzerland and Bulgaria). The aims
assigned to this draft bill were somewhat contriaycas the following statement reveals:
"[...] the proposed legislation seeks to ensure that égeilations be widely encompassing,
flexible and supple, and that they do not paralttse indispensable innovative nature of
business, finally, that they provide an effectiarier to reprehensible actions; without
harming honest firms in any wayFleury-Ravarin, 1921, p. 1930). The bill was reddrto
the Finance Commission which did not give rise tegort; thus the bill was never debated.

B) Jean Chastanet, 1926

Five years later, in February 1926, Jean Chastanémitted a draft bill aimed at reforming
the auditing function in limited companies, reguigtthe way in which the balance sheets of
these companies were produced and regulating thiiezk accounting profession. In the
second section of this bill he contested the wawliich Article 34 of the Law of July 24
1867 had been written, as he considered tiaticle 34 leaves companies with the complete
and utter freedom to present their situation asuaately or inaccurately as it pleases them.
Shareholders are therefore uninformed, or ratheeytrare ill-informed. Moreover, some
companies have achieved, it must be said, a rerbKavel of skill in the art of producing
balance sheets which are as brief and as vagueossilpe (Chastanet, 1926, p. 276).
Chastanet also mentioned the hostility met whemmgryo implement a standardised balance
sheet. However, he discerned a difference betwesmmercial and industrial companies - for
which regulatory balance sheets could not be inppbessnd banks, for which they should be
implemented. This distinction was supported, adogrdo Chastanet, by the fact that
shareholders and the State had the possibilitg@dssing information from auditors, General
Meetings and tax officers on the soundness of compa while investors in financial
institutions on the other hand had no way othen tiee balance sheet of knowing a bank's
true situation. He added that the activity of credstitutions was even more susceptible to
require such regulation because unlike industndl @mmercial companies:

"We do not find the many contentious issues that handered the regulation of
the accounts of industrial and commercial companieshe balance sheets of
banks. There is no need to find a way of estimapirggluction costs, with the
myriad of complications that this causes, or toeassdepreciation made on
buildings or equipment, or check the true valuenaihufactured goods or stock.
The balance sheets of banks comprise solid infeomathich cannot and should
not give rise to debate. The whole problem comasido achieving the grouping

% Jean Chastanet (1882-1946): Deputy for the Isépardment from 1924 to 1936 and member of the Sstia
Party group. His legislative activity focused pewtarly on social and agricultural issues. He afgempted to
develop measures aimed at protecting public savings
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and presentation of these elements so that thenbalaheet produced provides an
accurate picture of the company's situati¢g6hastanet, 1926, p. 277).

Two years passed before the deputy Chastanetagauh by proposing a condensed version
of the same bill. Despite the endorsement by twowaed accountants (Reymondin and
Sénéchal), the bill presented during a chambeingitbn December 28 1928 was not
debated; the Finance Commission considered it wasacy to present a report on the issue.

C) Vincent Auriol, 1929

In January 1929, the deputy, Vincent Autjdeft a draft bill on the desk of the Chamber of
Deputies. His proposal, aimed at protecting savargs structuring credit, drew undebatable
conclusions regarding business practices.

"Gentlemen, the successive scandals which have tplkse on the Stock
Exchange over the last few months, the ever-inargasnmorality of financial
practices and the resulting risk for the generabmamy have resulted in such a
stir that everyone is demanding new legislatiorptotect savers and to prevent
stock market speculation. But other than the profbaconomic transformations
that the socialist movement is demanding, is isjds to regulate the financial
market in a way which will clean up capitalist opgons permanently? We don't
believe so.

Many attempts have been made throughout historyquash agiotage and

speculation! We are merely left with the impresbrconstantly starting again.

Agiotage and speculation have always managed tetlmut of the narrow limits

within which we have tried to contain them. It sedhat legislative efforts alone
lack the power to deal with this matter; decadesiattecade the legislature has
merely acknowledged the development in size andplegity of speculative

mechanisms, the accelerating pace of speculatiah sm it must be said, the
growing immorality of transactions on the Exchangke only demands to have
been made have concerned the amendment of smailsdes if the recording of

these in texts were to immediately and permandrégze, at a particular stage,
an evolving situation for which regulation has damhing other than mark out
the main stages with acts and decree laws. To Haigeof this, one only need
take a glimpse at the financial history of our coyrover the last three centuries

(Auriol, 1929, p. 18).

To remedy these evils, the Socialist deputy proggdbe introduction of general company
controls, structured around three aspects:

- the setting up of a High Council for banks, glsaand companies;
- the implementation of a system aimed at goveroomgpanies' activities;
- the introduction of checks on balance sheetsaamdial reports.

On the latter, Auriol underlined thatTHese checks will only really be effective if thare
laws to regulate balance sheets and the variousuahmeports produced by directdrs
(Auriol, 1929, p. 22). He assigned the codificatiminstandardised documents to the High
Council for banks, shares and companies. This atdightion concerned balance sheets,

* Vincent Auriol (1884-1966): Deputy for the Hautes@nne department from 1914 to 1940 and membéreof t
Socialist Party group. He was Minister of Finanaethe Popular Front government (1936-1937) anchinec
the first president of the 4th Republic.



operating accounts and profit and loss accountsioAbighlighted that the vagueness of the
information provided was the fault of companigs:.] in all cases, the templates to be used
for balance sheets and the various accounts musintleded in the appendices of the
company's articles of association; it is currerghill too easy to prohibit prying shareholders
from undertaking any practical analysis of docursdnt changing the names of items and the
layout of accounts from one year to the hé&uriol, 1929, p. 22).

Auriol did not fail to mention the issue of subsides. In fact his draft bill featured an aspect
of utmost importance concerning financial reportimgorporate groups as it foresaw that the
balance sheets of subsidiaries should be annext#tht®f their parent company, where the
latter held more than a 20% stake in shares:

"It is currently common for a company having diffigudisguising its balance
sheet to exchange its portfolio for the unlistedrek of one of its subsidiaries; as
the parent company's balance sheet generally menothing as to the value of
the subsidiary, all combinations suddenly beconssibte. It should therefore not
be surprising that we oblige any company owningl@0/of another company's
capital to include in the annexes of its own batgshbeet that of its subsidiary for
the previous yedr(Auriol, 1929, p. 22).

On the whole, the 90 articles, presented in fivetises, aimed at bringing about major
improvements to the general operation of companies.

In articles 44 to 45 entitletlolding et coopératives de placemédhtolding and investment
cooperatives), Vincent Auriol raised the issuel@reholdings again by setting certain limits.

Article 44. Companies created, under whatever dedign it may be
(corporation, holdings, trustee, etc.), for the pose of buying and managing
other values using funds obtained from their shaldérs or bondholders, may
not issue shares for amounts exceeding their stegpéal.

Article 45. Investment cooperatives whose sole gaeps to invest their capital in
securities, will benefit from an exemption from gdional stamp duty and tax
on securities income for the stocks and bonds ttatisg this capital.

These investment cooperatives will be requiredulaliph the breakdown of their

portfolio in the annexes of their annual balanceeath These documents will be
subject at any moment to checks by sworn inspecaprsointed under this Act.

Their portfolio should not be used to cover up camual commitments and

should statutorily include some distribution of es@fivestments. It should never
include more than 25% of capital from any other pamy.

In an environment which showed itself unfavourabde the improvement of financial
reporting, the draft bill was never debated by @leamber of Deputies; no more, for that
matter, than were those of Fleury-Ravarin (192hgasfanet (1926) or Auriol (1929).

Law PhD theses produced at French universities detraied the need to regulate
subsidiaries and highlighted methods of finana@glorting for corporate group development.

2. The need to regulate subsidiaries in France imé 1930s
For radically different reasons, subsidiaries walready regulated in the United Kingdom

and Germany; in France, there was no regulaticailaheses produced by Gégout (1929)
and Sainton (1938) highlighted the importance glfating subsidiaries. Those produced by
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Spire (1931), Percerou (1932) and Rosset (1933wethothat without establishing
standardised accounting regulations, financial rmftion published by corporate groups
would be useless.

A) Regulation of subsidiaries in the United Kingdom ad in
Germany

The United Kingdom Companies Act of 1929 contairsVeral provisions concerning
subsidiaries; in particular, in regard to the powed remuneration of directors in common
and to balance sheets. Article 123 of the Act togn companies' obligation to supply three
documents to shareholders: the director's repalanice sheet and the profit and loss account.
The Companies Act of 1929 also demanded that compamclude details of their
relationship with subsidiaries in their balance esh@he report produced by the Greene
committee which was used in drawing up the ComzaAet, stated that companies who
wished to conceal their trading results had founday to do so by creatingniextricable
confusion between their interests and those ofr tsebsidiaries. Shareholders were
complaining that information provided by holdingngoanies was unintelligible if it was not
accompanied by comprehensive reporting on thetstuavith regard to its subsidiaries.

In response to these demands, articles 125 to X8 devoted to the issue. Article 125

obliged parent companies to present their subsediastocks as well as accounts receivable
and payable, in clearly distinguishable entriesoider to preserve business confidentiality,

overall figures were to be provided.

Article 126 outlined the duty of directors to repon how profits and losses were calculated:

"Where a company has a direct shareholding or a efmalding through an
intermediary, in one or several subsidiaries, a ldetion stating how the
subsidiary's or subsidiaries' profit and loss ha&ween calculated in the holding
company's accounts, will be included in the annexethe balance sheet. This
statement should explain how and to what extent:

a) the holding company has provided for the losdethe subsidiary, whether it
be in the accounts of the subsidiary or in thosehef holding company, or in
both;

b) the directors of the holding have taken accafrthe losses of a subsidiary in
establishing the holding company's profits and Bssount'.

Article 127 clarified the definition of a subsidyaand the checking criteria:

"When the assets of a company consist fully or gdbrtof shares in another
company held either directly or through an internaeg, and that:
a) the value of these shares (at the time at wthiehholding company's accounts
are produced) represents more than 50% of the csstapital of that other
company or when this value is such that it giveshblding company more than
50% of the votes in the said company, or that:

b) the company has direct or indirect control c# ippointment of the majority of
the directors in the said company, this other conypaill be considered to be a
subsidiary company.

The last of these provisions, Article 128, focused the disclosure of amounts paid to
company directors. Companies were required to plblihe total value of amounts paid to

directors in remuneration for their services, inding all salaries, percentages and other
benefits (emoluments) paid to them or likely tadueived by them from the company or any
of its subsidiarie’s



The situation in Germany was somewhat differenttdute existence of extremely powerful
corporate groups known &onzerns It was Article N° 261 of the ruling of Decembed™]
1931 which gave the Reich government the poweriritroduce clauses for Konzerns that
would require end-of-year financial reporting anklet production of a balance sheet and
profit and loss accounts showing the whole grogjlsatiort' (Sainton, 1938, p. 165). While
Article N° 226 of the Commercial Code prohibitedpdadant firms from purchasing or
applying for shares in the holding company, Artikle 240 prevented the granting of credit
by the corporation to its own directors or to theectors of a company in which it held a
majority shareholding.

Article N° 260 contained details of financial refog for Konzernsunder which they were
required to publish a report exposing any exishinks with dependent companies or another
Konzern.Instructions on the information required to appaarthe balance sheet were given
in Article N° 261. The latter aimed at having comjgg include the various details on any
shareholdings they may have had in their balaneetshThus, accounts receivable belonging
to the Konzernhad to be shown as a clearly distinguishable ecgounts payable were
expected to be handled in the same distinct mafinerlast requirement concerned the profit
and loss account in which revenue had to be predenttwo categories: that generated by
the parent company and that generated by subgsliari

While the Companies Act of 1929 already includedwge of provisions on subsidiaries in
the United Kingdom, the arrival of the corporatewgy phenomenon in France drove legal
practitioners to investigate ways of making bussngsactices more transparent; however, the
lack of regulation in regard to balance sheets nitadificult to implement effective financial
reporting measures.

B) What legal measures were required to control sudbdiaries?

The thesis produced by Maurice Gégout at the Usityerof Paris in 1929 and entitled
Filiales et groupements de sociétés, (Etude jutidige l'intervention d’'une société dans la
constitution et le fonctionnement d’'une autre si@i€Subsidiaries and Corporate groups,
(Legal study on the involvement of one companyhe treation and operations of another
company)) calls to mind the fact that large commaércompanies were no longer satisfied
with entering into alliances with competitors; thegught, henceforth, to form companies
which would be under their control. The use oftérenfiliale (subsidiary) was not without its
problems. Gégout analysed the word's etymologyderato establish whether it was the most
suitable choice. Was it that, in making referercéhe links of filiation between a mother and
her daughter, the mother company had to have crdate filiale’ ex nihilo for it to be
described as such? Or was it merely the fact thatammpany was under another's control,
enough to allow the former to be called 'subsidiang the latter '‘parent company'?

Gégout also stressed the phenomenon of multipl@agsidiaries and pointed out the

increasing number of listed companies structurdaoéding companies. He also explained the
needs that were met in the creation of subsidiaHesvever, even though he believed that the
main motivation of companies was the search fdicalisize, he pointed out that the creation
of subsidiaries was also an adequate way of gaiemtiy to foreign markets and ensuring the
distribution of finished goods or work in progress the market. Setting up subsidiaries was
also a way of ensuring supplies of raw materiald aamponents at preferential prices.

Finally, the creation of numerous subsidiaries lpasent company also offered it a precious
opportunity to divide its risks. The main legal plem presented by subsidiaries lay with the
involvement of one company in the setting up amthing of another company. Gégout raised
this fundamental issue of control and indirect shaldings. He stated that control may be



exerted with less than 50% of voting rights andt e dispersion of capital was to be
considered as a factor in determining control.

"A company which holds a major proportion of anotbempany's capital can in
fact succeed in dominating it; it has a place o thoard of directors and
participates in General Meetings, ensuring what HEreglish call 'the control' of
the other company. A small and rather homogeneousipg of capitalists,
sometimes representing barely 20/100 of shares, stenteed in controlling a
company. Such a group can even control, not ordyctimpany in question, but
other companies in which the former owns a sigaificamount of shares: for
example, one capitalist can, with about a quarteaacompany's share capital,
exert control over it; however this in turn leads tontrolling any other
companies controlled by the first company; it iway of creating an ‘omnium' or
'holding company’; there are thus a whole set dissliaries which comprise
successive generations of companies for which ehéra belongs to a common
ancestot (Gégout, 1929, p.5).

None of the paragraphs in this thesis raise theeisd accounting practices in holding
companies and subsidiaries. At most, Gégout’s wakides several brief digressions on the
valuation of subsidiaries. The thesis remains aialde resource in so far as the author
attempted to offer a definition of control.

In 1938, in a thesis entitle8ociétés meres et filiales, contribution a I'étudie régime
juridique des sociétés de capita(Fkarent companies and subsidiaries - a contributbathe
design of a legal framework for joint stock compa)j Paulette Sainton discussed the issue
of regulating subsidiaries. Unlike Gégout 10 yelaefore, she included accounting related
issues related and proposed a study of comparédiwebased on German and United
Kingdom legislation.

The first section of this thesis introduced genedicepts relating to subsidiaries and dealt
with issues such as the country of the subsidiay distinctions to be made between the
assets of a subsidiary and those of the parent aoyn@he second section entitlEtudes
pratiques des filialegPractical studies on subsidiariésgused on the creation, operation and
dissolution of a subsidiary. In conclusion, thehautproposed regulation on subsidiaries
inspired by foreign legislation. This proposal feform was part of an overall attempt to
regulate parent companies and subsidiaries andregdrfrom the desire to clean up business
practices. Accounting was to have quite an impaortaie in controlling the activities of
subsidiaries.

Following the example of Maurice Gégout (1929), |IPtie Sainton presented the advantages
of subsidiaries, including the inherent flexibility the process of setting up which she said
was fwell suited to the fluctuation of economic life inglepends solely on the will of the
parent company which has time to strengthen orlbtha ties binding it to the subsididryt

was also a safe process compared to a contragiiedraent, as it was not necessary to obtain
the agreement of the subsidiary in order to becasewner. Furthermore the process was
industrially productive and commercially discre®iscretion was fundamental to the
mentality of business confidentialitySometimes even a parent company prefers to keep
secret the launch of a new area of business wihsidikely to scare shareholders who are ill-
informed or unaware of the interest that a certaBw material or new usage might
represent (Sainton, 1938, p. 11). Setting up subsidiariss aost relatively little in financial
terms and was advantageous from a tax standpoamitd® concluded her views on the
advantages of subsidiaries with the statem&athether it is a question of carrying out
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vertical or horizontal integration, ensuring supgdi of raw materials, a customer base,
maritime or over-land transportation routes, a citegrovider, or widening the scope of
action to a regional, colonial or worldwide levédrge companies always achieve it through
the setting up of subsidiarie€Sainton, 1938, p. 12).

A reminder was given of the abusive practices tdisidiaries could give rise to, which
shows that the repeated financial scandals hadtheit marks. Sainton condemned the
various forms of abuse - whether it be the creatodnfictitious credit using bogus
accommodation bills, the misuse of power by theeptrcompany over its subsidiary
(draining the subsidiaries) or even the settingugubsidiaries for the benefit of the directors
- illustrating them by calling to mind the diffeteimancial scandalsAéropostale, La Gazette
du Franc, La banque Oustjic

Also among the forms of abuse to which subsidiacmsd be exposed was the creation of
subsidiaries solely for carrying out operations chhwere prohibited to the parent company.
This could involve, for instance, having the sulasig purchase its shares in order to regulate
share price and to sell them in due course.

The analysis of regulation in foreign legislatioroyided support for the author's reform

proposals. Sainton's work is organised into sixclag within which the following subjects are

discussed: defining a subsidiary, forbidding remijad shareholdings beyond 10% of the
capital, requiring an agreement at an Extraordir@eneral Meeting for the creation of a

subsidiary, limiting the number of terms a directony serve to ten, limiting company

directors' power to terminate agreements whereetl@gctors are board members of both
companies, publishing financial indicators for sdizsies and the names of shared directors
in both the annual report and the balance sheet.

The most noteworthy proposals concerned the infoomavhich should appear in documents
available to shareholders. The annual report haactade a special report on any agreements
made between subsidiaries and the parent compahyiea versa. The total value of sums
paid by the parent company and subsidiaries tcctdire andsenior employeéslso had to
appear.

The balance sheet was especially targeted. Thalbvatues of shareholdings and amounts
receivable within subsidiaries as well as amoueteivable concerning directors had to
appear on specific lines of the balance sheet'st dgésing. For liabilities, any debts
concerning the group's subsidiaries had to be lglelsstinguishable from the debts of other
parties.

In the profit and loss account, it had to be cllaich revenues came from the subsidiaries
and which were generated by the parent company.

However Sainton immediately put a dampener on &farm proposals by highlighting the
fragility of the foundations on which her legal maees were built, that is to say, accounting
practices. In fact the author concluded the studi whe statement:This reform will be
difficult to implement so far as standards for thatire balance sheet have not been
introduced in Francé(Sainton, 1938, p.178).

C) The improbable financial reporting of corporate groups

Francois Spire embraced the subject in his thetilesl La réglementation des bilans en
France et a I'étrange(The regulation of balance sheets in France anaoadl, researched at
the University of Paris in 1931. He also discusex effects that regulating balance sheets
could have on business opportunities. Basing hgsiraents on the principle of individual
liberty and referring to the French Revolution,r8mxplained that balance sheets should not
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undergo any form of State intervention. Liberalisigposed to regulating balance sheets
argued that regulation would do nothing to previemtidulent practices as managers would
hide behind legislative clauses, interpreting th@ntheir favour. The other argument put
forward was that regulation would make it impossilfbr directors to carry out their
functions: 'If regulations were to be imposed by law, we wosd@ company directors
resigning en masse and the recruitment of new boasinbers would become almost
impossiblé (Spire, 1931, p. 58). One of the arguments inoéavof regulation was a
significant improvement in financial reporting fehareholders, creditors, bond holders, the
State and tax authorities. On the whole, Spireaded! that he was in favour of regulating
balance sheets. However, he remained opposed tmgnakcompulsory for companies to
comply with standardised balance sheets introdbgeldw. He proposed that the legislature
merely lay down certain principles and obligatibns

One might be surprised to find that the list ofightlions did not state anything about
subsidiaries and shareholdings. Spire's view antthpic was surprising. He statedt does
not seem necessary and even seems dangerous toaldige companies to publish the
breakdown of their share portfolio in their balanskeet (Spire, 1931, p. 129). The reasons
given to justify this view are unconvincingSuch a requirement, disregarding the crucial
difference between the balance sheet and inveptdry(Spire, 1931, p. 129).

It is in the thesisLois actuelles et projets récents en matiére deéggg par actions
(Allemagne, Angleterre, Italie}Current laws and recent draft bills concerning pames
limited by shares (Germany, England, Italygp)oduced by André Percerou at the University
of Paris in 1932, that the first advances in actiognstandards for corporate groups and
subsidiaries can be found. Percerou's work wasqgbdlte reflection on potential reforms on
company law in France which would concern balarees practices, corporate groups and
multiple-vote shares. His definition of corporatewgps was as follows:The existence of a
corporate group can be acknowledged in situatiohene several legally distinct companies
are brought together under a common source of obnthe control by common masters
being in many cases a result of one or severahefcompanies possessing share capital in
one or several of the othér@Percerou, 1932, p. 528).

Percerou criticised this form of economic concedrdrain two fundamental ways. The first
concerned the behaviour of company directors wiholgewas to favour one or several of the
group's companies to the detriment of other congzabelonging to the same group. The

® - the production of an annual balance sheet inptiamce with a template provided in the companstisias of
association in which clear and understandable tarmmsised:

- the categorising of assets according to theuidiy and liabilities according to their payabylit

- the valuation of assets using the criteria preglith the articles of association and the publicatf these
criteria within the balance sheet

- the inclusion of provisions for doubtful debt ahe writing off of bad debt from the assets sheet

- the entering of paid-in capital under liabilitiasface value; any uncalled capital appears a&tsagader a
special heading

-the depreciation of assets subject to decay faifen reaching the term of their normal usage tthimahey
only appear in the balance sheet as a reminder

- to respect the principle of Special Depreciation

- to write off incorporation and start-up cost$dve any dividend distribution;

- to separate in the credits of the profit and Bssount any undistributed profit remaining fromravious year,
gross profit for the current year, operating incaand random revenue.

- to separate in the debits of the profit and Essount any losses for the previous year, anysgrakie losses
for the current year, overhead costs in a detdigédnd random losses.

11



second regarded reciprocal shareholdings whichgrdo the author, createa ‘langerous
mirage of power and volurheOne of the measures taken to limit such consecpgewas the
implementation of legislation to restrict reciprbshareholdings. Percerou did not believe, on
the other hand, that publishing overall financidlormation or a list of shareholdings and
their values, as was the practice in the UnitedeStar United Kingdom, would offer an
effective solution. The reason given by the authias based on the widely shared attitude of
the business world, highlighted in the followingotgr '[...] And yet, such a measure has
almost no chance of being accepted. People woytds®pit, rightly or wrongly, for creating

a barrier to 'business confidentialityPercerou, 1932, p. 541).

The same concerns were raised in 1933 in the tlgsBaul-René Rosset, entitlddaité
théorique et pratiqgue des sociétés financiéresldihgs companies et investments trugs
theoretical and practical treatise on financial pamies: holding companies and investment
trusts). Chapter XXII entitletles comptes finals des sociétés financiefém (final accounts
of financial companiesydealt with the issues surrounding the productionfinfncial
statements for financial companies. The author aggmrently unfamiliar with consolidated
accounting techniques as there is no mention ontinehis work. He did, however, query the
quality of balance sheets produced by financial mames in cases where, due to the
multiplicity of activities of the companies belongi to the financial company, financial
statements arrived several weeks or even sevenahsitate. This problem was even greater
where there were sub-subsidiaries and when the d&tbe financial end of year differed:

"If out of two directly controlled operating compasj one ends its financial year
on 3% March and the other on 80September, while another company operating
in the same group closes its accounts off 30ne and also depends on an
intermediary shareholding company for whom the rigial year follows the
calendar year, it is easy to imagine that the fegishowing these companies'
situations consequently go against the aim of thal faccounts of holding
companies, that is, to offer a view of the growgitsation at a given time in its
life" (Rosset, 1933, p. 312).

Lateness in the production of financial statemelliswed camouflaging to take place and
fictitious dividends to be paid out. Rosset alsdigated that with the current state of the
regulations, the balance sheets produced wererefyprelative value: Moreover, in general
we can only regret the lack of clarity and detaiifid in financial companies' balance sheets,
often resulting in documents which have no truemmgpat all' (Rosset, 1933, p. 315). The
reasons for this are simple and widely acknowledgadone the hand, the lack of regulation
on holding companies and on the other, the lackegulation on balance sheets which
allowed company directors to blithely confuse shamgortfolios, shareholdings and trade
unions. Rosset concluded that shareholders couldxpect to find the information, to which
they had a right, in the balance sheet. In orddmtb this information, shareholders should
examine the board of directors' report and if gaesithe full published list of shareholdings.
However, the author made sure to adtlis'understandable that it is not always possiiole

a holding company to provide, in such a way, infation which is perhaps of a confidential
nature to the business, in a document generallyighdd in thousands of copiefRosset,
1933, p. 318).

However, in order to circumvent this untouchablepooate confidentiality, the author
suggested that shareholdings be grouped togetitieer &y currency or by currency and by
business activity.
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Throughout the 1930s, balance sheets, with the p&iwce of those of insurance and
reinsurance firms, remained unregulated. Legistafimposed by Left-wing deputies with a
view to changing the situation, were not pursuedhil®/subsidiaries were already subject to
regulation in the United Kingdom and in Germanye ttaw PhD theses studied show that
there was a need to regulate subsidiaries in Frdngaroving the quality of the financial
information produced by these groups of companiepedded entirely on accounting
regulations which were yet to be established. Tduk lof political impetus impeded the
regulation of both accounting standards and sudrsedi throughout the 3rd Republic. Would
the Vichy government play a role in changing thtigagion?

3. The Vichy government's role in regulating subsigries
and accounting practices

Even though to some extent, the lack of regulatipraccounting practices and subsidiaries
contributed to the financial scandals of the 1980s,ruling party's deputies never introduced
legislation involving either aspect. Ultimatelyvitas under the auspices of Marshal Pétain's
National Revolution movement that two significargasures were taken.

A) Subsidiaries and shareholdings in the proposeé&lan comptable
(French standard accounting practices) of 1942

Standish (1990), Richard (1993) and Degos (2005¢ fready studied the origins of the
proposedPlan comptableof 1942. The introduction to the drdftan comptablejuite clearly
stated what was expected from the function of acting. 'The purpose of accounting is to
analyse a situation and state its results, enabéiognomists to then discuss those results; it is
therefore up to the former to present the relevdata in a sufficiently precise, orderly and
quick fashion, so that the other is in timely psssen of the critical information required for
this discussion(Inter-ministerial Commission for thelan comptable1943, p. 9). The draft
Plan comptablesuggested a set of terminology and general prowssi@hapter 1), two
accounting frameworks (chapter 2), a list of actsufchapter 3) and definitions and
operational rules for accounts (chapter Be final chapter dealt with specific accounting
operations followed by 10 annexes concerning costanting.

The plan dealt with a considerably wide range sués which represented a substantial
amount of work for those in charge of the standatittn process. The long introduction to
the Plan comptable which was in fact taken from an anonymously tentarticle published

in La Revue d'économie politigPolitical economics review) of July 1942 - expkl the
plan’s ambitions in detail. One of the aims atttdaslito the accounting function was to
support the management of organisations; part oflwtvas the need to provide directors
with the means of observing and monitoring compa®yformance. The reason for
introducing thePlan comptablavas to put an end to dubious practices.

"[...] moreover, little wonder if even in the most @d&x accounting, operations
are classed differently, terminology is used dédfely, rules for valuing various
assets and liabilities are never the same from coepany to another, even
within the same profession, the names given touatsodo not have the same
meaning; operations of very different kinds areugred under the same heading.
What one company classes as a reserve, anotharaalovision or depreciation.
Depending on the methods chosen for calculatingesggtion and the balance
sheet's presentation, assets of equal value featuttee balance sheet's assets as
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very different amounts. Individual estimates arstaken for book values which
they change, without, for that matter, these changeing justified (Inter-
ministerial Commission for the Plan comptable, 1313).

Information to be published concerning subsidiawas mentioned here and there.

The operations to be carried out when a companyshadidiaries were outlined under the
sectionRégles générales d'utilisation des comp{€eneral rules on the use of accounts)
which stated that:

"Companies which are subsidiaries of another compang which have several
subsidiaries themselves having amounts payable @ogivable in foreign
currencies or have assets abroad, must also opmonslary accounts or distinct
sub-accounts to record the following items sepdyate

- on the one hand, accounts payable and receivivl¢he parent company; on
the other, those for the subsidiaries

- on one the hand, accounts payable and receivalf@ench francs, the value of
assets located in France; on the other, accounyspke and receivable in foreign
currencies, assets located abrdafinter-ministerial Commission for the Plan
comptable, 1943, p. 25).

The second reference to subsidiaries is found iap@hn IV entitledDéfinitions et regles
(Definitions and rules)the Plan comptabledistinguished between securities in listed and
unlisted companies. In addition, a distinction waade between long-term and marketable
securities, the latter being described"#sose which were acquired with the sole objective o
making a use of funds and drawing immediate in€qiméer-ministerial Commission for the
Plan comptable1943, p. 84). In regard to the valuation of sdm®sj the value to be retained
was the purchase price. Any additional costs (fawkerage and commission) were not
included in the asset value and were to be recadexsts. Document 1 provides instructions
on the accounting methods to be used for the skdrieh appear in the balance sheets.

Document 1: Establishing share value in the balsheet

Character and nature Assets Liabilities
of securities Inclusion of a provision
for depreciation where necessary

Provision whose value may vary between two limits:

- difference in the value of the asset and theevalotained
by applying, for each share, the last half-yearaye share
rating™ published at the time of inventory.

- difference in the value of the asset and theevaésulting
from the application of the average share ratingr dkie last
six years.

In addition an extra provision will be made whenist

Sha_r[el 11 LihStEd justified by an event of exceptional importancenfbaptcy
capital (11) ?1;?{35 Purchase price | for example).
Provision on the account 27270
@ the average rating will be raised on the basis lsting of
average share ratings officially published at thd ef each
year.
Unlisted Provision equal to the difference in the valuehef &sset and
shares . the estimated value of liquidating shares
(115) Purchase price

Provision on the account 27275
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Provision equal to the difference in the valuehaf &sset and
the value obtained by applying, for each share]akehalf-
year share rating (1) published at the time of imogy.

In addition an extra provision will be made whestified by

Is_lhsatfeds an event of exceptional importance (bankruptcy |for
Marketable Purchase price | example).
» (120)
securities Provision on the account 27280
Unlisted Provision equal to the difference in the valuehaf asset and
shares : the estimated value of liquidating shares
(125) Purchase price

Provision on the account 27285

From thelnter-ministerial Commission for the Plan comptaldle43, p. 85

The information to be reported when a company hdusidiaries was outlined under the
headingRegles relatives a I'établissement du bil@&ules concerning the production of the
balance sheet):

"The balance sheet is produced by all companiegsinptiance with the example
provided in annex N° 6. The following rules mustfddéowed in producing the
balance sheet:

- When capital is fully or partially depreciatediet label 'depreciated capital’
followed by the depreciated amount, is enteredrachkets beneath the heading
‘capital’.

- The bank accounts for which the balance is negadit the end of the financial
year must be entered as liabilities, under the ggtshort-term liabilities'.

- the balance sheets of companies which are swvgdiof another company or
which themselves have one or more subsidiaries distatctly show the positive
or negative balances of accounts opened under &neenof the parent company
and the subsidiariéqInter-ministerial Commission for the Plan comp&gld943,
p. 147).

As regards the few professions which had alreadg@h to implement accounting standards
(aeronautical, perfume and dairy industfieghe 1942 Plan comptablavas not widely
applied.

The Vichy government's regulation efforts also antarough Article 8 of the Law of March
4" 1943, at preventing the negative impact of insiranumbers of subsidiaries by limiting
reciprocal shareholdings.

B) The Law of March 4", 1943:Preventing the mirage of power and size

Pétain had a strong aversion to large companieshairdsub-divisions in other companies. In
his view large companies stifled the economy andllsivusinesses especially, with their
strength. In his speeches, Marshal Pétain ofted tisee English terrtrust "Two fundamental
principles will guide us (in establishing the neasoeomy): the economy must be organised
and controlled; State coordination must shatter strength of ‘trusts’ and their capacity for

® Archives of the Ministry of Economics and FinanBe51 173, Note dated ?&eptember 1943 addressed by
the General Pricing director to the Director of BEemic documentation in which he stated that therint
professional dairy associations which represented 6,000 companies had already adopted an acogunti
framework and a list of accounts which they intehtiemake compulsory among a selection of busise $sem
the start of the 1944 financial year.
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corruption. Thus, far from stopping individual imitive, the economy must be freed from its
current shackles by subordinating it in the sakeatfonal interest (Pétain quoted by Kuisel,
1984, p. 232).

However the term ‘trust’ matched an economic phenom which already existed and which

was already so well known to legal practitionerd asonomists of the day that they simply
referred to it as: thgroupe de sociéte8y using an Anglicism, Pétain wanted nothing more
than to heighten the sense of mistrust towardsftiiia of organisation behind which hid a

pell-mell of foreign economic powers, joint ventsiand cosmopolitan funding.

Several measures aimed at putting a stop to twests quickly enacted. Among them was the
Law of September 18 1940, which reduced the possibilities of acqgjrinoldings in
companies, limited the number of chairmanships lwh& sole person could occupy
simultaneously and extended the legal responsibdft chairmen in cases of bankruptcy
caused by poor management. This will to undertekerms was followed up with the Law of
March 4", 1943,

The Law of March %, 1943 was one of the laws on companies to bedatred by the Vichy
regime for reasons highlighted by Ripert (1943)under a new regime, the State intended to
make the strength of its control felt by finang@aivers.

Before this, the functions and duties of chairméhnoited companies were governed by the
Law of September 18 1940, as was the limit on the number of directors their duties. The
law aimed at concentrating the management of eactpany in the hands of a small number
of people (the chairman of the board of directamsyrder to make them bear a particularly
heavy responsibility.

This law was repealed and replaced by that of Ndeenid", 1940 which included the
majority of the clauses from the former text whatkding certain details to them: in this law it
was foreseen, among other things, that limited @rngs would be governed by a board
comprising a minimum of 3 and a maximum of 12 merspinat the chairman of the board of
directors would have the function of managing dwecthat no one could undertake more
than two terms as chairperson, or sit on more thaoards of directors for companies with
their headquarters in France.

The works of legal commentators (Auger, 1943; Bastl943; Baratte, 1943; Berolatti, 1943;
Bosvieux, 1943; Deyzac, 1943; Mazeaud, 1944; Rii&43) allow us to identify the origins
of the Law of March %, 1943. They also show its contribution to the atitn and the
welcome it received. One would imagine, given tlétigal context in which this law was
enacted, that commentators' reactions would haga bgtremely positive; in fact they were
quite the contrary. The failure to present the saagy behind the law was often criticised by
commentators who were thus obliged to devise hygsath on the objectives of the law's
creators. The law was supposed to have been inspired byati groduced a few years
previously, by a committee of specialists and repnéatives of relevant ministries (Bosvieux,
1943, p. 1).

The Law of March #, 1943 focused on strengthening third party funddhgompanies by
insuring lenders on the full amount of capital ist&sl on the one hand, and clarifying the role

" In order to study the obscurities of the draftirigaws under the Vichy regime, we refer to DomirécRemy's
work, Les lois de Vichy : Actes dits "lois" de l'autorité fait se prétendant "gouvernement de I'Etatdeast,
(Acts known as 'laws' by the de facto authorityralag to be the government of the French StatejsPar
Romillat, 1992.
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and redssponsibility of auditors and chief executiws the other. Various aspects were
covered:

In a thesis researched at the University of Pari$943,La réglementation des filialgdhe
regulation of subsidiaries), Barette suggested tbéowing definition for reciprocal
shareholdings:réciprocal or cross-shareholdings are said to exibien two companies have
holdings in the other. A reciprocal shareholdingcors each time a subsidiary holds shares
in the parent companfiy(Baratte, 1943, p 29). Baratte criticised this tygdanter-company
relationship on five aspects:

- They (reciprocal shareholdings) infringed the hplodion on preferential voting
rights (Law of 13/11/1933) of which the aim was ftobid board members from
becoming entrenched at the head of the company.

- They infringed the principle of the reality ofggtal: every time two companies hold
shares in the other, the asset for one of thes@aoies is partially unreal because it is
indirectly made up of a proportion of the comparoyis shares.

- They led to one company being used for the beméfanother or several other
companies, at the risk of causing their downfall.

- They allowed fictitious credit via bogus drafthieh were very easily drawn between
subsidiaries and parent company.

- They encouraged capital lock-ups during whichrgvampany holds the majority
stake - a practice which was rather advantageausrrupulous boards of directors.

8 Heading 1: Provisions common to limited companies @ompanies limited by shares
Article 1: Shares for cash
Action 2: Bond issues and loan conversion
Article 3: Sanctions
Article 4, 5 & 6: Increasing capital
Article 7: Exemptions
Article 8: Subsidiary companies
Article 9: Founders' shares
Heading Il: Special provisions for limited compasie
Article 10: Mandate of auditors
Article 11: Remuneration of members of the boardicéctors
Article 12: Appointment and dismissal of the chaamrof the board
Article 13: Chief Executive Officer, appointmentmfinaging director
Article 14: Exemptions from the law of 1940
Article 15: Repeal of the Act
Article 16: Entry into force of the law
The provisions common to limited companies and camigs limited by shares concerned:
- The liberalisation of the nominal amount and shmaemiums for shares for cash;
- the prohibition of any capital increase in castobethe complete payment of the former capital,
- the prohibition of any share or bond issues by cames whose capital is not fully paid for;
- the prohibition of any statutory provision givingetboard or management the power in advance to
increase share capital without prior permissiothatGeneral Meeting;
- the limitation of reciprocal shareholdings betweempanies limited by shares (Article 8)
- the handling of groups of shareholders with prefgat rights to subscribe to shares under capital
increases.
The provisions specific to limited companies coneet.
- the exclusion of corporate bodies from the funaiohchairman of the board of directors
- companies' general management;
- the remuneration of directors (fees and commission)
- provisions replacing Article 40 of the Law of J@¢", 1867 on agreements or contracts between
directors and the company.
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In short, Baratte summed up the dangers of recgpitareholdings as follows:

"[...] There is no longer any correlation between ang@any’s true size and the appearance
of the financial tower which is endlessly stackpdn top of risky superstructures, creating a
mirage of power and siz¢Baratte, 1943, p. 51Article 8 of the Law of March 4, 1943
attempted to put an end to these undesirable peacti

C) Article 8 of the Law of March 4", 1943 on reciprocal
shareholdings

Commentators regretted the law's overall lack gll&tion for subsidiaries, as it only dealt
with reciprocal shareholdings. Bosvieux (1943) p®iout that legislators had based their
work on an extensive draft of a Company Code fonganies limited by shares, produced a
few years before the war, but which due to theeseald number of innovations it proposed
had never been implemented. Provisions outlineceusection VII of this draft, entitled
filiales et participations(subsidiaries and shareholdings), were intendelirid reciprocal
shareholdings. Article 139 thus made the distimcti@tweensimple shareholdingswhich
corresponded to a proportion of capital comprisibgtween 10 and 35%, and
‘subsidiarisation’'which was identified as soon as the proportiocayital detained reached
over 35%. The forbidding of reciprocal shareholdirmly concerned cases where the stake
held was over 35%.

In Article 8 (Document 2), the selected thresholswot 35%, but 10%. Why did legislators
lower the threshold to this level? Baratte offetfade answers to this question:

- legislators had retained the idea of the 35%cah for the concept of subsidiaries,
but had wished to extend the prohibition on rea@ptshareholdings to all companies;

- legislators had wanted to abolish the notionimipée shareholdings and had lowered
the criterion for ‘subsidiarisation’;

- legislators, in a desire to put an end to re@ptshareholding policies, prohibited
them, in general, from 10% upwards, without wishiagorejudge the definition of a
subsidiary which would be the subject of a latevsion.
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Document 2: Article 8 of the Law of Marcﬁ‘,41943

Article 8 of the Law of & March 1943:

Any company for which a proportion of the shareitzdpequal to or above 10%, belongs to another
company cannot own shares in that company.

Any company which possesses a proportion of capit@hother company, equal to or higher than the
percentage stated above, must inform that companyegistered letter with acknowledgement| of
receipt. This registered letter must be sent withiee months of this law becoming applicablehé
situation requiring the letter to be sent existedhe time this law was introduced, or if not, Witlone
month of the situation arising.

—

In cases where a mutual agreement cannot be redobieben the two companies involved, eithef on
the reduction of each company's shareholding indtmer to 10%, or on the designation of which of
the two companies should dispose of their shardémgldt will be up to the company which has the
smallest fraction of the capital of the other tebse of the shares comprising the fraction.

In the case where each company owns an equal gageiof the other company's respective capital,
and where neither of the companies accepts to dispad its stake in the other company, their
reciprocal shareholdings in one another must bathdwered to 10%,

The disposal of shares carried out under the prioi enacted by the first paragraph of this anig
must be carried out within three years of the d#téegal termination of hostilities, if the situati to
be settled existed at the time of this law becorappicable, or otherwise, within five months oé th
sending of the registered letter referred to in sleeond paragraph of this article.

A fine of 10,000 to 100,000 francs will be chargedhe directors or managers having infringed the
clauses set out in this article. These infringememnay be recorded by registrars.

The other aspect which caused commentators toiqonesie article was that its provisions

were only applicable to shareholdings in French mames and that legislators had not
integrated the concept of indirect shareholdingssfite its loopholes, it seems that Article 8
responded to the wish repeatedly expressed by MiaPgtain: to prevent the establishment of
trusts ancthains of companies

Apart from the issue of the percentage at whiclkprecal shareholdings should be prohibited,
Article 8 received quite a favourable welcome. @llet was a coherent document offering
simple and specific regulations. Nevertheless,etlveere several major loopholes. It is true
that indirect reciprocal shareholdings completedgaped regulation; moreover, the complete
lack of measures to ensure that companies beeawtifhen a parent company's stake dropped
below 10%, caused commentators to foresee the wooskible difficulties. Lastly,
commentators were extremely surprised to see Heattiminal sanctions which would be
dealt to company directors were not accompanied bgn preventing the company in breach
of the law from receiving dividends and using itdes.

While some commentators did not give their opinmm Article 8 (Berolatti, 1943 and
Mazaud, 1944), Bastian recognised that it contasmde undoubtedly practical provisions:
the obligation to make additional payments on shavihin five years, the prohibition on
issuing securities as long as capital was not fp#did up, the need for the chairman of the
board to be physical person; but curiously he ditlsay whether he was in favour of the
Article. Deyzac (1943) partly shared this view, aggising in an article published in the
Journal des notaires et des avocéisurnal of Notaries and Lawygrthat the text contained
several welcome clauses, for example, those prienpebmpanies from increasing capital
before the former capital was fully paid up, thpseventing companies whose capital was not
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yet paid up from issuing securities, those preventiompanies from having statutory clauses
under which the board of directors could increaapital without prior deliberation at a
General Meeting, those repealing Article 40 of tew of July 24 1867, and those
concerning fees and commission. As can be sedit|éAB was not on the list of welcome
provisions.

Augur (1943) employed a rather more sarcastic ionthe Revue de sociét§€ompanies
Review). In fact he hardly gave his opinion at @fi the opportunities that the articles
represented; he simply presented and explained. tBatrit is the way in which he set about
his review which made it vicious. The first fewds of the article set the ton&Vé have not
yet reached the twentieth law on joint stock congmmsince 1940; but we are on the right
track. Once we reach the one hundredth, so sagdbd people, we will consider it dead and
buried. Even though | am already further thdmmedio del camin della vita'l do not despair
of seeing this ordinal attained before they buryrgotruly' (Auger, 1943, p. 65). Even
though this law had been well received abroad, Augehis conclusion, did not fail to note
that: 'this law only reforms details and we have a harledar company legislation

Bosvieux (1943) recognised that the provisions nmadais law were Sound and should be
passet] while Ripert (1943) demanded that a comprehenfaw including all the rules on
the operation of companies be eventually estaldishe

The Law of March %, 1943 attempted to bring solutions to some of the&functions
observed in the business world. It did not focusaaroverall regulation of subsidiaries, but
aimed to limit the abusive practices which occurredder reciprocal shareholding
arrangements. The classification of shares propasettie draftPlan comptable(French
standard accounting practices) (1942) and Articlof8the Law of March %, 1943,
represented two areas of progress in the regulafiancounting practices and subsidiaries.

Conclusion

Left wing parliamentarians and radicals attemptedntroduce accounting regulation by
submitting various pieces of draft legislation.almontext where there was great concern over
business confidentiality and where the businessdweas often tied to government members
of the majority party, none of the proposed piegelegislation on accounting practices was
ever debated within the Chamber of deputies. Ainee tin France when the creation of
shareholdings in companies was becoming increasoahmon, neither did legislators seek
to use legal measures to govern relations betwasnpcompanies and subsidiaries The lack
of accounting regulations and the setting up opomate groups without any legal framework
encouraged the development of grey areas whichtdedarious financial scandals. In
founding the National Revolution, the Vichy govermh attempted to put an end to such
practices. The finalisation of a draft for tfan comptable(French standard accounting
practices) which dealt with some of the issues eoring subsidiaries and shareholdings, and
which included Article 8 of the Law of March"41943 limiting reciprocal shareholdings,
represented significant progress.
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Archives
Printed sources

Proposed legislation (French Parliamentary Documerition centre)

Auriol. 1929.Draft bill n° 1080 Annex to the minutes of the first sitting of théaanber of
Deputies on January 10,1929 concerning the retdrauditing in limited companies,
the regulation of balance sheets and the regulatiothe profession of certified
Accountant.

Chastanet. 192®raft bill n° 2668 Annex to the minutes of the first sitting of theanber of
Deputies on February 25, 1926 concerning the refafmauditing in limited
companies, the regulation of balance sheets andethdation of the profession of
certified Accountant.

Chastanet. 192®raft bill n° 952 Annex to the minutes of the first sitting of thbanber of
Deputies on December 20, 1928 concerning the refofmauditing in limited
companies and the regulation of balance sheets.

Fleury-Ravarin. 1921Draft bill n® 2600 Annex to the minutes of the second sitting of the
Chamber of Deputies on April 29, 1921 concerning gnoduction of the balance
sheet in joint stock companies.

Law PhD dissertation CUJAS law Library
Baratte, J. 1943. La réglementation des filialéd Eiss., Paris University.
Gégout, M. 1929. Filiales et groupements de soei&BD diss., Paris University.

Percerou, A. 1932. Lois actuelles et projets récesrt matiere de sociétés par actions
Allemagne, Angleterre, Italie. PhD diss. Paris lémsity.

Rosset, P-R. 1933. Traité théorique et pratiquesdegtés financieres: "holdings companies
et investment trusts”. PhD diss., Paris University.

Sainton, P. 1938. Sociétés méres et filiales: dmution a I'étude du régime juridique des
sociétés de capitaux. PhD diss., Paris University.

Spire, F. 1931. La réglementation des bilans emderaet a I'étranger. PhD diss., Paris
University.
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