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. -,':,.}fp"Trends> in Published Report! .
'.'- ,.', '. ....•. i.d

Published Reports. rt Youwill appreciate that this topic is an."
ex~.remelYbro~ one; for published reports canm~ 'not onlY'

those madepublic tbro~ filings ~ith''~h~:Se~1tie's ~Exc_ Comnri.ssi:~n~t ~~~" those is~ed ~ ~i-P~~tio~'
. '. -." . . ".r, . .

",officials, usually' in the f~rm of ~~: r~ort~ "t'b st~~kholders,. . . .'. . .. :'. . ~'. ;. . .. .
n~w~aper and finan~ial service 'versions of these r~ports and

'~-;'~:~'.' . . .:.. . .
p~~ advert'iseme1\t's appe~ring in 't~'~bb~~'~r~~~'likewise based

',' '. ~. :.'~.? .. , . ". . ". . -. s .. :',":

upon,although sometimes worded differently than, the' reports
~::' ..'. .., .•. ......:-:r:!~...: .

to stockholders.
;',:: .: .,\ .:.~ .t; .. : ..:., t' ", ," .J"'", '1":;.' .i ;: : . "'i"

If the reports coming to the' attention' of the pUblic to~,

r~~~;ss:'~~;.~~"~di~, wer~'"all:"~b~tariti;Uirthe' sain~," my task

~otiJ.d;be'~o~~~iv~iy sb;,le. " ~f~:':;mr6rt~t~li, "ttu.s is not
: .'; .. "~''':_::''':'J( :(; <,>< ... ':. ':i--'. ;'~" ,;';,:,.', .. r ~_

the case. It should be observed 'at once' thai" the' stoc'kholders
......... ".' .j ".:r ..,: :~'~,:.r .. f" ." ; .. ",," :.: ."

rworts of most industrial companies are'nol subject. t'e; the jur-
-;' ,~:., ,•...•. 4:.; ';. "'," : :': :_l"fj; .r t : ;.~. r-,: ",. ,~

istiiction of 'the 'Commissionand therefore, ihsofar'as the .Commission
..:.~.:;;," . .

". ,'1., •.•• "; ,.:~: :'j'>,: .' ,':.' .... ... "":&:,~('

i:s concerned. these" reports provide a free mSdiUmfor "experimen-
... !,.- t.:~...-~;.:, .. ,:. ", :".... ;:.' .l.j •.... ,. ", .'

, tatj;on in form and 'Content assuming, of course, .that 'divergencies
,'; .... '.,: -...,,:. 0... r'O. {'j'" .i , .: ;::.~ i ...... ..: .'

between statements,--..lncludedin such reports and those filed with
, ~':I.. . ~,.l :",1. ' '., .

_:u.sare not $0 great as to raise questions as to the'~ropriety
0, o. ,.'
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",

fair p;resen~a~~ns-of
c',', -,

t! f
course, t~,t newspapersand oth,er fi~cial pUblications are,. . "~ .

Emd, '0bv~ouslY,cano~y. be, free tocoI!lJ:1e~tupon financial
r;' -,-~,__ --:':C:'<:~,~ .~I'

-. : ;"

data in the :li~tOf th:eir own,~o.~ception~.of significant •
'j."\

disclo$ure~. ~thermore, unless a corporation having se6Ur-
"T. '-,':;'~'_:. ..' ,;j.

Uies list,~d on a national securt ties exchangehc~s'filed ~;>

-,
practices; ~or such corpor.ation is required to fi~e ~ts

incomest~tement, balance sheet a.ndsupporting explanatory
-'. i' . .-•.. .

, until '120 days after the close of the corporation's fiscal

,
schedules with u~ ~ually only~., This filing is not due

t". _.'

Act of 1933 in connectdonwith the sale qf securities, or

has filed financiClJ..~tatements,or i~s report .to stockho1der~
. . . . -" ,'.. . '. ,.,.' -'

in connectdonWith a .prOXysolici tation., we are mthou.t
-' . .... .

';; '.;"'

registration statement recently pursun:nt to the Secur~ties

defini ti ve knowledgeof that corporation's current accounting

, fiscal year ended on December31, 1947,'filed before'the
'I:.'" .Of. '. .,:. ~"_

close of. t:pe 120 dby period, we did not'ha:ve ave.ilab1efo,:r
~;"'- ... '.-!- ",' -.. .~-

exami;~ationthe 'bUlk of 1947 corporate ~ual reports (~oDle
"-.' ;.. .r: '~j1 ", '~.-' .~ ", 0, ~'_:~/_).:~_,.. ~';,:_..... , ..<~
2500or more) until the fl'rst of this month- just a few

c 1947, and in a very few cases where a corporation whose
. ~_{ . <:'. '. ,

" year so ~bat, except in ,tlx>sere1ativ.e~~few instances in

which,~corporn.tion's fisec-u year endedprior to D3C'ember31,
.,.. ."' .-<
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<1)

if AnY ,~r~c reflected in, the

1947, statements filed with us.

lbave eJDph8.sizedthis situation because I ihinkthe
.. ,.~.

public genera:L'1-1does not realize thD.t the reports of corpor-
.

a.tion 'en.rni.n~ tor 1947 currently"appear1ng. or comnlent'edon,

in thepubli.c press or in statistiCRl services ma.ybedifferent

in s~meimport:"l.ntrespects from thosesUbseqb.entlyfiled with

us•. ,

~~comment's Will. be':~~nfinedt.o :those' repoits wlu6h'have

c~met~ II\Vattent~~ll'by way of the press. f~.nd.ib."s~rV1.6es

and'amiu.~l reports to 'stoclrliolders. 'From these l'm:tre discerned

s :» "several changes in~reporting'practices' but' I" find.:somediffi-
I -; I

'::'culty in'determining which of these' ch-mges:constithte,definite

trends and which ~e merely~,th~':expression of'teritporiu¥'doubts

concerning our- econcmtc- future'.'

It is my;iIDpre~ion that wh:'1.t appears to 1>c'tbe':most
-'.- , ..... ,

si-gnificant :trend is, rea.lly'~ot a trend at :El~Ybut only the. .~.: ,.....

; ~f4tatibn of JilEl,nagement:'s alarm over the' ~iUtilY large
".;,

. dollar amount of .reported corporate prqfi ts.', r refer. of;.:::<}.---;'~<~~~' . -. ~:::-.'.- .--.'~ ...~..';... " .. .
. course~',to the minimization of profits, either by direct

: ,;

'c;c~r~s-th8reagainst or appropriations therefrom, reflecting,
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economy."

prtce declines,f~, "~e~s~:v~.; c<;>nsj~~iop..,costs.' ...:.<,-~n;.
- -. -. . - .

. ;

purpose ..the. P:riIlCi~ procedure bas. been tp. ~e.;3pprop~~ations

to reserves. for 'ariticipatedlosses on inventories: due ,to: future.
f",'- .',

:,'.-

. ~ti~i~tiQ~:of..an J~yen~~.:~~~uct~(m..Ap ~~'.ler,~1:Qf,.9y.ers~1
.. , ; '- - -, ." - - .

. . .

construction costs ... ," to cover nexces~of fut~~ rep~e-

.:~e:nt,:c9.~tQf:~:piI).e~)~~p~~t 'Qver~cQr~gi~.'cost, n for
,

,t1~ee4.~rat~~~epr~c*atj.~ll ()f!~~~~ ~it~e,ns 'to, ~acilit~~

..... 1'..

'.

';......',by .~p.e shGX;;...telfl: @O:r'\;iz~ti9P..:.O~ .the., estimated_ ~e.s:~f:eo~~

thereof abov!?'t~ pFewar,'pri~~l~~ll'1J'O'r ,for~;nera1 . .,.:~:::,

;cqntlngeneies ...... ' :," : .

:These.:reserve:provi;sions. j}ave:l>eensheWnin numerous

wayson the profit and-Loss OT,.;i.p.c.ome.st?-tement$,. ,FO";~MlDPle,.;

one corportttj.on~~ prof~t and-.loss-~sta,teJ!1en~;was~-:'Jresen~edin

pAXtin. the, followj.llg . .fo-rm:. ~,..:~ :<;. ..'.
.. '. '- ~'!' ."

Ne.t;.p~:fit ¥or~.,.dep;r;e~ia~i~.Jil,~,,-tF'
income tax, etc. '- ,',

Less~.. , ~:...-... ,,' .....r..... '.., .;~....
. Interest :Paid;a.ndprovi~i~;"for :'
. depreci~~iont~~p~.s~~' .'>.;;~<.,:;,

Federal income tax {in detail}.xxx,xXx .
-Prov},sionfor. Co.nt~p.~e~ '. m-,xxx .x,!#txD:'

, Net profit for the year after
provision for contingencies
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, .;~i ~.~tat~t ;of. another,C'Orpo~\:j.Ofll,~ ~~tained in

J :i't'S:C:minUai :i~epo.n..'to'~ockholders, "showed"the.follpwi~~ "

:Operating income,'-- .net after taxes.' ,.
Dividends and other non-operating income
-Provision: ,.,. ;excess construction cost.

(deductioa) .

__ -tx,JtXX,'XX:X
XXX,XXX

. (xxx!~)

~L"<.U
Total Net 1BGome

<

.Anotherc~ration reported to its sto.dr.l:!Olders"Net

Earnings" afterchductions which included '-'Provisionfor
. "\. . :...

depreciation. It In the president t s let ter it was explained
=-,

..... ; . ..
that ":Becauseof the disturbed price levels, it has been

deci~. to modify at t~s t~e'the Corporation's depreciation

policies by accelerating the charges for the early years .of

productive use of facilities acquired since the war, amortizing

on a short time basis the excess cost of such acquisitions

over .prewarprice levels. The effect of this and certain
. <' .,

other relatively minor changes in depreciation policies has

been to increase 1947 depreciation charges by $------."
. ~~-;~ -.' ~-'-{;. .' ",- e., '.~

~till ~~her corporation's profit and loss statement
.1~

. cllsclosed an item captioned "Appropri~.tionto'wardexcess of
'. . f:' '.

:future replacement cost of machineryand equipmentover
. .. ~. . .

':." ...; -,~. . . . -' :.

on~nal cost" iJmnediate~.f~llowing the caption "Net profit
... ;; .'; . ", ..... ". .."

for the year." The final. i tam on the statement was captioned
...

itkOO'lintof profit transferred to earned surplus."
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,An '"appropriation for inlfehtoryp.:r~cedecl~~~tes~rve" was
-. .

shown'foilowd.rigthe Caption 1.Consolidat'ednet,pl'9fitfor,the

year" by a corporatdon in' i tspl'ofitand.loss statement ',which

conclud6d:with the caption It~ance transferred toee-rned surplus.'

Another corporation dealt With the inventory reserve problem

in its'pfdfit !1rid :iOStl stateident. the f'iiilii cap~iOhs of t,hich
. '~- .

were "Net earnings for~he yenr, fI "Less appropriation for inven-
~' '1'.

tory price decl.ine" end 'l]3alanceof, er-rnmgs unappropriated."
. . !: . ;.:.,.. ..: .

While these are only a very few of the profit and loss
'( .> '!::-. -";' ... "'.,; '; ..

statements wh1.chhave cometo my attention whereon appropriations
....... '. >:"_~:'~'.:;':';l-;':'-;:;' .: ,~;.'~ \;: ..~:r, .... ;.'/-~:l" ":. '~~;~;._.:

arc shownfo~, :eserv~s, of ~.he.types.:1ust, ~.~~,c~_~;~tthey are, I

think, Do fair sample-of the methods currently being used by
'. . . • : ..:": -e .... . .: -: •.••. : ." •. ." ~. . . .. ;. • '. .-.

managementto indicate its disinclination to accept' as realistic
",--, :.' .. ~' .. ,.. .. ,.,;.... .:.: _.'.'/ : . .:«. ...;.: ' .. :

profits determined in accordance with accepted accounting prin-
.• . . !...

.. s:« .;."..:- ..... ".- .1,1".

ciples which contemplate adh~'rence to cost and the matching of
I! .' .•.• '.: ". !::.' .~]; ~'.

expired actual costs against revenues.
,0 -: -.> ...

There is no doubt in mymind that the creation from income
. '; . : ..

. .. . .,. - .. .
(i.e., charges against income) of such reserves violates

;. ..,-#

statement:

.' ! ,

In fact, Accountingpresently accepted accounting principles •
.". . .

Research Bulletin No. 28 issued by the A.I .A. Committeeon
. . .... ....:!.

,Accounting Procedure in July 1947 contains the following
.. ; t", ..;. ':1 >
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::

. ,...

lITheCommitteeis therefore of the opinion that

general contingency reserves, such as those created:

(a) for general undetermined contingencies, or

(b) for a Widevariety of indefinite possible future

losses, or

(c) without any specific purpose reasonably related

to the operations for the current period, or

(d) in amounts not determined on the basis of any

reasonable estimates of costs or losses,

are of such a nature that charges or credits relating

to such reserves should not enter into the determination

of net tncome;"

In Accounting Research Bulletin No. 31 issued by the A.LA.

Committeeon Accounting Procedure in October 1947 the following

position was taken:

liTheComnittee is therefore of the opinion that inventory

reserves, such as those created:

(a) for possible future inventory losses on inventories

not on hand or contracted for, or

(b) without r~gard to any specific loss reasonably

refat ed, to the operations of the. current period, or
. -

(c) ~or ~he purpose of reducing'inverttories other than. .

. to a basis which i~ in accordance 'with.generally

...... accepted accounting principles

.... .
..... i .'

....



,...
are of such a nature tb.at oharges or credits relating

to such 'reserves shouid not enter tnt0 the determination

of net incomeand that they should not be used to mlieve

the income account of any year. n

And in D:lcemb~r1947 the Comnli ttee on AccoUntingProcedure

in its Actouritlhg Rese~:N:h:Bulletin No. 33 eXpressed. tile Viewthat

"It would not increase the usefulness of repQftcd c9fPQl'ate income

figures if somecompaniescharged depreciation on appraised values

while others adhered to cost. The Committeebelieves. therefore,

that 'consideration of radical changes in accepted accounting

procedure should not be undertaken, at Least, until a stable price. '.' :

level would makeit practicable for busfness as a whole to make
. : .-.. .

the change at the same time. The Co~t~ee dis~pproves iImIlediate

Writedowns of plant cost by charges aga.in~t current income in

amountsbelieved to represent excessive or abnormal costs occa-

, 'sfoned by current price levels."

It has been, and will continue to be, o~ policy to consider

as deficient those profit and loss sta~eme~~sfif~4 with us which

treat reserves of the type just discussed as charges against

income.

, A somewhatdifferent situation exists. however, when such

reserve provisions are shownas appropriations of net income.

Bul1etiri~28, referred to previously. stated tha~ '~hen such a

" ' 



se~.up ft should becreato<l ..preferably

)~a-:.~egI"~€Jl;t~9!t~~rapp~opriation:\ot.su1.P1us:1 t ~ be crecctt~.
~'~7l~\~,.apPl'~Pl':t~~n:df net incomebut .Url.~i.s'leSsd!3.Si~able~".... .-.-- '.;.. . .-.- -- .

;'"":'7i~~:'.M.iet1ii.,.,1.ejpt~pses.tn.e()pibion;. aiso t.' tlJa.t ttif a reserve • i

£1.or inventory losses such as described ~n.t~ bu11etiW. I •• is

'.'.:. ,,~~.•-ui. . ..... it should be cr~a~~ preferabl.¥ Pr,.a se~e~tibh or

;:~~opri?-tion ot,surplus; • . '. fl... :Bu11et~n,~Jcon.t~ns. the following

''When.~herearc ..gO$S. discrepfmcies .betweenthe cost. , . .-.. . -.'-

,. i,.,.t ..~ntvaJ:ues of pr9ductive.f~cilit.;.es, ..tpe eO~~.1iee believes
--'~'~ .• -.;"'.'-"'-,:"'--~'''''-'''' .. -. '<"'- -""~' •. ~-. -. .'. _.'-.~' .- ..... ;.~ .'

tpat J.tisen1;irel:y.p~:p~,for ~[;;I1l~~t: ..tp make'.~ ...ap?ropria-

tions 9f..neti:nc~~~.o!:~surplus ;in pgnt}3lllplation..0:L: .f~lacem.ent of

.suc~ facilities at ,hig1lerprice Levcl.s,t!
.- -., .- ->,' ''';'- -,.- '--.~-' -, '-'. .- .-,

Itwlll'benoted-.that Bulletin. 2$. and 31.expressed. a preference. ,".- .-','... .... ... '. .

for creating cop.ti;ngcp.cy.,?Jld.inventoljT.reservee t .: respecti v~J.y.

;f-ro.JI!,.~lus but Bulleti;tl.)). did. not, even..indic~te a pr.e!epence

as between net incomeand earned surplus. I think .it .extr~?ly

.unfortunatc.thc-"ltthe. Committeedid I)91;.. take a fi~ position in
"_",:' ,.'0.. ,_#.' ,... ~.~ •.••

.w~p~nS~s{onshouldbe troatafl onlY as .ePPropriationsof earned

s¥plu$~li.'FQ.r I. hav~.found that newspapc~.~.(.;~.~~tis~ical~ervices

. and.COmrnents.in'fepQrts tQ. ..~$o~kholdersp;r.etty.g9net:~ly tr.eatthe
', .- ,." .,:._<"",:":.' .-_" .. ',: '".," ,.". -' .- r" -.~. . :~ . . . . .,'

fiD!l$ .it;f3!Ilap~~,ng on B: 'l?~ofi ~.:pnd. loss .stat.~~~::a~, .~Net

l~c;g~er.~dle~:.of ~~i,t. ~Y;~~i:c.apt,i.o.n~. ~~'it~.l:!:~~i the.~ '"" .... . . . . .' ...a_.
. . ,., ...

. :!.. : ';. : ::.:,:'~ ...., .....t:...

~! :.:.--".'~ '. '.
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aniount,~h~'~ei .sp.own ;j;ntO'>:tn~f~.~e~~> (Atlti'!C~ti iiti\thr-€~e
. '.of .the'. ~~:'Cl,'ted,.ear-lis.r"a\:(tl;~lU: CaptiOned'1ie~'profit l1for

the, year""' was' ,fiJ'St',arriv~~(ka.t.;publiShed'''COminent~\'Wtth:respect

t,o all fi~a,of,these .sta'tf)ll1ents:cused,the fitial"figure't(f-a,.etennine

"earnings 'pershare.:n,'"

There are, however. -exceptions tothe,practiee._of' i~riDg,

, ' in publishedrepol-ts'.aHbiltthe' fina.t 'figure', shownd.nprof~,t and
. . '. ."

, loss's,tat-emerit~i., fha-va se~n:'C:6mmentslWbi:ehealculate ~;1t~:r1gS

,p~r.~~e"';~efoie':~~6~riiii6n~'~for~'t~sen'es;:p.u~;~fo.~;~~•
. : . : .. -. . ... . ", - . '.:" .-,:.

some':oth~~'comm~n~to~:'~liri~t'ih~l:ably :bas-.'us~,d.::t~~gur~" after
." '. .::.' . :' -.;:.:1 ~"'; '.- '~. .......~ .'. _'. c',' ",'

these 'appropriations' in'hisdeteriDiniition. ot u~~ ',p.eJ;n~~eff

for the-'same cOJIlPmri~'Ili"one':uiS'tancearL~t!<aJ.mo~~"~1!lY
eq1¥ti.tohalf oftheainount-shown.'as "IINet 'profit :~ortheyearn

: ,Was appropriated for 'f\lture dnventory'loss~s'.:A.s a,re~t::

.-nearni'ngsp~r' ~ha.re1!wer.eeitbe;r:'.-t2.80'or \$l.40;depenclirig,upon
.

the repor.ter:. '.' r: :-.-;>

Tliis.::~omewhat: Confusing, situationis';.eompli~te<l<iurt~r by

bhe 'practice'~pei-mi tted.' in" A.~.A. :~:Aceouriting,:ae~~a.r.c.hJ~le~in
. .J' '.. . . '... . .'. ~.:

~,,_'No. 3ii: of. ShoWiIig; inithePrQfit,,aDi;16~s.S1i~t'eme.~:,!()11owing a

caption 'JfNetprof£tSi"for .th8':year.fLnot O!UYi~topria.tions.'-to
..

reserves .Such,:astbos~.l baveJUsttU.sCJ:lS~:'bu.t -a1S0,):hat"ge~
. -.:.- .....- ; '. .

arid .creditl.f:'~r~rdfriaryd.n:' ~nature. 8nd'~Unt';'!wh~tb8it

. .: inclusi~~':~. 'tbedeternimition;::or: net-:-'lncane.'fo!;'}~a":'y;~~. ..... . -"
.. ..

would'impair .'the~gnificance:of:: net !iI1CoJne:'Sbc' tmtc~,~f~ing

'inference~r,mightbee1rawn:,t,hex:efrom.J'
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ni" J'QJ1i-sr"tlo' D'e,:l1oped, ;t~t;':ii!,management !~.; :to>use'

. 'lei tl ,'tne:>pJ"oifl:t fand'l.~s< Sta:tement .. to' .~ect:it$' ':JlPpr.ehensions',

:j~Xlc~:conCern1ng,::tbe'!<'ftna1it",'of.the.:resu1ts, .Q'f.cu'rrent-i operations,

enLlJc.2 'PU'fJl1:sm~cf:coJmJientli(theireon:'Will;:distingui'sh ~lythOse

things 'which have happened'.frOm those' which. or may not

,:O:,fihtake place.' ..":';,
]",,,£5] (""And 'we'are_ alone iil'beiilgdisturbed:' overthfs .

<?~F;.i[':«ituation~,In aned1torial",in:the February 1948,J'ournal .

, ;:1';: ;;.co.f:.~tAccount8.ncl:'entitled .."Appropriations ,'of ,Ihcome .'and"1llarnings',

"l::,;j}~:1?erJShar.e; it-it was stB;ted:t~t'ffieeent.report.s~f ,a"number'of .

f:,:''l:~;':C'omp~es,T;:~',;"" ';bave:;vio.latecl"~he,spi~it; -aD4'l' .inteBt'Qf-..;this

': ::l.:.~~nsi'dere(Laccounting; cenventaon, [ibat..pro.visions':'fCJ~'

vagu&/or;~highlY'i.d.iscr.etionary r.eserv~s i?ooti:l:d not'.-be"permitted

toiat"fect., the': report1.ng:;of~'.net ,dncom"'iJ, :even,while.'app~ingj',:

f'1}::to.;.(,ioserveits ,letteI'.i ".,When. a', reserve .of the type:.un<\e~;,d~"S~ .

cus$iolb is provided: as:,an-appropriation o~'":the c~~ent' y:e;:ir' s~;.... -: .

:,41ncofue~'"rathel,".~thano'f'surplus"the.w.ording.describing the .

d pr6nslOn';,a:nd~ tb'e'"''troan-ees before: and:aft~r it 11' deduc~ion,." .

:~j;oecome~highll.l1siglii'fi-cant ....,":! iWhen" the' fi.Il8J: ~balEtnce.~t rans-:

: .i ferred,' tt)~:sui.pll!i~.f:is':so', capticined.: astoraJipeaJ;;::tri't)e 'the'net .. ':

:>::.;~ne6ine~:or.:1s--eJ!seWhete cited, as :thOugh,t'1i,:1Were~the; 'net:;;:L', r r

'~ngs:per:,share.,'the~ Pll+Pos'e"'Of 'excludi~ 'the iprovision'.: . :~

Ij:fn~irr.the'deteriliina.tj,()n-:'0f. "neit"incometli3pds to:.be defeated.1t '-

***.Atid:that ".. ',The::basic.',prinCiple ..whlch>f~ui.:re$:{r,:'



<,

the.~el~~~fPf)~~J.j)m~)1!JAA:~fl~~'~~1>ti.et.e~Uon'of

not4~~~_~;i~ cl.em-~~n9~~~~4~~1"1:;~:qOltJPP.1l~1t~dtfo~'

iearnings ..:p.~l?';~~~;'~A' ,~~:em'T~he' ..~~~Q<{1r:eJIl?i;~~t~~.
'.

their.' de411ct,ion•... ~t,.b~$tft~$"pzp.~t:iQq.i:~ 'optif'~sing;-.'~t'i':t
. .

its W91'st, ,~t'cEJJl! be..:se.~1ol.lS1YJnlsl~.'Jt.. . ,"

Fo~ pur. part wel?avea job to do~,Weare~~ged'l'd;.tb

the d1+ty of. 'p~ing :t1pon,the effecti-y.cmes~ of the s.tatements

filed ,~th 'US, in. light ..:of their :prima:ry,funct!on .~~.taplace-. . .

'unequi;vocally and. i.Dpartiaily-:bet.~re ,jthe'pubJ4c t.he'f-i~ial

'condit-ionand progress{)fth~. rep.OJ,ti-ng eonpanies. . Under: .

. the. Securities -.Act of.:1.933 :and.the.S~curities'EX~.Act,

of 19,4.tbe' responsibility.:rests 'squarely,:upon ..t.}]e,Commission

ta.:prohibitthe dissemination .offimu1oial- statement's.in'; .

. connectiOl'l!.with t-he sale 'orregistrationof, seCUrlties"on-an

- 'exc~e.if ,inour' opinion; .they s- are':eiToneoliS .$1' .'m!:slea.ding•

.,' ''It .follows that pro~ltam'l.O$s.s'tat~ents. file51Wi.tb:uSiiln\~.st

be ins~h. fom tba.t,ther~ qan.beno doubt. as,tb.what,.the"-

net profi tsfo.r -the per-ied covere.9-bX.tliesta.temeJlt ar-e."~'
" ',Tbere,i-s,I.th1Iilc.,:;a very .def~nite;~.rend t9ward' simpli-

. fication~ of. f~oia1data as i~iGat.ed}by changes.inl;ty.its-

or ~o~:of,dress'ymi~bave~eveloped inpubliJ.3hed ;fi~ial

report s. i:n.:,tha '}.ast:few:;yea.rs'..: This s~tuatipn .~. ib~"-" ;.:~

approached ,and.sUbd,ivi~'e&"in:;accg~e ,vJith~tbe,'l~';

'oflblle.a~l of ,o,,*:.l,iegul~ionis+k~ ,.~;.:dQ,~nt: Ylh1.Gll'"~~a '.
:be;ftmlil;~ar:c::to~1'IiUbU~{'~QQpntail;~S ~.;:pal";t:l:culB.r.lY;;,tl1Os~i:'

' ". .' 

"' 



. ....

,are:(ilirl;l1e •'harids~bfi':the

ipu.blJ.~'~;jeb~t'ed!to ::alO~~"corpo~atioh8.~'!i'h8.t';fu1e in

'$eet'iQn'-i~~-~:~d.eEf;cthat -:ffF1nanciSl st'at.ehts' 'JDai'be, filed

:',inl$~{j!O'llrDt., '-6mer, ,and' 'may,uS~, such "enera.Iliaccepted

termino1qQ:.u will best indibatetheirl11cnificance and '

:Cba.~ter'~in,ttw'lightof the provislons awlicablethereto. II
,-

Di::,'?':; ~ic:le ,'of Reguiatit:>11 s.-x gOverns,tbaform and content

. :oj"c;!inan:ciar.~tatements'forall' persons e.zcept investment

L~ico.":\. es,,~1~an~~ campanie's,'eoimni tteesissui'rgcertifi-

,c:3.tes:tof deposi.t't':~t '~tidcOmP~esin.a developmentlil or

-explor~t'Orjf!~&t~"-;f'or which spec1ai'l:I1stlUct ions ar6-prOvided

H.:i'tr.~;;regui~t6ii'.or'in.' •• the"fonns=-reqw.red' to,befilea.~ The

,,;fol'mt,,;£O~hJitt:.te~~,,:~pted:-d:n-this ~article'::f'or the

uba,lanceshee-t':aridprofft am 'losS' stat~ent~t 'I believe,

,:~/'-Lile,1Consi:d.$req..a..proper ren~ctioriof' tener8J.1Y '~c~ted '

;';;p~i:ee~att~ time~'of'its-adoption' ,0.940) '~~':i~ 're~~":

"tioi'iwa$?<mb;j'eetefttd extensi va mid: lnterisi~~':'~ritibi~~ 'lw
a1.J.,:',~est~"partiesprior>'t~' 'pro~tihrl.

".LL.:,.,d,:i~~~l~ce' -Sbe~t~i:spr~~~ntedin'~~'~'~~8nt'.;.~fiXed
.

()rde~;~~:'t,heprofit imdlos'sor :in6~';$ta.tement p~esE;nts

":a,Sb()Wingi.;ihohler'~ -of,:saies{ C6st'''~f':~les;. (ot o~e'rat~~
revelXl.lS$t:$1(lbPerati~" expeii:Setfwher~:'~r~rl~t~):'other "

~tl~expeilses~; :-seili'bg;i~geneFal:t: 'and,-kmiinis~rative '
, ',," : 'j , ,.', -,

:....i~ined~uetiofts;.. arriving :at

,ptov!siQn.ior :incoJDe.'azia;e~$s

-

' 

" •• 



,-" -~. :>"~" r'-~'~~ .~)- ,.,:.,;.' f,;: .'-- ..,,-,,-;.",..:.-,,"~',,;, ..-,.-'\ k :'r ~" ,,":'1,. -.: .~, ~.:..~'::':;';'-';:.~''';',~.~~

profitst8Xes. 'l.n.'a.na1YS1.s'of'{surplus~i~'"'reqUir.ea.~J.t~r"'_"'.
:.f,~ ';- ..: "",,:,', _'i"i "~;';"';~:;-+::('.,~-~~-',7'-';;,,,""~~1'C~/',;"~:"::,.L<", ,--:'t~~:': ,1- ,f.",:' ,'~'~r~i

as a contiiiuation"'o't' thif'retatea<~rgf1-t'andloss~-sta.~-eiDerit::~
or in the fOrtil iif '~r'~~~Eiri:taJJt~t~ent'6fo:~iik~'c',

It~hCmJ.d btlbbseWea' atl tl1is~:~olnti;';iha:t.se~ctio~ '7 a&t
10 of the' Secunties kt 6f'i9j,3i-eqUire'B;ie~tratitln '

'statement" and prospectus~to inciude thefimm:cial stat~ekts

prescribed in Schedu3.e101: tneAct~'ThisschedU1.e'permi t's

the Commiss10n considerable latitude as toformanddet8.ii

of the finan6ial'stat~mentsbut. r~~i~es'speci.ticail~"t~f--

the' profit alld: loss 'stat'Euiient' sharI: t1dfffetentiate 'bt9tw~en.

8l1Yteeui-ri~'and non-recurring incomeariabetween~ In:.:.
"'!'. .. .'.

,

vestment and operating ~n6ome.n.The SeCllriti:es. ExQha.rige

Act of' 19J41n Section'l,3'with r~spect to'J?e~oc.i:i.@ ~reports

provides that the COriDnissiobmaYpr~scribe s~mi'l.ar.-r~4i4i-e:"
ments. :Under the 1933' .Act' serloUS< consequenceS ~~'. reslll't -..' .' "., .. ..

if .the .:tU1anciiu:sta.teJi1erit~,ci6~~ain'.8.ny.'un,true: stat~D,t.O£";'
. .' . _.-" .. . ~. ..' .

a mater:talfat:t'oromit ,to state ~inaterial :raCtreq,rl.~dLto
. '.', '. .

be stated. ther~i~'or' .pecessaty to,:,make.~~~~t~~nts:'not'"

misleadirig~- A.'silDiia:tam.no~io.~ appearing ,in. t~.j9jk ACt
".'.. . .

.

provides p~naiti~s~n:case'a stat~~nt:ai.~ne- ,~im~.~_ill~' ';.

the light 'of the cirptimstallCesunder.;Which ..i.,t i~ ~i,l?,
, 1.'.

false or misleading 'withrespect ..to an.,v. material ,fact •.
',',. -c ; .',.,. '.,' , .'-,~,<~ .• '* ",.,"

, .
It witt be"reco~izedthatthe.:Regl.lia~t()hs...X.()ption'/' "

. .'!' '.. .' ,"" -;, ,', ......

of c~~bki~ the pr9t'~t_~~i()ss,'~~i;Surii~ -st~t~~nt'e(ih..'
. -.. .. -. ,

one' st~t-eritent"'ls'
7

~- ~,< ,:.. •• •. ,~ ':', • ,', ~: ,;"';,' .... 
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~:;<~~1h\~;~~,r,r,~.~ap1,.~~:n,st~l:1~':~~r:or' obscuring
. .,-~.. - .. :

,the !let ,incbine,f1.~ •.. ,With t~ publ,icati.dlJf'd Accountingh~-';,:.:'" '.; <:;-~"~'_;.~"::'<'''--1-~-';':';' (.'!<,. .; ....... >.,.,. ". <:': -".'.,'" ""~ ".-

J!e~~~:cp~:~J~~~l};:~:.:~~ip. :Qe~~~,1947~. ~,;~ng-

becomes iextJ"E!II1ely.impor~an,t-:&ince.as: I '~ta"t15d!.in a l-e-tter:f-r:~--r'~ri~:f~l::;-':_~;~,-:~,"~"_.,>, ,:-:,-_,,.' -'.-f •. "-:"'.,. "-, .-,.,:~-~-"

to.the Dir~c,tor.~, ~s~~rchof the Insj;itute. dated Decem-:-'-;:-';~'~-?!~. ;'-~'''..'-~::~ ..'~~.". '. --. -".' ,.' , ".".;

ber.11.1947. ,which.was published in the J~1.94.8 Journal'
_~;. ~;-'Y'~~':'.'--.---_.- "::-. : :. '4, -.

of Accountancyp the CoIDJDissiqnhas autb9Ii.zed t~e s~aff to
-.-~--'"-r-~:"-~ r. ';-':-'1.'.- '<- '\ .' -. : .... '.

tak.e~c~ti()nto fwancial :~t£\~~p.~l? which 'appeartp"'oe
.' ~"':~~"~,:,.::'-:;~';' ',':":<".:. .--; ".,,~: '",-' ,-,'" .' -" .;

.;Devel0PJ.ll6nts.during. the war In the methbd o.£':dOing . '.;':
"~:,~~:~~<~>:c,~::,~~:<,,.:',_~;<,,_,'":" _', .-';'_' ,'_' ,

~,~~rE;~",iI:J..~"~es :P,ract~ca).ly c?!DP1ete' conyers.iopl. to:'
,war_c?E:~~_t.s,! ~d. a ~~~ "in~s~Uveness':01i -,the'p~'-of

.'. ",,' '-0:: ',;,: -_. ,_',.-~.: ~. ",;,~,:' ,': ',', ,." .'~

11;L~!".'CQn,C~~ng f'a.qts a,bqu;t ,~.t1}E!..!~iness;:pu:t. pre~:jSUIie 'on:
~,,-';~1:::-'~'>it~~,,~i3~"-,.:1 ::.: ~::;"o.':' '.,'... .; . . '. .

ggrpo~~e o,ff'~c!alsand J;he~r.~~~antsil;t(r.tdevi:se'a ~ne\-i.
"i<4/.":~"""::'<~',~.):,~:,;_ "¥", ~,.'

form of profit and loss statement and a substitute for. the'
k . '. ,'," .• _:

',,: c,,', ".' .'r"

balaneesheet fOl'Dlof stateJnent. of .f~c'ial:'cOnditio~~

~.,~ ~:~~]:;'st~n ~~~ .0f.",~~Of~~,::~~:'loSS,~~at~nt "'wa~;t)i.e~
'~":''''''':'''':_:'':'''';''''...:'''''':,'."'.:..:" .'>'. ',", ',' '. .' .'

first ,to come to our ~tt.~nt.ion ~d::\q,:,:be giy~n serl~" ,.',:",":
-: ,:':. ',J:.;,:' 0";;" ,,' r ~~!' -, ,_ '. '. #,' ,J-.. ..•• "'., ",," , ,

.. : , . ..~:..:~.:.;;
consi~:;~~~~~~.. _., . :-?,~';\~ :'~;' -'.-';. :'Si~',7-T;':':7 .,~;":.

" ,. T~sneW',fO~9f.pz:of..i~ ..~. ;lpQ~..S1;a~'~ent::i~.:~():fferedj
'.'" ~<':i,'~.',.),-,...;t"r':\;--'-~~' .. 5.::;"".'~~~,::.• :,;"", ,"~: ...... ,,- ....... "., _.'~" .. .. , ", '.

by several, prominent _and..1a.+ge ;cp-r,pQ-rtttiona:.as 'fUll coDp1iance
/~{?_', ';:;:;"~'~"':":'~z:;':~'~~~.;,>_"",-,::' .;'~""; .\:,-~:",.,-.. , ~.-'. ",,:.,. ,.' , '.

'3&1 :reJ.at~A;oform~or,d~I:.~:'
'.":': -1-",:,,: ',' I:-:':'-;:_':~'" .:~:':; -,":~'-r~;~,,~,e~:,'2~. "."', :

in justification for the
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;r....
~~f~:-,--.-,

from. the- :fOI'JDS.pri3~QU~w~r~~~BF~;-~~';f'()rin'setct:f()fth-1Ii'.,
"'.', .,.» ;;~_7i:.,;.;._~~-;~~1t.-_l.::. i > .- __ ,:_'-:.~i~'_':<-~~_;,

Article 5 of t-he.tegu;L~tio~"~~'groUp'C)flea.d4.pg .ihd.ep~nd.ent

accountants -appeared' iiU'orma!.ly'b~fbre'tpe':CoDDDj.~sionto
.,' ", 401, 1" .-. .\: '. ",:~.'" .'.,

urge-that .RegulationS"'X-beamend~ so-as~6 permit wide

freedom ill" tbe form arid o~er :of the profi tSnd" ioss '~tate-
. , _ _ __ ~,,' __...... ;" .. : _ _ _ .."':: ..'I,.' :.A.. ''. _~ , .~

ment.' After study of 't~. matter' the .~lIIIDission-~bed' the /

conclusion with .respect-to this P~OP6salthat itsMes as

to' .fo~ and order: of sta.tement' sbOuldri.~t .be changed•.
.»:

. .
~.Three reasons were give~cnrstt' it was fe-ltt~t-a""~

-.::"- ," . ,

convincing case bad not'b~e~ 'Jl1I3de'ln'fa~or of the pi-Gposed

new fonn and order. 'Sebond~'it/WaS believ.edthatthe'new

ideas bad not yet gained sufficient recognition in~tUa.l

practice to warrant adclption by the <hJmnissionin the; face
.} :.!.:..

of its"oWil:doubts. And, third, the opinion was held tm"t
..

tlie:-pi'~erplace for experimentation-of this kind was'not ' ..

in reports required to be filed with the Comnission~but

rather in the -annual reports furnisbedby Companies to _their

!stoclmolders •

'The dommisSionemp~izedthat it did,)lOt wiSb to be

regarded 'as opposing constructiVe ''-chal'1ges,as .suCh: that it

. was recepti ve to' proposals ofthiscbara.cter.and t.ba.t i,r

and when the proposed form of profit and loss statement' '

became generallYa.cceptoo: i ts'deci,s1on would be <reConsidered..

The staff b4s~pli~:theseprinciples eto~~"eurrent

proposals as' 'to -changesi.n-the:forD1 oftbebaiance-;Sh~~t~'"

", ,< -~. _ __ ., .. ;.- .... __ 

- - __ : • _ _ • ~ _ _ \ 

- ~ ~ 
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It was ageed, however, as in the case of the profit and

lOSS'stat~~~~'.'t~t- no:'~:bj~bU.6~.~~u1d.b~'~~ to the fili ng
-. Y'.....- 4"' .... _; . "; •... ,';;::' . :- .. . ;.".'

.with the Commis~;ionof financial statements prepared ,ina'

form other than that required by Ret$UlatianS-X,proVided
.•• I '.' u

""\ ..... '.

that .wchstatements were not misleading and,weref~ished

as supplementary data and not' in' tieu 'of the:presc~ibeci .
< .> • • ••. • .

stat~ents. . .
In a frequently seen form th.e "single stept~ statement

appears in the fbI lowing 'styie:

Statement of Income

For t~ Year Endedbecember3I, 19~

Revenues:
Sales less discounts, allowances, etc •

. other Revenues
Total

Costs and Expenses: .
Dnploymentcosts~.

Wages. and salaries
Social Security taxes
Pensions and Group Insurance
'TO~al'

. .J.~.terials and services purchased
.Provision for depreciati6n .
Losses on assets retired
Interest and expense on long term debt
Other charges .

....:., 'State. local and miscellaneous taxes
Provision for Federal incometaxes

Total
Incomefor the Year

,. Cash Dividends
, Income Retained in the Business
i.-, -'. .

$xxx,xxx
xxx

$XXX,xxx

$ x,xxx
:xxx
xxx

$ xx,xxx
XXX,xxx

x,XXX
. x;xx.x

.xxx
: .:xx

xx
X,xxx

. $xxx,xxx
$ .J9C,'XXX

XX,XXX
$ xx,xXx

.'"" A variation of the above.ras presented by.an ~ticu1ate.... .... . . : .' ". "-:" .. -.- : .' .~.' .

"e:gponentof, the present tre~.Jalt~ ~be:,fo~l.~wingt:~~:
. .. . .., '. ~'. .. : .. ",' ....... -.;.,:: .... ~. :

...•. ,,-

•• -
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xx,xxx

- 18 -

Results of 'Operations and Summaryof Profit
:J!4!1ployedin the :Business - Calendar Year 19--

Sales $xxx,xxx

Costs:
Inventories brought forward from

previous year $ xx,xxx

.Add: Costs incurred during year:
Materials, supplies, services

purchased, etc. ' $ xx,xxx
Wages, salaries, companycon-

tributions for group insurance,
retirement plan, unemploYJIlent
insurance and old-age benefits XX,XXX

Portion of oost of buildings,
machinery and. equipment
allocated to operations
(d~reciation) X,XXX

Interest (net) (xxx)
Federal income tax after deducting

$--- computedunder "carry-back"
provi sions of Internal Revenue
Code X,XXX

Total . .
Deduct: Inventories carried forward

to next year-

Costs allocated to year ..

Profi t for year

,Add: Profit employed in the business
at beginning of year

$xxx ,xxx ,

XX, XXX

XXX, xxx
$ X,XXX

,XX,XXX

$ xx,xxx
Deduct: Dividends of $-- per share

paid in cash during year
Profit employed in the business at end of. year

X,XXX
$ xx,xxx

The criticism' of a NewYork security analyst published

in the Journal of Accountancy for NovemberI 1947, applies to

both of these forms, He said:

t ..



'. ,"At least 'the main,~ tel!lS,Ofcost.i.~es'r materials,

selling,J.sttibution,andad1nini~tratj..e expenses,

.mightwel3: -be lis-ted ,separately inco,JIIO:rate'anm1a]

reports. ~senables important ope_iQg and,
eJCPenserat'iol?,to be calculated,year~year trends

'r,noJ.ed.'~.~:..comparisons to be made..with.milarratios

of other'.t..~~~s, In the same line.Sa.ch. comparisons

'grea.tlY':aid.j.~Aistingui.shing:the,most efficj..i?nt from
, _. -.' ...... --, ,- ,.

the -leafiteffi-cient .~ high-cost enterprdaes, Of late

tl.ler~.baSooep a d~lwable,teI1.cteney on-tbe part of some

.' ~orcQrpQrationsto lump.together tcqst of goods sold'

'and'operat.ingexpenses t tQ.qmi:~~tirelythe t gross
. . '. '. ..

. profit from.-opera.tians. t Oneor two steeLcompanie.s in

the pa$~ Y.$aX,or:.two:i,that:.previously'provi:ded.afair
c ~-. '.

amount of'det~1..intbis~$pect,. have recentlY -Lapsed,

,";"'''''" Ifp.Ef.'ana.lJr~tis notenthus~tic about~csuchtend.encies. "

" \:--:..:',,:~~ngit,l,~mindthe source -of this commentand the fact
;-. ~'<-i ~----' '- .. -.

....t1a't>i'D.tbe-~:Jbmnisston's administration of the, Securities... .- .. ... .; """': ...: ..., ~, -' . -.. . ;, .. .

.Act~w~are required to insist upon financial, state~ents

. ' '",~whichr :wi.lL:ije'mo$t..useful to tnvestors ,..I think it is clear

~,>t~tiihef9rms presented above are unsatisfactory .in several

; :respects,!. lioth.s,tatements .fail todifferentia:te between

c.reeurri.I)g~;;;md>nonrecurringincome.',(assuming tbe latter was
.' - -- ".' .

..>,pre~~t)- an4.bet"een investment and operating income..: ,In

expense is 'netted.~st. interest

~ --

__ ',", " ',". ~ ._,'.' ' ... _ 0.-' • .. ' • 

~ ~ \-

, _ _. _ _ _ 

~ " - - - - - - , . - . • 

. ' - - - - - - . . - - . . . 



. ":", "'SOD1e:of':tHese 'n~stYl~ ineOme~sta~imleiit;if~e::SU:bstik,tea.
:.ev~ry~:'l~e: (appatently::oonB1deteit: 't(i~'~j~'';1Jriag*'~~~'J.~j

-.'.:.

,, "'to; lay '~e'rSl. 'toto;~i3clmical:a.Ccouiifng .t~nils~"~~"~~~:bf "'.~',~
,.-" .. "'flrece{Ved~from'~tbme~S".:~tld./~tffori1:el~\~:~f.i.cO~tj,<;p~-"~;~f:j~

c-~i,,;:;-,~o-i:;'.:e::~::::::o::~~~r;::fl~r.,i?
--_:'~;}~~:-_:~:~ ~':--j-:",~-~-

"are ()bs~~.~';t6:;cthei1~t~~~~1ch"COhsiith~t~~~:~t oi '
inventOr1~;' tma."CC)st:'of'jgodds:SOld~.~~cis a~~si:bi~ ,;

;.-.' -:: __ ~_:_" '~o:.' "_,":. __ :'\>,. _._: __. .<-~ '_ .;.~_.''o-.:_ '_.0"":

iriterence~'~tielljari7"m' tbe:'See(ma>~e;:that8J.I .
.itemslistea.',1s:' cost:~;:~f~~~'e~F~ent~Tinto:'t~ cost of

:.i:ftveiltoH:es. )nlfs .1$<hoti~a:1;bO;'i~etChed'~s~tioA f~~

._leS~bate'come i~':oura.tt~ti~ni~'l.hiCit~eliin€.'~~eraJ,'
. ", .;", .;;.\)~. ..';,:'~,'./:': ," '.' ,.~. ....

. ,Bnd' adJnim.stt~tiveexpen~s- have'been'included' in inventories
. . .; .

:'a11dcos't of' €pods :S()id~ Tbe'~ractlc-e:~seemsto bea~
over: :ti'~warContra.ct accoiliilinit~pfactic~~wlierein'all

.' c.~i' ,'recov~t&ble"co'sts'iDd~t:t& jcon~~t':'wer~~~ged'the~~"

- .ag8i.n$t'~t'Wl~h:thi:recrin~et~i6I{tti:Pe~etilne'()pem1;lbns'w~.'
. '-, / .

'tbirik -.tblEf.pmcttbe 'ls "no 'longer :flPpj-oprlate' and.:tij6;prliicipl,e
>-

'of exel'Uding'~frOm '1iVentbrl.e~;"S'(filingrg~n€riil"~ '~minist~

" 'tivee#ense~11OiBppil~e';top,~~tl()li'~ltiid5;dbwi{ii1 the

Accounting ~~ch' Ml:etfiCN6.;>2:j;ott~ln~tttofJ:~~~iM't

' .. ,,' 

- - ~ 

• - • - ~ • • - • - -

, .. > ; - - '.... • 

-



to. meet.,the needs of those unfamiliax. ~ththe terms. 81'1d-:.:.- " ;. ".; > ..~;':~:. (.~~~.'::1:'",:: :' "_~ : ::'.:.I~~:.:.,:~'~

~.supplement, not as a substit~te; but ~eforeevensubscribing
.~~., ." , -. . . ., , ~:i .;;....

to such limited use it should be made cert. ~hat the inter-.,. .. .... . . . .' .' -''', -. -. :.. ~. ;

pret~tive Val-qetOf .the conventional style oftJrofit and loss
. -',". '. ,.~. -. i' '. ,- . _'~.. .

: :

.. .

s1a.:te.men~if? not in tha process of being subordinated to the
,'.:-. ; -:.- .; .'r::' .' '. '." . r!"'" .

an1;i~ipated pro~nda value of the new style. Nor am r
:' -, -. -."" .: J'" , ',"

I r. ,.......

. ready to con~etbat informed stockholders and financial
.. -,~. (; ,:.1. '; .',' . -' 7.!"~ •.••.•••... ,.

anal1~tssl)ould be CQnfi~ed..to .a form pf reportingcdesigned
• . -. • 1)'/ •.,.: . ,;;~, • 

..~per:o~y:~~ 'J?~~sx;,;,.t}:t~<?,~r,jn
'. ," .' ,'; .", . .. -' ,_.' -,;,. '.-'

sPecia.:J...repo~•. ~~ed fo.r .employees.or.asa :basis for
l< I"Ll '<:_<-L~-\~'--' -~'~,' '.':. y:c: ; '-._r :--.;;... ;J,_; '_:';'~.-- -'," -, ,1_ -~'-:>:'J--~:- \, ."; t ". : , '--'

t~i~ It .~~rys ..~ ptherpictori~ f()1~s ,of,p~nta.tiop, .1.~
I' :. "';".,,: ,_, ,', J' '," ;. -i '-,' •. -,

t¥.I>~e~id:eI1,tt.slet,ter~. I .think. this use jiB ~propfiate. as

,p:r;-izl~:ples 9f co~ration finance and accounting. Instead
"'r-::~-~~f.'~"',-':::';l.,~~~:~'. ,~.r{' .'~-:. ;~. :4 .• .'! J i : ':,ri! ;#,.; ~~::.. ;.' f"'!' ,_'-';~~'"

""J t~nk we.sbould encourage more i~vestors to. learn .chese .
-:;\~!-"i"~';:~'-;,;.-t-,~"'--:',"~~--':.• ~:. :,. "'''-~'.','.: ., :'. ":t-:.: .:'....:,~;'_ ..~,~:.~' "~;<:', ~.!_: I.:" ;:'I~:':

. ::c,p~ne;ples~ ... ..... .
~.,2,'~,.~:~,~t'~.:.~~,".:-~.~,l.r :» ~~.~. ',7" .: .•";.. :: .• ~';.~" ) -I ..:.~~. ~.~..:-.. .: .. t~. ~(:f

In.con.cl~ing this consider~tion of the profit and loss
t~:;'~~~. ~1:;~..~'i:.',~':r; ;-C.,,,,,':'(i~"""'., . ':1:;"- .~.'.~. ; .~' .

\.. statement it DVq' ,b~mentioned that~er the Secu;i.ties Act
,'-- "'~: :". '-, , .!:. "1 . .'~ ", , i:'.' '. . .

PUl'" re~'s.t:ra1;ioIlforms for IIlining companies in the. develop-
'. ~~"';.;."~ .-, "-:'. ':.-."., .:.,t":,.. , ; '. . .'

mental~' exp10:r;-atorystage and, industrial compa,niel?i,n the
'. ., :' - ::.' '. . ." . ,-, ;

~ .p:rqIn9~i9~ 15tagerequire t~e submission ~f sta~emeflts of
'.' ';. ~.", .', "'';'' ,_.." .' . . , ,; ". .... '," : '. .

r ..

_~ cas~ .rec~lptl? and iiisbursements inste~ C!fp~fi t and loss
';" ,~,'--_:.~, ~,'.... ,. '; .."

..
.. statements af;in. most. such cases the latter would bei~h
".>,.'::~/;.~:,.,':~~:.:,,-.' ",',--',' "',,' .~ .' . I > ..," .•. .' '.' . .. .

....~less .informati.vethan .the former •. We~so have ~~~,
"'*:-!).'.~~~'.7;,.:_<~~,<:.: ;'--:f-':. ,,:", l'~"',' ',':- ',-:' .: :~.,'''': ;~>..>

extension of this idea to. annual rep9rts
~.' .' , ", ,." , , ',' ,' ,' .. '. . !"

,.

.. - . ',- ~'.' 
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':./'-.'.-.. <.:',"-:-' --

- _.-.-'---"--~._~ .•- '-~

" ExperfrJiente.tiori'Wi.th~neii~form~"()f~~t~t~n:tsdffiJ)ari~i.al'

condition as'subst1tUteafor .,tne'ba.1anee"sheetH£;nbt1lew,

forcorilpanies in.thedev~iopniental 'state. The foms juSt

referred to provide for seParate statements of assets ar1d.

capitalized'expenses, ii~bilities: 'aDd' capital sbBres. The
/ .,..

reshuffling of the balance .sheet, for largean:d well estab-

, lishedco'I'Porations, hOweve'r,seemsto' be 'a morerecent '

developinent."'The questionas'to' the' acceptability of t~se:

newforms, generallY ,referred to' ~snaITat1ve s~atements.

as .cOmPifanc~with. ihe::balang~'~h~et'rciquirementsof
.: ,

Regulation S-X~"bas arisen' sinc~theciose of the recent

hostilities.' As I' ba{r~'ihd:icated 'above. in somecases 'we'

'have not object'ad. to the'f1lirig of the newform as"a.dd1tional
information'but at the sametiinewe nave required a ,sta.~~en1i:.

in the customarybalanced.form. In others we have'fe'}t ;tnat "

the rne~ styfe fo~ was inappropn'ate' and:'coU1d 'not be aCcepted•...

because of i tsmisleadiIigcbaracterist1.cs. '

. ':OerterallY speakirigwe have the feeling .that the narrative

form viola.test~e principle that specifieti.a.bilities, or'

classes "of liabilities, 'as 'a rule are 'not' 'clai'ms.agtU.nSt'

Specific asiets <or classes 'ofasset's. '. "The: pro-blem'J~:'not':;'

particUlarly'serious iIi. a company whichlsriot:oniy financiillly

soundbut. in ~hichall.~liabilit:le~ ate'cUr~entand;are"exceeded

substantiiuly 'by'tae ~rent' assets;" \fa 'hB.~emO~
!

as the margin growsna.z:rowand que$tion"entirelytl16

, " '.' , , 

' 
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.of. the narrative style whenlong term debt. iil present.
:....

Occasionally a f'OI'm of debt crops up tha.t i~.difficul t to

classify even QJl a balanced form of statement. In such

cases the narrative form may give adefini~lY misleading

result.

The narrative style generally takes the !,plloring ferm;

stat.ement of Financial Position
'- ¥, December,31, 19--

Current assets '(itemized)
Deduct: Current liabilities (itemized)

Net,current assets :(workingcapital)
Prepaid expenses (cost allocable to future

operat ions) . , ,'._
Property, plant and equipment, less reserves
Intangible assets

: Less: ...Long termdebt. '.
Net assets

Derived from:
,Capital stock, common-statedcapital
Profit employedIn :the business' .

$xxX .xxx
XXX,xxx

$XXX ,xxx

X,X:Xx.
XXX,XXX

x ,xxx
$xxx,xxx
xxx ,xxx

$xxx,xxx

$.xxx'X:XXxxx:;xxx
$xxx,xxx

Appropria~e suppqr,ting schedules provide additional

detail, ..a. usual one being a statement analyzing the change
.:. ".! .... .. . ..

in net current. assets or workingc<'l:pit.al.. ;'

A variation of this form.that has comet~ ,:Wattention

concl~esthefirst section with thc.~~ption "Invested
•. 1 . ..•. . . . •.

Capital (net assets less currentliabili t~es). If This is

sUpported,by the follpwing ~ly~is.:.

-

-



Sources of Iri~ested.'capi tal' :

XJPt,XXX
(earned surplus) xxx.xxx

. $xxx.xxx

-;'

;' .

wng-term ~debt
Reserve~
c8pital stock: .:

Preferred
Common

Capital paid-in in excess of par value of
capi tal stock

Incomeretained in the business
Total Invested Capital '

~': $Xxx',xxX
. xx,xxx

. xxx,xxx
..xxx ,xxx

.
Observe that this version includes,'.long-term debt in the

sources of invested capital and there1>Yavoids the questionable

practice of deducting this liability at any pofnt in the

narrative of assets. Another interesting feature of' this

e~le is the inclusion of reserves in' the sources .of in-

v~~~~dcapital. The supporting reserves schedule showsfour

items: "Current operating, fI "Insurance, II "contingencies, ~

and "other." The inclusion of all of these items under the

. sources of invested capital seems to demonstrate that all

are considered to be surplus reserves. This is. a step that

"might well be taken in dealing with such reserves in the

conventional bal.ance sheet. form. .The.publication of a .

-statenent, of changes in working capital is also a ,very

desirable feature t~t sbouldnotbe restricted to use with

the"narra:UvefdrlJiof.statement. -.In fact the changes in

working capital seem.tome. ~o'demonstrate thewaakness of"

the newform as they necessarily set forth that in addition

to net incomeas reported tho sources of working capital are

'~ ~ 



,~' oftbebalance s~,;~~nv;erSionof

•

plant~s~ts,~depr~iat~on or sal~ t¥~spQsal9f -
c. ~_., 0; '. ".

, . ... . ~. . ;:

$nv~st~nta".,.~"t,erm lOAAS,.and issue,s C)_bonds, and stocks.

Co.n.~erselY~tions of, ;'~rid~'~C~ital~'c~e f;O~l~sses

, in'operati~~,,; ~t~~s f~~ PI'~~~:'_b~,,'~Y.~r~j~yt.s:-:~q-
'I -. "':' .' .•

':~' ,?f~~1~~~et'ir.~ent __9fj,bQ.nQ.s".~.'ca~$a:L ..,~to.~'~ 'the
:-- _0"

~15~llt':6f':'~~na~~ :,,:lrhifs, !lp,,:,:~f.~~~ ~¥1!_.~~~,iness. ~'.' _ . 1_.. .t.;. ...

" r"~e~;c~',~'~i._~zE4 :~~':~~~~r ,~~!~,th_ .~~~~.:~r

b:r'm.S~t~~~1(.~~ 'w,,'~~,-A! ~~~)~EAM~.S~.~~ ..~q;'.'tban
. -. ,'- .. . ..... .. -~. ; ;_ ..:./~. ':-,' ',," ...:

':",.:~ad!'bei~i1e,;~1n:'l~: ~t.iye,¥~!~Am~i-~!n,;It ..s~~~ ;~9.,~~~.

.<:,:! j i-; ~~~reforet,':.tba.tt~be-:aar@t~v.:.e t~~.,,~~::.~l?rom'j,,~~~;.~~~pt

~~-"rur7thelz'.SiiRP,le.$l~S:i;pa.ti9Jl!\J,~.;1<:;J:rf dr. ::i ::-;':."1", ':'i'!":,,:

"', /;. j;~~V'l'C>mr.fmd.e.l'der:1:\S"~ ~y,~~.A~c~ted.~Q~'~rQ,. ~cop::i!l~\1S

-F:~.tUdY:'~ib:! ..Q:'rGl~,to: make.' ;~~ ;.best.P9~~.i:P.f;eJu."es~Jlt:a~.~pnof
,

r» ~';-frnand1a.'l; dB:te;;.1A,.JJi)r.a;:s.et'W~::1{~R~ ,I .~W.*f''i~:~resei1ted
.'J.' ". ~. ".

:,,;,•... 'Wheh-'l!Et ~Si;d(jr!:t~!c()n;f'U.e1~J!:~t. ~~, ~opreyai~ ,.~p. the
. ...... . . . . , .
18.y~M. .whe~;~ta.ftdwith:~ .:tW~}olllt~~. te.~IlQJ.ogy~ . ,.~ortant
.,:.'. '"',.,' ".,', .:- ".; . .. '. -'.

,.: 'J ';'suttest!;~ns',~ve.:.beeinna4e:' .£.~r~..the .:rBl'l,~ement -.qf oUI'...most
I •. .j ...... ,,' .. ;'~,

, .misco~trtlel\,termsby, J,anguage believed t9:),~:.,ge~rally

:lldstst~~l~: t.~:.~bo$flJnot, Y~S~:An. ~~, J~~~~,"~~~nanCia.l

.J.~f'''~1'acQOlifl~'1~i~C~~' :S~i1i.~~'Uii~.ing'-i~~t~~" s.~-,
;::~,-.-~ •.. ::.>_..:_-- ~; .. -'.. -.-},~~ .. -'... .~' '-". ~:. ." .••. ~'- .•.• ~,., ,....1-

'I:' s:eri.o~'~F~ ..c;f..:t'he.:P:rQb-l~~h,e+P'.~o ,B;~~J~~.ah};ntefest

:'::'~;~~:~~~t.bl.tt~-ii".s.e~s vidif~~:(.,~~t' .t~:;P~1?~'i~.~~.l.ations

meif~.wri,t,e .t~~'repQ};t~ .~ ..t~~e:~!~ ..AA~m.~:~.~#Jf~dfls
." ....... .,'.:.~:':"',-:__ :<'~,'.-,~.--"....,-,'.;. .". ,,,'." 'c',' ,'< . .". . ..• '.~ '~. "-.'~' ,~'.

:". J:', "<: ,

;t;o~~: ''''1'' ')-''': ..>- ~U" ",' i :.;~:t~",..,[~:~,'
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\

:....~~fir\~i~$~};~.~~~;,&J,f~~!>~~~'~~~fi.~~~~Yf~•.
ask~':~lriib'~t~'~i\o~~~t:~~ilkt"fJ~~;jt~d?bi<!t~..'

,- , .:., L -:~~':,,(;.,;~.j<:>-~'->,-:;.'-}- ~~_'_:::~i . j.; ,-:~. ~'; ,_,;,;<,~::c: '.~~>_'p ,.,~:-rtj-:;~-~;'t- .'j,;.,-;>' .~:.:'~~;~c1:.J :<:--i!.~;,~.'c.~::o,~~~';
term nSU1'plu.s1f 8nd discover that the p1'OfessionsllOUld @et

busy and' find ~. acc~tabl;e"substi tute~ .' The. ex8mPi~~;,.:a~f
statement~ of ~Oial; ~naition I ba~e@;iv~r/oopt~ih.two

iinJgg~stioh~' - "Profit' e~l~Yed.in' the"b~inessffaridnin~ome
• ,_ -f • 

. retained intbe buStness4f1i6t~r variations.m:e ItN~t.,eiirnings
.. ':

retaiiled for'us~ 'in t~'bUS1ness. i;lfAc~~ted'~i~ .. in

. use 'in buSiness. nttReinv'estm~ht c>f Pt~tit~t~(a&i'ttF,arnings
, '1 ,:

: ~>.:-, . _ _ _ . " ';'.; .. __-~. ,',-,:.:"; '::'.,'1' '-.-: l~;' ,',.l-- : '_, .
enployed in thebusiness~" WeMve been a ~ed. -hetr,.er •these

'eXpressions are .~oeptable ,substit';'t~s fJr." neknea stitPliis ~"
Subject to possible complication$ill i~lrldl:lalJ~e~t tbese
pbras~sare nbt only. acceptable tnitad.e~i~b.iel3t~in'
ii!nprovi.Ilginv.estor under~tandi~ of the statements in:whi~h

, th~y,a;re,~edi., "

. Complications'forwhich 'a~Olu.tionmust'.l>esoUghtiI(' .

individUal .~'e~~ise "When ea~~~bave~~:b~i.t'aliZeci.
. .' . . . .". ,. -. .' ".! .

'.' ~_' ". '-: _. -. iI ..

by the ~nt'of$tbck div~de.D,d~orQY an in6reasil irl5.:tne' .
. . . , ~_. ~.!', .••. : ... -;. : ,,0 .• ~:_- ~<. .,__'>.'. -r .>

stated vSlue. of various, el~~es~of ;o~ts~~ng:.:qBpital'sba:res.

Consideratibnmust also 'be given .:~q.:;t~'>prope:~::presehiljttion4,

of .appropclations from surplUs '~or. ,r~s~ii~s"h~"i6:i.nd:i.b:a.te~~
. . ., ." . . .. ': . .

test~ictions~n ~lus,,'~rOpia:~~ety.pi.:ri;isJ,;;lAfi~';:;":~ .::'
, ;--~ ._..... : -. ~,'." ,'. '_", .. , .>. .: .; -',',J';,,:; ,I : , -,-<, ", ",' ~">,:'~': "", ..".

. .:unqualified-use of' the'. t.etiJisttA.cCUmu1~ted 'earhings ''; in'" ~<
_.' f t'(

..::"-,.: ':;., ,';"~~':~',--~~,_ ... ../'<-'~.:~\~.,~'~~~',~:'J~,,-:,' ,:,'J" ".-",,.;.~' r , '.,':; "'~~'~:~"'''~'~;'-'i'~,~''-;;,~~~'-~~j~~~:~.';'~'-;':'-~';,~_-~.,

use' in buSiness" or "Income 'retained.4n; the'bU.s:i:nesstF ..
. . ':.' ... ~.' .

~1'~' ;,?:,~. ... .,', ',',' ';.;
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xx ,xxx
XJt,xxx
XX,XXX

xxx, xxx

xxx

xxx
'xx.xxx

• xxx
xxx
xxx

ACcu1nulated earnings - In use
in 'the business ' $xxx;xxx

'te~s:'.AddBdto"'capitalstock
~;. through 'stoclt dividends -- .: xx.m-

• Ea1ance not 'capitalized ' $iii. xxx
"#p"C~ated.,f6r:,: , "

":rn"ent6ry price decline
~~entof plant at '
, higher prices

qontingenci.es
, ,,'" 'Self, msurance

:-UJ.lB.pp-r?p.riat~ .,

~:ro~'earn~ng. as follows:' ~,

EarningS employed intbebuslness:
.APPropriated for:
'" Invent.QI"f' l?ftce ,cle.~l~rie

Contingengj.~$ ;' ,
Wo!'kmenfs'oompensa.tiQll i~sv.ra.nce '
Pa,ylnent'df'interest" and'sinking

'fund on debentures '
COsf of "retirement of preferred'

stoCk "
tJnaPpropr~ated '

: : s, :'

the stock divide~ complica:tlo~, ~erhBps in this ma.nner:

Thiel form, of :rep.ort~ properly classifies tha~ incompre-

hensi bi~.€:t."OUpof'resePves'cornm6rily' snowrrbetweeri "liabilities'"
'-. .". {-,-, ". ~-,. -j -:--'. -.

C~l'J??:t"~tions~i"fers a solution to the display of appropriations

, A variation of this presentation could be made to handle
. .,..":.

,,;Yl~,e~~~,:~~e,:bee~eapitalized'or appn>priatedaud
--,~;.~.,. -~j .• }'-."'.:.--:.:.,, !'-~"i..-':;i._: ;:.; j:_1:'" '-~;' ,_ ,":' '.

.,~~~_~.t,h~~~i:$~,t~ .as a-part of the. recaptioned earned
-,",_~ -:"c;,~_-,,;-':--_; ---~j._ •. :.::'. ";'-'.~-:. ," -_.' _,' -~";"

surPlus'."- '. /". .- ... ". .: .

'.

• : .,A,.ssuining',that no earnings have-'been' capi tali zed by a
:.o'; L,"";' .. .>. ,

];"efltatement,0£ capital, a: recent report of one of our largest
.-';."'1 ...... .. ,', ..

, . . . <, - -'. - - _-'_,;-_~: ' 
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It seemsU\Dnecessary.to catalog other tecbI1i.calterms,
; -:....,..: '.-: -: _. ,. ..

in co~~ use- '~n Our. profession and attempt to offer
.~ '.- --:

l~~' s synonymsfor ~lof \hem at this time-. '9~rtainly
....:: :.'* I ~-:.. .,- .; :.' .~., '-".~..

t~s is a field that should 'receive 'proIl1ptand:careful
\.'~ :.: .1' ;' -"-. '.:--- ;.

,:i'Conside~tion. for.~ believe it. rather:tban'tbe .mechanic~
-. ';,-"J _,:.;'_ ..

..:forms..or order of presentation.
, . .,'

our trouble;': ,

fi&ancta.l~siti6n ~{)f,tlle-,;r~~o'rting~eo~.' ";>"". " ;,"
", i. ~,:::;'i["l.;--':>~<~~-C;-f; ::-:,'_-;::'~.-->,:_;t(:~l;j-:'- -~-~:~:_<'.)t:._}-~_:~:',::.,.-<' r : --':.:~-.rr4~':1-~;J

-- .~~idemble':'criticismbB.l?c~en:direQ~~,t() t~ l;l.1:l
'-<[:.;~.?-t.:.-, .. ';~- "'<~~ '_:_~..'t;ir.:" -_~-;.-," -~;>_:~:C~-':.Jj~ :~~:~:,-:',;_ «._j">~~-o'-}~~f,_'r

,,- -: "-'~"', .,. h~'_

tooCQmmoq,practice of ~~t~ ri~t ~ -side <?f.'the
", . 'J. -, ~.~ t'-:;> ' ;.'--""-','; :', 7-t,~<}._,;~~"",:-;,,(~ :

balance ,sheet with the"one ,word~ltliabilities.,"' This isa
.. -.,,' ,-"- '.-"-: . >", :,-;. ,:.:.:-... '- ,;'_:..~" :c':-- "~'-;:. .'-- ,~~',: _>_::'t:,t.:-,.<~:c>

valid ,eli ticism. , ~ ~atio~' s-'X'~oi'\lti.on.~~to, fe~~e
. .. ...: . ... .

,t,he caption "Liab11ities. Capd:tal~~s ~'and~lus ~,It .
.'~ ." -' '-- '~.'.-.;-_,-,." -~:., . :"~'-t~ "~-;_." _~,---.;

This is more descriptive than the",.s~ngleword but. since: it
',."" ,,> ~.~,~. -.:~c:':' .". t' ,..:~.:

incl~es tbe sometiJneElDti,.s~onstruedWora,;"Surplus\" could
.: .v ; ". 't .• --~~~-; -!;-~;---'.- :-'-:--'-~'}::'~ ,':..<.-.":-'

be revised to ad.vantage:,.~term.~:"~t:.wortbll which still .
. ! . ,',' :~_"_.', :',_ ~._. ..t,:~,~-:-_,l. -. '_'_",_'_.::_)

app~s' in someof .the!~i'~~s;,~"~v~#jie6~n~lyr~yis~ti' ~~~s -
-, : -: ., :: : ': --_::':"_:i-:~ '-"', '. :.:. ,. .: ~--.'~ .;. .• : :,"' .. <~'<_> :'

. andn;u-ely inpublisbed rep~rts.'is open toerlticism
. '. '"; -, -:. -.', ~.. s : ,',_. .

. '.
b,ecaus~ot t~ possibly misleading inferen,cetha:<t the~ance

'-:".. ." '. -. -. : ,"_: ,:".,'~ -' ~.;'1-.. "":'-' -;:::~: .

sree-t reveals the present value of the business in the, figures
>::"'-- :~~:.:. -~".~, .i > ~. >";' ;':,. ".: ":,> ..• ~:-,- ,;\~~- ;

as stated. Such an inference generally would be denied by
': '. ;'. ", .• .' ,. .'

accounteats but '~en are bard to convince.. , .., _. ,- .

~.: .
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'! .,rdf~~'~b~r'<i9~7)i':Ii{Ai1":~~igl~:;~~titi~tcit~htcreking

. Signl:rtcaric'l' ~tt~:~'i~~~:~t~tein~nt.:tf.la~ini 'in the
',,'0$, c",-i.; ::~ _~;:_'~:':'_-:""'J~;'-~_~_'_ -~.;., .-~_' -.~~~.'~fC_':~_::~" :-~.'~_ '. "_:'_;'_:r -,-_,'--i ,'~J~ry 1948'lourDal' of ~eOW1t~eY";the :lnst~tute'~

. 'p~e~id~nt~ Ur.George D~':Bail~y.s~ted tnat .this bulletin

~ ffdefinitelY rej'ect:s th~ all':inclusiveE.ncorii! statement.

Whetein all' items that have passed through' the b~6k~'dltl-ing

the year ~e to be treated. in arri v1ng at 'net in~me for

.the"'yea;:'~·and accepts instead the prtnciple that the net

income ~hoWil:mus'tbeas. .significant as possible of' the" ..

operations'of ~heb\l.sines~ f~r the year. if If this! b-&li~tin
, t'. . :"'" ':-:,' ,.' ~_ #-.: -, ." .,,-.', -,,~~. ~"' -.

. 1saccepted gei).erally by the acco1)1'1tingprofession it Will

ind.eed:'b~~a definite cl1a.Dgein trenct for it has' 'bee~:our
:"" ,., .' 1/ .

impression, 'b,esed.upon studies we:bave'made, thatduring

t'theipast several-years;the practdce of ~ing"a.irect charges

'arodrEidit~ to slil-plus~;6ther' tbEiD.to reflect the' transfer

of net income and the distri'!?ution of diVidend.s~ha~ >b~~n on

. the wane; in other words. 'prior to the issuance of Bulletin.32

., there had been a definite trend toward the "all":'inclusive"

income. statement. As stated in my letter of DecemberII,
. .

1947 to .t'he Institute f s Director of Research which Waspre-

viously referred to, this feature 'Of the bulletin was one

of the prind.pal reasons for our objection to it.

\

1:/ See. IfAn~ysisof Charges and .Credits to Earned Surplus. '.. '
19.39"!:~9#'ttf.TheNew:York<Certified Public Accountant,. September 1946-
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I'.~~k~~.!ff~~l~'JP,.~1i~t,~}
, ;~~~~, ,tod~~eI'lll~*e~~~~.oUJ"\l;"eadiI1g' of ..S\lP.~:4)~1~.~hed}:~~i~2_;-~-; ~~??:-,:' '-"~.-< c~ ",- -"'. ". ... . c':,' .-_._-... ", -,.

fOr.1.947 a~"~t'~~: ~1)e~abl~ .~,o..obtain,,, ,we,r-v~

noticed little, if anb:,".~ba.ngei~.praQtice. withre~p~ct. to
. -'':ii'.,;.-.,, .

.tbet~~t of "extrao1"d.inary-" it~I1l$s~h;as those' referred
. ':-~-"'-<-~~;~i~,: . -' .

to in-'~~$~ 3~•. ~-=.-:-\il-s~#'- -'

In conclusion I should like, to .make it cle~r that we

1J,fe;h,eartily in accord. with any. cba:1gesin princip).e .or
,,'-- -........ . .",,'.
. .

practice which will improve the q~ity of financi~
, -.~: -:', . , .. '.

statements to the end. t:hat there can be: no reasonable.
Ii ,", ; ,

dou9t 8:s to. their ~rt •. Ho':.ev:~r•. t~ dete~i~tion to

adopt a:t;JY materi¥ c~s in t})e,.ton.nanp. content of; ".: .- , '. '..: . ,. . ,

p~p11s~d repor.ts, par.ti.cularly' .i'fs,uchc~s: l~volv~.
•.. 0' ;"" ". t.. ~.... ',_ -. . ..'-_ .' .

basic accounting principles, should be. arrived. at only after
'. ;'"'" '."-. .: . . .... ..: .' .~~ .

~~~~iv~ C9psi9-~ratio~,!Vhich.will l,~Y~. no.argJ,1l!1~ntative
"- ;'.' ;::' .: , . . . .~ ... ,-. -',

, point unsettled.' .:: , . '.!)..i.
.: :'. -. •.•. {;" : '.: , ~... 'j. :- .. '. :'.
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