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CHAPTER I 

THE PROBLEM AND DEFIHITIOIS OF TERMS USED 

The Securities and Exchange Commi.sion has an impact 

upon the American busine•• caamunity--e.pecially tho.e com­

panies who haYe their stock. li.ted on the various organised 

exchanges and those who wieh to i ••ue .ecuritie. for the 

public to purcha.e. 

The Seouriti•• and Exchange Cammi••ion hal been em­

powered by The Congress of the United States to protect the 

intere.t. of the inv••tor. While the Commi••ion doe. not 

guarantee that a partioular .eourity will make a .ound 

inve.tment, it do•• try to make available, through its rule. 

and regulatioDl, all pertinent information that will enable 

an investor to analyse the oompany in which he wi.hed to 

inve.t. 

Tho.e bUlin••••• that wish to i ••u. securities or have 

their stook traded on the exohange must oonform to the rules 

and regulatio~ .et forth by the Securities and Exchang. 

Commi.sion. Upon the oonformance to the•• rul.. and r.gu­

lations of the Oommis.ion hinge. the right. of bu.in... to 

have their .tock. li.ted on the organi.ed exchange. or to 

.ell their .eouriti•• to the public. 
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I • THE PROBLEM 

statement or !a! Problem. It va. the purpo.e of this 

study to determine the oontrol exeroised by the Seouritie. 

and Exohange Commis.ion over the published rinancial state­

ments or bUlin.s. combination. through Regulation S-X. 

Importance ot ~ StudZ. In recent year. there has 

been a rapid increase in busin••s combinations. Since many 

ot the oompanie. involved in these combination! were companies 

who had their .tooks li.ted on the exchange, it wa. inevitable 

that government regulatioDl would be a ractor in determining 

the acoounting treatment accorded the.e combinations. This 

control became necessary, tram the point or view ot the 

Government, to protect the uninformed investor. 

At the time of this vriting, there are tvo ma j or 

concepts in the acoounting treatment or bUlines. combinations. 

They are the "purchale" concept and the "pooling or interelt" 

oonoept. 

This study tried to develop some understanding of the 

control that il actually exercised over bUlinels oombinations 

relative to their tinancial statements and the oiroumstanoes 

that difterentiate the "purohase" trom the "pooling or 

interest" concept. 
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L1mta t10D8 !!! tl:!! study. '!'he Seourltles and Exohange 

CoJmR1I.1oD baa been vanted paver by Congress to ada1nia ter 

the leveral lava palled to regulate oerta1n pbue. ot bu.ln•••• 

Thl1 Itudy 1. It.1ted to the "bulines. combinatlon 

alpect" ot tvo ot the tlve major enactment.--fhe Securltl•• 

Act of 1933 and Tbe Securltle. Exohange Aot or 1934. It 1. 

further 11m!ted to cOlDllerclal and Industrlal cOllpanles that 

are not In the promotional, exploratory, or deyelopment 

.tage. It doe. not conslder Investment campanles at any 

type, Inluranae companles, or banks. 

II. DEPInfIONS OF' TERMS USED 

Perlon. The term "person" meana an Indlvldua1, a 

corporatlon, a partner.hlp, an ••Ioelatlon, a jol~.took 

company, a ~.t, any uninoorporated organizatlon, or a 

government or polltlcal subdlvl110n thereof. 

Aftlllate. A per.on tbat dlr8Ot11 or indlreotly oon­

trol., or i. oontrolled by, or 18 under common control with 

a Ipeoitied perlon. 

ControL. The term "centrol" meana the possel.ion ot 

power to direct or cau.e the directlon ot the management and 

poLleiel ot a perlon, wbether through the ownerlhlp ot voting 

••curitle., by oontraot, or other ••thods. 
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Equity security_ The term "equity security" means any 

stock or ai.ilar security. It also tnoludea any security 

that -7 be oonverted into IlUcb lecurity and any warrant cr 

right to wabaorlbe to suoh security. 

Fitty per ~ owned p!rlon. A person who has titty 

per cent of the voting .ecurities owned by ~e registrant 

and the other titty per cent i. owned b)" another lingle 

inter•• t. 

Majority owned aubsidlary. A subsidiary in whioh more 

than fitty per cent ot the outstanding Toting seourities i. 

owned by the parent and/or one or mere of the parent's other 

majorit7--owned sublidiari.s. 

Parent. An affiliate controlling a person through one 

or more intermediariea. 

Material. The term "material" when used to qualify 

a requirement for the rurni.hing ot information as to an,. 

sUbjeot, limits the information required to thole matters 

m wb1.ch the average prudent investor ought reasonably to be 

informed before be purchased the security. 

R.sistran~. The issuer of the a.curi tie. for whioh an 

applioation, a registration statement, or a report is tiled. 
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Significant subsidiary. A subsidiary meeting anyone 

of the following conditions. 

l. The 8.sets of the subsidiary, or any inYeatment 

in and advances made to the subsidiary by t~e parent which 

exceeds l$ per cent of the assets of the parent and it. 

subsidiaries on a oonsolidated basis. 

2. The sale. and operating revenues of' the subsidiary 

exceeds l5 per cent at the sales and operating revenues ot 

the parent and the subsidiaries on a oonsolidated baais. 

3. The sUbsidiary itself 1s a parent or one or more 

subsidiaries and if aggregated wwld cons ti tute a significant 

subsidiary. 

Subsidiarl. An atfiliate oon t1"o lled by • person through 

one or more intermediaries. 

Totalll-!!!!!! subsidiary. A subsidiary, SUbstantially 

all of ~ose outstanding seourities are owned by the parent 

or the parent's other totally-held subsidiaries and which i. 

not indebted to any person other than it. parent or 'the 

parent's other totally-held SUbsidiaries. This do.s not 

inc lude any indebtedness that wwld ari•• ttr ough the ordin­

ary cours. ot business. 

Listed. The term "li.ted" meana admitted to full 

trading privileges upon applioation by the issuer or its 

fiscal agent. 
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~. A common abbreviation for the Securities and 

Exchange Comml8sion. 

~. A COlfBOn abbreviation tor the Accounting Research 

Board. 

CollUlission. A term co..only used to reter to the 

Securities and Exchange Commiasion. 

Issuer. Every person who issues or proposes to iaaue 

any security. 

Proapectus. Any notice, circular, advertisement, letter, 

or communication written or by radio or television, which otfers 

any security for a.le or confirms the •• le of any .ecurity. 

III. PROCEDURE 

For the purpo.ea ot th1a • tudy, the hiatorical tech­

nique waa uaed. The maJor1ty ot the intormation wa. obtained 

b,. correspondence with the Chiet Accountant of the Securities 

and Exohange COJmIl1asioDJ the regional ottice ot the SEC in 

Denver, Colorado) and the purchase of documents, pUbl18hed 

by the Commisslon, that were available to the public. 

The tollowing procedurea vere used in completing th1a 

study: 

1. An extensive review of published materials ••• 

made. Thia included library reaearch over periodical literature. 
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Do 1,reYlvua studies OD thi. aubject oould be found. 

2. 7)urchaael were made of SLC publIca tIona • 'riae•• 

1llcludGd the Securltl.a Act of l)jj. the Securitlea .t~cl:.laDg. 

Aot of 1934. Gen6ral :\u,10. aDod l\SsulatLcma ot both Act., She 

Accounting Series l1el•••••• end tne Armwa'l Report. of the 

C0lDl11ss1on• 

.3. The for•• required by the Co_l••ion Vepe requeate4 

and racei ved trom tbe region.l offIce 111 Denver, Coler.do. 

4. Several tripe to the Unly.rait, or 1\.&u.a Llbrar7 

vere 1111 de to suppl..ent the material••nilable at tbe X•••• 

State Teachers Coll~e Library. 

5. The data collected trom thea. loure•• were s~­

mapl.ed, analy••d. aad III Ii.....ted. 

6. Conclusion. wee r ••obed arter 'he ••••b1e4 data 

bad been analyz~d and interpreted. 



CHAPTER II 

POLICIES REGARDIIa COHSOLIDATIOX 

The Securitie8 and Exohange Cammission has establisbed 

under Artiole 4 of Regulation S-X the conditions under Vh10h 

oODaolidation mayor may not take place. This Artiele is 

further divided into "rules" wblcb e~pl.1n the various 

situ.tiona. Article 5 of Regulation S-X describes the rara 

and content tl~t must apP~8r unDer the various classifi­

cations shown on the balance sheets and income statements 

of oommercial and industrial oompanies. The requirements 

set torth in Article 5 apply to any consolidated statement 

that might be formulated by a oommeroial or industrial 

company. 

Conditions of Conaolidatian 
- - • ... _. - ~;;;;;;",;.,.;;;,;;;,,;,;,.;;;;..;.;;= 

In general, the registrant shall tollow, in consoli­

dated statements, su-inoipl.s of inclusion or exolusion that 

vill clearlJ present the financial oonditions and results 

ot operations or the registrant and its 8ubsidiaries. l 

Thoro are three general exceptions in which the con­

solidation of statements may not tB ke place. 

lThe United States Securities and Exchange Commission, 
RenlatiOilS-X (VashIngtonl tJlil£.a Stat.s lJoveroment PrintIngor ee, 1962T';p.1. 
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!!!!. aubaidiarl ~~ majority-owned. A aUbaidiary 

in wbJDh the parent and/or one 01" more ot the parent's other 

majority-owned subsidiaries did not own more than tifty per 

cent or the outstanding aecurities reprea8btlng the right 

to vote for the election ot' directors would not be included 

1n the consolidation. 

Fiscal 1-1" endings ot !h! parent ~ !!!. sub.idiarie•• 

The tollowing oonditiona lIIU8t all ex1st with regard to the 

relationship or dates of the statements of the subsidiaries 

and the parent oOJllpan,.. 

1.	 The difterenoe ot the dates ot the .tinancial 
atate.enta of the subsidiary and the date of 
the tinanoial Itatomenta ot tho parent company 
cannot exceed 93 daye. 

2.	 '!'he oloaing date of the subaidiar,. muat be 
expres81y stated. 

3.	 The r.a80n tor the nece••it,. ot ualDg d1.tterent 
date8 between the 8ubaidiary and the parent 
campany is briefly explained. and 

4.	 Any ohange. in the fiacal perlo de ot the regi. ­
trant or ita 8ubaidiarie. are clearly indioated 
and the manner of treataent is explained. 

Foreign sub.idiarie.. The regiatrant .ball give due 

cou.ideration as to the suitability ot oon801idation ot those 

foreign lubsidiariel who•• operations ar8 etfected in t~a 

of restricted foreign currencie.. It con.olidated, the etrect 

of such exchange re.trictions on tinancial atatementa and 



10 

operating results, insotar as can be determined upon the 

registrant and its subsidiaries, must be disololed. 2 

The last statement on consolidation ot toreign sub­

lidiaries gave some concern when the British Government 

announced in 1949 a very material devaluation ot their 

currency and caused widelpread devaluation by many other 

toreign governmentl. This devaluation caused many problema 

a. to how the toreign subsidiary accounts should be stated 

on the bookl ot the domeltic oorporations. Since many or 

the companies pUblished quarterly tinanoial Itatements, a 

prompt deolsion vas neo.slary because many inquiries were 

reoeived by the Commission. 

The tirst problem presented was whether to oontinue 

the previoul practice ot ccnsolidating roreign. and domestic 

corporations. The Commi.sion gave a general oacolusion that 

the problem might be determined upon the degree ot inte­

gration or toreign operation. with dome.tio operations. 

The Commis.ion, however, lett the tinal decilion to the 

company and its independent aocountants atter giving "due 

regard to all the taots and having in mInd the objective ot 

mOlt ol.arly exhibiting the tin.ncial oonditions and results 

or the operations or the parent and its lubsidlaries." 

2~. 
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In the Commission's eaplan8tion ot the term "degree 

ot integration" it stated that it foreign operationa are 

essentially an arm or exte~lon of damestic corporatioDS, 

and are actively conducted, the view held 1. that there i. 

a presumption in favor or oonsolidation, despite the probable 

impact upon the foreign operationa ot unfavorable political 

and economic factor.. It, in an instance ot this k1nd, remit­

tances to the parent oompany are restricted, appropriate 

disclosure ot the tacta 1. nec.saary and the conaolidated 

protit and 108s statem.nts vl11 reflect only earnings ot 

foreign subsidiaries which are available to the parent com­

pany in terlll8 ot United State. dollars. If', on the other hand, 

the foreign operations const1 tute a oomplete and separate 

bWllnes. unit, and aerious ecenomic proble.s are pre.ented, 

non-consolidation would general11 appear to be indioated. 

In the eJrUlina tioD of reports filed with the Commission .1I1a. 

th.se developments, it haa been observed that 1n a substantIal 

number ot ca••s, tore1gn operatioDa previously 1noluded in 

c0n8011dation have been removed. And when theae tall within 

the Commission's teat of significance, tha1 have been reported 

on separately. 

A more persistent question was whether there were any 

neW pr1.nc1ple8 to be applied with r8.peo1; to the conversion 

ot foreign asaets into dollar equivalents when there wau wide­

spr.ad devaluation. 
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The Statr felt there were no new principles involved 

in handling the conver.ion of foreign assets into dollar 

equivalentsJ that well e.tablished praotices or the past 

were .till adequate and appropriate, and that the general 

prinoiple. applicable in this lituation are well expressed 

in Accounting Re.earch Bulletin .umber 4 publi.hed by the 

American In.titute ot Accountants. 

Other que.tiona .uoh all "To what extent .hould reval­

uation lo.se. be recognised'- were asked. The statt or the 

Securities and Exchange Commil.ion feels that 10•••• ot this 

nature, even though large In amount, are a risk Inoldent to 

doing busines. and are proper oharges to income. 3 

Group Statement. ~ Sub.ldlari•• !2! Con.olidated 

It majorit7-ovned .ub.ldiaries are not oonsolidat.d 

tor such reason. a. dis.iml1arity ot operationa or restrictions 

placed on foreign .ubsidiarie. by toreign governments, the 

regi.trant may group these unconaolidat.d lub.idiari•• In a 

manner which will clearly exhibit the financial conditions 

ot the group. It however, It is e••ential to • properly 

slUBmarized presentation ot tact., then .uch c0n801idated or 

3Sixt.enth Annual Report, The United States Securities 
and Exchanpp Oammi••ion (W••6lngtonr unit.d Siat•• Government 
?rInting 0 ioe, 1951), pp. 158-159. 
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combined statements shall be tiled.4 Thia rule permita the 

reglatr>ant not only to group the sutflnenta ot unoonaolldated 

majority-owned subsidiaries but i8 an 1ndication that the 

C01IIIDis.ion _y require .uch grouping•• 

Suppose, for example, that the fiscal years ot the 

perent and it. wub.idiari•• are mare than 93 days apart. 

Then according to SEC rul•• , they are Dot allowed to oou.oli­

date. However, it the subsidiaries are significant, their 

individual .tatements must be filed. Ord1Darily, there 

would be no objection to combining tbe statements ot the 

subsidiaries and furnishing a single statemeDt. The only 

requirement i. that the difterent year. ot the .ub.idiaries 
S;

should be dl.clo.ed.~ 

For example, in tbe 1959 A~l Repart ot the Ela.tio 

stop Hut Corporation of Amerioa, the tollowing footnote 

appeared. 

Three companies have fiscal years ditterent trom that 
of the parent company. In consolidation for the feU' 
ending loveaber 30, 1960, the tran.aotions ot the•• 
subsidiaries bave been re.tated to report the amounts 6 
tor the tvelve-montn. period ending Iove.ber 30, 1960. 

4Regulatlon S-X, ~. 
SLouts H. Rappaport, SEC Aocounting Praotice and Pro­

cedure (Nev York: The Rona ldt're•• Oompany, 1963), p:-r~. 

6
AocountlDf Trend. aDd TeCbniHes (New York: Amerioan 

Institute ot cert tlea Pub!IC looouniint., 1961), p. 219. 
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Requir.d Statement!! !2 Principle. £! Conaolidation Followed 

The polioy of the regi.trant in d.t.rmining the inclu­

.ion or exclu.ion ot lub.idiarie. in eaoh consolidated bal· 

anoe .heet and eaoh group balance aneet ot uncon.olidated 

.ubaidiariea shall be stated in a note to the applicable 

ballnce sheet. It there hal been any deviation ot conai.tent 

treatment of .ublidiarie., with reapect to that ot the pre­

ceding fisoal year, then the name. ot tho.e lubsidiarie. 

shall be glven. 7 

In their 1963 Annual nepart, the Proctor & Gamble 

Company disolosed how a "deviation ot oonli.tent tr.atm.nt 

of subsidiaries with respect to that or th. preceding ,ear,· 

would be disolosed. The note to their financi.l .tate.ent 

statel: "Effective as of July 1, 1962, the account. ot the 

Indonesian Sublidiary were removed trom the eo~olidation 

due to the continuing restrict10ns in traWlD1itting earningl 

to the Company."8 This aotion re~o.d the retained earningl 

of the business by $841,800 as of that dat.. Th. n.t ••••t. 

and e.rnings ot the .ubsidiary repr••ented • relatively 

in8ignificant portion of the Company'. international oper­

ations. 

1Regulation S-X, Ibid • .............
 

8AcoountlDf Trend. and TeChni~Ue8 (New York. American 
In.titute or Cert fled PublIC Accoun ants, 1964), p. 230. 
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Tbi••tatement at principles ot conaoliclatlon followed 

i. required becau.e Form lO-K, whioh 1. tiled in relat1c:m to 

annual report., doe. not contain ccmparable figure. and th1a 

vill then .bOlf An7 ohange. that ba...e b.en _de.9 

The tollowing example v111 .how the principles of 

con.olidation tolloved b7 ODe ot the 600 campan1•• .urve7ed 

b7 tbe American IDlltitute of Certified Public Accountants. 

AMERICAN OPTICAL COMPANY
 
aalance Sheet
 

Inv••tments anel advance., at coat: 
Bon-cca.olidated aub.idiarie. (Bote l) $6,729 ,253 
Other, 1••• allowance. far po.sible 

lo••ea l&22t,216Total Investment. and Advance. *7 ,95 ,41~ 

Wotel: Principles of Conaolidation--The consolidated 
tlnancial .tatement. include the accounts of the 
Company and it. wholly-owned dome.tic and Canadian 
.ub.idiaries, vi tb the exoeption ot tvo .uch sub­
.idiar1e. wbieb, in the aggregate, are not s1gn1ti ­
cant. The account. ot the Canadian sub.idiary are 
con...erted to Un1tef stat•• doll.arl at appropriate 
r.te. ot exchange. 0 

Reconcili.tion ot Ia"'.ISment. ot Parent in Sub.idiarie. aDd 
;;.:.;;..;;..;;,;;;;.;;.;;;;..;;;;,=..;:.;;;.:.=, - • - - --- ­

Equity ~ Parent ~ !!!!. Net !!.!.!.tt £f. tbe Subsidiar1e. 

The ditterenoe, it any, between the inve.t-ent in 

conao11dated subsidiar1es .a .hown on the book. of tbe parent 

al'd tbll equ1t,. 1n t he net ••s.t. 01' the sub.idiey •• .hown 

9Rappaport, loc. clt.

10


Account1ng Trend. and 'fecbrdque., 1964, £2. clt., 
p. 1.46. 
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OD the booka or the .ub.idiary .hail be diaoloaed •• to 

amount. and the diaposition made in the o<Z1.olidat.d atate­

ment.. The balance aheet captions and the amount inc luded 

under eaoh caption shall b••tated in the reconol1iaticm. or 
.uch dirterenees. The conditiona for reconciliation ot the 

1ny••~.nt in unconsolidated aub.idiarie. and 50 per cent 

persona are the same tor conaolidated subsidlaries. ll 

The folloving example will show how the difterencea 

between the Inv••~8Dt in oon.olidated aubaidlarie. an the 

book. of the parent 8M the equity in the net a.set. or the 

.ubsidiaries &8 shown on the books of the sub.idlerl.. are 

di.clo.ed. 

THE BUDD COMPANY
 
Not.s to Financial Statements.
 

Capital Surplusl In 1960 capital .urplu8 was reduoed 
$353,692. representing the exce•• of book value or 
net a••ets at acqUisition of two subsidiaries over 
the faye.t.ent therein reali.ed upon liquidatioD arter 
sale ot bu.ine••••• l~es. $5.859 disoount on preferred
shares repurcha.ed. 

Reconciliation of Dividend. Rec~tved ~ ~ Earnings ~ 

Unconsolidated Subsidiaries 

The proportion of the sum and or difference betweell 

ourrent earnings or 108s.8 Bnd the dIvidends declared or paid 

11
RegulatIon S-X, ~. c1 t., p. 7. 

12Accountlng Trends and Techniques, 1961, £2. cit., 
p. 216. 
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by the unconsolldated subsldlaries that is applicable to the 

parent shall be shawn by a note to eaoh consolidated profit 

and losl statement. 

Th. St. Regil Paper Company and A~co Steel Corpor­

ation have shown this requlred informatlon in the following 

manner. 

ST. REGIS PAPER OOMPANY 
Inve.tments, at Cost or Le.l. 

Harketable seour1tle. (quoted market value, 
1963, $36,013,6871 1962, $35,166,457) $38,512,813 

Securltie. ot and advance. to subsldiary 
company 39,21g't15 

'$77,72,28 

Hote 2. Sub.idiarle. Bot Consolidated and A••oclated 
Companies 

Inve.tment. 1n and advanoe. to .ub.id1arlea not con­
.olldated, SO per cent owned companles and other 
a••ociated companles (le•• than 50 per oent owned)
aggregated $39,312,315 at Deoember 31, 1963, the 
related equltles in their net R••et., based on latest 
~1nanclal .tatementl available, aggregated $44,340,000 
inclUding $15,940,000 tor oampanie. operatlng out.ide 
the United State. and Canada. The equities in net 
earning. o~ the•• oampanie. were $1,996,000 more in 
1963 and $455,000 more ln 1962, than dll~ibuti0D8 
trom suoh companies inoluded in oon.olidated earnings 
tor those year•• 13 

13Aocounting Trends and Teohniques, 1964, ~. ~., 
p. 70. 



18 

ARMCO STEEL CORPORATION 

Inve.tment.--At COlt (Note 2) 

Foreign .ub.idi.rie. not con.olldated $ 9,308,866 
A••oci.ted campani•• 34,631.249
Not•• receivable .nd other inve.tment. ib· 022'b*" ,962, 
Hote 2. Inve.tment., Th. tor.ign .ub.idi.rie. not 
con.olidat.d .r••11 Wholly-owned exoept tor three in 
which th.re are ...11 m1norit,. intere.t.. Armoo'. 
equit,. in the n.t ••••t. ot tbe.e oo~.nie. amount.d 
to $3$,900.000 .t Ootober 31, 1963, b•••d upon tran.­
l.ting their .udit.d tinanoi.l .tat_ent. trom toreign
ourrenoie. into United st.t•• dollar••t .ppropri.t. 
r.t•• ot .xohang.. Divid.nd. r.ceiYed tram the 
tor.ign .ub.idiari•• in 1963 (included in r.venu•• 
tor the ,.e.r) w.re $1,800,000 1••• than Armoo's .quity
in their oombin.d n.t income. 

At Deoember 31. 1963, the cost ot Armoo'a inYe.tment 
in Re.ery. Mining Comp.ny (. 5b p.r oent owned a••oci­
.ted oamp.ny) vaa $23,306.939, whioh va. the .quity
in the comp.ny'l n.t ••Iet.. Armoo'••quity in the 
net ••••t. ot a••ooi.ted campanie. other than R••erye
.mounted to $24,$00,000 at that date b•••d upon un­
.udited finanoial atat.ment. turni.bed by tb. 
companies. 14 

Minority Inter••t. 

Any minority int.r.lt in the net ••••t. ot cOnlolid.t.d 

.ublidiari•• sb.ll b. Ibown in tbe oon801idated baLanc. ah.et 

am aeparation Ihall be made betwe.n the minority intere.t in 

tbe oapital and in the lurplu••ection. The aggreg.te amount 

ot protit and 10•• accruing to minority inter••t .hall b. 

Itated ••par.t.l,. in .aoh con.o11dated inoome atatement. 1S 

14 
~•• p. 73. 

1$Regulation S-X, £2. cit., p. 8. 
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~nteroom2anI Transaotions 

Generally, any intereompany items and trensaotions shall 

be eliminated. It' these are not eliminated, 
16methods of treatment should be set forth. 

reasons and 

16Ib1d• -




CHAPTER III 

REQUIRED FORMS 

The torms tbat mot be submitted in complianoe with 

SEC regulations will be discus.ed in aacordance with tbe 

applicable Law. The Securities Act ot 1933 aDd the 

Securities Exchange Act ot 1934 each have 8 speoific s.t 

ot torma that MUst be submitted. While some of the infor­

mation required by one la. may also be required by tbe 

other law, this duplioation of information mal be handled 

by the "inoorporation by reference,1f procedure .s allowed 

b1 the Commission. 

The forme are not or the type vhi oh require. filling 

in blanks but Are guides .s to what iD.t"ormation i. required 

and how 1 t should be prepared. The inforDB tion submitted 

in compliance with the for;Q.8 will be oonsidered to be in 

proper farm unles8 objeotion to the form i8 made by the 

Commis8ion prior to the etfective date of the registration 
17

statement. 

Porms Required ~ the Seourities ~ or 1933 

There are 17 different tarma required by the Securiti.s 

Aot of 1933. The forms are devi.ed so that different type. 

17General Rules and ~lat10D8 Under the Securiti.s 
Act ~t ~ (W.8hlngtOnT'l'he tilted ~t8tes Government Printing
mIce, 3), p. 32. 
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of companies will use different farma. The types of companies 

con.ist at such organization structures as established commer­

cial and industria 1 oompanies, oompanie. 1n the promo tiona 1, 

deYelopmental and exploratory stage; open and olosed end 

managaaent compenies; oil and ga8 interests; oertifioate ot 

interest oampani•• ; and voting trust oertificates. 

The most common forms submitted to the Commission are 

8-1, 8-2, 8-3, 8-9, and 8-11. However, only forms 3-1 and 

5-9 will be disoussed becaus. they, are the only two wb10h 

require consolidated statements. 

Form~. Thi. form i. the prinoipal registration 

statement and i. used When no other torm i_ pre8cribed or 

authorized. It i8 divided into two main parts: (1) infor­

mation required in tbe pro8pectus and (2) intor. tion not 

required in the prospectus. 

Toe information required in the prospectus ••otlon 

OODlists or prime rinaneial atatements and organization 

and .truotural data. The in.tornation not requ!r ed in the 

prospectU4 8ection consists of securities data such .s ex­

pens. of the issue, 8al.s of any securities, tranchis•• 
18held, indentures, and contracts. 

18Form 3-1, RegistratIon statement Under the SecurItl., 
Act of 19~Wiifi1ngton: !he United S£i~e. §ecUrItres ana 
Exchange-crommi88ion, February 20, 1956), pp. )-22. 
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The real.v.'loD llt; _at 1IIola4•• eouoiluted 

b.luo. .Me' of tb. r.S1 ' ..4 It. .llb.141arl... n. 
OODaoll4ate. balaDe••be., -a.t _....tltl.4 1r ~ resl.trag,-. 

1D41.1dua1 b.la.. .b••' 1. •..'trled. 

ttb. reslatr.t101l ••'1_' -.t; .1ao laobade .....11­

dat.d 1DOOII8 ••t .... ot the r.gl....Dt aDd 1t••uM141erl•• 

tor eacb ot ,be tbr•• J"" prior to tbe cia'. ot taw lat••, 

OQ1Utolldat.d balaD•• ahee' tlled. A o0ll80114a\e4 a.t_.t; 

ot aurp111a 1. required tor the .... , ..104 •• 'be lDO<De 

.tat_at. Tbe .arplua atail..-, 811.' b. o..'ltl.d up Co \be 

date ot \be La.' ...'ltled oOllltollda'" Ml_oe ahe.' tbat! 

baa beeD tl1ed. 19 

l!!!! !:1. !bJa tara 1. ued to regi.'. h1gh grade 

DOftOoll'Ye?t1ble aebt .eovitl•• Qm tbo 1....7 •••U ... t.1D 

.equir...... hob •• , (1) p1aol,al pl••• of open'l.. 1a 

the UDlt.d State. or OaDecla, (2) t;be "at••• ot ... lila•• 

baa be•• ot the ._ ."1'.1 obaN.h.. tor the 1•• t; .. 78"., 

(J) tbe I ..... baa bad • De' i_cae tor 'I1e 1••' fl.e ,..... 

_4 baa Dot der.1I1ted. 1D ,.,..., ot prlaol..l, lDt...... or 

.1Dk1llg tuad Oil aD1' tuell'.dao••, (4) tbe .....1tl•• be1ac 

rosla'..e. -.oDDt to aot 1••• 'baa $1,000.000 .r. oltered 

tor ..le 1D wlltaot Dot le•• 'baa $saO Hoh••nd ,be ...ur1­

'1•• are Dol _pr•••l, .ubop41Datied to prlOP o.......la• 

••0lIP1ti1e•• 

191014., p. 2;.-
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Porm 8-9 reduce. the iDtormation required tOI (1) 

s11'JWary ot earD1ng., (2) indication ot product. or ...vice. 

whicb oonstitute the princlpal .0000ce ot revenue, (3) nee to 

be _de ot proceeds r ••ult1D.g trOill the financing, (4) de.­

cription ot the .eouritie. being ottered, and (5) otfering 

price IDtormation. 20 

The regi.tration .tatemut mu.t oontain a oouol1dated 

balance .beet ot the regi.trant am it••ub.i41arie.. The 

balanoe sheet cannot be dated earlier than 6 month. pr10r to 

tbe date of tiling ot the regi.tration .tate.ent. 

The conaolidated balanoe .beet need not be oertitied. 

It it i. not oertif1ed, then a oertified c00801idated balanoe 

.beet witb • date within one Jear pr10r to the tiling date 

mu.t be aubmitted. 21 

Pord Required !!l !!'!!. 880111'1t1•• ExoDallle ~ 2! 193!i. 

!be forma pre.cribed by the Securiti.s Exohange Aot 

ot 1934 are didded into .ix major type. nch ass (1) t'cru 

tor us. by ucbase., (2) torma for uae bJ i ••"er., (3) tOrM 

tor reporting owner.hlp at equitJ .ecurities, (4) tor.. tor 

U•• bJ broker. aDd d.alers, (5) tar.. tor us. by .eourltie. 

a••ociatlon., and (6) oth.. tor... 

20Pora 8-9, Regl.tration statuaent llnder the Seeuritl•• 
Act ot 19J!'1'Wiili1agiolu ,&Ii trJiS.i.a Staie. Securm•• aDd 
IiChiig~oRm1 •• iOD, Jun. 29, 1962), p. 2. 

21!lli.., p. 7. 



--

24 
The torme used bl i8Rers are turtber aubd1rlded Into 

three oategorl... '!'be•• arel ta) tor regatratloD ot ••om-l­

tl•• on a national .ecurlti•• e.zcbange, (b) tor annual and 

other reporta, and (0) tor aaenclaent8 to applloaticm. or 
22 

report•• 

For the purpo... of th1a paper only tho.. tcrma 

required b7 1.auer. will be con.idered. Theae wll1 b. further 

11m1t.d to tho.e requiring oonsolidated .tatea.Dts. 

Form 10. Thi. 1. the princlpal form tor regi.tration 

und~r the Securitie. Exohange Aot of 1934. The Informatlon 

required by thll torm 1. prlmarl1r tinanolal. It requires 

among other thing., tinanoial statement. ot the reglstrant, 

unconaolidated .ubsidiarles and artlliat•• who.e .eourltle. 

are pledged •• collateral, 1Dtor_ tion regardaS reorgaDi.atlon 

ot the regi.~t, Informatlon regarding tbe .ucoe••lon to 

or aoqul.itlon ot otber bU81n••a•• , caoaol14.ted f1Danoial 

.tatement., and 1ntO:rmatloD regardlng bank. and lnalJrUlOe 

oompanie., regl.trant. Dot 111 tbe prodUotlon .tase, and 

hiatorloal tlD8DClal informatlon. 

The con.olidated atat_eDta required by i'cra 10 auat 

include a oon.olldated balanco sheet aa ot the cto.e ot the 

22General Rule. and Ret5"latl0D8 UDder the Securit1e. 
Exchange lct or ~ (Wiifi1ng DI '!'be tJDltid !'£i"t•• bOVwDDlent 
Prfiitilng Oll'fii, 3), pp. 91-92. 
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late.t fl.cal Tear. It the clo•• ot the lat•• t fl.cal J.ar 

la vi thin 90 dal. ot th. tl1lns date. thi. balanoe .h••t 111&1 

be u.ed. If the lat.st fl.cal lear end. v1 thIn 90 dals ot 

the tll1ng date but a cODaolldat.d balance .h.et ot the pre­

ceding flscal year va••ub~tt.d. then wIthIn 120 day. ot the 

tirst tIling, an aaeDdment to the applIcatIon mu.t be tiled 

whioh inolud•• a conaolldated balance .he.t of the lat••t 

tlscal year. 

The applloatlon maat al.o Include a certIfIed lnoaB. 

state.ent aDd .urplu••tat..ent tor the regl.trant and It• 

.ub.ldlarle.. The.e .tat••ent. mu.t be proYlded tor tbree 

year. precedIng the date ot the date of tbe acceptable con­

.011dated balance .heet. 23 

Fora 10-K. Thi. 1. the prlnolpal aDDual report torm 

tiled bJ compall1•• wbiob haye .ecurltle. l18 ted tor trad1ng 

on a natloaal .eourltl•• excbaDge and 1. ae.lped to brmg 

up to date lIDloh ot the Intol"DUltlon tIled in the applloatiOl1 

tor regl.tratlon. The report 1. al.o tl1ed b7 compani.s 

wblch do not mye ••curltle•• 0 11ated but which regl.tered 

under the 1933 Act and are sUbjeot to certain regulatlona ot 

tbe 1934 Act. 

23porm 10, General Fcrlll tor Retl.tratlon ot Securltles 
(wa.h1ngtcm I Ifni Uiil\ea stale. Securi Ie. aii!' henange Com­
ml••lon. March 5, 1965), p. 19. 
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The 1nformation required 1s general. It includes such 

items ass (1) name. of exchanges on whioh Company's securi­

ties are registered, (2) number of stookholders, (3) list of 

parents and subsidiaries, (4) directors of the registrant 

and renumeratioD of the direotors and offioers, and (5) fi­

nanoial statements of the registrant, affiliates and unoon­

solidated subsidiariesJ flnanoial statements of banks and 

i~uraDOe oompanies and registrants Dot 1ft the production 

stage, and oonsolidated financial Itatementl. 24 

The annual report on Porm 10-K must include for the 

registrant and itl subsidiaries a oonsolidated balanoe sheet, 

inoome statement, and aurplus Itatement for the fiscal year. 

All the.e required f1Danolal stat..ents must be oertified. 25 

~ 8-K. A so-called current report that must be 

filed only when oertain significant events ocour. The sig­

nifioant events are (1) changes 1n control of registrant, 

(2) acquisition or disposal of significant amounts of assets 

that are not in the ordinary course of businels, (3) material 

defaults, (4) revaluation of aSletl, and (5) material increases 

or decreases in outltanding securities. 26 

24Form 10-K, Annual Re~rt Porm (Washington: The Un1ted 
States Securltres-and Eiobanse Commlslion, March 5, 1965), 
pp. 3-12. 

25 . Ibid., p. 13. 
26porm 8-K, Current Report Form (Washington: The United 

States SeourltIei and Eiobange Commission, March $, 1959), 
pp. 3-10. 
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It the regi.trant fIle. con.olidated atatements, then 
27this ~eport muat al.o be tiled on a con.olidated ba.ia.

Porm 9-K. A aeml-azmual report requIred tor companies 

havIng .eourltIe. 11.ted tor trading on the natIonal exchange•• 

Thl. torm 1. entlrel,. tlnanclal and requIre. INch 1te.. 

a.1 (1) net .al•• , (2) net Inoo.. before taxea, (3) p~oTl.lona 

tor	 income tax, (4) utraorcl1nary 1t_, aDd (S) earned 
28surplu•• 

It the regi.trant tIle. cODiolldated .tat...nt., the 

1D.ro~tlon 1D. th1a tara 1I.Uat alao be on a con.olldated baal•• 29 

ApplIcatIon £! RegulatIon !=! 
RegulatIon S-X applle. to the form and content ot the 

t1naDolal .tatemellt. required bY' the torJU p~eYlou.lY' dl. ­
.30 

cu••ed with the Goeptlon ot Porm 9-K. 

27IbId., p. ll.
 
28


Poria 9-K, Seal-annual Reeorts (Waabingtonl The United 
state. SecurIt.Ie. aia.'"1!xcbii'ige Co_Iieion, May l8, 1960), 
PP. 3-5. 

29IbId., p. 1.
 

30aegu1atlon s-x, ~. !!!., p. l.
 



CHAPTER IV 

PURCHASE VERSUS POOLING OF IITEREST 

The pool1ng of inter•• t conoept implies the combining 

of surplus and deficit.. Under this doctrine, the only change 

that 1I8y be made 1n the stated amoun.ta are those necessary 

to present the aooounts in acoordanoe with generally aooepted 

accounting prinoiple. or to bring inventory valuation and 

depreoiation methods into oonformity with those of the aoquir­

ing carporation. 31 

The Aooounting Research Committee of the AICPA state. 

specifically that under the pooling of interest concept, 

it 1. inappropriate and mi.leading to eltminate the detioit 

at on. of the oon.tituent corperationa .g.tnlt itl c.pital 

lurplul .nd to oarrT forward the ••rn.d .urplu. ot .nother 

oon.tituent. UncleI' th••• oonditiona, there would b. no nev 

b.li. ot .ocount.bility. Th. amDQnt ot tb•••••t. ot .11 

corpor.tion. are oarried forward aDd th. oombined .arn.d 

.urplu•.•nd detioit. ot the comb1n1ng oorpor.tiona .hould .l.o 
32

be earri.d forward. 

31Samuel R. S.pienza, "Di.tinguilhing Betw.en Purchale 
and Pooling," Journal ot Aocountanel, Llls31, June, 1961. 

32Aeeounting Re.e.roh and Term1nOlOS~ Bulletin. 
(New Yorks Imerlo.n Iilailtu1ie"O? Certified u\)llc Accountant., 
1961), p. 25. 
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The Aocounting Research Committee further states tbat 

when an aoquisition has be~ determined to be 8 pupchale, the 

a••ets Ihould be reoorded by the aoquiring corporation in 

term. or co.t mea.ured 1n money or the tair market value ot 

the a••ets acquired, wh1chever i. mo~ olearly ev1dent. 33 

Historical ~cksround ot ~ Pooling ~ Intere.t Conaept 

In 1944, the American In.titute ot Certitied Public 

Aooountant. i ••ued Bulletin Bamber 24 which recognised that 

it il acceptable practioe to eliminate goodWill by a write­

ott to any oapital .urplu. aocount. Thi. va••0 prevalent 

in practice that the AlOPA ComDdtte. on Accounting Procedure 

did not prohibit it, but merely urged that th••• oharge. to 

capi tal surplua be di.couraged. 31~ 

In 1945, Accounting Serie. Releaae Number SO expr••••d 

the view of Mr. Will1am W. Wertz, th.n Chief Acoountant of 

the Secur1ties and Exohange Commielion, that charge. to 

capital surplus are contrarl to sound aocounting pr1noipl••• 

!Ill'. rlerts felt the write-otf' of' g.>odwill should be made 

through timolY' ol:1arg•• to income. 35 

33!B!.5!., p. 24. 

34Andrew Barr, "Aocounting Alpeats ot Busines. Com­
binationa," ~ Aocounti!a Review, 30.L75, Apr11, 1959. 

35AOCOtm.tlD.~ S.rl•• R.l•••• )lumb.r 50, Unl'.d stat•• 
Securities iDa tic aDIl CommIssIon (~a.hln~on·;·unrted atatel 
Government Prrnilng 0 lce, 1956), p. 123. 



30 

Bulletin Number 24 and Aocounting Series Releaa. Humber 

50 then Save a h1storioal background tor the 1sIuance of 

Bulletin Humber 40, dated September 1950, which differentiated 

between the concepts ot a purchase and a pooling of intereat. 

Bulletin Number 40 contai~ the earliest reference to tne 

terminology "pooling of inter.at" in any ofticial publication. 

With the i ••uance ot Bulletin Number 43 (which included 

a restatement of Bulletin Number 40) by the Committee on 

Account1ng Procedure, charge. to capital surplus and lump-

sum write-ofra after acquia1tion were prohibited. Their 

stated poaitlon was that intanblbles such aa goodwill should 

be systematically charged to inoome over the period of u.s­

tullness. ~hls poaition wa. again restated in the Committe.'s 

Op1D1oD aD BUILD••• Combinatlon. publi.hed In Bull.tin Number 

48. 36 

The Seouriti•• and ExChange 00_1ss10n and the Com­

mitte. on Aooounting Prooedure ot the AICPA are nov in agree­

ment aa to how intanglble. should be written ott. 

Attendant Clrc~tancea £! !!! Pooligs £! Interest Co~ept 

The accounting treatment or 8 purchase or a pooling 

of inter •• t depends upon the attendant oircumstanoe. ot the 

36
Reatatement and Revi.ion ot Accounting R•••aroh 

BUlletina~Xii'eta (lew york: American Institute or Accountant~), p. ~8. 
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oombination rather than the legal de.ignation a•• me~ger or 

8 oonsolidation or the legal implioations with respect to the 

aval1ability of new .s,et, for dividends. The inoome tax 

con.ideratlona Bet forth by the provisions of the Int~nal 

Revenue Code are not oODlldered. 37 

The attendant ciroUMstance. to distinguish a poolIng 

or intere8t trom a purchase .s set forth b1 Bulletin Number 

48 are 

Stock 18.ued In eX0P!!8e ~ propertie. !! cODaolldatlon. 

When tne sbare. ot .tock 1••ued by the aoqulrlng oompany to 

the .tookholder. of one of tbe aoquired companle. are Dot In 

.ub.tantlally the .ame proportion a. the .tockhoLder'. orlg· 

inal holdings In the acquired company, then a purohase 1s 

pr••umed to re.ult. If the relative voting rlght. are altered 

through the IssU8nce ot senior equIt1 or debt 8ec~ltie. 

Whioh have limited or no Toting rights, a purohase i. indl· 

cated. Furthermore, any plan to retire the shares iSlued 

by the aoquiring company to the .tockholders of the aoquired 

oompany will be Tiewed 8S • purohase. The retiring or con­

vertinc or 8 senior class or stock need not preclUde conslder­

inc the combination as a pooling of interest. 38 

37 "New Acoounting Research Bulletin Issued: Number 40, 
Business Comblna tione," Journa 1 of Aocountancy, 9.490. Dee....., 
1950. ­

38
Accountln[ Researeh and Terminology Bull.'iDI, !l. !!l., 

p. 23. 
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It i. eTident then, tram tbe toregoing oriteri., the 

.tockbolder. ot tbe n.. entit,. DIU.t b.Te .pproximatel,. tbe 

...e gener.l rel.tio9b1p tbe,. had witb their original oom­

pany betore .oqui.itlon. !hi..... gener.l rel.tioMb1p 

would include .pproximatel,. tbe .ame peroent.ge ot owner.hlp, 

.pproximately the •••e r.l.ti.e Toting rigbt., .nd weald 

include tbeir de.ire to r.t.in tbe .took i ••ued by the new 

entit,.. 

In one 0 ••', the Commi•• ion oonclud.d tbat • buaine•• 

oombination r.pr••ent.d • porcba.e ot •••et.. In thi. o••e, 

• oampan,. b.T1ng tot.l ••••t. ot $95,000,000 .ubmitted pr.­

liminary prox,.-.olioiting materi.l oontaining • pro torma 

b.lanoe .beet giT1Dg etreot to tbe .oqui.ition ot tbe net 

•••et. ot • Camp.D,. witb tot.l •••et. ot .pproximat.ly 

$15,000,000. The regi.trant i ••ued 115,000 .hare. ot it. 

common .took, $25 p.r v.lue, tor .ub.tanti.ll,. .11 ot tbe 

n.t ••••t. ot tbe oompany to b. .cquired. Tbi. r.pr••ented 

tbe i.su.noe ot .pproximatel,. 20 per oent .dditional .tock. 

Thi••um ot $2,296,000, repr••enting tbe exoe•• ot the common 

.took equi t,. ot the comp.n,. to be acquired OTer the .ggre­

g.te par Yalue ot tbe regiltr.nt'. oammon .took 1••ued, w•• 

retleoted in the registr.nt's earned lurplul .ccount. Tbe 

St.tt ot the SEC took tbe pOlition tbat the .ooumul.ted 

earningl ot the .oquired oomp.D7 tbat were in exo••• ot tbe 

credit mad. to tbe regi.trant'. oomaon .tock aco~nt would 
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be credlted to oapltal surplul ln1t••d ot the earned surplul 

aooount ot tbe reglltrant. The amount, $2,875,000, val 

oredited to oapltal .urplua beeau•• the traDl.etlon wa. 
39repr••ented a8 a puroha•• of net •••eta. 

Furthermore, the SEC wl11 not ordlnarl11 object to 

poollng aooounting wbere the oVDera of the aoquired eompaoJ 

do not 41.po.. ot more than 2,5 per cent ot the .hare. 

received ln tb. 00~1natlon.40 

Management. It the management ot tbe oODitl tuent. 

1. el1.m1nated or It. influence 11 .,.ery _11 upon the manage­

ment ot the combinatlon, then a puroha•• 1. probabl;, lndlcated. 41 

In a paper pre.ented at Syracu.e UBl.,.er.lty, Mr. Andrew 

Barr .tated tbat the Seour1tl•• and Exchange Comml••lon va. 

lnt.... ted ln tbe tact that .ome ot the top .nag...nt ot 

the acquired oompanle. would be glven a plaee ln the top 

management .truct..... e ot the oombined entlty. Thl., a. tar 

a. the Oommi••lon wa. ooncerned, va. evldence tblt tbe plan 

va. a poollng ot lntere.t and. mt a pureba•••42 

39Elghteentb Annual Re~rt, Th. United Stat•• S.curltl•• 
and ExOhann dCilliil••lon {'\1a.6 gionTtfnlt.a States Governmeni
PrIntIng a lce, 1952', p. 60. 

40Rappaport, ~. !!!., p. 19-12. 
41Barr, ,2E. ill-, p. 180. 

42Ibld • 
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Relative size of the canltituents. Relative size of 

eaoh constituent to the combination may not be a determining 

faotor, e.peoiaLly when the smaller oorporation contributel 

something e18e besides a.lets, such a8 manag~ent personnel. 

Hovever, where one of the oorporations is definitely dominant, 

90 per cent to 95 per cent or more of the oombined voting 
43interelt, then a purchale il indicated. 

The Seouri tie. and Exchange 0 ODIIIlllliOl1, a. a genera l 

propolition, hal objocted to tbe pooling ot intere.t when 

the smaller company had le.8 tban 5 per oent. In lome oa••• 

when the intereat of the aoqu.iring company fUoeedod 95 per 

cent, pooling of tnterest has been acoepted, when 1t vas 

evident that other faotor. luoh al .ile and po.ition of the 

oompanie. would haye excluded oertain indultry leaders trom 

the pooling ot bserelt doctrine ent11'81y.44 

The following illustrative actual cals. of coablnationa 

vill Ihow that the Securitie. and Exchange OoDUl1,.ion doel 

deviate from 1tl eltabli.hed 5 per oant rUle &1 ,hovn on the 

tollowing page. 

In the 0.'. o~ American Machine and l'oundr1 00.paI17, 

the acquilit10ns ot Volt and Beaird were actually reoorded as 

43Acoounting R••earoh and Terminology Bulletin, !2. olt., 
p.	 23. -- ­

44Barr, ~. !!!., p. 179. 



35 

Net A.lete 
Contributed 

Per 
Cent 

Equity
Share. 

Per 
oeDt 

American Machinery & . 
Foundry COIIlpany 
Voit 
Bealrd 

65,422,203 
2,997,262 
2,903,639 

9$.7 
4.3 
4.2 

2,747,Jb8 
121,6 0 
153,492 

95.8
4.2 
5.3 

AlumiDWIl Company ot 
Amario£' 
Itome Cable 

687 , 14 0 , 610 
16,266,610 

97.8 
2.2 

20,644,966 
355,226 

98.4 
1.6 

Ra,.theon Oompany
Soren.en & Cc., Inc. 

59,982,440
1,098,535 

98.3 
1.7 

),409,821
44,132 

98.8 
1.2 

Reigel Paper Compan,.
Bartell Engineering
Company 

39,224,000 

824,350 

97.9 

2.1 

1,329,979 

56,592 

95.9 

4.1 

Universal l~tch Corp.
Slelght & HelUMutb, 
Ino. 

2;,218,469 

865,443 

96.7 

3.3 

4,222,843 

73,100 

98.3 

1.7 

a purch&le and were cansolidated a8 wholly-owned sub.idierl.1 

tor tbe yearl 1957, 1958, and nine months ot 1959. On 

September 23, 1959, the orlginal handling ot the acqulsitlon 

or the tvo .ublldlar1.1 waa ohanged to a pooling ot intere.t 

olaslitlcatloD on a retroaotlve balll. And the book. ot the 

acquirlng corporatloD were adjuated to retlect thll.45 

Dr. samuel Saplensa obler.ed tbat apparent 11.e 1. 

beoo~ng lell and lell lmportant wbile cont1Dnlt,. ot equit,. 

and manage.ent are beoOll1ng the D)re domlnant taotorl when 
46a poollng ot lntere.t 1. made. 

45sapensla, ~. !!!., PP. 37-40. 
46 
~., p. 39. 
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This view ia allo held by Mr. Rappaport when h. atatea 

that experience hal shown that many ot the CI-i15er1a ot a 

pooling of interest and a purchase, trom an accounting point 

ot v1ew, have eroded in some respects and broken down in 

otherl.47 

Dr. SapenEia, after studying the pooling ot tnterest 

and purchase methods used by combining oompani•• , de.ise4 

and pre.ented, 1n the April 1962 Acoount1ng Rartev, two 

oharts which present the oriteria for ditferentiating between 

a pooling ot intereat and a purohase. '!'he.e oharts pres.nt 

the s1 tuat10n from a theoretlcal viewpolnt and trom a prao­

tical viewpoint or bow thia is actua1lr done by the joining 

constituents. The charta or Dr. Sapenzia are shown on the 

following page. 

OontiD~itl ~ inter.ata. !he Seouriti.s and Exchange 

Comm1ss1on 18 atlo concerned vi ish the ertdence ot the COD.­

stituent parties 88 to the dilpositlon ot the .harea tbey 

obtained in the tranaaction. In order to lel1 the shares, 

it is sometimes necels'ary to register them under the Securi tiel 

Act of 1933 and this il the evidence which will indioate in­

tent to dispol. of them.48 Regiltration under the Seouritie. 

47Rappaport, ~. !!!., p. 19.1).
 

48aarr, £2. ~., p. 180.
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In ~tlft, althoup it 
_ .JIPU1 18 lII1nor, relat1YelT, 
L ,..au. '/lAy be 1nd.lcatecl. 

_ible el1Jl1.Dation ot an iJIpor­
• , put ot the nook ownarahlp 
, the uquired oorpor&tlon. 

ro requi.ite to bring torward 
., ot the ...._t of t • 
..,.. colllp&D;1, althoqh this 
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.,. oorporate .tructure .iotated 
" the oiro..tanc... 
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H . ~~ .r JFOR PUJtClWJIIG AJID POOLIIfO 'fYPIS (11 ••XI•• 

CJ.ImU-
Pool.1Dc PooJSII tIlMria Poollng P.ract1oe 

Iitk. 1.,11edq OO.cD. tor all 
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tJ.ed compIDT. Stock, 1mpliedq
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,~ 
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1Io1llh the l.araer ta. OOIIpI.D1ea,
ilt1veq, the 8tl"onpr 1;. aue 
f. pool.1nc. 

...... of nbetaD1i1alq all 
1M cnmerllhip inter.t of t.Iae 
Gad 00'IpIQ' in the stock of tbI 
A1JII 00."7. Bulletin '-8 ad 
Iialt ot at leut tive to 'HD 
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lUlt COIIb1ne4 enterprise to be 
.. to the pooled GOJlIp&l'q'. 
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! e1rcDataDcea.
 

..... Of.,. <•.•.,.•• ..,aDT~-.. ~0:.· .\IIe 
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~.,~ 
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,...DD8l. 

"", 00"'"'-..... 
una.. " '. .'.1
8...... 
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.took, tOI' .tock or net 
uaets • 
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cOIlplJV' appeared. a1&n1ti... 
cant. 

D.luatratioDII have been 
oftered where the compan.;r 
pooled is abeolute1¥ ard 
re1&t1ft17 Gl&ll. .A.8 a 
'MIt, th18 18 fading in 
importance• 

Continuity of ownership
intere.t O&IJD)t b. proved. 
in tut, cmept tor -.101" 
.tockbold... who acre. not 
to .ell. !he tOl'-:. of t.be 
tax law IIilltat.e. aaa1nat 
t.zoa.z.ter .0 u to UDder C11t 
th1e u a 'MIt. !h1a teIIt 
ot tive to ten per Oelt ot 
the .toc:k, .. a m:1n1mwa, to 
ao to tba pooled COJIP&1Il' 
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point 'that as a teat 1t 1. 
UD1DIportant. 

AI defined in th18 paper, 
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been IIdh.eNd. to, ieDeraU3, 
aDCl ~Dt, oont1Dued. 
in toree. 

!be poat-o.b1Mtion 
corporate lora hal 'fV1ed 
.a:-. 4111a108 to ...14· 
1arT. 
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Act of 1933 of shares received in the transaction or Qther 

evidence to dispose of them will usually cause the disallowanoe 

,jf 8 po" ling uf interest tree tment. 49 

The principles of poolin~ of interest accounting permit 

the combininb of the earned surplus accounts of the oombining 

companies and thul avo1d the reoording of any i§J odvill. or all7 

revaluation ot the aelets that would be required in purchae. 

accounting. 

In one case the purchase method of aooounting treatment 

was used. The registration statement reported $14,500,000 1n 

sssets and in exc••• of $10,000,000 capital surplus. The 

CormUssion conoluded thi. case was a pooling ot interest. As 

a result, the amended statement reported $e,400,000 in total 

assets and a capital surplus of $4,100,000. 

In this cas. the CommIssion had Given consideratIon 

to the nature and efrect ot the transactIons resulting 1n 

the for:natlon or the regi.trant and 1 ts abiorption ot the 

businee.as ot its predecessor and subsidiary companiel aDd 

concluded that the pooling ot intereat va. the method that 

should be followed In setting up the balanoe sheet ot the ne. 

company. The Commission did not elaborate on the nature and 

effect of the tran.8ctlona which led to the ooncLuaion that 
50the combination val 8 pooling of inter.at.

49Ibld.


.$°Eight••nth Annual Report, ~. cit .. , p. 14.
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The SEC al.o con.ide~ed the aocounting implioation. 

in a merger re.u1ting 1n the acqui.ition ot the a••et. of 

Company A by the i ••uana. or prere~red .tock or Company B 

in eXOhange tor all or tbe oommon .took of Company A, wh10h 

wa. to be dilloLved aDd It. plant operated •• a divi8lon ot 

Company B. The net ••8st. to be obtained after a88uaptlon 

of Liabilitlel amounted to $1,667,000 l ••• than ~he aggregate 

par value ot tbe preferred .tock to be l ••ued, aDd Oompanr S, 

the resl.trant, indios ted lt WOULd oharge ott thil differenoe 

ot ~L,667,OOO to earned ~plu.. The SEC .dTl••d the regil­

trant tbat th. propo.ed aooounting treatment appeared to be 

inappropriate .iDOe it .ppeared that tbe merger plan va. 

developed prtaaPily tor tbe purpole ot aoquiring an additional 

plant. The regi.trant atated that the other oompan1 va. 

acquired in order to obtain urgently needed building apaoe 

am that the palt e81"n1nga ot the aoqu1l'ed c01'I1pany did not 

justify oapitaliaation ot any part of the oonsideration •• 

having been paid tor goodWill or tor any otber intangible. 

Aooordlngl" tbe regl.tratiao atat.ment v•• amended in Whiob 

lt waa atated that the difference wou~d be added to tbe Go.t 

Qf tbe bUilding.51 

51Ulneteentb Annual REfor:, The United stat•• Seourl.ie. 
and ExOban't Co..I••lo~ rga. ft~ on~lted 3tates GOTeru.enti
PrlntIDg 0 10e, 1953), p. 20. 
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In another oase, one recistrent filed 8 registration 

statement in which an exohange otter was described and acqui­

sition aocounting was proposed for the combination of two 

campanies. The ppoposed parent was one-fifth the 8ize of the 

company being acquired inth1s instanoe. 

The smaller oo.p&oy had 400,000 shares of stock out­

standing and vaa to issue l,600,000 of 1ts $2S par Yalue 

common stock for the entire common stock of the larger company. 

The smaller company as.igned a $2 value to its own shares and 

the prospectus oarried an oftering of 250,000 shares at a net 

price to the oompany ot $2.10 per share. 

In the original propolal, $2,600,000 of the exce.s of 

the value of the new shares to be assigned to certain un­

developed real estate vas owned by the larger company. The 

Staft ot the Securities and Exchange Commission objected to 

aoquisition accounting and write-up of the land. 

The previously outstanding stock of the registrant 

vas redesignated as Class A oonvertible stock and vas oon­

vertible up to a oertain date and tben it automatically 

became oommon .took. Both the Cla•• A stock and the deben­

tures carried voting rights tor the eleotion ot fiy. direo­

tors and the new common stock had a right to elect five 

director•• 

Atter negotiation, an amended registration .tatement 

vas filed shoving the pooling of interest method. The 
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lnve.tment va. recorded .t co.t .nd no r.v.lu.tlon v•• 

neoe••ary.52 

It mu.t be r ....b.r.d tbat no on. t.ctor ot the on•• 

dl.ou•••d pr.vlou.ly would neo•••arl1y determin. wh.tber • 

oombination i •• purcha•• or • pooling or intere.t.. Th••• 

t.ctor. -1 baye varring degr.e. ot .ignifioanoe in ditterent 

c..... Hov.v.r, tbe pr•••noe or .blenoe of th••e t •• tor. 

vould be cumul.tiv. in ett.ct. 53 

Gener.l Control Ex.rci••d ~ lli Seourl tie. !!!!. Exoh.nge 

CoDDll1•• ion 

In the ar•• ot g.n.r.l control ex.roi••d by the 

S.curiti•• and Exohange Ca.mi••ion, the c••• ot the Atl.ntio 

R•••aroh Corpor.tion point. out the extent to wbloh tb. SEC 

may inv••tig.te. 

Th. Atlantio R••••roh Corpor.tion v•• round guilt7 

ot t.l•••Dd mi.leading .t.tem.nt. with respect to, ..ong 

otber thing., the de.oriptlon or tbe b~in••• of the r.gi.­

tr.nt. the .ub.ldiarie. ot tbe r.gistr.nt••xt.naive puroha.e 

of .tock ot the r.gi.tr.nt on the op.n mark.t through undi.­

clo••d .ub.idi.ri•• with tunds provid.d b7 the regi.tr.nt 

52rventl-tourth Annual Report, Tb. United St.te. 
S.curitie. aDd Exohin~ Oom-r••lon (WaiErngton. unIte! St.te. 
Government Prfntlng 0 10., 1958), p. 14. 

53Aooounting .nd R••••roh Terminolo8Y Bulletin, 9!. 
ill·, p. 24. 
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and	 the etrect on the ~ket price, ~ansaotiona with and 

loans to related companies and otfieer., po,sibl1itie. or 

.ub.tantial disallowance. under govern.ment co.t oontract. 

of rental payaent. made '0 related aompaDi••; and o••r­

.tat..eo1; ot aaaet. and earninga. 

The Atlantio Re.earoh Corporation failed to di.alo•• 

bUl1ne•• tranl.otlons vith .atell1te oompanie, and sbaa tran,­

actione vhere the reg1.trant direotly and completely domin­

ated the man~ement polioie. and bu.ln••• aot1.1ti., of other 

companie,. Thes. latellite oompaniea had no bu.ines. activi­

tie. of their own that Vere not related to the regl.trant 

but were operated together with the reg1strant .a one econ­

omic unit. 

The railure to dlloLole the bUlln••, tranaaotion. tbat 

aotually took plaoe with the satelL1te compani•• va. b.ld to 

be mi.Leading be.au.e oonaolidatioD vould cause the el1m1a­

atian or the efteot ot interoompany and .ham traneaotlona 

even though the•••at.llite oo.,anie. vera .ub.id1arl••• 

The	 .peoitio derio1enoie. ot the oompany vere 

1.	 The regi.trat1on .tatget va. materiall,. 4e­
f101ent With respeot to the failure to di8elo.e 
that the regi.trant va. engaged in a praotioe ot 
making loan••• a ~rt or it. busine•• act1vlt1e. 
and tailed to 41.010•• 1t. polieie. With r ••peot 
to suoh praotices. 

2.	 The re&1atratlon .tatemont va. materlal17 de­
fioient and mi.l.ading In tal11ng to dl.010.e 
the relat10nah1p. and vaneaotiona betw.en the 
regi.trant and Ea.tern Pine R1dge Corporation 
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and Ed.all, both .ub.idiarie. ot Atlantic Re­
s.aroh Oorporation, and the nature and extent 
or the intere.t. ot tbe otfiaial. and employee. 
ot the regi.trant in thea. co~anle•• 

3.	 The registr.tion .tatement v •• _teri.lly talae 
and mi.leadiD! tft tailing to di.olo.e tbe re­
quired Intor..tion vith re.peat to loana to and 
vaneao.iou V11;b ot'tloer. and by denylnl tbe 
exi.tenoe of materl.l tran.aatiou with ottiaer•• 

4.	 The regi.tration .tate.ent do.s not disolo.e the 
raot tbat .he .ayy Audlt Ottioe bad giyen I\otioe 
of dl••110wance., tbe wurroundlng oiroumstances, 
and the e%te.t ot potential dl.allowaDCe. 01' 
rental expe~e. UDder regi.trant's coat trpe 
oontraot. ntb tbe Depar1Daent ot the Nay," and i. 
materially deticient in theae re.pectl. 

5.	 Th., registration statement va. DIIIterially in­
aoourate and ai.leading wltb re.peot to proyl.iona 
tor e.tiRated corporate Incaa. taxea. 

6.	 Current a ••etti in the oonaolidated balance sheet 
a. of December 31, 1962, are materi.lly over­
.tated by tbe inclu.ion ot note. and intere.t 
receivable due tro. Texa. Capital In.e.t.ent, Inc., 
a s.tellite comp.nJ 01' Atlantic Re.earch Oorpor­
atlon, and other oompanie. ot approximately 
$1,300,000 and $2,400,000 respectively_ ~he.e 
a.ount. would have been el1al_t.d in a oonaoll ­
dation of '1'08s C.pi~,1 InveltJllent, Inc., ed 
tbe other oomp.D1••• ~4 

The	 lnformat1on uaed a. a b••l. to rule tbe regl.tration 

.tatement deflo1ent and .1.1.ading wa. taken trom the aDDual 

report. and not fram the iDtormatlon fiLed in the resl.tr.tlon 

atatement. 

S4seour1tles Act Relea.e No. 4657, The Seourit1•• aDd 
Exchange Oammll.1on TVi.b!ngton,:5. O:-;-nec_ber 6, 1963), 
pp. 3-35. 
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A footnote used in the summary made by the Securi tiel 

and Exchange Commi••lon read. a. follow.r 

The tinanoial .tate.ent. oontained in thi. annual 
report were not 01' oour.e contained in the regi.­
tration .tat...a*, but the underlying tran.aotion. 
to which thi. reoorded provi.ion applie. occured 
prior to the tiling 01' the regi.tration .tat..ent. 
Bad the hi.torieal taot. now known been reYealed 
in oonnection with the prolpeotu. in the regi.~ation 
Itatament, it may be ralrly a• .umed that material 
ohange. in tbe ttnanelal ltatement. in tbe reg1.­
tl-ation .tat.entl would baye been nece.lary.55 

Thi. oa.e i ••igniticant 1n that thl. 1. the tirst 

ttme that a .u.pe~ioD order was ba.ed, not on what was ln 

the oftSDe 1'11•• 01' the Comml••ion, but on informatlon whloh 

1. available to the publio .uch a. the annual reports 01' the 

Atlantio Re.earch Corporatlon. 

General Influenoe 2! tbe Securltie. ~ Exohange Comml••10n 

In recent year., many mergerl and acqui.ition. were 

ln progre•• and the Statt 01' the Securltie. and Exohange 

Commlsslon il cooperating With the accounting profe••ion to 

bring about unitorm acoounting prooedure. ln that area. 

To aooomplish thl., the Chief Acoountant or hi. repre­

sentatlve 1. in oonstant oontact with the varlous acoounting 

organization. suoh 8S1 (l) the Amerioan Aocounting A••oel­

atlon, (2) !be American Inatitute 01' Certified Publio Acoount­

ants, (3) The Natlonal A••ooiation of Rallroad and Utility 

55Ibld ., p. 32. 
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Commissioner., and (4) The Finanoial Exeoutive. Institute. 

In turn, these professional acoounting organizations appoint 

Ipeo1fic oommittees to oooperate with the Co~aaion on 
56acoounttng and financial matters.

The Chief Aooountant personally actl as a co~ultant 

to the Amerioan Aoooun~iDg As.ooiation; al a ·oonfaree" to 

the Committe. on Aooounts and Statistios ot the Xational 

Assooiation at Railroad and Utility Commis.ioners; and the 

Seourities and EXohange Oommis.ion hal authorized its Chief 

Aocountant to serve a. a member ot the Committee on Rea.aroh 

of the American Institute of Certif1ed Public Aooountants. 57 

56·0fficial Decisions and Releas.s, SEC Annual Report
Discuases Aooounting Principles and Prooedures,· Journal at 
Aocountanol, 9$.602-603, Mar, 1953. -­

51Twenty-titth Annual Re,ort The United states 
Securiti.s ana Eiohin,e Comals. on (WiiElngton. unIted Stat•• 
Government JrIntlng 0 rloe, 1958}, p. 186. 



CHAPTFR V 

SUMMARY AND CONCLUSIC~IS 

It was the purpose of this study to determine the 

control exercised by the Securities and Exchange Commislion 

ever the publiebed financial statements ot buainel. com­

blnations. The ba.i. of tbls study was the Securities Act 

of 1933, the Securities Exc~enae Act of 1934, Regulation 

S-X, the torms required by the Commission, the Aooountin3 

Serles Relea.e., the Annual Reports of the Securities and 

Exchange Commi.sion, relea.es made by th~ Cc~lss1on, and 

Casss and Deol110ns made by the Commission. 

Article 4 ot Regulation S-X governs the preparation 

or oonsolidated and combined .tatements. This article de-

tines the prooedures the regi.trant must tollow In deter­

mining the prinoiple. ot 1nolu8ion or exolu.ion ot aub.ldi­

aries which wilL cl.arly repre.ent the tinanolal oondition 

and the results ot operatlon& ot the registrant and 1'• 

• ubsidlar1el. 

The requl~8ments let torth bY' Regulation S-X reLa­

tive to consolidated atate.at. maY' be In_ar l.ed aa toLlow., 

1. When oonsolidated Itatementa should be prepared. 
2.	 Treatment of subsidiaries not consol1dated. 
3.	 Requ1l'"ed .tatement. regard1ns the Inolualon or 

exolual~n ot subsIdiarIes In the consolidated 
statements. 

4.	 Reoonclllatlon of: 
a.	 Inve.tment ot parent In .ub.ldlarle. and 



47 

fifty-per cent owned persans and equity of 
parent in the net assets at the subsidiary 
and fitty-per cent owned persons. 

b.	 Dlyldends received from aDd earnlngs ot 
unconsolldated subsidiar1es. 

The Commilsion does not speclty which torms will be 

requlred. The responl1bl1ity ot determln.lng which torma 

are the proper ones to use 1. one at management and their 

legal counlel. These fo~ are very complex and need speolal 

study to determine which 1. the oorrect torm to submlt. 

The tor~ are not of the type In which blanks are 

fll1ed In but are merely guides .s to the requlred intor­

mation. If duplloate intormation ls required due to tl1lng 

under more than one Act, thls informatlon may be incorporated 

by reterence it It ls not needed for the prospectus. 

The purchase and poollng of interest COIX) epts haye 

caused oontuslon a. to the aooountlng treatment to be used. 

The Accountlng Research Bulletin Number 48 hal tried to define 

the olrcUMstances necessary to determine whether an acqulsi ­

tion of another business should be treated a. a purohase or 

a poollng of Interest. 

There are tour attendant circumstances set torth by 

Bulletln Number 48 as necessary to dlstlngul.h between the 

two concepts. These are (1) .tock is.ued in exohange tor 

properties in consolldatlon, (2) management, (3) relatlve 

aize or the constituent., and ,(4) continulty of Inter••t. 
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It lhare. are not issued in proportion to the respec­

tive intereltl or the predeoessor oompanie., if relative 

voting right. are altered, and if there are planl to retire 

lubltential amountl ot the oapital stook illued to the owners 

ot the predeoe.lor caap.nies, a purohale is indioated. 

Tbe Seouritiel and Exchange Commis.ion atate. that if 

the management ot the constituent companie. il eliminated, 

then a puroba•• il indicated. In order to s.ttlry their 

requirementl, part or the manaAement of the conltltuent 

campanie. must beoome part of the management or the new 

entity. 

On the ractor of relative lize of the constituents, 

the SEC at first objected to a pooling of interest treatment 

when the smaller oompany had less than a five per oent interest 

in the new entity. However, this ha. not been striotly ad­

hered to because to do so would exolude certain indu.try 

leaders from the pooling ot interelt doctrine entirely. 

The SEC i. intere.ted in the disposition that oon­

stituent parties mske with the shares they reoeived in the 

combination. As it il sometfmes neoeslary to regllter the.e 

lbarel before they can be sold, thi8 registering would not 

indieate a oontinuity of interest and hence the transaction 

could not be treated a. a poolinG of tntere3t. 

The Commission assumed a new ares of control in the 

Atl.antic Research Corporation case. The information uled al 
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a basil to rule the recistration statement deficient nnd mis­

leading waa taken from annual reports issued by the Corpor­

ation and not what was in the file of the Securities and 

Exohange Commission. 

The Commission is continuing its efforts to cooperate 

with the various profes.ionel accounting organizations by 

permitting its Chief Accountant to act as a consultant, a. a 

conferee, and to ••rve as B member 0f the Committee on Research. 

In turn, the various profeselorJal organizations have appointed 

.peoifio committees to cooperate with the Securities and 

}:;xchan.ge Commis.ion. Their mutual aim is to bring about a 

system of uniform accounting procedures. 
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II. CONCLUSIONS 

The conclua1oDII from this .tudy are aa followe: 

1. The control of the Securities and Exchange Commi.sion 

1. extensive with regard to the ,ub118hed financial stat..ent. 

ot bu.ine.s combination•• 

2. The laws and forme are complex and require .,ecial 

.tudy to be able to •••t the requirement. or the Commi••ion. 

3. The Securities and Exchange Commi•• ion has tried 

to tollow the criteria of Accounting Re.earch Bulletin Number 

l... a, but ha. not been able to hold to the.e ractor. becau•• 

the concepts ot the Bulletin have not proved to be practic­

able or .ound. 

4. There are no logical guidel1ne. to determine what 

constitute. a puroha•• or e pooling of intere.t. AoooUDting 

Reaearch Bulletin Number 48 attampta to define the oriteria, 

but the definitiona are broad, Tague, and diffioult to app17. 

5. The applioation or either the puroha8e conoept or 

the pooling of interest ooncept is not mandatory. The treat­

ment of busine.s oombinations se.~ to be 8 management deci­

.ion rather than one whioh conf~m. to generally aooepted 

accounting principles. 

6. There 1. more of a pos.ibility of misleading reault. 

if tbe pooling of interest oonoept 1e applied. 
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7. The Seourities and Exohange Commis.ion has given 

freely of the t1..me of 1ts Chief Accountant, and it! Staff 

hSB oooperated with the various acoountinG o~~anizations to 

establish some definite guidelines in developing the pooling 

of interest ~nd the purchase conoepts. 

B. There will be no long-run solution to the problem 

until the acoount1ng profession makes an autho~lt9tlTe deter­

mination of the purposes of the concepts of pu.rchase and 

pooling of interest and Bound sccountinr principle. are 

developed on thi8 basis. 

It may alao be shown th.t.t the ettend.snt circumstanoes 

used SS 8 criteria in distinguishlnz between the purohase and 

pooling or interest conoeptl may be queetioned. 

In the !£.!! or management. Tbe pooling of intere.t 

ooncept requ1re. a continuance 01' the manage.ent. One ot the 

objectives of a combination il to el1a1nate inetticlent 

manasement and any duplicatIon that exllt•• 

In the area or relative 8i%e of the constltuents.-_._-- -------.............;;;..-,~
 

There 8eSMS to be no lOfie con~ected with the requirement 

that the constituent company be 5 to 10 per cent of the oom­

bined unit. No arbltrary rule such 8' this can be IUltalned 

and acoounting theory Ihould not ohange because or suoh an 

arbitrary rule. 
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~ !h! ~ 2! contlnu1tz 2! interelt.
t 
ohange 1n ownership oan oocur shortly betore 

oomb1nat10n. Stookholder. may oboole to sell 

sbar.s and lt would be diftloult to rule out 
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10 IUbstantlal 

or arter the 

or retaln thelr 

the pooling at 

1nterest conoept on th1a basls. 

~D !!! !!!! !! stock lssued ~ exchanae ~ properti•• 

ln oonaolidat1oD. Tbe poollng at lnterest requires tbat no 

slgnif10ant port1oD ot tbe property ot tbe eonatltuent com­

panies be abandoned or sold. Thi. mar be a que.tlonable 

require.eDt becau.e one ot tbe objective. ot a combination 

would be to el1m1nate lnetticient operation. and combine tb. 

ettieient oper.tiona. 
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