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FOOTNOTES AND FINANCIAL STATEMENTS

The topic I want to discuss with you tonight nearly slways falls in the
accountants' province but it involves a good deal that is not, strictly
speaking, a question of accounting as that subject is ordinarily described.
The proper scope and function of footnotes to financial statements has not
often been formally considered in the literature of accounting. 1In addition,
the mechanics of drafting has often-been passed over rather lightly by prac-
titioners. It has been all too easy for accountents to throw in footnotes of
all sorts and descriptions as a means of "getting in" some information or
comment as to the accounting policies and accounting facts of the company
whose statemeni is presented. The extent to which this is sometimes carried
is illustrated by a statement which contained fifteen pages of footnotes.
Again it is not unusual to find the same or a very similar note repeated five
or six times. In all too many cases the language of the note-evidences a
lack of careful draftsmanship.  In one case the accountants explained the
basis of normal stock inventory prices by saying: "The fixed prices are
those below which the corporation has not bought 1light native cowhides, upper
leather and crude rubber since 1820 with the exception of the period from
November, 1931 to April, 1933." Another page-long note was devoted to the
travels and adventures of two shares of stock whose ownership at the moment
was apparently the subject of a heated controversy. \

Notes have in the past contributed a great deal to the bulkiness and
comp.exity of financial statements and in some cases have been of such sig-
nificance as to lead a critic to remark that the information they glive is
more important to him than the balance sheet itseli. Indeed, in the case I
mentioned a moment ago, the effect of-the fifteen pages of footnotes was such
as to cause the Commission to ask that a three column statement be prepared
showing the amounts originally given, the adjustments contemplated by the
footnotes, and the amounts as adjusted«

I am, however, running somewhat ahead of my toplc. To discuss the prob-
lem satisfactorily, I think it necessary to outline broadly the role which
financial statements play in the registration statement and annual reporis.
As many of you know, our forms require sets of individual and consolidated
statements and of statements for significant unconsolidated subsidiaries.
Each set consists of a balance sheet, profit and loss statement, and support-
ing schedules as to such items as surplus, property, reserves and investments,
Many have asserted that this is too much and that the investor will not wade
through them, indeed that they will not even study the prospectus statements
which omit most of the schedules as well -as the siatements of the smaller
unconsolidated subsidiaries. There is doubtless much truth in this. On the
other hand, the national financial services, large investors, and many bank-
ing houses consult the full statements and pass.their informed opinlons on
to the individual investor. In addition we fill thousands of orders for
photostatic copies of parts of registiration statements. While the prospectus
has also been criticized as too bulky, it is interesting to note that many
annual reports to stockholders - which are not directly subject to our
rules = are coming closer to its general disclosure level. In some-reSpec§s
this development is the regult of applying the prospectus principle to the "
annual reports filed with us on form 10-K, except that the necessity of com-
plying with requirements to furnish specified information is absent and ex-
-cept that in guaging the materiality of particular data somevhat more flex-
ible and more adaptible criteria may be used., B
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As I have indicated, a good portion of this "bulkiness™ has been attrib-
uted to the practice of reguiring information to be disclosed in footnotes.
I frequently hear accountants say: "Plnancial statements are clearer if they
are not cluttered up with footnotes." Or as one eminent accountant wrote:
"Those ... who are accustomed to the simpler and more direct language of the
old prospectus may look with some concern on the modern prospectus with an
over~ornamentation of cross-references and footnotes.®™ I agree with these
remarks., Certainly a statement which has no need for disclosure in footnotes
is clearer than a statement which requires pages of explanatory notes.

But this does not mean that.the latier statement would be a better and
clearer statement without the footnotes. If the footnotes are well conceived
and deal with material matters, such an omission would only obscure the fact
that the financial statements presented without the notes did not adequately
disclose the company's condition. Simplicity in such a case is itself
misleading. .

It 1s clear to me that some footnotes will ordinarily be necessary. It
is equally clear that those which are necessary should be stated in as con—
cise, clear fashion as is possible, Granting this, determination of the
proper function of footnotes becomes essential. For our purposes, they may
be divided roughly into three classes:

1. Those which explain the accoﬁnting principles followed, or
compare the results following a change in accounting principles;

2. Those which disclose information for which there is no place in
the body of the statemeat;.

3. Those which are necessary to explain questionable accounting
principles and which show the effect of application of such
principles and the effect that would have resulted from following
generally accepted principles of accounting. ' ,
At heart the need for many footmotes stems from the wide variety of

generally accepted accounting principles which exist in many fields. If such

a program as is envisaged by the Tentative Statement of Accounting Principles

sponsored by the American Accounting Association and by the activities of the

American Institute of Accountanis is perfected and widely adopted, many of

these notes may well become unnecessary. Until then, however, it seems essen-

tial for our forms to require information as to such matters as the method of
preparing consclidated statements; the depreclation and amortization policies;
the treatment of discounts; the basis of carrying securities, inventories and
sometimes other assets; the basis of determining profits on sale of securi-
ties and so on,

In many cases where several sets of financial statements are filed much
of the required information is pertinent to captions in several balance
sheets, schedules or other statements. The easy way is to repeat. .A more
workmanlike method in many cases is the judicious use of cross references.
Perhaps the most satlsfactory method in many cases would be to draft an inte-
grated statement covering these matters as a sort of additional financial
statement to accompany the usual balance sheet, profit and loss statement and
related schedules. Precise reference under the appropriate captions to the
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+§2§pfopff5te paragraphs would then serve to relate it to the financial state-
‘ménts ‘With no loss of utllxty, with much saving of space, and possibly with
‘the resﬁlt of’obtaining an 1ntegrated, readable document. -

y 3; Te F
©i2.°¢ Some of you may feel that such requirements as I have indicated will call
forth no more than disclosure of ‘some widely established accounting policy.
LS Ls.not the“fact. ' Let ‘me illustrate the sort of thing that is frequently
‘fouuﬁ' As T ‘mentloned before, our forms require a footnoie explalning the
prlnciples “followed ‘in- cansolidation. In one case the resulting note dis-
dlosed that only the par’ ‘'value of the subsidiary's stock had been eliminated

"'aéainét the investment. As a result, Acoounting ‘Release lio, 3 was issued.

'C Phis release_indicated that an amount equal to the par or stated value of the .

LR

i

' subsidlaries stock ‘dwned by the parent and its proportiondte share of their
sgurplisses at acquisition should be eliminated ajalnst the parent's investment
accountes

B

*0 /2%~ In another ‘¢ase a note statéd' that the registrant's equity in the net
agsets of a consolidated subsidlary’ as shown on the books of the latter ex—
éeeded the registrant's investmerit in the subsidiary by approxzimately
$2IO 000.00 at the balance sheet date. Of this amount $2OO ‘000.00 represented
‘thé excess of the Subsidiary s aggregate net assets at date' of acquisition

“**over the cost of the regtstrant s 'invéstment in the subsididry. This amount

~"was ctredited to“zonsolidated- ‘capital surplus. The balance of:$40,00Q.00,
representing the* earnxngs of the’ subsidiary since its acquisitlon, was cred-

“ited to earned surplus in consolidation.

e S S S .=

.

A separate ‘note -to the same statement explained that in consolidation
‘the subsidiaries' fixed assets were carried at appraisal values instead of at
“the higher amounts - at which such" asoets were reflected in’the books of the
subsidiary. The excéss 6f the latter amount over the appraisal.value of the
fixed assets, approximately $250, 000,00, was carried in the consolidated bal-
ance sheet as "goodwill“ While the excess of a parent's invesiment over its
equity in- the niét’ assets of a subsidlary is frequently reflected in consoli-
- dated- statendhits as’ goodwill it seems to me highly questionable that there
may be both:plrchased- goodwill and acquired surplus arising out of the mcqui-
sition” ot~ the” same*subsidiary.' Such information as these notesdisclesed is
to my. mlnd s&gnif&cant to any thoughtful investor.

- Ih the second group of footnotes, “those which: supply information for
which there-is- no prace in the body of the statements, there is presently
- fbund- much “which' I think could be eliminated by giving the information in the

”Ualance sheet itself. * T would include hiere such matters as the market quota—

“tions or cost 'of mabKetable securities, ‘the breakdown of ‘Inventories into
classes; the anhual’'maturities of long term debt and other similar items. In
“r §ases! if which” the s&ggested statement of accounting principles is appro-~
p*ia&e; the ‘substante” of some of this class of footnotes can be worked into
that statement. Thus in explaining the principles followed in consolidation,
the amounts involved in the disposition of the difference between invesiment
7 and equity could ‘be ﬁﬁown. o .

- . LA P
noong [ Sy S .

.liLoa Stripped of" wﬁat miéht be handled‘otherWise. this group”Would ordinarily

7+ l'te narrowéd’ to al rélatively few important items such as contingent liabili-

tles, arrearages in’' cumulative dividends, defaults on indebtedness, and other
comparable matter. In the case of an income statement, a note might well re-
classify certain of the operating expenses into functional amounts, such as
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To illustrate the reorganizatlon technique, I may use an early case be-
fore the Commission. In that case each of three classes of no par stock was
shown at a stated value of $5 per share aggregating some $900,00C. Capital
surplus of over $6€,300,000 and earned surplus of $2,500,000 were set forth
separately. The three classes, however, consisted of a §7 preferred with a
liquidation preference of $100; a Class A with a minimum liquidating prefer-
ence of $50 and a Class B residual stock. Prior to a recapitalization some
years earlier, there had been two series of $100 par preferred and a no~par
common. In the change, a large proportion of its original stated capital had
been turned into surplus and used in part to wipe out a $2,500,000 operating
deficit. After consideration, the registrant amended its statements to show
the preferred and Class A stocks at their liquidating preferences of
$2, 700,000 and $3,200,000, The remaining equity was assigned to the Class B
stock. In a footnote the respective amounts of stated capital and of each
class of surplus were shown.

In cases such as I have outlined it often becomes difficult to tell
whether contributed capital in fact has been preserved. Furthermore if no
Junior equity exists the reality of the "preference" may be questioned. It
may be argued that despite the label "preferred” the effect of many corpora-
tion laws is such that the company is under no obligdtion to refrain from
distributing assets below an amount equivalent to the preference. For this
reason upon more mature deliberation it was felt in subsequent cases that the
method described above was not entirely satisfactory since it tended to ob-
scure the possibility that capltal contributed by preferred stockholders or
the amounts to which they were éntitled in liquidation might not be maintained
and safeguarded against distributions to jumior securityholders. This it
seems is permissible under the laws of many states. Of course, the Commission
in establishing requirements. for financial reporting ‘doubtless is not bound
to follow permissive staté statutes. On the contrary the Commission is spe-
cifically authorized to prescribe the form in which information shall be set
forth in financial statemerits flled with it. But in such cases as these the
form of presentation requiréd must clearly be ‘such as to warn of the dangers
inherent in the situation as well as to reveal the economic facts. Out of
these considerations the Commission has gradually, as case after case came
up, -developed its present policy of requiring disclosure of all pertinent
facts in the balance sheet or in footnotes thereto. In reaching the require-
ments we now havé,'we_have thought that the investor, to understand the posi-
tion of his security in relation to other securities of the company, must have
before him the answers to such questions as these. What is the amount of the
agéregate excess of the liquidating preference of preferred stock over its
par or stated value? Is this excess protected by junior capital? Does the
total junior Eapital and surplus more than equal this excess? If it does are
there any restrictions upon the payment of dividends on common stock out of
such surplus? If earned surplus is not restricted, is paid-in surplus? Does
the fact that paid-in surplus was contributed by preferred stockholders make .
any difference? If the excess is greater than the total of junior capital
and surplus is there any restriction upon the payment of dividends from
current earnings? Are dividends in errears? If they are, what effect does
that fact have upon all of these questions? Clearly here is a case where
disclosure should be made. If explamatory footnotes are omitted the un-
clutteréd financial statements may be easier to read, but it is hot easier
to understand their full portent. In fact such statements would uyndoubtedly

mislead the unwary reader.
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Our present policy of disclosure is now incorporated in Accounting Re~
lease No. © published last December. This release calls for information to
be shown in the financial statements in addition to that previously required
by the Commission's forms. It reads:

"... In the case of preferred stock the preference on involuntary
ligquidation if other than the par or stated value, and the divi-~

dends in arrears, if any, should be shown (preferably in the bal- -
ance sheet) both per share and in the aggregate for each class of

such stock.

"As a means of further disclosure when the excess involved is
significant there should be shown in the balance sheet or in foot-
notes thereto (1) the difference between the aggregate preference
on involuntary liquidation and the ajgregate par or stated. value;
(2) a statement that this difference plus any arrears in divi-
dends, exceeds the sum of the junior capital and the surplus, if
such is the case; and (3) a statement as to the existence of any
restrictions upon surplus growing out of the fact that upon in-
voluntary liquidation the preference of the preferred stock ex—
ceeds its par or stated value."

While good business judgment ordinarily precludes the payment of divi-
dends out of contributed capital most corporate laws do not adhere to this
philosophy where part of the contribution has been termed "surplus". In such
cases as these, determination of the existence or absence of a restriction on
surplus is often an involved legal problem, the solution of which is not pri-
marily a question of accounting. 7o reveal to prospective stockholders the
complexities of the legal situation and to encourage consideration of the
problem the Commission at the time this release was published also announced
a policy of requiring an opinion of counsel to be submitted which would set
forth restrictions on surplus growing out of the situations we have been
discussing. In addition since such restrictions can be no more effective than
the remedies available to enforce them, an opinion was requested as to the
remedies which were available to security holders should any of these re-
strictions be disregarded.

The relation of this whole problem of liquidating preferences to the
general principles of accounting is far from remote. It is, I feel a direct
challenge of one of the underlying assumptions of accountants, namely, that
there is a distinction between income and capital that is both real and im-
portant to the corporatiom. Accountants have as a group frowned upon pro-
cedures which blur this distinction. In this vein accountants have sought to
restrict the concept of "dividends" to the distribution of earnings. Like-
wise, charges to capital surplus have been scrutinized against possible relief
of the income and earned surplus accounts. Here the question is, "What is
income?"

¥hen the amount paid in on shares is wholly unrelated to the stated

value and the liguidating preference, or where the reality of loss has not
been recognized by reduction of liquidating preferences, as well as stated
values, the soundness of the distinction between capital and income is again
at issue, this time on the point of what is capital and what are the equities
therein. In various ways we have looked askance at the practice. However,
the basic remedy lies in its abandonment by those who now employ it, either
voluntarily or as a result of changes in applicable laws. In the meantime,
the footnote method must continue in use.
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Turning now to another category in this group, what disclosure is re—
quired as to the effect of events occurring between the date of the balance
sheet and the date of the accountants' certificate. This presents a nice
problem. Furthermore it is a very important problem when it arises with ref-
erence to statements filed under the Securities Act of 1933.

Certain aspects of this problem are very familiar. We know that it is
customary for accountants either to disclose in footnotes the effect of sig-
nificant events occurring subsequent to the date of the balance sheet or to
consider thelr effect in preparing financial statements and in forming an
opinion as to the company's financial condition at its balance ‘sheet date and
as to its operating results for the period., The balance sheet treatment of
inventories illustrates this point. Customarily the inventories of many con-
cerns are stated at "cost or market, whichever is lower". Market of course
is determined as at the date of the balance sheet. But subsequent price de-
clines should also be taken into consideration. If the changes indicate that
significant inventory losses may be sustained, reserves should be provided or
the relevant facts disclosed in collateral notations. Simlilar disclosures
should be made with respect to substantial commitments for the purchase of
goods where the contract price is considerably above the current market unless
such commitments are covered by sales contracts on a profitable basis. Un-
filled sales orders at specified prices must be considered when production
costs have advanced considerably. Like principles should be carried over into
the treatment of marketable securities and other investment securities. Unin-
sured losses occasioned by fire and flood; the issuance or redemption of sub-
stantial amounts of securities; changes in capital structure, such as those
that arise pursuant to guasi-reorganizations, should likewlse be disclosed
even though the events giving rise to such changes or losses occur subsequent
to the date of the balance sheet. :

Up to this point my illustrations have all had to do with situations
where an event at an intermediate date would-have some effect on our present
opinion as to the fihancial condition of the company at the earlier balance
sheet date. Additional illustrations of a somewhat similar nature could be
cited. In most of these cases disclosure should be made on the face of the
balance sheet or in a collateral notation. However, where the happening of

‘the eveni only affects future operations and as a consequence the financial

condition of the enterprise im the future, the problem is much more complex
and is not yet well settled. )

These cases cover a very broad field. At one extreme it is obvious that
there is no need for the accountant to comment upon events subsequent to the
date of the balance sheet if their effect is not signiticant. At the other
extreme there is no question that the accountant should disclose happenings
after the date of the balance sheet if it is probable, or even possible, that
as a result of such happenings the enterprise may become bankrupt or suffer
serious financial embarrassment. Between these extremes the accountant faces
a dilemma. ’ ; .

Events directly related to the operations of an enterprise and having.an
effect upon its future prospects are matters of interest to investors. This
interest points toward the necessity of disclosure. But it would not always
do to disclose the facts alone.. They easily might be nmisinterpreted. Some
attempt may havé to be made to interpret their effect., Then the question is
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presented as to whether it would be fair to measure the effect of harmful
influences upon the enterprise without doing as much as to the favorable
factors. This, of course, would be mere conjecture. If the chain is carried
this far, the accountant is in danger of becoming s forecaster - & person apt
to rank _along with the weather.man in the opinion of the publice

writers are practlcally,qnaninous in saying that the accountant is not
a prophet; that he should be careful not to be drawn intoc a prognostication;
. that he should not express opinions that might be construed as predictions o.
earnings; and that he should guard the reputation of the profession for con-
servatism and ‘reliability. These views are also supported by the American
Institute of Accountants. In addition to its formal rules of professional
canduct the Institute has adopted a resolution adnonlghlng accountants:

- "That estimates of earnings contingent upon future transactions
should not be certified nor should an accountant permit his name
to be used in conaunction with such estimates in a manner which
might mislead anyone."

As a matter of fact, even pro-~forma financlal statements giving effect to
specific uncompleted transactions generally are frowned upon and under certai.
circumstances the use of such statements is prohibited by the Commission.

In determining whether disclosure should be made in circumstances sudh as
1 have described two predominant interests must be considered. The one is
the interest of the investor in obtaining all possible information concerning
the enterprise in which his funds are invested. The other is the interest of
the general public in preserving in independent accountants the qualities. of
impartiality and reliability - characteristics which are not compatible with
the business of forecasting: These interests must be balanced, Consequently
each case must be decided upon the circumstances peculiar to it. Somewhat
the same factors underlie this problem as are found in the concept of "ma-
teriality” or "reasonableness".

This and related problems were discussed by a number of prominent prac-
titioners in a round table session about two years ago at the fiftieth anni-
versary celebration of the American Institute of Accountants. The discussion
centered not so much on events that had happened between the balance sheet
date and the date of the accountants' certificate, but rather upon all events
that had happened at any time up to the date of the certificate that might
have an adverse effect upon the enterprise in the future. Various speakers
indicated that irn their opinion it was unnecessary to disclose the fact that
legislative enactments, changes in manufacturing methods in a given industry
and other changes of an economic nature might possibly have an adverse future
effect upon the enterprise.

One speaker indicated that if the business of a company is protected by .
patents that are about to expire; if some competing device has been invented
and is making substantial inroads upon the business of the enterprise; or if
d ¢ fective products have been sold and there is a probability that there will
be heavy returns, the possible future effects of such conditions should be
commented ypon. There was considerable debate among a number of the speakers
as to whether 1t would -be necessary to disclose that a given company in the
past dispoesed of from 20% to 25%. of its entire output to one customer and
that consequently a‘large part of the company's market might be dried up by
the loss of .one customer. Most of those who discussed the point indicated
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that they would not disclose such information. However, one expressed the
view that in the other extreme where 75% of the sales of a company were made
to one customer, ke would disclose that fact as a matter of history rather
than as a matter relating to the future and let the investor make his own
prognostications. It seems to me that this latter view is a sensible one and
should prevail whenever sales to one customer bulk large. It also indicates
that the final solution depends in part upon a question of degree. I have no
doubt that Lf one large customer had actually been lost before the issuance of
the accountants' certificate and if as a result of such loss the company faced
the possibility of bankruptey, all accountants would insist upon the disclo-
sure of that condition. After all, the utility of past financlal statementis
to a prospective investor lies in the light they may shed upon the future.

And if there are known events which destroy the validity of reasonable in-
ferences therefrom, the duty of disclosure seems clear.

The comments of those who took part in this discussion evidence a lack
of agreement among accountants, at least with respect to this particular prob-
lem. Moreover, in some instances the individual speakers made statements
contradictory in themselves. Thus the view was expressed by one speaker that
an accountant is only required to disclose events subsequent to the date of
the balance sheet if such events affect the financial conditlion at the date
of the balance sheet or the profit and loss statement as &t existed at that
time. It was pointed out that to hold otherwise would open up a field lead-
ing to almost immeasurable possibilities. But it was also recognized by the
same speaker that the effect of anything that has happened or that is likely
to happen which affects the future cannot be utterly disregarded. Moreover,
it was acknowledged that the Securities Acts placed certain responsibilities
upon accountants in this respect.

With these divergent views it is fortunate that investors are not de-
pendent upon financial statements as the only source of such information.
Item 6 of Form A-2, under the Securities Act of 1933, calls for an outline of
the general development of the business for the five years prior to the date
of flling of the registration statement. In response to this question reg-
istrants are required to state only materially important developments which
have occurred in the business. For example, a statement should be made as
to lines which have been added or abandoned; plants which have been acquired,
sold or abandoned; changes in the mode of conducting the business, such as
fundamental changes in the method of distribution and various other materiai-~
ly important chandes.

We have not lost sight, however, of the fact that financial statements
should stand on their own feet and consequently we have required i? a number
of cases that things having a direct effect upon the future operations of
the enterprise be disclosed in the current income statement. In one case
in which ‘the salary of the president for future periods was to be increased
substantially, that fact was required to be disclosed in a note to the reg-
istrant's profit and loss statement. In another case a footnote was re-
quested to direct attention to pertinent provisions of an agreement whereby
employees and officers were entitled to share in future profits of the

company.

On the other hand, in a number of cases we have accepted reglstrat;or
statements where disclosure of important developments which had occurred 2t
the business was made in the body of the registration statement only and n
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disclosed in conneetion with the ftnancizl statements. ~.In.one case a regis-
trant between tlie-date of its balance sheet and the .filing date of its regis-
tration statement, ‘Lad ‘entered into a-working.agreement with the United
Automobile Workers .of ‘América. Although disclosure of that fact was:not re-
gquired in the financial statements, the registrant was required to amend the
body of its registration statement to disclose. further information . with re-
spect to this agreememt. In its amendment,-1t. summarized the pertinemt pro-
visions of this agréeement and stated that as a result thereof wages of pro-
duction employees would be inoreased not in excess of 20%.

In another case. the reglstrant for many years carried on its operations
with convict labor. -Several days after the date of its balance sheet the use
of convict labor was discontinued. These facts we required to be explained
in response to item 8 of the registration statement in such a way as to re-
veal the possible effect on the income and business of the registrant of the
" substitution of free -labor for convict labor, including s comparison of the
cost of free and convict laber for the three preceding years."'j

From what I have said I believe it is apparent that this problem is in
need of furthér study. It is another evidence of the fact. that-accounting,
although it is the best medium we have, is in some respects an 1inadéquate
neans of reporting financial information. Our attitude on the problem can
be summarized by saying that while we do require disclosure.of such informa-
tion, the place of disclosure depends upon the facts of the inélvidual case,
But-in any event the disclosure should cover both the - facts involved and so
far as practicable the expected effect of such develppments. I algo believe
that the registrant and the accountant should take.a liberal attitude toward
the problem and make such disclosures even though in an individual-case the

Clear necessity therefor might not appear. .

) The flnal group of notes that I mentloned embraces explanatory comments
that become necessary when guestionable accounting practices have been fol-
lowed. In part this. group overlaps with the first group. I have segregated
1t and placed it last because I feel that it is disappearing. It represents

in a sense the last stand of practices which are being discarded in favor

of what we hope and belleve are sounder principles. . It is important since

it is the point at which progress 1s being made or is needed. The explana-
tions and Jjustification which accompany the carrying of treasury stock as an
asset or the writing off of discount while bonds are still outstanding are
now but the traces of formerly common practices. The explanatipns accompany-
ing assets carried at written up values, or at unconscionably low written
down values, indicate areas in which further study and progress is needed.

In Accounting Release #4 the Commission has, I believe, contributed an ef-
fective tool to the accountant for weeding out unsound practices. As you
may know, the Commission there determined that statements would be considered
misleadlng unless prepared in accordance with generally accepted accountling
practicdes, even though disclosure were made in footnotea or in the certifi-
cate. the effect of this release, however, has not yet been fully felt,
since {t was issued too late to be applicable to the majority of 1937 .
statements.

To’ summarize, it seems to me that footnotes are an essential part of
financlal statements. But if footnotes relating to accounting principles
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and practices are filed as a separate statement, wherever practicable, if
footnotes elaborating upon captions in the financial statements are abbrevi-
ated and included as parenthetical notations in the body of the statement
wherever possible, and if financial statements are amended to give effect

to accounting principles for which there is substantial authoritative support
instead of following the practice of basing the statements on dublous prin-
ciples and making so-called "full disclosure" by way of footnotes, then we
will be well on the road toward clearer and more intelligible financial state-
ments. If finally the footnotes that must still remain are expressed in
concise and simple language, a major improvement in our financial reporting

will have been galned.

U, g [, Sar.



