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that are o.in£ considered by the court.

In point of t~ ODe of t~ first questiona that .u.t be

deoided after tlw need for tiDluloing has bee •• tabUsMd. i. the

proper fOl"lll of _Eieurit11:o iaaue. '1"_ Co.-i •• loa'. Nap .. ib111~

in this JllLtter arl 1llOat frequently under Sect10n 1 or t1le Publio

Utility !tolding Company .Act. Sub•• otion (d) of this .. otion atat.s

that the Commis.ion nay not appro~ a •• ourity i•• ue it 1t r1nda.
aIlOA(. other thin,;.. tba t the law. 18 not reaaaaably adapted to the

s.ourity structure of the is.war and otlwr oOllpUl.. in the ....

holdblg oOBtplUQ'.,.stea. or that tlw seourity 18 not ,...scmabl,-

a~apt.d to the ear.ning power ot tbe is.uer.
In interpreting the.e requl ..... nte the e-i,sa1tm ball !lad to

deal with aeoountin, problema ot all ldnda ud de,;ree. ot oOIlP1ez1V.

but perhapa the two probl... that haw e.t mquently require4

caret'ul atteation are the adequ&01' ot clep,..o1atiOJl prondan. and

the proprletT of the w.luat1ona rerl .. ted in propeny acoount•• 

Both of the •• qu•• tion. -.y haw ooulderabl. 'beari.Dc OIl tao
aultab1l1ty of a propo •• d •• ourity and both ot the- are que.tiona

that draw heavily upon the acoouatult'. work.

The Co:2llll1aaiOJlbaa not cie".lo~d uq .. It__.out1Bc tolWlla

that may be applied to detClra1ne the aOeq1l&01 ot dep,...1atlO1l pro-

"f'ialon.a aDd the related rO"rN'. It baa alearl, 1Jad1.eatecl.~ftr.

tlIat it oQJUllderathe nttlo1euy ot tM .p,...1&tl_ poll., to be

ot pr1_ 1mporian... Eepeola1l7 1a it ot IJ8POr'1:anM in the pabll0

utU1V field Whont depreoiation 1a ~t 1n-.r1&bl,- a __ r!&1
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Wher. it ba. DOt beea poa81b1. to Neve the ot all

wr1.te-~ rr-. the propert,.. .ccounta ot ~i .. t1l1Dg UDder SectiOll 7

ot the Bolding CCJIIP&Il7Act, it haa been the pr.ctic. to th...

wr1. te-up. and, in judging the lI1.-eIoa of i.su1Dg particular t)'p8 or
aecuriV, to cc.pare the capital structur. and .... t conrag •• both

betor. and .fter excluding the eff.ct of the write-ups. BowYer,

whil. MeldAg the el1Ja1.nationof appree1.atiClllfro. the .CCOUJ1ts, the

Coaai.. 1on baa been HIla1 tive to the lletbod by lIh1.ch the write-ott 1JI

accoapl1ahed. There ... one ca•• , for aaIIple, 1Dwhich • declarUlt

propoaed to remYe. 8iu.ble .ppreciation el_t f~ it. prop.rv

.ccount but preauaab17 did not waDt to _ka the charg. agaiDat ita

existing surplua. Bence it propoaed procedure lIhich reaurrect.ed aa

earlier charge-off of abandoned property against capital surplu

that had been created by reducing at.ated capital. Th1.e cbarge-ott

.... rever.ed, not in total, but onl.7 in aD aaount ap~tel.7

equivalent to the appreciation to be el1a1n.ated, and the the nNttored

-..ount of abandoned property .... charged off to retireaeJlt re •• ne

1rhich, incidentally, .... at that tiJBe ac!Jlitted to be ir.adequate. fhe

capital 8urplua so established ns then uaed to absorb the appreciation

write-off. The net effect of this lIlADeuvering ... to charg. the

appreciation to the retirement re.erve. The ca.p&I1Tthen proposed

to restore its retirement resern by periodic appropr1.ation.a of earued

surplus extending over not more than six Tear.. The Comdsslon ...

very critical. of this .ccounting procedure in it. deci.ion.
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~.LjMlIIIF"ItWut 1% of deprM1able property ... ocmditiOl1 whioh

further .mp_dad t~ top-.a-.y c_ruter of ~bt .truoture or

tbtl oompan,.. Tho rerinano1nl; propoaed proT1ded in .u'bataDe. tor the

red.MPtion or the outatand1Jac bondI from the pl'OO"~ of .. boDe!

l8aue. Althcnach a aUr;llt 1IIpJ"OW.et in the tinaDoW .tnetla,.. would

reauU. the Cosd... lcm o<mol.ed that the plan could not be appro.,.'

.ace the new .eourit)" ..... not well adapted to t. oapital structure

of the deolarant.
In both 11M. and the 11 Paao ... + tM Cc.ailaioa took oooaalO1l

to point out the twin p.r1b of exoeaa1Te 'bond tluanoinC. that la,

the rl8k of luabil1t)" to pq .rr or rerinaAoe the bona at their

-.b1rl1:7 and the rlak inftl ... d in a burden ot hea-.y t1xed oharp;•• ill

the inter1Ja period. BUDd41negard or thea. peril. ~.J1M4 _4 otten

haa l.d to a tempO,...". ad'ftnta&. tor t1w juaior a.cuJ'1V holde", but

in the lcmr; J'UJl tM r18a are 10 larr;. t .. t ~t, u a _tter .

ot a.lf-1aiereat. aAould ... k to keep thea 1dtll1n --e.able 11m1t•• 

To. onl.7 thol'OUlhco1Jaceoluti_ 18 aD 1noreued "11 ... GI1 .quit,

tlnano1D&. too o1'ben. how.,.r. \bere 18 a faUure to repair a faulV
'. :; .~ .. L......f~i -t -~,_:~C t-

t1Jwlolal Itructure b.. au"Ja~O~r1ti.' bear1D& lcnr 1Jltereat rate

oan be ... 111' 801d 1n a reoeptlw -.rat. Th1. re&80!l1Dc. h~ ... r,

11 11ke17 W BNJ1 tbat repain will newr N ..... for .... _rUt

tor aea10r •• ouriUea 18 l00d 1t 1. likel)" ~t the 11&1. ot realctaal

.quit)" aJuuooeawill alao be poasibl. on att .... U- teru _1: ....
•• !dor aeourlUe. no leapr ha_ a r-q arbt it 18 or41JaarU7 too

late to •• U OosaOD .. rea.
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reuoa&hl. relat.1oD to IU'II1n& pnw. on. debtor .. a toll br1dp

COIIp8Dl' operating und8r a f'raDoM.. wb1ch .t1JN1atecl \bat the lIr1dp

.. to a tree publ1c h1~ at the _ of tM tranob1M

period. The aecur1t1 •• propo .. d to be 1.aaecl 1noluded 1Dc_ boDU.

cuaulative Cla J,. stock and Claa. B atock. on. ton __ aJUlal

groea rnenua ot the bridge .... 11beral1T e.t1Mtecl to be cm1T

$300,000. Annual net operating inCOll8 baton 1IrtaNat. and 1d.tboI1t

&nT allowance for daprec1.at.1aa could not, ft'8Il opt1Jd.at1oal1T, be

estimated at JnOre than tl8O,OOO. let the contingent int.... t OIl the

propoaed honda was c\llllUlatlve and .. \JIlted to about $280,000 a 7UI'.

The corapan;r DOt 01117 1IIOuld be unable to meet it. intereat cbarpa

but would han DO wa:r ot prorld1Dc tor the retir.-nt ot the lMmd8.

The Class it and Cla •• D .tock, of cour .. , bad DO l1Dl1hood ot

receiving a return in the tora of eIther an earned or l1qu1dat1rll

dividend. It.. telt tl'a t lsn1Dg nab atoob'.s.ght renlt 1D

dece;jUon or inYestors .ince court apprOft1 ot a plan ot reorpniaat.1on

would ord1nar1.l1' imply at lea.t proapectI.,. Talun, which in thia ea.

did not appear to ex1at.

From the .. tew exampl•• 1t .... to _ that the cOII1tr1buUcm

ot accounting to the prop.. planning ot the t;rpe aDd "\lDt ot HOUri-

t1e. to be issued, wh1le not al-or. apectaoular, 1. nooetbel ••• 

substantial. \l"hether the data be used by manageact alone, by a

regulato17 agenCj' such as the SecuriU .. and Exchmge CORI1a.1cmor

by the courts in reorganisation proceelltinga, it i8 a nece8A17
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pll"el'eq.u1d.te to IIOWld adIIlD1nnt1ca or t1Jwla1a1 _t'-'8. Jet oal7

1. it 1IIper_t that a~ repo1"t8 be aft1labla lRIt it 18 eq~

1IIpon-t tbat thelr be prepuwt 111 aaocrdaDoe wit.b 80IDl priDc1p1u

that ra1r~ pre.-t the ftrJaDc1al ped.U_ ad -.na1ng ot t.be

COIIOWIl 111 quptiAm.

'the MCGnd .. rrice or aOCOUDtiDg pl'ft'1.o11a1T ... u.m.ct u that

or proYid:J..Dg re11able 1ntomatiall tor 1Jmaatora. Then are t..

1nft8tor. that do DOt !lOW reaop1H t.hat cl-.r aDd ditpcutab1e

t1nanc1al ata~a are an 1.IIpartat aid in uId.Dc 1I1tell1c_t

inftlltwent dec1.a1ema. Tb1a 18 not to fJ&7 that all 1DY.atora utUiM

t.heM ata~. erteouYe1T. There are aJV'1Ibo adldtteel17 caD dtrriYe

bot scant bene.t1t. tl"ell exu1n1ng a balaIlce ahnt aDd 1nae. ata~t,

but the tact that the. Btau..t.a contdn .1p1.t'iaaut 1nt.... t1_

1., I bel1.en. nearl.7 unque8t1onecl ftD bT tho .. per ... 11M are

unable to exploit u.. tul.1T.

)Io.t ot the acta adld.ft18t4n"ed by the S_ur1U ... and Rxchln~

eam.1aa1an haft giYell NOOIIalt.UD to the 1JIportance or financial

inforaat1aa b7 requir1Dl that. it. be _de naUable to the aecurity

holders or issuing cOllpCd•• subjeot to the CG"llll1Sa1011'S rules. ,\leo

the NewYork Stock Exehane. hu d<me IlIUehto ,ronote fnller dieclollU1'e

in the stockholdera' reporta of listed corporations.

Granted. that financial .tate,.,ts Il1'e ossential to, intellielIDt

Mc'.Jrlty anaJ.,..i.j tha rttrther 'llJNtion is raised 8S to mmt
conlJt1tutell adequate rt1.closure. There is considerable disagrao.wnt
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..ccoapl1ah :such i."1 :ion;. tlng some or the misconceptions and in J,1&1d.ng

atat.lillrnent O1I1&lysia !!lore available and inte111g1.ble to 1nv~Btors. It

1&&nom.aloaa, to my und, to find that tho lfr1t.ingl on the analysis

and intert>rttt.ation of financt.l statements :should COIIIi8 to such a 1arce

axtent from ljhOBO '\tho are only accountants !!l~.
Thd difficulties tacing the investor brc b¥ the tact

that tho basic datu be deals Ylith CIJ.MOt be ;.;re'::iaely Jetermined in

1~8lV ir:lportant respects. ?i.neapun cO:lclua1oD8 trOlll _U4t.aof on1¥

8?yroxinate ~ccuracj'" arc r.:cre delv.:sion. ~~emust, for 8X¥mple, relMell'lber

that the di!! erenee re8 ul t.inL frca c"1;i toU.Uint; chrnillC:;& at l(y'~ instead.

of lli is e,s great ldl h. lO,~,vc.riation iI. the ~rninca thtKIsuvea.

Large invoctorfl bJ'o ordinarily well alfW'. of t.itftllO I1m1tat,1ons and

taka 6ter-s to 5Upplcc:ont t.b.uir ar~i1i to whatever Ut.eDt is possible

hut Ute 6!\;iiJl ::.nvec.tor is less amu-e of the lliritat10n tU1d ilL IJ..D¥

event fWD restl'ict-od iJo.Jsibilit1e6 for securing lIuvplement&r¥

i.ILfo~t1ou.

'1 he fact Ulkt accounting onl,y reports certain .elocted aapects

of fi1,l)t;cihl conJ.:.lion 811(1 reports t;;i", information a.fter a considerable

bmOuntof t;;stlnat,l.on or juJicioua chooaint; of ii.lternativaa, 18 ..

li.n:itation tLat is lieU n1f.,i. It ia .. necesBaI'Yby'-

eroduet of the comploxit.¥ of business affair ...... d the fiction of an

8.l..nual accou.l'ltiut:; period. however, the tact that aocountaAts J1IIJT

report identichl situat.1ons in 6. variety of 'WhY8,due to dlsaueewant.

on the 6...,pro:.-r1b.te vrillc1plCl8 of account.i.ng, ar.d the fact t.hat

SO!Jf:tt.~s l'iT....:,cial Ii tat8Jient. are Dot Nl.de 8utt1c1entJ..y reveal1.ng
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