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C1IAPTER I 

nffRODUGTlOH 

This thesis deals primarU7 with only, one ot ~e several forms 

of bus1n:!9ss organizations. It ha to do with the oorporate form and to 

a large extent with those cerporations of larger size where the capital 

investment 1 relatively' high am where tber is not usually an intimate 

relationship between those who own the business nd. those who manage and 

operate it. 

re sp citioally, the subject atter is a particular problem 

hich has arisen in conne~ion with the oorporate f'orm. his problem 

concerns the disclosure by .nag nt to stockholders, bondhold rs, and 

thcee who are interested in beconiing such, ot the pertinent, vital 111• 

formation about the tin.and.al coJldition and operating results or the busi

rie s which sueh persons are entitled to haTe. 

'fhe root.a ot the problem go deep e.JJd wide into our economy. They 

at.teat aa.111 of us directly and indiT.idualq because or the widespread 

owner hip or · securities. They affeet m st of us a bit less direotly but, 

nevertheless, aaterially because ot the Ultluen"Ce they haw upon employ

m nt and upon the a'Vdlability of man,y things llhieh ooae t,o us through 

th ett oti"Ye operation or large•acale business. the1 affect the nation 

as a whole, because the mtion•s security at.Id pr,t>g:t"eas are closely tied 

to an efficient productive <Bpaoity and to the ltare and atisfaction 

or it individual m bers. 
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The problem was not great a huxxlred 7ears e.go. EYen sixty- or t1tt7 

,ears ago people did not think too mucl:l ot the need tor regulation or con

trol :tn the determination of what, ma11&geaent should tell the owners and 

how the:, should d.o it. This doee not mean there •s ooaaplete boneet7 then, 

or more than now, w that ownership did S'lOt entitle a person to the right 

to be lceqt Wormed about the business in which he had an equit,.. t 

busi ases were usuall7 ll then 1n relation to those ot today, and the 

owners either _p4t?'formed the management function \hem.selves or employed 

others wh they knew persoslly- and could contaet dil"eotly or whom th,q 

could k ep track or 1.l'Jdireetl.T through agents. this is stiU true today' 

with the iuli:rl.dual proprietorship, the partnership, and many, many smal

ler corporations. 11th them there is still rOOtll for ilaprovament in account

ing and statiatica.1 .met.hods used and 1n methods of pi-esentation, but there 

is not the broad problelll or informing ,many security holders who are un

familiar with the business, 0" who are w1de:cy separated. from it geograph

ically, or who do not for various re sons wish to participate in its actual 

operation. 

A great deal has been written and aaid ,about. tbe important part 

played b7 the corporate fora or or nisation in making lite as we know it 

today s1ble. It, probably as auch as aJlT other thing, has facilitated 

the develop!ll8nt ot large•aeale produetion, tbrough :its capacity to accumu

late huge aaounts ot capital troa a wide variety ot sources. It bas also 

provided a mean& by which people in h1JD.ble oircwastances or otherwise can 

put their limited o:r large savings to work. It has made it more poseibl.e 

ror ea ch person to own a state in hi · country, and to 

enterprise qatem. 

it umer a tree 



ach 1nve tor bas a choice as to the tors and degree ot risk he 

wisbes to take. He may choose a high•gl"ade bond carrying a low interest 

rate but 'ftry litt~ chance or loasJ he aay venture into the common stock 

ot an oil cempany which at the time has very little except high hopes and 

a prayer, with the hope ot r ping fabulous returns; or he may choose to 

put his .-oa,7 soaewhere in betw en. But••and this is important••he should 

h Ye as cb. intormation as can rea-sonably be given hia, within his abil

ity to use it am within certain llm1tat1ons of carpor t oosts am secur

ity ot trade secrets, as a baai.S far ,n.aking the deoisio ; a.rd then;, af'ter 

mald.ng the iirve,tment, he should be kept pt"Operq informed concerning the 

financ1al position and the operations ot the business in which he bas 

placed his aoney. 

It is felt th t, wer the long run, the etteetivenass of th cor• 

porate ay tem ha.a be-en and will be largely lntluenced by the degree ot 

confidence between th mvestors am thoae who manage and are :responsible 

tor their propert.7; and con£1denee i ualallly f'aoilitated by an aware

Mas on the ri or t-be owners of' what their business is doing, regard• 

less of whether or not the result t ny- particular ti.me are od or bad. 

1'h1a brings us back again to the problem or dia closure••the prob

l of how much oorpa.rate aanagement, which has stewardship over the 

corporate property, should tell the people who haw :t:tnancial interests in 

the propertJ', and how this can most etfectinly be told. 

The problem 1s n defined. There are certain areas which will 

not b discussed, although adndttedly they, pertain in ome ways to the 

ubject. One eoncart'US specialized patterns ot disclosure required bJr 

state or ted~&l bodies tor epeo1£ic 1.ndutr1es such as railroad , public 
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utilities, iuura.nce companies, o:r banks; another pertains to the in.for• 

mat1on f11rnlshed pr1!Jlarily tor tax pUl"'poses; and a th1rd deals with the 

growing practic:. ot informing plO)"ees about the affair• 0£ the com~ 

tor which they work. 

F.ach or these matters is important, but it is felt they cannot 

all be a~quatel7 included in a thesis of this type. It seems preferable 

to coyer one broad area, many of the aspe-0ts or •h1ch have general appli-

cation and, th refore, pertain also to situations other than those exist-

ing between the corporation and the investor. 

Before procading further there is need for de.tinition ot one term 

which will b used numy times in the f'ollowillg pages. It iB the term 

"full di closure,• and, although a au.tnmar,- statement of it must have cer

tain limitations, it also ha.1 the virtue of being concise. It ould B'8e 

t.h tit should be stated s ewhat as followu 

Full d1sclqaure means the mentioQ ot e.yerz iyem of pterifl Si({: 

P!fismce, des e-!bed and 0~1Uied in sucg DX ~at those tg w!?:9.!: it 

js •Mn!@ml MP Jm4'!tliN¥\ wh5t the sOifioagg, &a, are wesep.ted et the I 

,time wjlen j.t 1 s;um1t12J'!Bt.1 

Ite meaning will be upl.ified as the discussion developes. 

In the pages that follow an attempt will be made- to ( 1) trace 

briefly- the d velop ent of the orporate system in this oountey and, along 

with that, the gradual recognition of the need tor dis<:losure• aQ:1. its 

e rly progress; (2) to describe the developaent or protective legislation 

1A turther discm.saion or this detird.tion and ·the source ot it is 
included in. the final section of apter VII. 



t.b• pUl"po • or whidl ie t-o uaure that investor• be kept. adequawl1 in• 

t'crud a1 •llowed 

(3) to db • re · 

perlJ •ercS..• their ripta or 1rd1.ract aontrolJ 

rmental eon\rol, and the 

1llpltoatlon1 hereotJ a (4) t.o ducu111 the adequacy ot Wcraaatton or 

dtttenn\ JP•• !)ft bein aupplle to iJlv• cr ( ffd7 veatly 1n 

individual ab1Ut1N uatnallate aa:l •• the Wonaatlon), ard the var-
r 

f 



OI!Af'Hll ll 

DEVEI.OPl.&Et'fl' OF CORroRATIONS IN 'l'llE tml'l'ED STATES 

According to a eur<vey made in 1937 by Twentieth Oentllt'y Fu.rd, 
Inc., up to the year 1800 at least 335 corporati ns bad been chartered 1n 

the lT~ted States . A te had been in exi&tence back in the Colonial per• 

iod, but th majority had been formed during the pericd alter 1780. A 

br akdown as to types hows that 65.4 per cent were for highwa13, 00;0 per 

cent were in tine.nee, 10.7 per cent were or local public s rvice m• 

tur, and onq 3.9 per cent were tor other types of business.l 

In those early da7s, in order tor a corporation to be forraed, it 

ns necessary to obtain a special ch.-rter from the state; and each charter 

required a legislative act. i"he formation of the enterprise, theretore. 

wa often dependent upon political favors. 

In 1811 the state of New tort passed the ti.rat aeneral ®rpora• 

io law,- flui the other states gradually followed suit over a period or 
ny 7-.rs. Sud! laws aad.e it possible to form a 002' ration without tho 

peaial legialati'ff e otment. Usually they r quired on.11 the aoproval, 

by a de ignated ,stat• official• ot the article of incorporation. 

Prior to the & ~te lawa, one writer as Saidt .incorporation 

ns a privilege which could be gl"&nted or wit.bheld at the discretion of 

1.rwentieth Cent.ury und, Inc., Bi& hfOOI J;»a Qro!G,h and tu 
Plac, (New tork: Twentieth Centll1:'Y Fuin, Ino. , 1937), p. 1. 
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legi lati'I/\ bodies; Brter their passage., it became right that every citi• 

sen eo petent t 118.ke contracts poss ss •1 Such laws contributed gr tq 

to the ease with 11h1ch a. corporation could be eatablishedt end,. no doubt, 

the,- spurred the~ or that type or bulbess. 

there are also ee1"ta.in cb.aracteriaties within the corporate i"orm 

itself wh!ch hav be n Vfir'I' important in determining its extent aod er

tect1veneas as a part of a developing nation. Legally, it ie an :tit7 

separate from 1ta owners or its management; and its ownership r1ghta are 

divided into transferable shares which can be passed trom one person to 

another without disturbing that entity. At it prea nt stage of develop-

ent, the corporation am incur debts er make oontraots without in~ •1 

obligatin, i"ta stoekholders.;2 their risk ie limited to the aaounts they 

have 1.nYeated in th& buaine1s. In additio.n, it.s organization is such th 

th.• function of maiw.gement oan be ef'tact1vely separated trom that of o,m.. 

ershlp. 

These diaracte:r-istics b ve proven worthwhile in connection with 

small businesses 0£ ~ kinds, but they have applied in particularly 

effective ws:y where lar'.ge•aeale flnanoing was Mceasaey, or desired. 

To oontinue with corporate developnent as shoe b:Y' th& Twentieth 

survey, railroads..,. appearing about 1830 in inareaaing nm• 

bers, and b7 1860 they oooup1ed tirst plaee on the orporate lists. Then, 

McGraw 
luenry E. Hoagland, Corpgraij&Q fi!!AA9! (3rd ed. J New York: 
ill k Ccnpan,, Inc., 1947), P• 44,. 

2 exception to thie applies when stock has been original.l.J sold 
at a dis eount. In such a situation the holder ot such 1hare can scxnet:lmes 
be held liable tor the difference between par value and the original put"• 
chase price of the atock. 
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in the ~s following the Civil ar, a broad expansion of the corporate 

form in ne&rq ever, branch or busine s activity got underwa.7 .. 

By 1?29 corporations almost complotal1 dominated oartain major 

are of our econQn\1. These areas were, and still are, manutaoturlng, 

mining, transpo~t1on, and public utilities. Corporations accounted tar 

over ha.l:r .. t the 1.ncome 1n finance and trade; and in construction, aervice

type, and ndaaellaneous other industries, their share or earnings s over 

one-third. Table l giftu a mgre detailed and exact br kdown of thie, 

showin the relati~ importance ot various branohe or economic activit7 

in 1929, and the per cents or ~e total UQQtlle produced by corporationa 

in each branch. 

~ing the past quarter aent\11"1 there ha been tu:rther expansion, 

but llO!'e 1n sis than nuotbel'. Retention of earnillgS, sale or new seouri• 

'ties, and combinations of ditterent kinds have been the ujO!' methocla used 

to briiag about the development ot larger and larger 'business enterprises. 

It baa becane quite apparent that an outstaming re ture of the 

corporate fora 1.S its facility tar growth, :tor the accumulation of huge 

amounts of capital by widespread aeourit7 distribtiUon. Thia does no\ mean 

that large size is necesearilJ oon-cond\ant of the corporate form, beaauae, 

aa has been mentioned, there 8.J:I a great ma.ny small corporations. But; it 

does mean that businessee have town incorporation to be a particular aid 

to expansion, with the accompanying benefits that de:r1ve f1"0lll large ,1ae. 

The discussion to this point has emphasued the increasingq im

portant part plqed by the. corporate :form as oompared wtth other types ot 

business ente:rpriee, and reasons tot' this. t the illustrations need to 

be extended fulithe?' to show that, ot all the incorporated buinesses, a 
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ABLE I 

LA: IVE IMFORT .E l: VARIOUS C ES OF W C 
ACTIVITY, AND PER CENT OF TO'?AL INOOME PRODl.l (,'ED 

BY CORPORATmNs IN EACH BRANCH, 19~ 

Government. • • • • • • • • • • • • • 

fer Cent of 
tional 

lncoae 
Produced 

Agriculture and related J.Diustries • . 
Cons truct,ion • • • • • • • • • • • • . 
Miscellaneous ••••••••••• 
Servioe.i: protesaional, amusement., 

hotels, etc. • • •••••••• 
Finanoei nld.Dg, insurance, real ea• 

ta te, holding CCllllpam.es, stock. and 
bond bl"okere, etc. • •••••• 

Trade • • • •• • • • • • • • • •• 
tr n.aportation and other public 

utilities •••••••••••• 
ilanuf'a cturing • • • • • • • • • • •· 
111.ni ,, and quarrying • • • • • • •· .. 

LL BRANCHES .. . . . . . . . . . . 

10.2 

13.6 
13.7 

11.1 
23.) 
2,3 

100.0 

Per Cent of 
lnO<:JJae Froduoad 
by Corporat.tons 
in Each Braneh 

E 

.. ... 

S6 
63 

86 
92 
.2fi 

57 

relatiY&lJ' re.--t.b giant., the multi-million dollar group-,r.-control a 

verr large part of the nationta oapital tUJd produce a like a.mount of 1" 

gc>od1 am services. 

In 1933, ecordi.Dg to SUIDll&ries ct 1nccne•tax retlll'na publia.hed 

by the Bureau of Intenial Reveml8 1 the 594 largest corporations1 .0,l5 

er cent or the total mJDber, owned appl"QXU&tely 53 per cent or the 

total cor ore.t. ••sets, Some 5 per cent of the total numhei,1 thoa.e haY-.. 
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ing aeta veraging over one million dollars, owned over 85 per cent 

or eorpor te assets. 

ln the s e 7ear 0.02 par cent of all in .... o e-reportillg COJ!pora

tio.na re eived 35 p,er cent 0£ the total. net income- Those hal'ing as e'ts 
. 

averaging QVer one million dollars (6.2 per cent) reported 79 per cent of 

t tel net.. income.1 

Puring the Congres ional hes.rings in Februar7, 1950 on the Frear 

Bill, which propoa:ed to extend the so-called p:roteetive provieionstt2of 

the Securities Exoha_ng ct or 1934 to e&rtain large corporations not 

then re~st.red . nth th Securities. am Exchange Commission, • Lend.a 

Loss, Assoc te rreneral . Counsel tCJ!! the Commission, :rerened to the final 

report or the '.tem~ tional Eccni0Jlli,c Ca:imdttee 1n 1941. The r&pOt't 

had listed thirt.1 corporaUon1 each of wbi<il bad aase'\S of over one bll• 

lion dollars, th l.ugeat beilli tropolltan Life Insurance Company with 

aseeto or over tOUl!' .billion dollara. 

Senator 7'bank and Frear asked if the l.i81. could be brought up• 

to-date and furnished for the record. • Loss replied the. t he would try 

t<> do o, &ni later he provided the liet shewn in T ble II. . Thi indicates 

that in 1948 there were tUt,- corporations ea-Ch ot which hacl assets of' 

over one billion dollars . The larg&et es American Telt,phone and '.rele• 

1.rwentieth Cent1.U")" .Fund, Inc., op. cl.t.. , PP• 1•10. 

2An explanation of the Frear Bill am the ttproteotiva proviatonst 
1 ude in Chapter Y. 
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graph COJa.pal\Y, llhicll was listed as ten illlon. Gener: 1 .otors, the 

largest ind:t1Btrial corporation, wu ll-sted as 2.9 billion dollars. 

1. 
2. 
3. 
4., 
5. 
6. 
7-,. 
8. 
9, 

lO. 
u. 
12. 
13. 
u. 
15. 
16. 
17. 
1a. 
19. 
20. 
21. 
22. 2,. 
24. 
25. 
26. 
27. 
28. 
29. 
30. 
)l. 
32. 
33. 
34. 
35. 
36. 

TABLE II 

CORPOlUTIO S WITH ASSETS Oi t1,ooo,ooo,ooo OB. WRE, 1948* 

Total Assets 
( illlona 

ot_P2:Yta:1l 
Aaerioan Telephone & telegraph C01apan., •••••• ._ 10.0 
Metropolitan Life Insurance Caapatty •••••• , • 9.1 
Prudential Insurance Comprull' • • • • • • • • • • • 7. 9 
Bank of erica Ns.tioll&l 'tru:Jt and Savings Ausocd.a ion S.6 
Equitable Lite anra.nce Soeiet7 ot the United states 4.9 
National Ci~T BtUllt ot New tor ••• • • • • • • • • 4.6 
New York Lite 'lulrurance Co •••••••• • • • • • 4.4 
Chase National Bank, New York • • • , " • • • • • • 4-2 
General Motors Corp. • • 11 • • •• • • • • • • • • 2.9 
Standard Oil Co., New J&raey • • • • • • • • • • • 2.7 
United State Steel Corp •••••• •. • • • • • • 2.S 
John ltan«>ek utual Lite Insurance C~o. • • • • • • 2.5 
Guaranty Trust Co., New Yark • • • • • • ·• • .. • • 2. 3 
N'orth•stern Mutual Lite Insurance Co. • ••• , • 2.3 

nufaoturers Trust Co., New York • • • • • • • • • 2.2 
Continental Illlnoie National. Bank & Trust. eo .. , Chic:a.go 2..2 
Pennsylvania. Railroad Co. • • • • • • • • • • • • • 2.2 
First National Bank of Chicago • • • • • • • • • • 2.1 
.Mutual Lite Insurance eo. or New York • • • • • • .• 2.0 
Trav lers Insur-anoe Co. •. • • • • • • • • • • • • 1.8 
Cities Service Co. • •••••• • • ,. • • • .. • • 1.7 
New York Central R.R. Co. • ••• • •• • •. • • l.7 
Seeur1ty-•First National Bank, Los Angeles • • • • • 1.6 
Ste.ndari Oil Co., Indiana •• • • • • • • • • • • • 1.5 
Aetna Life Insurance Co •••••• • • • • • • • • • 1.5 
Soeoey•Vacuum 011 Co. • • • • • • • • • • • • , • • 1.4 
Ch-eJa:f..cal Banlt & '!'rust Co., 'Ni tork •••••• • • 1.4 
Central anoffr Bank & Tr12$t Co., w York • • • • • l.4 
F1r1t Na.tional Bank or Boston • • • • • • • .. • • • 1.4 
Bankers Trust Co., New York • • • • • • • • • • • • 1.3 
E. I. du POl'lt e Nemours & Co. • • • • • • • • • • 1.3 
Te:xas Co. • • • .• • • • • • • • • • • • • • • • • • 1.3 

neral Electric Co. • • • • • • • • • • • • • • • 1 • .3 
Atchison, Topeka, & San.ta Fe Re.ilwa.y Co. • • • • • l.~ 
Conaolidated F.dison Co. of New York • • • • • • • • 1.3 
National Bank of D t1•oit • • • • .. • • • • • • ,. • l. 2 



Total Assets 
(Billions 

2t DolJ:s:sl 
37. llon tional nk & Trust Co., Pittsburgh • • 1.2 
38. Bank~ Manhattan Co., New York • • • • • • • 1.2 
39. Gulf 011 Corp. • • • • • • • • • • • • • • , 1.2 
40. Southern Paeif:lo • • • • • • • • • • • • • • • 1.2 
41. tual Benefit Life Insurance co. • •• • .. • • 1. 2 
42. Penn tual We Insuranoe Co. • • • .. • • • • 1.2 
4J. assaclluset.ta tual Life Insurance Co. • • • • 1.2 
44• Irving Truat Co., New York • • • • • • • • • • l.l 
45. Standard Oil of Cal.ifo;.."lrla • •••• • ••• • 1.1 
/+6. Baltimore & Ohio Railrcad Co. • • • • • • • • • 1.1 
47, Union Pacific Railroad Co. • • • • • • • • • • l.l 
48. Ford o'tor Co. • • • • • • • • • • • • • • • 1.1 
49. Commomrealth :Wison Co. • • • • • • • • • • • • 1.0 
50. Cleveland Trust Co., elev.land ••• • • . • • l.O 
51. Bethleha Steel Co. • • ••• ,. • ••• • • • • l.O 

~ource: U.S. Congrasa, Senate, §eswitie Eafsmang !a 
Amtndaen)§, H l!U'il'!ga ~tore a Subeomntittee ct th Committee on 
Banking and Curr.enc,-• u.s_. Senate, 81st Cong. , 2nd Sass., on • bill 
2408t Februar7 7-10, 19.50 (Washi~<Yton: Government rinting Office, 
1950Jt P• 8. 

To close thiS chapter a B1Jlll!ll&rf statement might be made thal 

big businea he.a become largely corpor te bu.sines$ that, within 

the control ot a small pez, celltage of the corporations, numerically, 1a 

a preponderant share of the tiatlon•s }lFO(luctiv-e w 1th,. and f'rOJB 1t is 

derived a ver, l~ge share o:f the nationta :lne011e. 

Aa has been mentioned in the introduction, the larger corpora .. 

tions, those ranging in aize from a few million to billions of doll.ara, 

because or tb.eir importance, and because of the problem:, of disclosure 

that accompall1' them, are the main aubjeat matter for this thesis. 



CHAPTER Ill 

PROGRESS 'l'OWABD (l)RPORATE DXSOI.OSORE PRIOR 1'0 1933 

The pollq or neal."17 all busineaeea during Colonial d8JS, down 

through the lSOO'a, and even, on the ~t of aa-,, well into the present 

centU17 was oxie et keeping records of assets., operations, and protlta 

con:f'ideutial,. For \l'ariou reaso• the idea was to tell as little as 

pos•ible. Jar exeJDple, lt was tel-c that caapetitors could use the inf'cr-

Uon ad'9'814tageoulyJ so, therefore, it should not 'be published. .bother 

reason was that wcrbra might read the intormatio.za al'Jd beeoae diseatia• 

tied with theu aha.res or ~•Ii In other iwttances aa.:nagement did 

not want cnmera to have full Wormat1on because ot certain aotioDS 

-which had be n taken or 1191"e oontemplated. 

These ideas still prevail, an.d eolllG, perhaps, a:re Juatitied to 

a certaiD. extentJ but tbe7 are not aaphaaized ao strongly as the-7 nre 

then. 

As an ex&11ple or the attitude that •s prevalent duri11g the 

earl1 post--Civil War period, Mr. G,. L. O.r.rard, Chairman of the Comittee 

on Securities of' the New tork. Stock !:xchaoge, -.rote to the Delaware, 

Lackawanna & Western Railr0$.d Com.pa.DJ", requesting tinanoial information. 

Tbe i-epl.)r •• one brief 11ente1u.wu 

ttfhe Delawai-e, Lactawar.u:ia., & st.en R. a. eo. make :DO :reports and 
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publish no eta entJ••axd haTe not de>ne ar>J'thing of that kb.Ii for the 

last !1 7ears.nl 

The above statement s t7Pical of the period. However~ as lndi .. 

cated previcuaq., comparatively few companies had widespread stock owner .. 

1:p at t-hat · time. In taot, only a small number, most.q x-ailrOQ.ds and 

banu, were liswd on the exohange. 
' 1'he following into tiotl, aumarised fros Mr. Foulke's book, ia 

i.nd.icat1Te of the trend on the New tork Stock Excbangtl over the period 

from 1880 to 1948 •· 

l 

1880 l83 
1900 278 
1910 304 
1920 456 
1948 m 

TABLE llI 

UNITED STATES CORFORA.1'-lOHS WITB STOCKS 
LISTED OU m !ORK STOCK EXCHANGEtt 

BaiJrt)adS 
& sweet 

Financial Ra1lwa7 Public 
ee 

64 81 10 

34 131 23 
32 86 89 

268 
792 

As the listiilp inereaeed th& New York Stock Exchange became 

vitally interested in seeing that a mird.anm amount of inf'ormatton was 

l Roy A .. Foulke, Practical. ,Financial Statement Ai!&k!ifL (2~ ed J 
. ew tork: cGraw-Hlll ok eoipany ,- lno •. ; 19'5} ,, p. 26. 
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given to stocld:J.olders ane to the public. It made special efforts to ob

tain agreements with the listiDg companies t0 meet certaiu disclosure 

standards. These stalldards were f'ar fr being as det.ailed and inoluaive 

as those of today, but the;r were indicative ot progress being .made. Two 

milestones aloog the way ••ret 

Ill 1897, the lanaas City Gas Com~ in its pplloation to list 
$3,750,000 fix-st mortgage five per cent bonds, a eed to the sugges• 
t.ion of the New York Stock Exchange that the co parzy- would from tilae 
to ti.me, make publication of its net p:ofite, not less than twice in 
es.ch 7eer. 

In 1898, the Gluccae Bugar Refining Co., in its application to 
list it preferred am co on stocks, agreed that tr detailed state
ent woid ba macle public" in time for it.a annual meeting of etock~ 

holder • . 

These became examples to be followed by other eo•panies list! their ee• 

ouri ties. 

Stoc1cholders and other interested parti s were asld.ng tor mox-e 

inf or tion. Th exchanges were recognizing the need and beginning to 

work out disclosure methods for listed oompan.1 s; in taet, the New York 

Stock Exebange required af'ter 1900 that companies presenting new appllo ... 

tions tor listing agree to publish annual reports of' their earnings a.ad 

financi l condition. And, no doubt, management tn the more pro ssive 

co panies could see that changes 1n policy lfers bEtccm:ing d airable. 

But, as the centur7 t.urned, the general pattern of thinking still 

seeaed t be in favor of litt1e er no publl" disclosure of corporate 

atraira. 

In 1900 a gcm,rnment report tateds 
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One of the chief evils of' large corporations is the lack of N• 
sponsibill ty of the directors to the stockholders. In ma~ ea.sea 
th direetors hold their pesitions tor a serie of years, and pra~ ioal.17 
never make reports that a.r oalcrulated t give to the ifividual stock
holders much light on the actual methods of anagement. 

In 1901 a corporation in it nn.UAl report. made the tollc:>wi.ng tate

ent: 

Th settled plan of the directors h s been to withhold all in• 
formation .trom atockholdere and others that is not called tor by the 
etookholdere in a body-. S f'ar, no request for information has been 
mad 1n the manner presCTibed by the directors. Distribution ot 
stock has ot meant distribution of control,2 

In 1902 United States Steel Corporation published the .first 

real.q medn-n t1P,e annual report. Its pr ident, Judge '!7, stated at 

the time that ueorpor tions cann t work on a prinoipl ot looked doors 

and shut lips." Th1a example was tollOlfed 1n 1916 by the comprehensive 

report of General t re CorporaU.on, the first co.tllpan7 to announce tr• 

mally tb.a.t it would publish sem.:l.annual balance sheets and pro.fit and loss 

statements 1.n addition to it& regul.ar annual report • .3 

In 1926 the ew York Stock E.xahang began requiri every lit:lted 

corporation to submi to stockholders at least tift en days in advance or 

its nnual meeting an annual :r port containing its financ1al statements. 

It e.leo requirod publication of either consolidated statements or a pe.r-

nt company with subsidiari&s or separate stat ments for the par~nt and 

for ea.ch of the major1tJ•omed subsidiaries. Companies wer also requested 

to publish semi-annual or quarterly earnings atatem~nt,. 

1B. Bernard Gr•idinger, Prte.E§t1on ape Ctrtif'icaW,on og F&Jlancif!¾ 
SM,t§m.ntg (New York~ The Ronald Preas Compan;r, 1950), p. 4 

3 Ibid .. , P• 4. 
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Op to about that tim the primary emphasis, appar ntl7, of the 

xahange was on quantit7, i.e., to see that diselos 1:"e orts were 

furnished. and at the proper times . However, from then 011 tha elllphasie 

shifted to quality, The Exchange be e convinced that :frequent report-

ing could be ccni'usittg and ndslea.ding here the stat m:ents failed to 

ma)c, a 1'1}-1 and i'&ir disclosure of the financial and op'!ll'a.ting data ff• 

eential f~ apprai.sibg t.he value of the corpwate securities . fil'fcrts 

were mad tbrcugh discuseions with ccoUI1t:mts and oftieiale of listed 

corporations and through cooperation with the Ameri an Ins~itute of Ac

countants, whidl bad already b en working for sEJveral years with the prob

lem, to develope proper standard and ethode ot disclcaure and then to 

du. .tc corporations and public to ua ·I.hem. l 

About the t:lm.e these efforts were begun illiam z. Ripley, Pro-

f ssor of Political conoa.y at Harvard University, wrote concerning the 

importance ot and the need then tor improved disoloaure. 2 He CQDlpared the 

situation with an intersection w-hieh at first had been out in tha open 

country and only used by a snll amount or traffic. As time went by traf• 

fie increased, tnrl.ldings • re put up ffO as to obstruc:t tbe view, aid it 

became necessary to add ore AM ore traffic controls t keep the :f'low 

going smoothl;r and to pr vent trouble. He went on to s y: 

This ho aly figure is applicable to th pr sent condition of our 
corporate affairs in the United States . The sudden advent- of wide• 
pread pop'\ililr ownership or oorp<>rations sinoe the Warld Y.ar has 

libig., P• 6 

2 illlam D. Ripley, "Stop, Look, Li ten~ ,!ain Street apd , J+ 
Str!'~t, (Boston:: Lit· le, Brown, and Company, 1927,i pp. 156--,,207. 
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created onti::-e.fy new cir~tan -s J conditio in the business 
world. in Street. and Wall Stroet have come to oroas one another 
at right angles~•Main Street, our synonym for this pheno&anon of wide
spread OWJ'lerahip, and all Street, as e.pplie to the well-known ag
gregation or tinancial and cf directorial power in our great capital. 
centres. Thie intersection of interest, so often at cross purposes, 
la marked by an imminent danger or collision t th junction point of 
ownership and management. The volume ot business, th~ high speed ot 
propulsion, the growing obstructions whicll staz:d in the we.y or visi~ 
b1litr, suggest tbat in th1s domain also a prime neeeasity is the 
letting in of light to the fullest degree. Our American bu::iness 
a:ffairi!, in o far as they b.ave aasumed the :::orporate form thrcugh 
this recent growth L"l public ownor hip, are still too largely carried 
on in the t. ilight. Gre t progre s ha.es a.lrec.d7 been ade; but it is 
high time the.t the imperative need of putting things upon a univer .. 
aally sounder footing be generally understocd.l 

He then cited the progress that had been me.de, giving examples 

o~ n:umerous com ~n1ea •hich were doing a good job of keeping inveators 

informed. Bu.t he em hasized. that, in spite of the increasing need for 

di closure, many eompanies--important and lar ones--did not recognize 

the need or did t wish to. r-I& saphasized that speculation flourished 

where there was too much secreoy; alld1 in 8UJllmlll"Y1 he said: 

Two things are happening at cross pvposes with one another; 
namely, a centralization of industrial production 1n ever le.rger units 
and a decentralization of proprietorship. To hold the two en line 
with one anoth8'.l-'", keeping the ship on an even kft~l, nothing is more 
e6 entia.l than t.hat the spirit of speculation should be held in 
atriot oonfineant. This 1t is. which str~.:rthens tho thr~t of our 
contention for adequate disclosure of all pertinent data .2 

Others also had recognized tnat there was a problem here which 

somehow need~ to be worked out. MaJY1' securities were being traded on 

the basis of tips and trends; there were abuses~ oorporate insiders; and 

proq materials used were wnmlly inadequate. President Theodore Rooae

vel t, President 'l'aft, and President Wilson had all recommended soma sort 

2 Ibid . , P• 207. 
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of r deral laws. But the main securities legi lation was not to come 

until 1933 and 1934. 

It would be incorrect ~o ey that diaclosur was ooapletely 1n• 

adequate at the time of the tinan<dAl ot-isis in 1929. It had improved 

c.onaiderably 1ince 1900, partioularly in r gard to ®mpanlea with secur• 

1tiss listed on the exchanges. However, there was not 1et a general 
,• 

widespread aoceptanae 0£ the need tor it • 

• J. II. B. Hoxse1, or the New York Stock Exchange, explaine!I 

1n an address to the Aaer1oan Institute ot Accountants in 1930 that it 

was questionable as to whether or not accounting, which ia tumuental 

1n disoloaure, had kept pace with the changes in busine s. He indicated 

th t the art or aocounting had, to that time, e•ol•ed with p:rl:m:ary a

phasia upon two objects, nmnel.7, (a) to giw a&nagement accurate intor

aation tar condueting the business, and (b) to provide 1nf"ormat1on for 

purpos sot obtaini.ng credit. 

These objeotives, fir-. Hoxsey said, bad by the1Dselv$a been sati • 

f'aotory where enterpri es were largely managed by their owners or bT the 

personally chosen representative ot a few o ers in close contact with the 

business, and where it, had been the (n)Stom to t1nanc permanently for nd.n1-

mum ne borrow tor peak needs. But h then referred to the wide.-

spread diffusion of oorporat,e ownership which had ocourred, aai «ddech 

Th r are few large enterprieee trhioh have not taken on t.be 
corporate form, arrl a lar e proportion of' the total ownership 1a in 
the hands of mlllio ot relatively small investors who h ve no di
rect contact with ma.nag ent atrl whose only knowledge or the company 
is der1v tran its f'inancial reports. In Noent years there has 
been a marked tendency to fine.nee more er less pe nantly tor peak 
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newly tor.med in 19.34, beg its consideration of accountin~I. and aeked 

for a body o£c principles to be used as a basis for its regulation• and 

a criteria for that time, its request waa urprisingly difficult to 

answer, not only to its own satisf' ction., but to the satiataction of 

those who become consultants and advisers to the Commission, 

IJ, was not that there were no satisfactory principles in use; 

uch of' what we follow ttOW is the same a then. But ther a not gen

eral recognition oi" such principle nor a consistent U8e of them. The 

dU.fieulty was in finding s t.isfactory- sta.ndards which could be followed 

1n di ol.oaing ceounting 1.ntor tion to lttockhold·er , 

that tima ttained general ac0$ptance in actice.1 

which had at 

No doubt there were many reasons tor the 1929 stock market crash, 

ineluding an over-expansion of aredit, largely ti d up 1n the arkets. 

ether or not the neral appllce.Uon of better standards for discloa.ure 

would have helped to giT forewarning of the end of the trail th& t waa 

being followed 1s only a matter of conjecture. It possible tha~ if in• 

Testors had been aore aeaustom.ed to relying on informative :ti:naneial state

ments, the stage 1n which all stocka, good and bad, became speculative 

would not have developed. But, there is no assuranee such would have been 

the case • 

• Louis Loss in th~ 1950 Congressional hearings on the Frear 

111, previOW!ly mentioned, stated that: 

lThomas H. Sarders, nAn Aual,-sis or the Fore s Which Are Sbap. 
ing the Future of Accountancy. tt The Journal 9f J\ccouptangz. XC 
{Octob r, 1950), 283. . 
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••• the aggt-egate value of all stocks on the ew York Stock 
Exob.anga, September 11 1939, was .9,0001000.tOOO • In the break ot 
September and October they tell by lS,000,000,000. In 1932 that 
total of ~9,000,000,000 'l'(as down to $15,000,000,000--a dead loss 
of $74,000,0 0,000 in 2i- years. Bonds tell from 9,000,000,000 
in 1930 to $30,000,000,0~ in 19.33-- total loss in "!Joth stocks and 
bonds of 3,000,000,000. 

ho years :following 1929 wer year or st nation characterized 

by- oat a c plete lack o:t confidenoo. Investors were afraid to enter 

the market, Few new risks were taken,, and there watJ little expansion 

or existing corporate enterprise. Ellployment d clined, delll.alld declined, 

then employment declined more,, and the downward spiral went on. 

Regardless of whether or not the status of corporate disclosure 

in 1929 wu a factor in the dia&at.rous drop in the mar~ts, the ttcresh" 

and 1ts aftermath pro'rided the stimul,,u, for .federal legislation. The7 

provided the settiag rw entry- b;y the federal gove:rnment as an active 

parti<d.pant 1n the discloaure picture. 

Chapters IV and V, which tollow, attempt to aummarise auch legis• 

lation troa 1933 to the present ti?se. 

lu.s. congress, Senate, §te,urijies Excba:gge Am, a,J¥1.pupnt1, 
Hearings befor a Subcommittee of the Committee on Banking and Currency, 
u •• Senate, 81st Cong., 2I¥:l. Sess., on s. bill 2408, February 7•'10, 1950 
(W hington; verment r1nting Office, 1950), P• 10. 



CH.AFT11R IV 

PROTECTIVE LEGISLtt'tlDN 

t,he §esndties Ac;t of l?Jl 

In. 1933 th ttret part of a series ot federal leg1$lation de• 

signed especially to protect the intereats 0£ investors and the public 

was pa$Sed by Congre a. It. was giver,. the title, nsecurities Act ot 

193:J,01 and its apec1f';f.e pu.r.-pose as atated by CongNss was "To provide 

full and ta:lr disclosure of the ob&raeter of eauri:tiea aold 1n inter• 

state~ tDl"eip eommerce and through the mails, &Jld to prevent ft'auds 

1n the sale thereof, and tor other pUl"poses .. •2 lt applied to securities 

to be newl1 iesutd trcra 1933 on, and. not to securities outstf;Uld1ng prier 

to that t,ime. It aa applicable reFd,leea of wheth.- er not sue aeQU.

ri tt•• 1Jere to be lieted on. an exchange. 

Adm~n1avation ot the Act tor the ruat year 'becam& a reapons1-

b1llt7 of the Federal Trade CcmdaaionJ but. the Securities end Exchange 

Commieaion, after ite establishment in 1934, wa.a giYen the dutiee, and 

continue• to ~rfor:m. those duties at the present ta•. 
Under the disclosure pron ions ot the Act; companias planning 

to issue nn securities b7 aeans or inetrum nta of tra~tation or e011-

¼ • . Congreaa, St2Y£ii;:Jce1 Agj ot 193~. y Amem,s. Public Act 
No. 22, 73d Congress (Waahington, Government Printing Office, 19.48). 

2~, P• l. 
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munication in interatate commerce or of the mails must tile with the C • 

mJ.eeion, usUAU, twenty days bet'on elate or issue, a very octmplete regis• 

tration statement giving detailed .Wor ation oonoerning the backgroum 

aad pr ent condition or the isatdng CODlpany; n•es• addre aes, holdings, 

and reau:aez-ation of' directors, principal e:x-ecutives, Wlierwr1ters, and 

principal atoclrbolderaJ ~oeea ot the new 1ssueJ special n~ eta and 

agreements to which the OOllpal)l' 1a e part;YJ certifted financial state• 

m&nts prepared. according to Cotmlission rulea and regula~iollS J and numerous 

oth&r data. 

One would be impreased with the bl1lk and detail or auoh report., 

but alao nth the C011plete ss ot information tor someone trained to 

utilize it. 11iia will be discussed tu:rther in Chapter m, which deals 

with the anilabillt,y ot intorm&tioll ot various kinds to the general pub

lic aDd the usetulness ot it. 

The registration material 1& oarafull¥ scrutinised hr the Seeuri• 

\181 ud Exeh4DP Camauaion to ea that it 111eets requirements as to 

torm and oontent. The Commission :la authorised to prevent 1asuance ot 

the eeeuritiea until proper requiranenta have been aet, or to issue stop 

orders on subsequent11 learning of untrue stat.ements er omissions ot ma

ierial tacts. However, it is •pbasissed bf the Camd-saion itaelt that the 

coats in both tlae and money to verif:, COJapletel.7 neey it.em in each rep.a• 

t.Tatioa statement would be prohibitive and would aeriou,17 im?Jde the fi

nancing ot business ventures thr ugb the public sale of seeu:ritie •1 

lu. • Securi-ties and Exchange Ccmmisaion, Ibe Work or tb1 §ew
titir pd lfchw, .9@m:iss19p ('Washington; Government Printing Office, 
1949, P• ). 
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Seotion 6(d) of the Securities Act r ds as f'ollcws: 

The 111.forn:iaUon contained 1n or filed with an,-· registratio.u 
statetllent shall be made available to the public tuner .such ragula
tioDs as the Commission ~ presaribe, and copies ther of, photo
static or otherwise, shall be furnished to every applicant at sueh 
reasonable charge as the Commission may prescribe. 

Here a 1n it seems preferable to l ave further discussion of 

anil.abilit7; cos~, and utilization of these statements by the publlo 

to Chapt11r· Vll • 

A further provision relating to di closure requires that a sel

ling eircular known ae a p.rospectustt be provided. or made available to 

the prospective bw-er• the et de1'ines the. tera1 •proapeetus," as 11ea.n. 

ing 1tan7 proapeotus, notice, circular, advertisement; letter, or CCllmUlli .. 

cation, writ ten or by :iradio, whic:11 otters any security tor sale. ul But 

it further specJ.ties that the proepectus uaed aust. 111eet certain very det1-

nite requirements 1n regard to content, as im.icated in Sect.ion 10.. E•-

enUally, it is to contain the f'irat Z1 of the 32 specif'ic requirements 

tor the registration at temeut. The laat ;, required tor regiatration 

but not tor the proaputus• are• brietly• (1) a 0091 or the agree11ent with 

under.-iters1 (2) a· cop:, ot opiniOM of counsel, (3) copies of certain 

mater1ala contracts, (4) c;opies or artielea of irlccrparat1on and by•le.ws, 

dd ( 5) copies of bOm indentures for Aff¥ issues whim the company has out

at.andiag. 

A& with much other legislation there are certain exeaptione. Sec

tion 3 eovere a number of t7pes of securi ths which do not. CO.lie u:r.w:ler th• 

lseCUl"ities at ot 1933, 9R, pi~., Section 2(10). 



registration and proi,peetus prc,vis-ions. Some of the Dtore important one.s 

are: (l) securities of Federal, state, unidpal, or other gc>Ternmental 

instrumentaliti s; (2) eourit1e& of .nou-profit oo:rporations organized tar 

rel1 ous, ch rita~, educational, and similar pU!"pQS91Jj (3) offerings 

no\ iJ1 ucess of t,()01000 undo certain oomitions; (4) private otr rings 

to a limi~ number of persons; and U) securities ot QODll'tlon oarr1era 

covered~ Section 20a of the Interstate Commerce Am.. 

the Com seio11t under the disclosure provisions, does not ttempt 

to s jud nt ou the quality or it of any particu.blr b ue. But 

it do-es 't?'f to ee that complete and reli ble intormation is made avail• 

abl.4 so tMt investor and other interested parties can exerciSe an in• 

formed judgment bas.ed on their own analyses. Bo claill is de that ill 

riaks are eliminated; no guarantee is inn by the Comm1s ion that the 

tacts are ocapletely and correetl7 stated, but the objecti'f'e io to Jt&ke 
• 
thea so. 

Seotiott ll provide £or civil liabilities on aceount ot talse rea-

1strat1c:i et.atements. Persone who have aequired ttecm-ities as a result 

ot sueh .fals• statement may within a designated time sue tor damages all 

perso who s1g thf¾ statement; dir ctora of th& eoapa!J1'J aocountanta, 

e :Lneer8• appraiser•• or oth~r persons profesaillg authorit7 who have 

with their C011Se t prepared par·t; ot the stat ment or add to it in~ 

W&7J a.nrl,/or uudenlrlt.era of' the security. '.rhe burden of proof u then on 

the persons e'Md to prove that their actions ftl"e not t.r-audulent or B$gli

gent. Th se liabilities are worded in such a way s to b quite s vere, 

particu.larl.1 up n e issuer of the securities. 



Under Sectil>n 12, any person who sells a aeeuritT which ahou;Ld 

be but ia not properl7 regie~red or which sale 1s not •ade according tc 

the prospectws requirements oan be held liable in a civil action. 

In addition to its uthorit7 to prevent initial regi tration or 

to · issue stop order afterwards, the C011Dlias1on, . tter conducting its 

own bll; hearings, can bring action 1n a~ United States district 

court to enjoin acts or practices which it considers to be 1n violation 

of the law. The Cormd.s.eion say also ta,;, it widen• to the Attorney Gen• 

et"al, who ma:r, 1n his discretion, instltut or!a:!ml prooeedings under 

thi act.1 

In addition to ite regiStration and pr-ospectus requirements for 

:w issuea, the Act contain$ an absolute prohibition against misrepre

sentation, decei.t• and other .frauiulent acts and pr-actices in the sale of 

any- security, whether registered or ot. Violatioilll are punisb.abh by 

tines or impr1sonaent in <n"1m.1Dal aotione and u7 al o be used as bases 

to~ suits by persona auata.:lnins losses thereby. 

By its own admission* though, the 001M11aaion bae f .und that. re• 

quirements tor regiswatton and otherwise e.d uate duclosure provide a 

ore ett'ective meatlS of' preventing abus e b7" persous selling securities. 

m do the a'tte pta to aeek out the abuse af'ter they have occurred and 

then to obtain com.ct1ons ot those who have defrauded the publia. The 

Conudssion baa indicated in. l1Q uncertain ter s that it. c:onaide.t"s the aetwu 

screening ot disclosure materiel to be ita most ettecti"fe weo on against 



abuee from. the telldpoint ot 1nadequate diselosur• or llisleading infer ... 

ation.1 

It was probabl7 tor thi.e reason that Con,ress. in legislation af

ter 19331 extended the J'egistratiQn requ1rem.enta so as t.o cover other 

aeeut"lt.tes in addition. to these nn]¥ issued and also expaM.ed the asaount 

ot Worm&~ion to be provided by tl!J¥ one registran1. 

The S~SW£it1-,s ExchA!¼Jm Aot ot !9J4 

Tbe•seeuriti.es Exeb.al1g8 Act of 1934," pa3aed 1n that year, ftS 

a seoond very !mp.ortant piece o:r legule.tion dealing with th diseloeure 

doctrine• 112 

'The reasotlS ff!lr this Aot, as statl!id 1n Section 2,, are very broad, 

incl:ud!Qg, but extending ~M. disolosur$ made to individuals buying, 

1J&ll:tng, and ~ securities. lt emphashee that transaetions in secur-

i ties on both the exchanges and the over-the-oounte~ mai-kets are e.ftectetl 

with a national public interest, which makes it necessary .for regulation, 

and control wer not. only the transactions but also otber matters pertain• 

ing to the securities. It reads partially as follows; 

• • • 1n order to protect intenta·te commerce• the natio~ 
credit .. , the Federal tuing powe, to protect and ake more et:tective 
the national ban1d.ng system: and Federal Reserve System, and to in-
1\l.t"e the ma1ntena:rioe of ftdr and hcnest me.rketa in such transactions . 

2u.s. Congrees,. ~!.•m!:.J&t~UiS!i~P,..AQU,~~•UBS!Jen., 
Puhlle Act No. 2911 73d Congress, . vernm.:ent Prinu-
ing Ott1oe1 1948). 
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Congress •phuized that the large volum~ ct the ecurities 

trans ctions constitutes an important part or 1Jl\erat~te commerce. •lbe 

mails, as well as other media or inters-tat cominerce are used, the people 

buying and soll.1ng are often w1del7 separated geographically, and the 

businesses or the companies represented by a curities are often national 

and inter~tional in ccpe. 

Credit is imrolved extensively, and along with it, the banking 

7steiu. Price quotations (iiss minated through interstate commerce help 

to establish the prices at which securities will eell, and thus help to 

determine the value ot llateral tor bank loans, and also valuations tor 

tax purposes. 

To carry the explanation f'u:l"thar, sub-paragraph 4 of Section 2 

National emergencies, which produ.ae widespread unelllplOylJlent and 
th dislocation of trade, tt-aupcrtation, and industry, and which 
burden interstate commerce and adverseq affect the general welfare, 
are precipitated, intenaif'ied~ and prolonged by' manipulation and 
sudden and Ulll"e&sonable fluctuations oE secnt"ity priaes and 'h7 ex .. 
eeasive speculation on eaah exchanges ud markets, and to meet such 
em~rgencie the Federal Government is put to such veat expense as 
to burden the mtional «edit. 

In reading the introductory material or this legislation one feels 

the strong influence of the stock market crash tour or five ye,u-a, earlier 

and its continuing ai'ter-etfec\s upon the thinking ot the lawmakers ae 

they, a 'tte.mpted to reduce the possibill ties of a tu.ture recurrence. Also, 

this was an opportunity- to help restore ehattered public confidence 1n the 

security markets aa well aa the business institu.tiona represented by the 

ecur1ties. 
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Section 4 •created the Securities and Exchange Commission, which 

was given broad authority to administer the Securities Act of 1933, as 

w•ll as the Securities Exchange Act of 19)4. 

\Tmer Sections 5 and 6 registration or the natioll8.l securities 

exchanges is required. The exchanges must prove that they are organized 

so as to~ able to COJ1pl1 with the statute and the rules and regulations 

of the Commission thereunder, and that their own rules contaia provisions 

which are just and adequate to insure fair dealing to pl"Oteet investors. 

Provisions ba't'ing a similar objective, bu\ appUcable to brokers ar:id over

the•counter dealers, are contained in Section 15. 

Sections 7 and 8 or the 1934 Act cover the duties given the 

Federal Reserve Board to set margin requirements and in other ways regu

late oradit on the exchanges. The Securities and Exchange Commission 

administers the rules and regulations after they have been formulated by 

the Federal. Reserve Board. 

Sections 91 10, and ll are designed to prevent manipulation of 

prices and trading abuses within the markets themselves. 

However, the major pro.visions from a disclosure atandpoint are 

contained in Sections 12, lJ, 14, and 16. These are sometimes called the 

"protective provisions." They become the bas!s tor a considerable amount 

of discussion in ether part of this thesis. They are, therefore, ea• 

phasized at this point. 

'Jlle first ot these, Seat.ion 12, states that; in order for a 

co11t~ to have a security traded on a national exchange, a x-egistration 

statement must be filed with the exehange and eopies filed 1th the Se-
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em-1 tiea aui Exchange Commtseion. The requ!reaent.a for the reg1 t,ratioii 

statement are similar to those tor registration under the 1933 Aet•-quite 

detailed and complete a to the oon®rn1 s background, operations, and 

present financial "'ondition, e.s to its ofticera1 directors, and prinoipal 

a\ockh.oldera, u to terms ot the issue, and various other information. 

Except.ion$ are possible in eer in instances herein a sec;urity can be 

admitted to or ll<11fed to continue with what is known as unlisted trad--

1ng privilagea on a gt.Yen excb.ange without registration. It should be 

noted here hat t e date on which a s curity was or1 nall7 listed does 

not matter; th& prOTision is that, in order to teffi@ip listed On an ex-

change, a a•curity nruat also be covered by regist.r tic:in atatement. 

Under Section 13 each registrant is required t keep hia registra

tion statement 1.1p to date in aeoo:rde.nce with rules to be eatabliahed by' 

the Commission. It requires that annual fillanoial reports, certified 

1£ required by the ColDlllisaion., e.nd ,ueh 4Ulrterl7 reports as the Oom• 

m1•a1on may prescribe be tiled th both the exchange a.Di the Goouaission. 

The purpose here ia to keep fresh the orig1nsl da- tiled so that inter• 

eated persona can be sufficiently- informed coneeming the changing cs.rcum. .. 

stance ot an operating buatn.s,. 

Quite broad authorit:, ia ginn here, as well as 1n connection 

with th initial registrations, tor the Commisaion to interpret the law 

and issue opildona to the public as to what these 1.nterpretations are~ 

The quotati()n below is .trom. pert (b) of this seetion: 

l'be Comaiaalon •1 pres aribe, 1n regard to reports made pursuant 
to thia title, t.he tor or farms 1n which the required information 
shall be set forth, the ita!IS 01" details to be shown in the balanee 
sheet and the earning statement, and the methods to be followed in 



32 

th pre-par tion t r ports, in the apprais l or valuation ot assets 
and 11Bbilit1es, in the determination of depreciation and depletion, 
in the diff'erent.i&tion of investment am operating income., nd in the 
preparation, wher the Commission deems. it :necessary or desirable, of 
eepare. te ant / or consolidated balance sheets or in.cane accounts of any 
person directly or imireatly controlling or controlled by the is• 
suer, er- any person under direct or indirect common control with the 
issuer; but 1n the case of the report or an,y person whose etbods 
or acecunti~ are prescrib d under the provisions of an, law of the 
United States, or~ rule or regulation thereunder, the rules and 
r gul;ltions of th Ccuuniaaion with res ect to reports shall ot be 
1noonsistent with the requirements imposed bJ' au.ob law or rul"8 or 
regulation in respect of th same .ubjeot tter. · 

As an additional disclosure safeguard, Congress, in Section 14, 

:-re the Commission instructions nd authority to st standards to 

e.seur that the proxy material mailed to oldera of r gistered securities 

be reasonabq Worm tive. 

It was telt that, in maey inatanees, s,ourtty holder• We?'e beitAg 

asked to ive their votes wi~out being informed as to whom or what they 

were voting tor. The la •as designed to pr vent this, and one metaod 

used is to requir that each registered oompany aubdt oopiea of its Pl"OlC1' 

material to the Commissiou fo:r inspaotion before ailing it out. 

The Commission alao attempts tQ facilitate counter aolioltation 

by minority groups. 

Section 16 requires special reports b7 each ottioer, director, or 

beneficial owner of 10% or over of an, class ot aey equity security regi.s

tered on a national stock exchange. Any such person must tile t the time 

of reglstraticn of euoh security or within t n da,s after baoollli.ng -

officer, dir ctar, or ten per cent owner, a statement with the u:change 

showing his holdings. A supplementar7 report by the in:lividual must be 
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filed at the nd f any onth in which he has made per ona.l transactions 

in any of tha oompru:,;r's ecu:rities. 

In gene.ral, if su a rson either btq'S and ell or aells then 

bu;ra his co .PSJV' equity secu.r1t1 s within aD1' six-months period, am 

kes a protit, uch tr nsaction is deemed 9rima tagia t av been based 

on inside information; and the profit made by that r on i recoverable 

at court or the company or by &liY o her curity holder on behalf of th• 

coapany._ This eo.t1on also makes it unla'dul tor an 11insider, tt as men .. 

tio ed abare, to aell short th equity seeuritiea ot his company. 

It 1s hi · tent to note that hctions 12, 13, 14, and 16, \lie 

ttprot ct.ive ovisionstt disoussed above, were to apply only to OOl"pora• 

tio having aecurit1es lls'ted. on a national seeu:rities exchange. The.:, 

did not and atill do not, except tor ce:rtai.n exceptions which will be 

mentioned, appl.;r to unregl tered seeuritiea aold via the over-the .. QO'W).ter 

market. As will be brought 011t in the dis011Ss1on ot p?'Opoaed new lbg1e .. 

lation, the eout"ities an:l h<ilange 1aa1o.n feel that it the origi-

nal intent of OoDgrGSS to require that registration a the other pi-oteetlYe 

provieioDB be made applicable to !lJ: large carporations with publicq•held 

aeCQX'itie•, regardles ot whether or not they were listed. 

flo'•ever, mither h the 1933 Act nor in the 1934 Act did Congress 

give that specific authorit7. H nee, aB a general rule, oat unregistered 

eorpqrat.ions are not eubjeet to the disclosure requirements . Cong,:-ess d:ld 

require registration ot brokers and dealers doing business in intaretate 

c erce throl.tgb the OYer-the•counter markets . The Conuission was given 

authorit, t establish certain rules of conduct to prevent manipulative, 

deceptive, or fraudulent practices by such people, regardless of whether 
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or not the particul.tu- ise'W'Js which they were b\v'ing or sell1 happened 

to co e 'lll'.der the registration requirements. 

To quite a larg extent brokers am OTer-the .. counter deale?"s are, 

as the result of a 19:38 ue.ndment to the Securities Exchange Act,l al

l.owed to form "I luntary organisations t.o police thems lves. The p'U't"po e 

here se.eu to be not s much t insure dequate disclosure ai; to 1n

ta:1n !'re &rid open markets am to prevent dealer or broker from tald.r>g 

unfair advantage or hie custo.aaers or clien , 

Other ectioIW provide tor civil remedi s to i.mividuals who have 

sustained damages because so. one has tailed to eoaply with the law or 

baa a:1.arepreaented or tailed to state m&t$r1al f ots, similar to provtaions 

in the 1933 Act. However, the oivil liabilities under this 1934 Act appear 

t be somewhat less severe th nth e under the ne passed in 1933. 

Thei-e ar'$ aleo penalty- claus• aDi provieions tor enforce ent 

powers by the Coai.as1ont much lik in the 1933 Act. 

o:wier Jdd.s,lat~pp 

After intenaiv-e nine-year investi tion by the &deral Trade 

Conmdssiou and hearings by both hollSea of Oongreu, the "Publlo Utility 

Hold1ng Company Act of 1935" wee paased. Its UD.ierl.ying objective, ~o,.. 

cording to the Seearities and chang-e Commission., 1a to"• •• free oper• 

a.ting el ctrie am gas utility c panies trom the control ot absen'tee and 

lrbie amendment 1tf now ection 15A ot the Securities Exchange Act. 



tmeconoaio holding OOlllpanies, thus permitting them to be regulated 1'0ril 

ettectivel7 bf i;he etates in which they operate.•l 

!his obJecii~ bas largely been accoaplished. laa;y of the hold

lag ocrapanies haft be&n reduced down to the point where eadh makes up an 

integr-ated unit within one or two, perhaps three, states. 

Tlie preamble to the Holdi Oompa.JV' Act inoludea list of cer-

tain abuses 1'h1dh qre prevalent in the public utility holding c'6mj)Bll1 

field, and which Oongr•ss tried to work out prOri.sions tcr correcting, 

One ot these abmes waa listed as "inadequate diaoloaure to ia.Teato.rs ot 

the inf'qrmation ucesaary to appraiee the tiunaial position and earning 

p wer ot the companies whose eecurities they purehase.•2 

So, the Holding COlllpan7 Aot, applicable to a lillited group ot 

companies, •s Wl"itten so as to include •protective provisions" eiDlilar 

to those ia SectiOJlB 12, 13, 14, and l6 ot the Securities Exchange Act 

ot 1934; i~ ••, requirements tor regiatration ot holding companies, per• 

iodic reporting, certain standards tor the content and use or proxies, aDi 

reports by tr1.ne1ders~ ot theu- ownership in an4 pff'Sonal transactions 

with the coapeu17•s atcuritiea) 

In 1936 an amendment, t.o the Secmrities kahange Act t4 19'.34 was 

aade err ctiva, -extending to 0011.pan1• is u1ng new eeourit1 under the 

lu,.s. Secut"1t1e• and Exchange Commis•ion, The WQtk Sf the §10£1• 
t1u w ExchaDQ ggg1,,12n, eP, sat,. P• 10. 

2il»4, 
3u.s. Secutitiea and Exehange Commission, froR9fal to Baf"fSll!t\i 

Jveaxa lP Pm: gistered Se9PGti9s, op. cit., P• 4. 



SecuriUe Act of 1933 the requir ent tor p r1cdio reporting to the Se-

eiritiea and Excna:nge. C eeion, in ord r to k ep the initial registfa• . 

tJ.on ata't en up ·to date. Th amemment applied .o~ to mw issues from 

1936 o.n, am ount a to '2,000,000 -rover. thout th1.s a.mend!Dent, 

J!.SS! of the new issues-•thoae subsequently listed on escbs.nges-would have 

• e;- the per1od1o re.porting requS.r ents of th 19.34 Act. However, 

those which the issuing caapaniea did not dtoose to list would hav onq 

bee ubject to the 1Dithl reglstratioJJ called tor by the 1933 Act, Al,o, 

1\ hould be noted that neither the pr0%;1 proviaions _ncr the insider 

trading regula:tio1- w•e ude applicable to this group ot semn-1ties.1 

Th Trust Indenture Act. of 1939 provided, uo other things, 

that panies quallf'.ying Went · es to lesue bom• ~ other d•bt eecari• 

tS.ee ahoul thenceforth be aubjaet to e ~r1odic repor~ing reqni:temente 

perning aecurit.1i the exdl •• Thi pro'ri.ded an exten&io:n or one 

ot the fOU?' proteetive proviaio t a few ore aec.1Ul"it1ea, those debt 

ecurit.ie ounUng to over $1,000,000, a.rd ottered tor public sale under 

ti- · t indentures. Again, om.e, but t all,ot these would h T< also been 

cov red b.r other legislation eviousl:r mentioned, 2 

The ti rm- prot ctive prmrisions •~ %tend . to inve tment com• 

pan1es, whether llsted or not, 1n the 11Inveetm&nt Oompa!V' Act of 19~.• 

is aet plies to compan.1ea eng ed pri · iq- in the bu.sine a of inYe t• 

lsecurities Exdl nge Act o~ 1934, mh Qt,• S ction l5(d) .. 

2.u.s. Securities ami Exchange Commission, P;opqe;J. to §Wguad 
Im, WI! in . m:esJ.•\9re£1 Seg1t1u. op, gi,., P• 4. 



ing, reiovestinl, and trading 1n securities and who e own seCUl"itiea 

are held b,y tbe investing public.1 

Since 1940, there ha'f'e en no additional enact.ments. Howner, 

before brlngillg this chapter to a oloae, it ahould be emphasized further 

that he OO'Ye~ge or legielation to the pr ent time la not all-in-

cluaive. .It applies irl varying degrees to different a&curitiea. 'For 

example, th 1934 .A.ct eta.tee that all eoapan!es listed 011 national ex .... 

changes ahall be subject o the proteeti-ve provid.omJ i . e. , re istrat1on, 

per1od1a r&porting, FOX1' :regulation, and C0¥1trol ot insid«r•trading. 11:le 

193.3 Act require• immediate reg1•~t1on when a concern floats a new issue, 

and this 1.asue need Dt.Jt be listed. .t, even with th-e 19.36 aaendnl nt, it 

requil!'e onl7 part of the prot&cti'Ye proviaioms R.eglstration tar 11 aueb 

issues; ~riodio reporting, applicable to those of 12.000,000 or oYerJ bu.t 

pror, and lnsidar•tr-.dilia prorisions do not appq. 

fhe Public Utility Holding Coapany Aet incl.1¥le• all tour or the 

protective provisiona, bu.tit cover1 onq a limited group ot businesses. 

The trust. lndentwe Acrt was passed tm: anoth s•gment of the ~p&ni&at 

but it, make• applicable to them onl.7 the periodic reporting· r gulationa. 

Than, umer the Iwestlllent CcapalJ1' A.at. or l940t the eoverage or all toa.r 

of the provisions wa extended to certain other •nterpr-i11ee. 

At the eame tint , there are still a large number ot corporation 

ich are eubjeet to none ot the tour requireaenta • ntioned abafe. 



so, one ean see that there is a patohwork diecloeure pattern 

which has graduall;y been tilling 1n, but with d1ffer.ent shades in differ• 

ent places. At the present. tiu there is nc plan whiQh has been tormall.y 

approved for e011pletil:lg the unfilled gapa or tor atamardid.ng the aha4iilg 

tc make the coverage the same in all areas. 

~e Securities a?Jd bchange COIIIDlission teels atrongl1 that thia 

aituat1on hould be remediedJ aixi, twice 1n the past fp yeua, 1'\ has 

presented to Gongraas a propo-.l to bring abolrt, what it conaiders to be 

a v•ry dedirable extension et present legislation.. 

Its reCQID.lllendationa thus bee011-e the basia tor the next chapter. 
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Jn June, 1946_. the S.ffl#itie and lsQhatJge Oommudon subd"ed 

to Congt'es~ what nt1 terna-1 •A Proposal to Safeguard Xll'ltHs.-s in Ui,reg!s• 

tw«t Se®r:1:tiea.,• Ill brief; this raC0111lemfi4 that, the Se~ti• k• 

change Atit t 19'4 be .am.emied so u to ex\eM the protective pt"O'fi•:S.o• e.$ 

fOUJ»i 1a Secticma 12, 1,, 14, and 16 the-not t.o the ae(Nl"i.iies of 001"~• 

tiomt which ere not regtatered and wld.-cb ha•• at least $3,000,000 1n assets 

al)d at least, JOO seesr:f.~7 bol4ar•.l These tov sectio..u 'll'C"6 esplained iXl 

ooutdwabl.e detail in the F•~ otiap~. 

1n .-k:lng its p:-oposal tb.& Comd.seio:n J¢"eseted a"trong evidenc,e to 

aupport. it aentent1en that duclo•we pr,acUoes aa roqut;red by the pro,,

tect,i.ve ~ov1a1e• are of great benefit to hold8'ri'f of aem:o:itiea whillb. 

oo e umer the 1a1fl which contain t•. J:t teela that. those tour aeet1ona, 

12, 13i, 14, am 16; pr:ovtde tor 'lfbat llhou.ld be the m1n1rauai ot infO\"U.tl.OJt 

aD1 protection. available to people b\V'ing, ~, selling, 01! othwwia• 

handling aecuritiea.2 Bowne.rt au, im'estcr& and. other ~ested pe1ons 

are -u.blo t<> obtain thie infflrllClti.qn becallle the legielation does not $.p

pq te all. J.Qwp CGrpol"-&tlona; and •iv- corpot'atione do not tQrniith its 

equivalent vol:ant&rU., • 

lu.s. &ee1#1Ues and Exdlanp Ocmndssien, froJSaal )R §!$'.eqad 
JnD!WS IP Vm:uktlt•c:J . SesJ&it!, 92, &lb, COVC' page. 

,aJldao P• l. 



Thie ha.a bff11 die cussed rathor extensiv ly in the CongL9e eional 

hearings and, to a lesser extent, 1n tile presa. The Comrdss1on•s arga• 

uents, altho ah pre~ented in support ot this particular piece of legb• 

laUon, pobt up thti d.t.aolosurei problem •a a whole • . And the cppos!.tion 

which arose. very effectivel.7 at ti?lles, hel~J to aa.ke an analysis ot the 

problea p<?SBibla. 

In eubmittiz,g the propos to Congress in 1946, Ganaon Pur:oell, 

who was th&D Chal"Mnan or th Securities a.lld Exchange Conunission, wrote as 

tollowe1 

As a result or the limited coverage of these prorleions, a ee-ffllrl• 
. tT whioh is ot lleted oa a nat.10:nal aecur1t1u excbange, unless it 
happene to be a regi.Btered public utilit7 or investment COllpalJiy security, 
lam these vital prot.ctiY• features. Ccamd.salou eurveya show that 
these UDl"egistered seCIU"ities are oom.rnonly bo\ight and eold on the 'buis 
or War•t1ort which ia at beat. 1.Dadeq111t.e aDi soaetimes mieleadbg. 
Fllv.ulcial statelneuts or the uauers ot such securit:lea are bare and 
un, ... hfona.Uye; they- lack auch of the Wormat1oli needed for an iJ1. 
toraed appraisal of the is•uer•, securities. Proxies are- uaual-4 
power• or attorney ccmfenina blanket authorit7 upon tbe solid.t.ing 
persom, and the infol"llaticn to guide the security h lder in the ea-
cutlon of the pro~ instrument is withheld. '1'he stookb.clder 1a pro,,
Yided "1th o little information that at time•• when eollcit.d tor h1a 
proxy 1n co~on nth the election of directors, even the ne.mea or 
the nominees ar& not dtsel.oaed. Mor•over, the stockholder has no wq 
ot knowing whether and to what extent, corporate ina1de:ra are utilaing 
their inside intoniati.on at his expenae. 

The onq provisions of the secm:'it:les ae\$ applicable to UDl"egia
tered eeouritiea are those which outlaw traudulfmt and mmlpulatlv$ 
praotioe1s. Within the lilaits ot !ts manpoww, the Ocamisalon has 
a ought to f!lf1n7 out the statutor7 mandate with respect to unregistered 
a curities. It has discovered• holf9Ver, that 1n this aa in other mat• 
tars, correcticn 1e not as effective as preY.ention; that security 
holdera are mum more adequa teq protected when iasum"e aid corpo,:,ate 
ilUliden are und•r an obligation to suppl1 Wonnat:lou.l 
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According to tbe CQJ1lrdss1on1e proposal 1t •• tb& intent of 

Ooagr-esa when it wrf>~ the Seturit1.e lxchange Act- in 1934 tha:~ ii,.vestors 

in seetlt'itiea trading over 'bh.e counter ahould have p.FOteetion compara.1)].a 

to that affQl'ded to itrfestQl'"s trading on the excbangea. bt,. becau.ee ot 

the lack of Wo:rmat1oa about t11e over--the--counter market at that 1d.me, 

the prod,11.ons put in the law 1n r~gard to them were Vetrf general. As se\ 

.rwth in Seet:ton 15, as or1g.1na-lly written, Cono'•ss slmply made it un

lawrul tor br"owa am dealers to trade cr,er the eounter ex:oept in ae

cordanee w1tl:!, sucll roes and r gu.la:~ione as the Oommiasion might prese"ibe 

•a.a neceseery or epp,.-oprtate in the public :taterest and to it:1Su.te to in• 

wston pr-oteotto.n comparable to that pr<>Vided bJ and under authorit7 of 

th!.$ title 1a th~ case ot ~ional seeu?"ittea exehangea. ttl 

Acccrdi»B to the Commission, S.,ation 15 originally stated pecitlo

ally tlult the Cmm1s l<>n• s J!"Ul.es aad regulat!.Qtta aight provid&, antong 1>\llv 

things, tor th& registration or over•the•~ter seeurities, the regulai;ion 

ot over•th .. eotmte~ tr'ana&A1tion.8, aX¥1 tha registration of broker . and 

dealers. 

ln pursus.n.oe or the authority eo gr-anted, the Cbnmd.ss1on adopt$d 
:tUlet tw the regis.,ation of brokers and d-.lers, and rules designed 
to imlttre fair disolosure by brokers and dealel"B to their c:m.atQmttr,,.. 
It bt,eaae ev1d•nt, aowwer, that further rul$'1"Dlaldng embcdying the pro-
visions of sect:1ou 12, 131 14, and l6 would have been impracticable, 
t&r the plwasing of the ee~ion was such that the Commisaio:n could not 
compel aot1on t,- issuing eca.patd.es and the persons in control. 'l'he 
san®ions or th!• section ...-e directed. onl;y against broure al!ld deal
•ra., Viola tiom by ieS\.\.ins coapanies would at most bave resulted 1n 
be.rrina brr>ket'a and dealers fr011 tradi.J,g :1n th• parU"'1lar seaur1t7. 
therebjt depTi ing ~astors o.r an aotiY& M.rket. Sine.a the provisf.on 

1u.s. Seeuritiee and Exchange ·Cmmiasion, froeeiU!,l io Sa.feed 
fny;estg;p in, Um;-1¢@:atM §eqp.£1t1.tf1, orb 0:1-:tu , P• '• 
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was not praoti<!&ble the CQlmiea1on concurred in a 1936 amendment 
whleh was la:'gel7 deelaratm-,' of the sd11Snistrative pl'ograa wh1dt 
had already been adopted b;y tha Coma1se1on under 1eotion 15. The 
new section 15 prw1ded tor the- reg1strat.1on or lrolteri aDd deal.era, 
and it aaTe 'th• Omuniseicn a bro.ad rule- making power tor the pre
Yention ot fraudulent and manipulative praot1oes .1 

It aeema very illogical, says the COIDll1ssion, that the list!Qg 

of' a caapan,'a aecarities on an excharlge ahould be the taotor which 

a1ght make ~ dift'erence between protection or lack of' proteetion. 

tet, this 1s TerJ often so. On tbe other hand, it 1a •er, possible that 

a per cm. hol.dirlg a seourit7 traded on• natioml exchange may still be 

~ble to get tull intm-mation about itJ because quite a large number . 
of eoapaniea e.r allcwed unlieted trading privileges, particularly on the 

Hew York Curb EJccbAnp. 

Q,otiDB again tro ths Conndssion•a argument•• but with the ad

dition of explanatory material in parentheeeu 

An inYes\ar- ha-a jua, .as much J'lfJed or intontation with respect to, 
.sa,-, a large ahoe manutaoturiltg eraterpr1se as he does in the case or 
a railrc&d ( which tiaa extemiT• rep«>rts with the Interstate Com-
11erce Caudaaiou), or the operating nbsidiart ct a public utilit.1 
holding ooapany (which would til under the Holding Compaiv- Act}. Re 
has just ae much need ot information when he contemplates purcil.asing 
th• ato& ot a oompau11 that bas floated no new haues ainoe 19,36 as 
he d09s in the ease of a comp&JV which, in 1946, refunded a debenture 
1aeue to take adwntage of lower interest rates (and would there• 
tore register and report under the Secu.r1t1es Aot. er 193.3) . He baa 
the sae need to know what 18 going to tranapire at an annual atook
holder•' aeetiug tor which his pM>q 1a aol1o1tect, and to know the 
interests or the persons doing the soliciting, whether the shares 
are lit;1ted on an exchange or not. He has the saae Xleed to be pro-.. 
tected against insiders trading on inside information. · 

fhe etfeot ot the gaps 1n the prot-e-ctS.Te saheme has been to per• 
llit evils to tlour1ah with respect to unregistered aeC1,1ritiee which, 1n 



eoae respect, are at least 
was designed ~o e11minate. l 

bad s e.ny or the other things the act 

AecordiJ3g to the OOlllld.ssion. cat ot the f:r :ud cases whiob have 

come to ite ttention in'folve um-egiatered aecur1ties,, and 1n ost ~ the 

cas Bt th t7pe of disoloaure required to:r regiaterad securities would 

have m e the frau:lulent acllemea ditticult or iJI saible to exeeut~t. lt 

cite.a ntaber 0£ specl.!'1c cases to illutra.t fraudulent practices com• 

1ng to its attention whic:h aigbt h • been r :Yented b7 ore adequa\e die• 

olosur • Only two will be inoluled here. One is tbe case of the rard La 

France Truck Corpar-atio , which had prev1oualy bee-n reported in the Se

curities Exchange Act Releaae N • 3445 (1943) J bllt it is quoted here .f'rom 

th 1946 propo•sl me.tie to CoDgr"ea•i 

The IA Fr ce 1'rudt CQI" oratioA, which had ee.rnings ot leas 
thu $3 per abar in 19/J., town its profits o much increased b.r the 
war that tor the fir t 11 month t 1942 earni1'g& were OT&l' 5 per 
ab.Gr♦• Stockholders wer informed ot the protits tor the rear ended 
Dace ber 311 1941, tat no time dur!.Dg 1942 were they Wormed of the 
ph 1nal in~eas in earnings that was taking place. 

On ptellber 24, 1942, the president and treasurer of th OQlll:pa.l'V, 
·who together own d 74 r cent ot 1.ts outstanding stock, bel7an tone
gotiate tor h ale of theJr share to Salta Corp. 1't the •a.me time 
they caused the conipany to star1; bl)J':tng ta its shares 1n th over- the--

unter ket, at prices rang1l'lg from l.3 to per share. Selling 
stockholders were t adYised the identity cf the pureha er, nor-
were the1 advised o.f the otiatiom, that the insiders were conduct• 
ing with a Yie• to the disposal of their own eoJ1troUing block of' shares. 
The effect of this pqrcbue program of the cOJIPa!lY at abnorma.ll.7 low 
prices was to increase the value of the outstanding shares in the hands 

· of the insiders. 
Oa October 19, 1942, t.n s.greement was concluded with Salta Corp. 

~ lfhich the prf)sident and treasurer oft e Truck Corp. wei-e to sell 
substantially all their ahe.r a at 5 pei- sha.r J af'ter obtaining 

ntrol the third part;r wa to liquid.at the Truck Corp., take over 
it business, and give th remaining pubU,c etoctholders the bcok valu 
of tbeir thar~a-•which wa approximateq 28 per ahare. B ring oon-
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eluded. this agreement, the third party itself began to purchase th8 
shar•s 1D the over .. the-eounter market at prices as low e.p per 
she.re. gain there we.a no diselcsura of the identity of the purchaser, 
or ot the extraordinary 19.42 earninga or the 'lruck Corp. , or of the 
deal with the insiders . 

ubaequentq, proxies were solicited f'raa the remaining stoekhold
el"a in eon:nection with a plan to transfer the asset or the Truo-k 
Corp. to the third party aD:l to liquidate. A.?:ld. here again there was 
no diseloS'Ul:'13 of the improved position or th co pany- or ~ th apec1al 
tr tment ace<>rded to the widersJ stockhold~s wer aim.pq told that 
n liquidation the7 would receive their •proportionate share or the 

net assets 01' the corpor,ation11 .... al)d, Jacki. iuf'oraat1o»., they •de 
no objection to the plan at the stockholders• eeting-. 

Indeed, t.he facts ght never have coae to light in the absence• if 
a complaint to the Commission. After th Commisaionts investi tion 
the parties ixrvolved agreed to pay over to the public stockholders an 
mount equal to the difference between the 811.QUllt auoh st-ockhold.-s 

had received tor t eu hares, which had been as 1ow as t.s in some 
cases, $36 per share. 

Had the securities of' Ward ta France Truck Corp. been subject to 
the provisions of sections 1:31 14, and 16 o£ the Securities Exdlange 
Act, the COlllPatJ7 would have been :t"equired to tile CWl'rent reports 

diselt.ising its improved t1nanc1al position; Salta, when its purcb.a:se 
pt--ogram made it a 10-peroent. etockholder, would have been required to 
file ownership reports under s&otion 16(a)J and th proll;)" statements 
ent out by Ward La France would have been 1noomplete, under section 

14, unles they s,et .forth not only the .improved tinano:lal condition 
of the COinparl1 but also the personal interest of its president and 
treasurer in the tr action. Even if', under the cirCWllstances of tb.e 
particular case, one or ore of the report previously allud to had 
been tiled too late or had come to the attention ot the publio aeourit7 
holders too .late t;o put them on notice• the prosp .ct of Commission 
action (to sa1 nothing ot poasible stockholders• suits) upon public 
disclosure or the re signifioant aspe ts of the sch e llight well 
ha"Ve deterr th ontrolling pers-ons f'rOII proceeding with the ~cheme 
in the first place. The action taken by the Commitsion in this par
tieular case was possible only because e comp)ain:ing pe~son happelled to 
direct attenti-on to enough facts to prompt an investigat1o.n~ This us 
largeq an adventitious <?iroum tanee not foreseen by- the oontrolli»a in-
1ders .1 

Another oaae, that of the L. J. ller .Fur ce Co .. , given bJ the 

Securitie and Exchange Commisaion a.a an example tn,1oal f other, •a one 

in which etat ents f'Urnished stockholders had been very abbr viated e.nd 
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had not even shown the number or shares outstanding. In 1944 the beok 

v lue r share of com.men was W, and the net eu-n.1.np per hare wer• 

$41 which wae lees than th proapect1ve earnings for 1945• No divid~• 

had been pa.id for some time because ttr a reetriction effective until an 

issue of preferred atook could be. retired, but the 1944 net earnings ale• 

were halt_. enough to .retire th p.r.eterred. 

In ch, 194;, the president of the company offered the common 

tock owners 2 per share for their holdings, Since the stockholders 

did mt kn0tr tha number of shares (beoaus the company had been buying 

shares back for )"981'8), they were unable to determine book value p81" share 

or earnin per share. So th.e1 might. have aold at that pric • li<lWTer, 

thb caa,e t the Commission's attention in time for them. to obtain a 

t porary stop order and warn the stockholders before they had changed 

their position, 

Concerniiig this the Commbsion said: 

bbreviat tinanoial tatementa of the t1P8 employed in this case 
are, ot course, not pe.raissible under the Couie•ion' saeoou.nting 
regulatioms. Unless the .tnveator knQWs the nmber of shares outatand-
1ng1 financial statements are TirtuaJ.4, mean1nglesa. Yet C'Ul'rent aur• 
ve71 ehow an inadequate deS cripti.on of Qapi!al stock in over '21., percent 
of the larger t:n>e • of um-egistered co Paiv, 

The Commission emphasises that casea auch as th.ea• often go tmie• 

toted or are discovtrc ao late that it is difficult to bring about ade• 

q te re,titu.tion et losses euatained by SOll& people, &lso;- JQAnJ othe:t 

cases w:hieh are Wlfair and unjuotified ce.nnot be JrOVen ae being legal.q 

fraudulent. So, ti aa71, th• beet method b,- far is to insist that the tacta 



concerning a corpOl"ation• a attain be g1Ten to 1ta security holders so 

they aa.n 11take their own decision • Sacll. a procedure prevents insiders 

trom teking advantage or thei'r' positions; and, in case they should attempt 

to do so, el ther the Commission or the stocltholders would be much mare 

llkel7 to .tind out about it. 

Ji!oia th stal:wipoint of costs to the :verme.nt, the Cclllll1.ss1on 

teels that suoh a procedure give:, inTestors better protection than the 

largest staff or im'estiga.tor$ could pron.de e.nd at much less cost.1 

tore making thi proposal t extend protective legislation to 

non-registered companies,, an .att•pt na made to get objective data in re• 

gar to Just how au.oh inf'ormation ±nvestors in non--registertd companies 

fore startlng_, it was reasoned that th& information ¢011• 

tained 1n the fUUlual report was usu.ally- about ll such people oould get; 

although sorae could not get that. 

A sttdy was made in 1945, and included in the 1946 proposal to 

Congress, of the annual repQrts of 70 w:iregiatered companies, objectively 

selected, each or which had at lea.-st 31000,000 of assets and ,300 m' more 

1ecurity holden. Banks, i!l8urance co panies, at¥i investment oompanie.a 

were exclud.a., be :use apecial controls, either atate or federal, are 1n 

ettect ooncerning them. The reports were obtained from the Jlarvyn Scudder 

Financial Libr.srJ of Columbia University, and ea.ch repOl"t wae the most 

r cent one on ft.le from the partiaular aorporatio-n which it repl"esented. 

In order to oheck the results obtained in the course of this et'lld.y', 

1 Jbid,,, P• 9. 
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"and to determine generally the willingness or readineaa of eompsnies 

of th1e 1i7Pe to s»pply £1nancial. infGrlllB.tion to interested mes-to~, 

tb• CClllmdssion asked the library to solleit annus.l reports trom a group 

or 90 companies ha"fillg the. same cilar«cberist.1es_ as the earlier gt>Oup ot 

10. After 38 days, 51 or the 90 ocmpwes had auhnitted their &!UlWll re.., 

ports, 5 ija.d sent lettere ot refusal, ud 34 had made no reply at all.•l 

the second aurvey was made right after the .f':f.rst. , 

Each i-eport was read in detail fCJ1 the pur~e or seeing what 

in.formation it contained. n111e criteria adopted as a satisfaotory stam. .. 

ard of performanae •ere the Commission• a report-ing requirement..s under the 

1934 act tor commel"-oial and indUBtrial eompaniea.tt2 Howavel", only serious 

departures f:rom th•e requirements were noted. 

The gell9I'al oonclu$10n reached tn each study was that all or the 

eorporate report were Useriously def'ieienttt from the etandpoat. ot ad.e• 

quttte disoloaur~. Again, though, it should be empb.asized that 'ihis 0011• 

clwsion was, reached by using Securities and Exoh~ Gommisaion etande.rde. 

(Further dis.4US'l!lion of atandarde tor f:inano:te.l reportitJ« will be foum a 
Chapter VII.) 

A 8UUllllU'Y of the Qetieiencies repo.rted in the firat two etudies, 

together wt.'"1 pa.rt of' the diecuaaion ccnoel"'n:l:ng them tollows:3 

"11, Nmenge ~f'. NopfinyoJ!¼J, Inf-orma.~iqn 

The failure of th~ annual reports studied t,o disclo:,e important 
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nonfinanoial 1.ntormation was considered to be a serious OC11iasion., None 

of the CO.lllpaniee made an,- aentioa ot transactions between officers, di .. 

rectors, and large stockholders on the one hand and the company on the 

other, None of the x-eport.s mentioned any dealUlgs by such 11 inaiderau in 

the company's own securities in the markets• 

S9-ae of the reports, gave information about bonu=t or profit•abaring 

arrangeaen\s, remuneration ot top eucu.tives, and salient features of' 

important contracts; but the Comm1 aion felt that, 1n general, 1nt01"Jl&tion 

of this type was not dl cloaed. 

l!ilJVt :&9 !Fn:tlh a l9.1¼ §Jt o.( F!P:Msal Stp.teaenta 

The t.hree basic accounting statements are the belanoe sheet, the 

profit and loss atatel?lent, ard. the etatement ot $llr'plus. Each tells a 

dif'terent part of the picture about a dOI"poration•s tbancisl attairs, 

ob 1a neoesearr in order to iron.de a proper umerstanding of the oondi• 

tion or the enten>riae, and the absence or arq one may !lake the others 

•islead!l'Jg,. 

'?he profit e.nd loss statement 1s prepa:r-ed to •how the results ot 

operations tw a given period or tim.e. lt presents information of major 

iap rtu~ not ol'lly \o inveetora, but to nuaeroue ot.her interested parties. 

let thirteen pereent or the reports contained no such statement. 

Twenty p_.oent did not tundah an analysia of surplus. fM.e •a 

10, despite the tact that it 1.s possible for a aompany not suppqing auch 

a tatoent. to conoeal gains or losses or the great.est signit'icanoo. For 

u•ple,- a favorable earnings record can be shown b)- the profit and loas 

statement while, at the seJte time, l aes of Yarious type• can be concealed 

bJ having cbAr ed them d:11-eotly to sU'l"plu. 
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Apparentl7, eaah r the re rte showed .a balance sheet ill oome 

tom; but 1n •ve?!T case where aonsolidated statement were shown, the 

corporation tailed to show eparate corre ponding statements tor tbe parent 

"°11P&nJ• An xaaple is giTen of a sheable debt of a par nt OOJlpBDT which 

did not, appear to be QUt of proportion when shown in a consolidated balance 

sheet. ~t, 1f' 1t had been shown in a eperate stat•ent of the parent. 

company-, it would have, appea-red in a much less favor-4.ble light. 

Deti§ieggief M. t)e. Fom and Cont,ent ot the Bal@Bc, Slu!lia 

About S2 per nt of the balance sheets examined were found to be 

materiallJ deficient when judged b7 the standards e.ator09d urder the Se• 

curi.tiea Exchange Act, the most CC11110n deficiencies being tound in the 

treatment of reswves, imrentories, fixed aasets; and oapital stock. 

lt ts poaaible by' arl:dtre.ry tJ-eatment of reserves to show almost 

any inoo,ae or def'ic1t figure desired; yet, in a number ot cases, Mither 

the titles or rese,rye accounts nor additional explanatory material gert'e 

such information about the pur ses of the :reservGs shown or h011 they bad 

been er ated. 

In connection with inventories, mos'\ or the companies did not gin 

the m&th.ods used in pricing their n.rious type:s; and it na common prac

tice to combine th.ea all together on one lin& entitled 11ln\'entories . st 

Uru.e s there is a proper class1.fioation, eucb as a aegregation of %"'aw ... 

terials, work 1n process, and finished goods, it is impossible tor an in• 

Testor to det rmlne the oomposition or relativ liquidity 0£ the blvento!."'Y• 

st of the eoapanies, if' they olasstried fixed assets at all, d1d 

not do eo properly, by Conud. sion standards. In many oases ther>e s no 



indication as to whether eucll as ets were earr1ed at cost, appraised value, 

Qr so e other b Bi.BJ and orten a net figure of' fixed asseta less depre• 

~tion was. shown, rather than l1 ting the cost Cl' appraiJJed value ttrst 

and th&n deduoting the d.epreciation as a separate item,.. 

hent7-sb percent. of the bal.e.nce ah ets desa:-ibed oapitel steek 

inadequat~~,-. flier• wa of'ten a :en.«ral lack cf detail as to the differ

ent sources of t worth; ana, in a number -0f ins-tan<1ee, there was no 

mention ot th~ number of shar•~ outstuding. 1n the lattel" t,:,pe et eases 

lt would be itaposaible tc determine book value per share unless additional 

De .M1991e etelsiin) 

Thia statement ehoa not only the til'lal inQQllle figure but also the 

various sources ol nvenue aDi the natut-e. and amounts of tbs vario~ costa 

and expenses. It prov:tcies th:e basia tor analyzing put operations and 

forecasting thoae of the tu:t:u.r•• Henee it. is pnerall-1 agreed among ac-,. 

eountanto am f1naJlcial analysts that there o.re certain fundamental thUlga 

that it should show, au.eh as •ales, cost ()f' sales, and operating expe:oses 

of the busines-a. 

Some ,4 pereen.t of the eompanies did not show aales or cost et 

al.es. Some began t.ne a\atemen't with gt"Oas profit on aales; et.hen began 

with net inCOll$ be:fore depre,Qiation and taxes; aud, u has been previously 

mentio:nei, lj percent showed no profit and loaa statement at. all. 

lt!R¥+naJor1 MR\trW 

fbe CeD!misalf>n admits that it w()tl].d be difficult,. if not :impossible, 



to tell from .merely looking at a statement wbetber or not there should 

have baen additional eleplanatory material to supplement the data within 

the statement itself, and to knov, what the explanations should. :b.avE1 been. 

However, there was a general lack of roctnotecS or the type frequently de• 

81.rable in order to provide adequate diSolosure. Examples might be not-ee 

. explain!~ the bases for imentory or fixed asset valuations• preterr-ed 

stoek dividend arrearages or ether reasons f'or surplus restrictions, er 

stock options granted to einployees whieh mght., when exereised, aaterialq 

change the book value of the outstanding stock. 

M!Pl9RIE or RAAsnm! .. A,;QSJatws f;1a,cili/J.u . 

Since the tinaneial statements were 1n so any eases "sketeh,1#• :as 

the .st,ucq du cribed them, onl.7 an estimate could be made of the degree. in 

which generally- aCC6pted accounting prin-eiples had been f'-0llowed .. Sev•ral 

in:ltances were mentioned, however, sere the pr atiees followed appeared 

to be unsound. For ~xample,. one company showed a goodwill item. amount!Xtg 

to sixty percent of' its total assete despite the feat that it bad e. large 

operating de£1eit.- Other coneerns sllqw.ed treasur7 stock as an asset iu 

their balance sheets~ whiab. is a veq doubt.tul ractioo; and one reported 

diviclenis on such stock as inc01lle1 which is pure padding of earn!ags. 

De,fa,eieacie; Ul ;l(Se C£i1{icatipn . of th,e Finaucia). Ste.temenj; 

Eightq•fiV'e percent o£ the financial statemants hacl, been ~ti.tied 

by public aceount.ents.. Since, according to the study, mnst of these st.at.a• 

m&nt$ were un t!t1&tactory 1Tofll a cliaclosure standpoint, the Commission con,,, 

eluded that certllication c! itself does not assu-re adequate intorutio11. 
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to the meeting public. This, together with comments b1 the American 

Institute of A·countant.s will die cus ed turther in Chapter VII. 

.u haa been disousaed pr vious]J, SecUon 14 ot the 1934 .lot; is 

th one gl'ti. autbori.ty to replate the pro~ o.ehinery, ot corporations 

subject to the pron.s19na or tllat, section. 

In or4er to support its request that Section 14, along with 12., 

13, end 16, be extended to ecrrer non-registered companies, the Conudssion 

presented in 19~ the results or a further un-e1 whidl it had ma.de. It 

had studied the pl"OXT• eolicitina practices ol 76 unreg1stertd eo111paniea 

trhieh WM"e not subject to regulation. The •re all large compa.m.es, 

1nol~1ng all ot those having unlisted trading privileges on the Ii8'J York 

Curb hchqe.. Th• resulta are quoted belows 

(1) Th f!JrOJq aatet'iala sent o~t in connect.ion with 89 percent qt 
the annual meetings• '11! 226 out ot 142, did not name th& persons whOl!l 
1t •as proposed to elect as directors .. 

(2) I only one cue was there disclosure or the security holdings 
f director& and DOllinee-a, eithar individually or in the aggregate. 

(3) Noll$ of tbe proq statements atated the remuneration• either 
1ndividUA1Llly or 1n th• aggregate, or the m&ll&gement. In one oase, the 
base aahey of a eneral manager -..s given in connection with a pro
posal to increase his baee salary. In another ,ease, i.J::lvolving the 
adoption of a bonue ,alld profit-sharing pl.an at a speaial eeting1 
intonation was furnished as to the base salaries and pereentageti of 
profits (bnt not the dollar SllOtmt) received bf the tnanagemsnt dur1Jlg 
the past 7-.r. 

(4) In conn&ction with 59 ot the l42 annual uetings, or 42 per• 
cent, one of the items of business was stated to be the approval am 
ratification ot all acts ot the .manage ent since the last annual aeet.
ing; in noiw ot these cues was the •ture ot thea,e aot.-a disclosed. 

(S} The interest (by security holdings or otha't"wise) of oi'tice:rs 
&Dd directors or their associates in a:q or the matters to be acted 

on was not described in an,- of the proxy matei·ial for 151 or the 152 
aeetiDgs. 

(6) Soae 95 per~nt of the companies did no't- afford their stock• 
holders u opportunit7 tor a •res• or "no• vote on spe.ei.tio it811lft 
through a eottveui.ent ballot-type or box ... type of proxy. Roever, several 



companies did give notice to the stockholders of their right to ap
prove or reject speeit'1c items, b;J- etattng that the proxies, unless 
other.lee specified," uld be voted in tavor of the it s set forth 
in the DQtioe. 

{ 7) In: connection with .28 of the 142 annual meetings, or 20 peroentt 
the a:om1al report of the C011patV' was not sen\ to the stoc1cholden un-
til after the meeting had been held.l · 

Tha prcttT materi,als of a number of dif'f erent oompanies were shown 

aa exupl~s, one or which will be reproduced here to af'f.ord a basis for 

discussion ors e of the c:riticisma made: 

ALUU COJIPANI OF .A.MERICA 
Notice of Annual Stoakholders' Meeting 

The nnual m.eeting o~ the stockholde:rs or Al inum Company ot 
America will be held ,on Thursday, AJ)l"il lS, 1943, at lltOO o1clook 
A. u., Eastern ar t e, at the principal ot.tioe 0£ the Company, 
2033 Gulf Building, o. 439 s,.vanth Ave:aue, Pittsburgh, Perma7l:vanh, 
for the tollowing purpose, (1) electing Board of D.h-eotors; (2) 
voting upon the proposal to uend the By--Laws by addi?lg & new Art1ale 
VIII relating to the indemniticatton of dire<ltors and 0fflcera, as 
set. forth in tall on tbe reverse hereof, and by changing the farmer 
Article VIll of ealq B7-Lawa 1» .Al"ticl• IIJ and (3) transacting such 
other busineee aa •1 properly be 'brought before the meeting. 

Only commoa stockholders of' record on the books of the Compa111 at 
the elose ot buslneaa on March 2.£, 1943, will be entitled to vote at 
this meeting. 

It ,ou cannot- attend the meeting please sign and return the at-
tached prox, which is being solicited _by- and on behalf ot the manage
ent of the iluntinum Compan,, of America.. 

Pi ttsburght Penns1lYania, 
lfarch 26, 1943. 

Aluminum Compaey or America, 
G. R. Gibbons, Secretary-. 

. . . . . . . .. . . . . . . . . . . . . . .. . . . . " . . . . . . . . 
Know All Men BT rhe&e Presents• 
That the umersigned tookholder or Aluminum Company o:t Aaerica 

hue ry constitutes and appoints ,, J. Urquahart, If. M. Sehratz, and 
c. C+ Kurt, and eaeb ot them, th& '\rue and lawlul attorne;ys ani prox
ies far and in the ll8llt& and stead ot the undersigned to Tote at the 
annual aeet:l.ng ot the stoclcholdera ot said Company, to be held at the 

1IJ?1d1 • pp. 18-19. 

r 
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pr1n·a1pal of'tiee of the Compall1, 1n Pitt burgh, Penns11van1a, on the 
15th da, or April, 1943~ or fi1l1' adjourment thereof, as fully u the 
undersigned wauld be enti\led to vote it p9rsonall1 present., giv~ 
and granting unto th said attorm1s am proxie-:,1 Ol" e.91 ot them1 
full pcwar and authority to d.o and perform all and eYe.'J:'7 ct and thing 
whataoe-ver necessary and requisite to be dOll& 1n or upon any am all 
me.ttera which m7 proper-17 co before said eating, _. 8:f.f¥ adjourn
ment thereo:t, blcludillg (l) the electioll. of a board ot Oiree\Ol's; a,nd 
(2) the approYal of 't}he proposed amendment to the By-... J.aws by adding 
a new Article VIII relating to the :lmeDll'dfication et' dir.actors and 
of'f'ic~s and by- changing ~e f'oraer Article VIII to A:Pticle IX, as 
set f"ortb in the .notice ot said meeting. The majority of all id 
attorneys and proxies who shall be present and shall aet at the meet• 
ing ( or if enly on &hall be pre ent am act th.ea that om) ahall 

am may exercia.e 11 the powers of aid e.~tc.rne,s and proxies her -
under. 

IUHESS the hand. and seal ot th& undersigned this_da7 or_: __ , 
1943. 

(Seal) 

1 hares_ · 

~e Commission ate.tea that no other ln:tormation was supplied iJl 

connecti.on with the lllattera to be act•d on puraual1t to the proxies. 

Stoakholders were mt told the namet of the persons £er wh0111 the pr~ 

agents intended to vote c:,r the rennmeration of dil"eetors and nominees. 

'lh& statement. that the matters to be 'lated upon would inclme nsueh 

other business aa may- p:r,operq be brought before the aeet1ng" did not con• 

stitute adequat notice to tnv:estor of 1;he atters to be aeted ~on. 

Thei-e should have been aepare:te littstng of eaeh it• of business wh1eh 

it •• proposed to t:tansact at the meeting, Ccimldssion rules would have 

requir'ed turtbe-r d1sclosure ot reaso tor the proposal to amend t he by• 

laws, :lnclQ:iing Worm Uon as to whether or not there wei-e at that, time 

any p ·ndiDg lawuiia against db eto.r• or otficer11. 
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The Conmd,es!on teels that its 'I!f'OXJ rules are quite siaple. 

They have volved gi-aduall7 as the re1:1ult of adJdnist.rat1ve experience 

sin 19,4; and, in their present form, they are functioning e£:f1oiently 

and saoot.hly. "They are probably th moat usehl ot all the disc:Jlosure 

devices stablished by the various acts and represent an etfeCJtive contri ... 

\N.t1on tor corporate d•oar-.q,"l 

In 1950 the Securities and Exohange CcJUDd.aa:ion a.pill made the 

sue proposal to Congrese, onoe more re ending the extension o.f sac,tions 

12, 13, 14 and l6 of the Securities hohange Aat ct 1934 to unregistered 

companie having over $3,000,000 in asseia am .300 or more aecur1t7 holders. 

The Comissio ts auppleaenul report. to Congress a'i that time2 

gave the reaults of i949 eurveya shil.a:t" to thcee r~ported 1n 1946. 

A atud7 of 159 oorpora-te ru:mual ra_,porte ot unregistered C011panies 

in 1949 showed tha~ the aae typ ~ extent of defioienciea existed then 

as in 1946. Also• a at'Ud.y ot proxy 1m1ehiner7 was made in 1949, OQllp&ra-

ble to that of 1946. The results imicated that aane oompanies bad im

proved their aethoda 1n accordance •ith the Commission•s previ0\1$ sug• 

geat1ons, but there were still JllalV' which were defi.oient when Judged bf the 

eatorcement standards set up und&:r Section 14• 

This chapter bas aummarized the caee tor extending federal con-

l 18 -Ibiq.' P• 
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trol Cl1'el' corporate disoloaure. It bas emphasised the feeling or t.he 

raan1zstion lfbieb. now haa the task or adm.inisterlna federal seouri• 

ties legislat:lon that the "d1selosure 4octrhe" should be applied on the 

sis or aise and d&gree ot pubUo ownership, ra.ther than on the basis 

0£ type ot ind tr,- or type o£ market fO'J! its securities., 

t~ CCDllliaeion a&d.ta that., wheu it sap "«>1'porationa ha.Yilg 
• 

at least $3,000,000 ln aa•ets ar.11 at l st 300 seourit,,' h-t>ldera•" it 1a 

being quite arbitr&17. It sa,a the f1gures aa.7 need to be changed in 

the light or l'Urtber atudy. Bonver, it th e figur&s were used, aoae 

l,ll8 new corp ations would be placed under the protective provisions. 

Al , 646 other ecmpanies which 11.01r are required to ccmply with on:cy, part 

f these prot1.sio1lS would bat made subject to all tour trPe•• 

In relation to the total nllllb«r' of business •nterprises in the 

ccuntr7 these numbers are not large. But the businesse included range 

ill ize tr $:31000,000 to over tsso,000,000 in asaete, with a total coa

tn.a TBl:u.ation of ever 19 billion d.ollara; so they :represent a Terf 1m ... 

portant. part ot OUl" eoonC>JllY. 

According to tb.e Commission, "The burden of eompllanoa with the 

~opos d legislation would be slight, tor no large corporation with 

:310001000 in assets and substantial publle investor interest can do bua• 

in.e s t;oday withont th• acecunts and records from which all the intOl"JD.a

tion required by the proposed legislation aay- be ~eadily ase9X"t.ained. The 

question posed by the proposed legislation is not whether such records 



ahould be maintained, but whether they should be made available to the 

\lblic t.ockholders-•th Q rs of the en.terprise."1 

Congreasio l hearing, publications Qf the Commission, artlole 

in independent publications auch a The /oW:W of 4099AA1cgq.y~ the .!'!Y, 

Street Joµr;:ptl, am the Commera,l aD4 F1:gapeiaJ. oaros;tgle he:v, <leba ed 

the iss11e.:t brought. up by th Frear Bill, which bu been summarized in 

this chapter. In fact, the airing ot these issues has provid d# to a 

aer-tain extent, • public analysis 0£ not only the proposed new leg,ialatJ.on, 

but al,,Jo ot ~t whioh is now ill effect. 

· ch ct thlt public d.lacusion is "t • eh a we as to help de

fine further the M&Jd:ng ot corporate di■clofl\U"e and Som& of the prob

leae which arise with it. It, together with a eondderable amoun~ ot sup

plement&t-J intoraat.1011, will be i:resanted ln the two tolJ.owing ehaptera 

in order to help fill in the broad disclosure p1oture both on the part 

ot these corporatioM which coiae within the requirements ot the various 

legialat1ve ot and thole which a.rft m,t aubjeot to the legislation. 

There are very 1ntluellt1al groups am 1M1TidualJJ who support the 

Coaiaaion in it• contention that legislation whidl is closer tt> being 

all-inc:lua1ve is need$d. 'l'het'$ are th•r• who ea7 that, eYen though de• 

tailed reports are made b;r eorporatiou to the Conuus,1on, the reports are 

e. etualq not sily aooees1ble t most ot the eneral public. Also, they 

aa.7 the intormation as presented is too complex for the ordinary person-• 



who is untrained in accounting and ana.J.rsis•-to uxderstani. Others teel 

that additional legialat1on 1s urmecessar7 because• except in very rare 

instances, reportblg b7 corporate management has "'eaohed a r-airl.J high 

plane fro the 1-t.ampoint or both the quality and quant1t,- ot information 

provided. The7 attt"ibute thia to various reasons, including an improved 

status of.. ccountiDg, an 1.n~eased awareness on the part of management 

of its responsibility tor adequate disclosure, e.nd a num.ber o.f other 

.tacto~a. 

The questions e.re not. eompletel1 answered by determining the 

t,-pea ot Woraat1.on that eorpGl'aUone should give security holde:ra and 

the toras in which 1t ehould be and ie gi'fen. There ere spee1al int.er• 

eats who reel t.bat they would either be benet1tted or harmed by" changes 

in the present l• islatiYe pattern. And, in moat cases, those who have 

♦xpresaed them.eel..-es are either the 00.l"poraticns the elves, the assoeia• 

tions to which they belong, or the -n.rioua market.s through which theb

aecurities are traded. Security holden themselTes hilve not expressed 

their news publl<iq to a •err great extent. 



CHA.PrER VI 

SO · OOLLATERAL ISSU'l!S .AFFECTING DISCLOSURE 

Change:, in legislative patterns are lilt ly to have e'.ttecte · upon 

the markets through which. ecurities are traded. Also, dlanges in the 

vol a.nd cont t of 1.ntormation s~plied bJ' CQ?'porations to iuve•w, 

and chaz1ges 1n the m&thods of suppqill{t tt, hav a dil'eot financial bear· 

ing upon the corporations becauae of the costa •hich hey ntail. The7 

also m111 have ef't'ecta upon ec:2'porate-ccmmuni\J :rel$tionsbips nd upon the 

coapeti U • position or Qne busin es as agairlat another• T ese are eel• 

lateral iss s, :t they are iapori.nnt, because t.he, au.at be COJ'lBidered 

aJ14 eighed i:n. &DJ' judpent ot the degree u which ecn-porate af'ta1ra 

shouh\ becme public attair1. 

The reai.r.der f this dlapter 'lill be ooncerned with these oolla~ 

eru iaeuea. Then, Chapter VII, which ti llows1 will attempt to dlscue• 

&Dd eY&l.uat,e the variou aowces of Woraati n available to inYestore and 

the efforts be1q made to improve i-epc>;rt.1ng pr-a4Uaes. It will also con

tain a final section on the pro la of def.'iniDg •tull disclosure. 11 

fNtJble ff!$ pn Yi• s,2111 !U:kdl 

One problera, which ie reall7 a sort of collateral issue to the 

111ain one ot tull disclo111re, is that which has to do with th effects ot 

legislaUve changes upon the seem-:lty market.a. It is probable that the 

aecurit7 exchanges would stand to gain directly it the Frear BUl, whim 
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co:n\ains the Securities am Excbauge Commission:• s proposal, we~e pasa-ed; 

be cause ome nagemeut dee1sions in the pas\ a7 have been made t r,r 

train Er listing becaw,e of the burdan 0£ regiat:r.ticn an.d reporting. 

tt this burden w&J."e made mandatory regardless of the tu.arket u,ed, that 

parti¢Ul.ar reuon tor not. lle\ing would be removed, and it ud.ght result 

in 1.nareaped listi»g. 

Ho.waver, it !.a quite possible that. both ty_pes or marke1;8 would 

benefit by mor ~ehensive disclosure requb'emen\s. The over .. the

eounter market in particular would be ble to obtain aor• complete in

.f'o.rmation about its st.ock-in-tracle., the stocks and bonds ot corporations .. 

It in turn eould pass on a.re comple.te data and more -eff'eotive advice to 

its oustomere, thws, perh•P•t :llaprortng its ooapetit1•• pcsition as gainst 

the exebaupa • 

.blong those aupportbg tlle Frear 8111 in the Senattt he~1ngs were 

the w York Stock Exdlangel am the Un Iork C-wb Exchange. 2 Also sup

ponug it, b\lt on the com1t1on tJiat unliat,ed trading on the 9Xcha»gea 

would 1n the tutti.re be prohibited, -.ere the Rattoal Asaociat-ion or Se

curity De ltl!"••' with 2,143 members, (called 11aatellJ.te" of' the 

Securities and kdlang• Commission bt the 

. lu.s. Co~esa,t Senate, §!SU£1~1•f bShflng Acy AUm!m&a• 
Beat'~ on s. 2.4D8 (1950), PP4 Qiu PP• 69•'10. 

2IW.4o PP• l.04-0S. 3Niu PP• 53-62. 

4u In o.ppo ition to the P.t-.r till, 11 1hm Sft!Ptre!l 8J!d: fi\9!19.ai 
2lltonicle, CLXXI (hbruaq 16• 1950), P• 35. 
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and the Investment Bankera Association., 1 representing ?00 raea~s ~ 

Reg1eterlng 4:oubt.tul aoeept&Me of the bill wae the llaiJl Il1Yestaent 

Dealers Assoc1at1oxi2 aa<1 th National iecw.-lty Traders A,ssoetiatioh/3 rtp

reaentbrg 3;61? indi'fidual traders. These two asaoda.tlons gave the im• 

preseion tluJ.t the7 wouUl aot object. 1.0 an ex\ension ot th& var1oue dis .. 

closlll'• l'~uiNmento to unllsted seem-ities• but they were primarily 

bwreawd ~ PJ'ffeDting what the1 considered lrOuld be a death blow to 

the O'ffr•the•coUDter market it ccrrwage were exte.oded and, at the aame 

tim; unlist.ed 'irading were allc:med as it is at the pi-esent time. 

Th Xnvutmea\ Dealera cl Ohio actively opptiaed, mainly on the 

g.rOU114a that they f"elt the prcpoaed law ·weuld p1-ce an undue burden on 

the many moderate-sized ccrpo.ra'bions in the State of Obio.4 

•• OJrw, s. Eaton; 1Qdqatrial±lt1 banker; and ta.rme!'; a stocJt• 

holder in var1oue OGmpaniea and a ,art•oner ot Otis & Oompany1 which :ls 

a J.a:rge and •ery indepe.Ddent aecoritie& d♦ale; 1a t'umamentalq opposed 

to \he Seeud.ttea atld Bxchaage Couise10Jl. One r.-soa tor his opinion 1• 

that, he belitWea the Oc:am:lss!on 1s ••1:11 partial tee the exchanges am thaii 

it has •aoJ.d out• to W.11 Str"'' re quote hifl own worda.1 "Fer 15 ~s 

I ha,-• bcten quarreUn, Id.th the Seourities BM ixebanp Caaraission b)CAuse

like too •UJ' ether govetnaentsl ageneies, it hat bten progres.aiveq ~n 

over, and b»'ought ~r the domination ot tho e whDGt it is suppoaed to 

replate.•1' 

lu-.x-Jtngs Oll s. 2408, op. ci\., pp. 62-66.-

2D14, • PP• ll2•1S.. 3I~Jdu pp, lW-99. 
4iW4, •· PP• 115 ... 29. 'JW,, P• 154.· 



To •ubstant1ate this a <.dtes a maber ct instances in which 

co issioaers, after upir t-ion of their terms with the Securities am 

Exchange COllllli aion, have obtaiaed lucrative positiou as part ot or 

closely COl1D8cted wit K 11 Street interests. 

'?hp Cgnmercial 8Ild F1nancl§l Chroµj.cl, regieteri strong OP

position ,d1torial:q1 sai-d that present legislation aa it is adbailtlstend 

b7 the Seeurl.ttes aDi Exchange Comm.1.eai n ia al.ready a burden on the se

curities itdustry, particu.le.rly the er ... tbe•counter market. It says 

turthar that present controls place reponing nd other onerous require-

ts, which eonst1 · tea burden, on dealers; but., at the e time, the 

ep.r ads which auch dealers lD.87 take are regu.la. tc. Thia destroys the 

profit otive and makes it diff'ieu.lt to earn a liTellhood. Fw-ther ex• 

tenaion ot controls would be an addition to tbe bureaucr-a ic juggernaut 

which thre tens de tro7 the over-the-count.er market elong with the en--

ire tree enterprise ffY tem.1 

!he o'bjection Yoieed by sevePal or the a.b<ff'e groups in r-eprd to 

unlisted trading seems to be due to their f ling that what might be an 

et eeUTe market deYeloped .for a seaurit:r by th O'Y&r ... the-counter dealers 

can be seriously dierupted by a liaited number of transactions teld.ag 

lace 1n the saae security on an entireq dit"ferent tn,e of market, 'this 

techniealit7 o the urltt,\S 1a probably t.he l!IS.jor reason why the over-

th••counter dealer$ oppo&e tt#ther extension or f$leral controls over oor

at -di.111cloeure. 
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The question of the costs to and the etreat.s upon the corpora .. 

tio registering or tiling the information required by the Secur1t14Js 

change Act is one which the lawraaurs have .PJ'Obabl:y considered very care• 

f'\l.llt. 

.u. was aentioned briefq in the preceding chapter, the Seouri.tiea 

Excb.ange mm1ea1on feels this burden would not 

cor ore.tiou harlJc $3,000,000 in aaaets would already h e the accounting 

reCO't'ds and the organisation ucesaary to prepare and su'btut t,he material 

l'ltt ed. It points to the tact th t. aucb r cords are need d and are audited 

periodically tor tax ptlJ'p es and nlJlllC"O other r.asomJ so th& problem 

ie o.nl.T to ake. public that trh1ch is •lready 1n exlatence .. -according to 

what it considers to be deoent accounting standards, ot course. 

In a stateme».t made in the Senate hear!.ngs on the irear BiU, Ur. 

Francis lo-., Preside ot the New York Curb change, substantiated 

turther the above new. He e-a:ld: 

Such an addition to the law is not an !Jnpracti ble experiment; 
About 2,000 companies 1n this oountry of all sizes am types of 
businesa haTe been meeting the requir enta tor an identical law 
tor m&D3" ,-ears. The1 have not round the law unduly burdens~ nor 
ha-ve they found that it restricted their freedom of decision. 

B0\1'fJTI!lr, a her of other people have indicat"9d that the atidi-

tional expense and effort inVOlTed is b,- no means a minor item. They point 

out that a $3,000,000 corporation 1a not necessarily le.rgeJ in ome types 

or businesae it would be, but in others, no;. Andt even though an in• 

veottllent in assets might 18.!-ge, it does not alwqe follow that the 
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eccunting, clerical, and nagement organization is e.lso large or quali

fied to compile and present the compr hensiv data a required by the 

8eC"lll"'i ties and ~eha.nge Commission. 

'!' ese people say further that changes in procedur s: of record ... 

eeping would need to be made and edditional personnel employed. !tis 

also ver:; rprcbable that pecinl legal eouns l would need to be retain.ed 

and that additional serrl..oos from accounting firma ould become necessary. 

Further., a portic,n o a.nag ment • s time an ffort would nsoo. to be d.1-

verte :from the tntlks of making the eor oration produce to that o deal• 

1ng with the rules, regulations, interpretations, a directives of a.n 

addltional govornmental agency. Moreover-, t.h ... C0..'1taot betileen th oo.rpor

ation and the governmental agency, separated by g ography as well as, 

perh p!, different degree of knowledge cancernil'lg the oorporation•s problems, 

could reduce the speed with which deo1s1ons might be ade and otherwise re

dece business efficiency. 

Variws estim tes have beon · de as to the dollar oosts involved, 

but they are not very well substantiated. For e.Jtenlple, • Ewing T. Boles, 

President ot the Investment Deal.en of Ohio, stated that hie association 

estimated $10,000 t.o 15,000 per year to be th& Jllininwm cost tor these 

additional services together with the printing expense involved,; 8Jld the 

coats could run several ta.es that.1 Mr. Tyra Taylor, General Counsel for 

the Southern States Industrial Council, which represents 3,000 eiaploy.-s 

1n natural resources, transportation, am manufacturing in the Southern 
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States, aa well as 500 banlts, stated that bis intarmation wa limited 

regarding these costs, but he had hes.rd of some initial re istrations 

costing as little e.s 25,000 and o ers which ran to a quarter of a mil

lion dollars.,1 

The above figures are of doubtful valu ~ar anything except \o 

give a ge~eral idea of what these people, who are assoclated it.h impor

tant groups of businesse.s, are tb:tnkSng about such costs. For ex.araple, 

one cannot tell for sure whether or not the estimates of Mr. Taylor in

olud.$d so.m flotation coats other than those conneeted. directly with. 

registration. 

ena.tor James turray, opposil:tg efforts to exterld the ooverage of 

eruting legislation, questioned the desirability or th& provis1Q:rut re• 

garding registration, periodic reports, proxies, and the activities o! 

ott1cers1 directors, and principal atockholdera, It seeaed to him that 

they had done more harm thal:l good to the economic welfare of the corpora

tions covered. He said .further: 

Reg!atration bas been tar too cost,4, and information furnished 
has never been ot much help- to the iDdtvidual inv•tor. In aany ot 
tbese reports oover1 · hundreds or page the essentials bearing on 
the •alue of eeourit1• oould be reduced to a fn typeWitten pages, 
om. el.ear-cut explanations given that the investor could umerstand. 
These np0rts have 'been a deterrent and a ooetl.7 •• or the time et 
management. U the b1lllons o~ dollars that have been l.ost &ca 
busineea b7 the deJ.a1s and time consumed by these uneaeentiala could 
be eorreet;ly estimated, Oong:resa would be amabd. 

• • • With reapeot to tl'.te activities of otfi.eers arad djreetora, 
•omeon abould point out h.Qw many corporations have lost their able 
a11agements because the men ot character and integrity do not wieh to 

be a party to the present requir•ents which make it impossible tor 
them to do their beat, for their tmrestora and the public. Jda111 a 

• 
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•trong corporation has lost its &bleat men to amall corpo1"ationa 
where 'ib.e management is free and can run ite business for tfe best 
inte-rests ot the workers am those who turnish the capital. · 

• CJru8 Eat~n, whose testimony haa been cited previously, 

stated that aeee,as to capital marketa has been praQticall7 denied to the 

med1Ulll-sised end alJ.er compani•s. According o him, the small e.oia-

paztr, trEW.t~tig to do some rtnancdng, cannot afford to go through the ex

pense and ordeal ot registl"ation. It. costs too much, and the s:rnall c,a

pan7 cannot aftard the talent or risk the uncertainties and the d•le.J&. 

The result is that eueh ooapanies w1m up by going to en wuranoe com .. 

paey or, perhaps, the RFC. In regard to the oosts ot proq material, 

Mr. Ea ton ci ed the case t the Cleveland r.11tts Iron Co pan:y in 1'hich he 

was a direotor. lie sud the ecap~ had Ul'¥1ertaken the d•plifioation ot 

1te ee.p.ttal struetur by uniting the parent eompa:n, with its wholly•owned 

subsidiary. It took siX months ot contaots between the company aJld Wash

ingtc,n, D. c. to get an approved proq statement. The reeulting state

ment was 89 pages in length, he.d cost OYer .$10 per stoakholder, or about 

100,000 total; and Mr •. Eaton felt that the only people benetitted were 

the lawyers who preps.red it axv:l the people in the Commission ,rho went over 

it.2 

Thia case ie probabl7 an extreme one and is the exception rather 

th n the rule. The Couudseion bas indicated that its proxy machµiery operates 
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without au.ch •~ens or dif.t'ico.l:v, aDi it would. seem that that should 

b so,. However_. • ton• exaaple hows e extent to which costs ot 

dis oloSUl'e call be 118.de :to go .• 

Statiati l studies hav been aade per1od.ieallf by the Commission 

to det~ flotation costs.. Some ot the resulta from their 1939 study 

are a~tzed in i ble IV• 

TABLE 1.V 

COST O FIOTATION FOR RmlSTERED SEOUllI!IES l9)8--l93<Jil' 
{Costs are shown as percentages.) 

Coat of flotati n, 
total 

C peuation to 
distributors 

Expenses 

Expense a.t,tributable 
. to registr tion 

(est111lated) 

Under-
. writt n 

2,61 6.3% 

2.0 ,.1 
o.6 1.2 

C s 
Not Under- UDd.ezi Not Umer• 
writ en . W1"1tten wr tten 

16.oi 16.9% 19.0J 

14,9 JS.l 1'1.3 

1. 1 1.8 1.7 

o.;:i plus 

In explanation ot the above table and th• study' which it par• 

tially aUIIDl8.i'izea1 the tollo1tiilg pc1nta are notedA 

1. COllpensation to distributors was a much ore important cost 

~ ele nt than expensea. 



2. Expens included te ol.asait1cat.1ons, as aho-. belows 

Expenses not attributable 
to rsut1sj\£gY,on 

L1st.ing tees 
Federal taxes 
State tans ud tees 

ansters, transfer 
agenta, etc. 

ExpelUletJ partly att.r1bllt ... 
a~le to remgation 

Printing &Di •~e.ving 
L&gal .tees 
Accounting tees 
Engineering teas 

~ oellaneous 
SEC reg:I.Stratlon tee•• 

*fmolely attributable to registration. 
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3. The percentages given !n the table e.re averages. A.ciiual.q, 

there na s va:riatiQn by udustry aJri considerable nriation because 

of a1ae or @inpany or issue. Costa of flotation beCl!llle progt-essively 

sma1ler as th sise of the issuing C011lpa.Il1' increased. Coats or flotation 

became progreseiv 4r aller as the size of the issue iticreased, drop

ping tro.m 7.5 percent on issues ot Wlderw.ritten bol1d1 of under $11000,000 

to 2.4 percent on issues or t2(),ooo,ooo and over. C ats were ocnsiste:ntl7 

lower for equ.1t1 issues or from $1,000,000 to $5,000,000 than tw issues 

under $1,000,000. However, st prefened and OOlllD\OD atock isaues wre 

lsss than $1,000,000 in size am showed little relationahip between cost 

and size.1 

the CQmlisaion aktes that a ahdla.r at~y made in 1945-47 and 

published in 1949 as part ot its ,§uryff 9f $!!ricap Lj.:Jj;ftd Ps£porat!ga 

bow enentiall.7 the auf> picture a:, previous stud1f.ls had shown, umel.7, 

"that the percentage of the ilffeator'• dollar which into the coat ot 

.flotation illereases substant~ •• the size or he flotation decreases. 

1P-roa the same source as Table IV, preceding page. 
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Thus, in the three years, 1945 through 1947, the average oost of flotation 

for the 47 registered issues ot 50,000,000 or over was 1.15 percent, and 

at t he other xtreme t he oost or flotation for the 19 reglaterad issues 

ot 500,000 or less was 21.91 percent." They point out again that by far 

the greater portion or the cost of flotation, particularly in the oaae or 
s 11 iasy.es, oonsists of the under1""iters1 co iaai:0ns and disaaunts.1 

lt is probable that such elliug cost would be a more 1.mportant 

£actm- than the pr blem or registr tion in deterring smaller concerns 

tr floating new 1 sues. There i v~ey good reason to believe also that 

an1 concer , particularly thos •hioh are already established, would 

tirld. it eeonomioal.l¥ advantag•aus for a. variety o.t re sons to borrow 

mall.er aaourl'~B from banks ar insura.no companies. 

However, QO ts, though amall as percentages, My be material 1n 

dollu amounts. Such direct dollar cost,, increase 1n importance when added 

to the less easurable but sometimes material burden plaaed upQD manag~nt 

itself'. 

As a 8\lllllDU1 statement of the precediffg cU,seussion, it can be ,aatd 

th.at the burden ot r gistration and continuous reporting by the oorpora

tion, its officers, ar¥i principal stookholders, together with the :r-equir..-

11ents tor getting the pro:x;y information approved and pr aented properq, 

constitutes one oE th important factors 1nf'lueneing disclosure. Since 

the stockholders, as ~s of the OQl'porations, ul:timat.el;y bear whatever 

burden this is, except tor oftset~ing tax deductions, they houl.d reQOgni~e 

t.h t f'ull disclosure, like other things, carries an attendant oosi element. 

la arings on s, 2408, OJ?• cilia. P• 179. 
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£durs,a !&SM !/f~e\s pt full disglp1!1£! 

The f:lrat di•pter dis QUS&ed bru.fl7 the tradi tio.nal feeling aao»g 

business en that their company affairs should be kept largely confidential. 

It explalned that it has onl.7 been in oo)llparativel.J r•eent ye&?"s that the 

ge,ieral polic, of seareey- has given way to one or present-ing more or leas 

publlcly !UUch of the affairs of an enterp?"ise. 

Thia new idea, oven now, ia often aacepted with reluctance, and 

etimea, 18 opposed atrongl7. Thia J be due in part to a resistance 

to change or a failure to recognize th& increaa11lg emphaeis cu detailed 

di closure. But there are reasons, which still ea• logical, wb7 1t might 

at ti!lea be more desirable to stop someplace hort of run disclosure. 

Qne of these is the etf'eot, on a co,a an.,• s competitive s1t1on, wh:tob will 

b diseu•sed in the next section. The other is the e:trect on local pub

lio relations $nd on em.ployer•empl07ee rehtions, which will be co!J.$idered 

here. 

To help in this explanation, the example o£ a Western company

will be used. It is the 1se-Payette Lumber Co., which is engaged 1n 

the · anutacture of lumber and ili the merchandising of bu:!Jdiug eupplies 

through retail yards located in Utah, southern Idaho, eaatern Or gon, and 

Colorado, Morrison-Merrill & Co. 1s its wholly'"'-Olffl8d subaid1ary. 

'those who manage Boise-Payette say that, in their opinion, dis• 

closure of conf'idential information such as the salari- ot directors 8"i 

top executives, as required of those who file with and report to the Se• 

eurities and 1!:xeb.ange Commission, would prove hand'ul to the intcn-eats o:r 

the company and its stockholders. A1ld this would be reflected in damage 

to exis,iq good labor and community relationships. 
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They expres• their position in this reFd ~ follows: 

There is abu.1¥iant evidence tc, support the belief that tuJ.S erupuloua 
indiv1duals can be expected to eeize n euch Warmat1on and ao 
pl"&-aent it when it serves their purpose to do so, purposely to create 
misunderetandinga nd tal.se impt-easiona to the lasting d,-w.v of the 

ooo will a pu.bl1e .pathie which co panies like ~ now enjoy 
nd must have euooess~ to operate J •• t Pf{I' rolls; pq t8XeB; 

compete in open markets, and to produce profit far our tockhol.der&. 
There ar man7 ud entirely juaii!iabl.e rea ons f'or jealoll8ly 

guard:!,ng managem.ent plans and operat1one.1 details of a highly eompeti ... 
tive busines.e. ln the case ot our closely held corporation, where 
operation of the com.patty over a long period ot years has well estab
lished the respectable eOUMness of its ee>nduct and where there has 
been no expressed dissatistaot:lon by stockholders and tul.l WarmatiOl) 
N to company o !l"atio.ns has be n made available to them; it seems 
tml"ee.sonable in the extreme to place our records and our comp~ pn 
exhibJ.t. Thia would seem to 'be true in the cue or any other ec•~ 
similarly situated. where investor protection is carcely in question. 
The parade or report whioh the Secu:rit1es Exchange Commission would 
demand of U5 under 8 • 2408 would serve no useful public purpose. On 
the CGntrary without providing irff'estor p31'~eot1ou it could react 
pr judie1oU$ly to the interests. or our stockholders by way of turnisf• 
ug information to competitors which they udght uee a.a they saw fit. 

Along this same llna, • T. Frank atldns, representing the 

American Cott n ............ a,ctm-ers Institute, Inc., said that in m&J'l1' instances, 

publieity concerning the number or shares held by certain officers am 

dbeeter, would be embarrusing in" mall conunity. Publieit7 about 

•alaries would cause jealousy and atrif .. Jlany nall C011panies are in 

actiY: competition with lar'ger- unit.a• and,in order to obta1n 11en of the 

required kill and sxperience, it haa become necessary to pay he seal.ea 

ot wages adopted bJ those competitors~ Such salaries might provoke un

jwttit1e4 unt«Yo:rable comment it publietzed in local 1t1.nrapapers having 

wide eiroulation 1n the towns and cities 1n 1fh1eh the plants ar& located. 2 

1Ibid, • P• J.44. 
2,Ib!(!= • p. 190 
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One mo.re exsmp1& will be given. It i& taken trom a statement 'by 

lir. Albert A. List, President, William Whitmu Co.t Ine., New York OitJ. 

lfr. List speaks about what h6 oonsideNJ to be r•lati•el.1' mall 

ccrporatiou which range frffl those having ••••ral hU'alD'ed stookboldars 

and a ta million dollars, on down. llt.th most of these ccmpanies, loCf.U. 

ocersh1p,. prevails toe. l&l"gtt ext,ent, 

Aecord:bg t-o his statement, every eompany mu,t eaploy a Jll&nage• 

ment staff capable ot carrying on thtt busint,ss su4e.easftul71 or it ~t 

eurrl.Y~h To emp-107 capable peop.le these t!C11lp81ltea must eompe:'f}e in the 

a.rot tor this statr, and often this demani tor manpo.., is on a aountey .. 

wide seale. So, if able management is not paid e.dequatel:y, aome competi

tor will t&.ke them awe,y. Salartee tor such people whim on a natiol'lal 

11cal.e are oderat& may &em exnorbitdt to the looal ~ty. To re• 

quire public clueloaure ot •ueh contidential inforution as the salaries 

paid to such men brings no protection te the imestc1"1 but, instead, has 

the etteot of ettirr1ng ~ l1:>0al disoonte!lt and: ie often the subject ot 

attack bJ' labor unicns,. The abUity of anagement is the thing that giTeB 

valu-e to the security, but tbe Ye.lue o£ this ability •1 not. be tul,q 

reoogmed b1" the eommmdq.1 

comwi;U,!t! ~ Btfeg\p of 1131 gl,sgm:e 

Ot majo,r itlpe>rtanoo in the minds of' a,ome bu$1nessmen is the 

question of whether or not t,b.• alleged edv&l).teges of Ml dit1olot1ui-e to 

ecurity holders outweigh the aompetitive dis.adve.n1.$ges, It the effects 
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would be relt equally by al11 the objeotiona would be less valid. Bl1t 

it is very possible that same ~es could and would use the detailed 

illfo:rmation li1ed by their oompetitors; whereu, the CQmpetitors might not 

be in a position to 'benefit reciprocally,. 

fhe situation. of Peter Paul., Ina. might be used as one ill'U'Stra• 

tion. This c:ompan.y is a OOlld1 manufacturer, tthose principal pt"oduots, ~ 

the two oommonq-known bara, ttlounds" and ttAlmond Joy.• Acoordil$g t,o its 

annual report of Decentber :u, 1940, Pe·t.er Paul had about 4,000 stodkh0lders 

and $16,000,000 in asseta. It did not consider itselt large in the eaitly 

industry, but i ~ was a gJ"odng co~. 

Ml". T-0m Whitaker,_ representing Peter Paul, Ino. in Congr'aasional 

hearings1 inipliad th.at there were other corporations whieh had oomd.der

ably mar in a:isets than b1s oompa.nJ but had £ewer than 300 stockholders. 

He uade the point that, from the standpoint ot disclosure, it may not be 

neees arr to publish detailed information 11' a concern had only a t-w 

etockholders; but, he se.id, if' a large compaey with, say, 2$ stockholders 

were not :required to make detailed public diselos~, but another compan,

of the aame &iae or emaller having 4,000 atoQkhold.ers were t"equired to tile 

sueh inform ti.on publiely, tho fomer would have an unfe.ir compe~itive ad-

Peter Paul, Ine. is not at the present t:bae subject to the reglstra• 

tion and rErporting requirements of' th"Ei Securities and Exchange Commission, 

but it would not objeet to furmshing the type of ini"ormation required of 

registered companies-Fovided those in competition within the candy in• 
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ustr7, whether with )00 stockholders or less, were required to make avail• 

able that same information.. 

Mr. llhitaker empha.aized that, when information 18 filed with the 

Commission, it becomes public. oonip titer may by nalysis of sudl in-

formation obte.in COl!lpatJ7 seeret , Thonfore, to erbitrarily say that 

corporations of a certau:,. size and with a certain nwnber of stockholders ,. 

hould be required to file wh11e others should not would be- to ive SOJll& 

an art:1.t1eial adTantage.1 

The Ray-0-Vae Co., of dison, Wisconsin, provides a .f'tlrther 

illustration.2 In its own opinion it is aecond. or third 1n size so :far as 

the manutacture or dry batteries is concerned; yet, it considers itseU 

relatively ema.11. This 1s explained b7 the tact that some of its com

petitors, who manutaotu.re ol'lly products s:tndlar to those of the Ray-0-Vao 

C • , are thems lvea su.beidiaries of giant ourporations which produce diwrs• 

itied l]l;oduots., 

According' to Ml:-. Ralph Axley, Attorney tor the Ra7-0-Vao Co., the 

big co pany 1n the tield-... the one generally considered to be the big one, 

for nobody can find out just how big••is owned by one 0£ the lsrgest in

dustrial em:pires in America, an empire with which the Ray--0-Vac Cc, has . 

been proud to compete, and with tlhioh it had to that time competed success• 

f'ully. ln discussing that - l.Arge company, and the eneral competitin posi• 

t1on ot his own compatU', Mr. Axley said further= 

1J;bid., PP• 96-99. 

2Ibid. 1 p • 135·41• 
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that nterprise, contparad to our company, has unlimited capi:\alt 
and at times a large part or our auceess 1n coiapeting with that com. ... 
pan;r has been the car fql managem.ent of very limi~ capital that 
proc;iuc.ed a efficienq thau ¢0uld compete with that uul:lmited power. 

There are other companies of comparable size to us ill this in-
dutr;r. Some of them are about the 8f!!Q9 s1ae. A f'ew ct them &l'e a 
llttle mallex-1 but still •ould be attected by thia bill (The Fl-ear 
Bill} • Every o.ae ol those smaller companies that is engaged exolusiv.aq 
in th battery business has to mpete with thiS battery anutaaturer, 
and there are two ot them of this kind that in each osse is a part ot 
a grea.:t enterprise with a diversity of product that, pe1"1!lits them to 
concentrate their effort, at one place or another in oompet1tton in the 
1tay that. the eompany me.autacturing one product implf cannot co:ncen• 
\rate it-• It they want tQ e:f'f ectuate a pri.ee war against i,he imn,tr,y, 
there .is no question ot tbeh' ability to do it at •8J21 time. They 
hav•n't driven us out of the mar5et. Wb71 1hey haven't done i\ be
~ue •• have had the treedOlli to us our ingenuity to stay in that 
marke~ • 

• • • Now there is a. aardinal principle in ceapetitive business. 
In high.lr .clOmpetitive buinessea you keep r:,ur on oouneil about the 
way ~hat 1ou do btiainess, and ab011t tbe ext•nt of your b\ulinesa at 
tW1' givan time. So it bas been the uniform polic-r 01' this compapy 
for 44 y era now net to evei- tell anyone how much the sales are . l 

In Ir,. uley' s opinion,. tor· bis company to publicize detailed in

tol"'lMticn concerning its busine s e.ttatr• would be t.o invite one ot ttie 

giant diversified corporations to take advantage or periQds of wealaleas in 

the smaller e•pallY• It 'l'O\lld eeem 1ft{)()ns.istent, he said, tor a goyfra-

ae-nt concerned with deatroytng monopoly- to give additional power t,o tlloee 

people most capable of having monopoly in thia count-r7, and to destroy the 

opport-w:d.ttes that tba SJllaller 'busine see bave to exercise their ingenuity 

to etill eompete and to keep our tree systeln fr&& and alive and growing. 

A third ill'UStration is prCNided by the cotton m.iustey~ :tt ts an 

112dUSW7 in which there are hundreds, probably thousands, o:f competing 

tbs, no one ot whieh ts a control.l.ing tanor. Competition is kee~, not 
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3~t between tirms manuf'acturing cotton goods exclusively, but betw n 

such companies and those usi?lg wool and synthetic N.bers. But, deapite 

the tact that there are many COJapanies, the inveatment in ~ one ii uaually 

quite extenaive. Al an ind1e tion or this extent, th.e average investment 

p•r worker in textiles has been estimate at over $l6,000J wb1ch means 

that a plant witb am workers usually neod an in:Vestment of over .,31000,000 
.-

in aeaets. Pixed costa are relativ 17 high, thet-ef'~•; and profit aargins 

have to be kept low bedause of the CQlllpetitic,ii. 

It is customary for uah concerns to plan their pr<>duotion months 

1n advancet accumulating im ntoriee o:r the various type of cotton re

quired tor the type of uterials to be aanufaotur-ed. So, it a caapetito.r 

knows the oomposiUon ot the inventory, he can gueea in advanoe the em• 

07• a future production and sales ef'tOl"ts. 

Aeearding to • T. Frank \Yatldna, repr sentag the Alllerioan Cot• 

ton Jlanuf'acturer Inatitut.e, who hae :rni.ously been reterred to, a de• 

tailed lreakdown of tnventories Ghad.ng raw aterials, work in process 

and finished goods might give a competitor a great trading advantage, pa

\icularq it the market were a little dull an the financials atemeuta 

a bowed the aceumulation ot a large amount oi" titdshed goods. He did not 

illply that preae11t rule of the Securities arxl Exchange Commie ion would 

go so tar as to requir~ a detailed breakdown of th Y$1"1ous tn,es of cot

ton in the raw aterials inventories; but he did indicate that disolea\l'N 

could 'be carr1 d that tar, that :1.t would be weJ.eomed by financial analysts 

and proreseiona1 trader$, but it would harm the company .furnishing it. 

In his opinion, like that of • itaker of the Peter .Paul mpan,-, 

it would be wrong to arb1trarilJ' require disolc.su:,e b7 one conoern and :not 
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the other. For th1s reason, aloAg nth_ others, he .felt that 1t would be 

desirable t let eaob. oo~auy _work out its ·own disclos:ure problems . He 

, ardd that management eneralq has _be n doing a good job in th1s respect 

and that it wUl oontinue to improve where necessary as time goes br .. l 

The three Ulustrat1ons given abwe do not cover completeq all 

the eo pe¥,t1ve affects, but they point up further the problea of making 

a decision between. complete discloaure end limited diaalcsu.t'e. fhe;y Uld1• 

eate on the one hand the fear by Company X that it 11111 be required to 

publicise detailed Wo.rma\ion, 1f.h.Ue Coitpa117 1 1 its COllpet.itcr may not do 

so 'becauae e>f teebnical exa.pt1o.ns &0111 legal requ1r911e11ts. They itldi

cate the feeling alao that, although two OC1!lpetil'Jg companies mq both d11!1• 

elos• d•Wled tnf'ormatian publlclyf th& one may be in the better position 

to work out am use the trade secrets of the other. 

lacy large concerna w1th d1vers1tied bold1-s can ae:tge the re

sults of various sub81d1arles together in consolidated statements in au.oh 

a n7 as \c preclwe a oompetitor from benef'itting nter:lall7 frOJ!l tnem. 

Others who are not diversified ay not. be ab1e to do th1a. lf' public 

information were oaUable, the large concern oould watch the working 

capital position, the aalea, costs, &bi non-financial attairs of a smaller 

compau,, n.ote its profit margina, and1 at the most tavore.ble time, oould 

pla.ce extra -.tveri;i$ing and niox-e attractive 1terehandiaf!t b the area ot 

competition with the amall&r compan,. It eould cut prices and, 1n -other 

ways, exert presswe to weaken the smaller compaD.1 i'urth&rt perhaps forcing 

it to s&ll OJ' to go out of bwlineae. 
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AVAILABILITY AND ADEQUACY OF OORPORATE D TA. TO I rESTORS 

ln 1946 when the Securi\ies and Exchange Coamiasion proposed to 

Cougreaa that ,ections 12, lJ, 14, and l6 ot the Securities Exchange Aet 

ot 1934 be extended to moat other large corporations raot alread7 sub

ject to thea, it, made certain statements which were not ent::lreq accept.

able to the accounting profession. 

The Comndasion, in its atud7 of the annual reports of unregistered 

corporatioJ:18,conclmed that on the whole thq were eriouely inadequate, 

often to the point of being tdeleading. Its reasons for the conclusion 

ha•• been diacussed 1n Chapter V of this th ais . However, to recall 

them brietq again, so.me ot the companies tu.rnished their stockholders 

only a balance aheet without. a pro£it and loss statement; many did DOt 

turniah an analysis of aurplua; and even mare ooapan.iea, pre anting con

solidated statements, did not provide an uneonaolldated statement for the 

parent coaparq J over halt of the balance sheets were materially deficient 

when ju.iged by the standards s-,t for the statements to be filed with th 

Comaiaeion under the Securities Exohange Act; a third of the inCOJ1e state• 

mente did not diacloae the aaount ot sales ar cost of goods aoldJ and ill• 

proper or UDSOUM accounting principles appeared 1n soae cues . 

In regard to this the COllllliasion aaid: 

The tact tbat the f'inanoial. atateaents examined in the oourise ot 
this study were generally grossly inadequate, notwithstanding that 
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90 Pff cent had been subjeeted to 'the experl review of a cert1t)itlg 
e.eeounta.nt• makes i.t quite clear that. the pro-cedure or eertifi!Ultion 
does little to assur ad.equate information tor inve1H,crs. Ex:cessive 
condensat1en and insufficient supplemental du cl"Osur& apparenU,- d& 
not preveut certification, Nor do ta.oy always give suf'f'iQient atten
tion to the propriety of thtt a~cotmti:ng prinoiples .followed. Eumples 
0£ improper or unsound accounting pri»eiplea1 referred to above, ,rere 
found, al.mo t ''lthout exception, in tina:ncie.l sti:rtements that .had 
been. oertii"ied. · 

wp.atever M ,aecQlUltant•s personal vlsws may be about the necessity 
er desirability ot disclosure,. it is apparent that managetnent poliO'J' 
1a the factor which dete.rmitles the nature of tha annual report . 'l'he 
Com:m1asion1 s e~ienee ha been that, \Wless aocountanta can point to 
legal requbements of good accounting etandards, they are often Ull
rilliJlg or unable to insist en a. position eontr~ to that ot the 
management of the extent of the di$ elcsure which is des1.ra.ble. Ao
countants need 4!d hould hav$ th.a aupport of the Oomndeaicn1a aeeount
ing regulations. 

Tj1a JoUl"nal 9t Aeeoy;g&ansi ilailed1ate17 took iasue with this . In 

an editorial 1n August, 1946 it said that a reader unfamiliar ri.th the 

subJ•u~t matter eould h~ avoid the impressiou from tme Commission's 

report that the aocou.uting prot••icn ns taoed with a aa.rieus 1ndict-

mentJ wltereas, \o appreciate the signit1caace of tbe 0-bservatione iA the 

repQl't, one would need to tmderat&lld the dii'Jtiao-t1on between reports 'to 

aiGclcholders and these .11.led with the Seeu1'it1ea and Exehaqe Cowussten. 

The edit.C1'ia.l emphasized that none et tb.e legulation i-ettuire~ that 

the eame detailed 1ntormati011 turnished to the Oomllission has \o also be 

inclwied tn a eerporat1ou1e annual report to ateekholde:rs. and tha~ auch 

inform.a.ticin seldom is lncluded in detail ill the latter type of reports, 

even b1 registered ,companies. It added 1\n'th.-1 

¼~s. 8eou:riUes and libccllaage Commiss1on, ·i,'rowal :Go §!t:Javd 
Investors .h trare;d.stard §egg;rii!,ta {1946) , RP, ~,,, P• 49. 

2Ibid,.t, P- 16 
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There is thua frequently considerable variation, in volume rather 
than in substance,, betwe&n statements furnished to stockb.oldert, by 
listed companies and those .filed •ith the Gouiseion. A number or 
listed ccmpanies, tor example, furniah 0011Solidated st.ateaents without 
statements of the parent compen,, and income 11tatt:11Uents mu.eh mor con
densed than those tiled ' with the SEC. Reports to atoekholders a.re not 
to be de-emed deficient . ere:i, because they lack certain detail.$ re• 
quired in reports tiled with the SEG. The. public accountant who certi• 
fies tinan.cial statements, tor either purpose, has to consider care-.. 
tully whether any additional intc;)rll&tion &hould b& disclosed to make 
them ~ot iuslea.ding. Pt-ov1d he satisf'ieis h.bnselt that tne stateaents 
are what the1 purpOl't to be and that. the7 meet this atandard, he i,a 
entitled tc express hi · opinion. regarding them.. Beyor,t:l that h& is 
without power to compel a oompany to pul;,lisb additional informat,.on. 
T e SEC recognizes this lblitation on t.be aeeountant•a power . ould 
the SEC ®ntelld that because there was no authority tor uire the 
COlllpauy to publish a financial stat ment as detd.led as tho Commission 
would wish, cert1£1ed public accountants should r fuse to cei-tiff an'/' 
less. detailed statement87 J:ould irrt'est.ors b better protected it there 
were ,o independent audit alil no impartial opitJion a · to whether good 
acoounti.JJg had been followed in presenting •bat-ever inf'ormation wai, 

supplied? 
The wealmese Qt the Commission's eriti ism ts that it rests on a 

faulty foundation, namely-, a comparison betweenpubllsh.ed annual r•• 
ports to tockholders of unliated corporations and For 10-K require~ 
ents for listed corporations . A f irer basis of oomparieon would 

have be.en between the published nnual reports of unlisted corpora• 
tiona and he published ennml reports or l.1Bted corporations . 

The most serious charge in the r.eport h the statement q oted 
above that examples of improper or unsound &O'CQ1.Ulting principles nre 
f ou.nd iu :financial statements oert1t:t.ed by ee~t:tfied publio accountants . 
This atatem:ent is unsupported by spee:1.tie :ret~nnee • We suggest that 
lf such oases do exist they be referred to the erican Institute of 

ccouatanta committee on professional ethics w.lthout deley. eanwh.Ue, 
the e.llegation should be weighed in the light ot the dispositittn of 
the SEC aocountir..g statt, d'8mcnstrated on a nuaber or occasions, to re
gard sound accounting principles as synonymous with its own rules. It 
is not alwqa tt-ue th t ace unting procedure on which the SEC would 
issue a deficiency necessa:rU7 violates generally accepted acoounting 
principles. Actually, though it sounds much worse, the Commission 
m.ay only be statii,g tbe truis.ra tnai corporations not subject to its 
rules ere not tollow1ng them. 

'l'he accounting proteeaiOn has alwqa stood tor t'ull publicity or 
oorpo~a:t:.e affdrs. It has b an ref!lponsible tor gi-eat improvements in 
corpwate tinanoial reporting. It bu cooperated <UOsely with the SEC 
in efforts to improve corporate accounting. By' the power of persuasion, 
certified public accountants have unquestionably brought about greater 
d1solo~ of financial intormation by unregulated companies than would 
otherwise have been ade. As these comments ha.Vi indicated, we ai-:e 

· tranklr disappointed wit.h the tone ot 'the Commission' s allusions to the 



eeounting p.l'Gf&as:ton in it,s report. In order tbat readers may form 
·their own opWons, we reprint in the ffOtfioial Deciidons and Rel.easestt 
seot:i.on of thio issue paasage.a :from the :report to which•• have re
ferredllt the £act that the report has been tra.nsmit'ted. to Oolilgl"ess 
aoeentuatee the seriouaneaa of the. uneomplime.tltary reter-enoes. We 
hope that the m:aeriean lt1.Stitute r Accountants will take pr-Ompt atepe 
to cOUilter et the unfavorable opinion of the entire accoun'ting pro,.. 
fession •hicb. this :report Jd.gbt create u the national legislative 
1'ody.l - . 

f(?.ur ;rears la:t,er, when the Commission 8ubmitted its Supplemental 

Report to Congress, it refen-ed to the abov• statements by Th!2 Jom:P!l 9t 

o:f . Aesoppt991. It s~ated that, when it ht.ti tnade .its .-tud1eG of the 

corporate amiual l"eports of m;u..isted companies, it had considered making 

the ccmparisoas against the r~porta of listed cOJapani.esa but had rejected 

that idea. In ll.egulation S•X, which was thtJ basis aet n, used, it. had 

esta:Ol1ehed llliniJlUlll standard tor financial atatements for in.Testers. 
-

It ttatad .f'lu.-tber that, ltru>ugh the ttnanoial statements contained in 

reports to jtockhol.4ers ar• nQ atlbject- to Commission .jurisdietion and 

hen.a. raay not 1n. all cues mee:t the raq'llU'eaents ot Regulation s ... x, ifl .. 

net.on, financial reporting rservic,ea, tinanoial ana.11sta and o\h,er per

sons int'.ef'uted in the f'hlaneial .cotld1.Uon or com.paniea registered witb the 

Commission ma.1 consult it .tUea er purchase tor a nounal su photocopies 

of atatements tor registered coapanies which do mcut\ these requirement.s. 

'lhia privilege is mt available to pecrscns .inte.rested 1n the atf1dre cf 

unl1sted compar:d•s~2 

111s,c 8"ks Control of Unllatfd 001lipard.ea," ;tbs hmfnal .lf 
,&c9-o~, XLVI (A'Qgust, 1946), .P• 73. 

2securities and Exchange Comiaa1on, A Pt-o;Q&aa* to S§:fegg.vd !A• 
veg;tiors in Um-!#it!!:ftf@g . SfQW;:i;ti@s, . §lmpleaestgl Report to QoP,:•it (19~), 
OR, Si, • PP• 24-25. 



82 

The Commi11sion 1s admitting here that the reports which reptered 

co~porat1ons submit directq to their e' ockllolders may tall short ot 

eeting the diDelosure minimum. contained .in Regulatio-u S-X; but it 1a 

sa;ring that atockhclders in such companies have something dditional•· 

the right to obtain detailed information from th♦ public til&s; and 

stockholde)." in unregistered companiee do llC/t have that opportunity. 

A~ this point there are a nmber of 4uest1ons which probabq sbculd 

be answered••nch questiou as t,he fellowiJig: Just what do the annual oor

po:rate ~eporta to stockholders contain• and what part do such reports pJJq 

iu the disclosure picture? licw and to what extent does 1nformat1cn tiled 

with the Securities and Ercha»ge Commiasi n get bade to the 1nvestal'rJ? 

hat other sources o:f infoJ."mation do investors have~ How haYe the stand

ards used by the Commission, •ueb as tho•e contained in egw.atiou S-I, 

been developed? What pa.rt is played b,- the American Institute ot A<.icount

ants, aui hew does the aacounting rotassion generall.7 fit into this pie• 

ture'i can we 8JCP$Ci; further progresa in dia~o,ureY 

The remaimer of this chapter, · lvidad into tb:r•• m.ain sections, 

will atteapt to give tlte answers. 

cm:eo.rfl! :a,vma to Stoek!2l4s:1, 

One cannot very well uke a general 11ta~ement of what an annual 

report picked at randotl will contain; beoe.use there are probably no two 

just alike in forra mil coatent, and th•1 Y&r7 froa a simple oard contain

ing a printed financ1al statement to a very infol"Jllative aIJl attractiTe 

aagazine.•type report. 
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The Great A'ilant1e & Pao1.fic fea Compan,, a COI"pOPation w.itb 

$416,,000.,000 1n assets, used for the fear, 19:51, two cards. The larger 

card, about 4 x 9 inches in size, eont.a1ned a COllSalldated balJw.ae sheet; 

and the smaller oarct, le:,s the.n 4 :x 5 inehe,$ in size;, ihowed a. Tery ,eon .. 

denaed consolidated profit and loss statement .. 

Ma?lY eompsnie• 11Se a e'imple, unadorned t,yp• or re-port containing a 

letter trim the pl!"&sident, a ee®ion of financial ete.te!llents, an aulitor•s 

certif1oate, and usuaU,, but not always, a pafle or two liatillg the prod--

1tots made; the plant11 owned, the name ot di?-ectora ~ oi'f1ce:rs, and the 

transfer agents t).n,¢1 r-eg.ittr&rt', if eey. &ome of the13e repOl"t. can, be 

folded. ,and mailed tn a 4 x 9t-hcb e?1V&lope; other,, 1n booklet tOl"ll and 

of various sizes, requi1"e peoial mailing envelopea. 1hese are the trw.tl

tional standard-type reports, 11reaenting what is eons,Wered by the COJllp&Biea 

iesui.Dg them lo be '~e essentials of woraa,ion. Sudl repc:n,ts u-e pri

mar~ the f11uuloial statements, in standard fonl• 

A tew ot the co7porationa 1ae:uiug this lai;ter tn,e ue • (l) h'uit, 

or th Loont,, lne., a 17,000,000 corporation manutacturic shirta aD'.l other 

products requ:h-ug similar materials, (2) B. luppenhehter & co., tne~, 

having s,,00,000 in assets and melting m•n•s suita,, (.:,) Harber PJrood 

Corparation, a cO.mpan, with $17,SOO,OOO ef assets in 1950 and having lts 

central offices 1n the State of' We.shi.Dgton, (.4) Columbla Baking Com:paiiy, 

from Atlanta Geaisgia,. with j4,soo,ooo of aaaets, (S} 1'he Sherwm--WUliama 

Cc:m.pan.,, in the amt busiXAess, and having eonsoWated assets of over 

t uo,000,0001 (6) Carr.e.tion Company, having $84,0001000 in asae1u.,, and (7) 

'l'he Amalgamated Sugar Company-, a. $26,000tOOO cOJ:'po:ratiou. 



Iha t might be termed th "modern•type" report often runs t over 

thirt,.- S½ x ll•ineh page in length. It is usually in color and often 

show pictures of some of the comoa.ny's productfJ, plants, or activities • ., . 

It ale.es considt";~able us& of what might be termed the 11pie ... chart11 app:?oaoh., 

.ehowing not onl7 the tandard financial stat ants, but also showing im

portant te~tures of the operating results and financial eomlition in the 

form of timplltied charts and graphs. lt veey often shows comparative 

11tate :ents tor a series of 1ear-s7 and S9ffietim.e includes special tatem.ents 

· aucb a one showing the so1lt"ees and use$ ot tunda1 which 1naludes an anal ... 

7sis of in<!reases or deareases in working capital over a period of time. 

The president•s letter oft.en discusses in considerabl.e detail the plan$, 

policies, and pr gre s of the company. As an exWllple or what. such a re• 

port might. oontain, the table of ntents troni the 1950 annual report of 

krquette Cement FJanutac.turing CompaJ:l1 is given belo•: 

co ms 

FU'teen Year• at a Glance •• ••• • ••••••••• 
A brief' SU!Illl'.at-f et 1950 • • • • • • .. • • • • • • • • • 
Cement Prices Conti.nus Low • • 11 • • • • • • • ,. • • • 

Comments of rquette's President ••••••••••• 
Uore Gains tor Our People • • • • , • • • • • .. • • • • 
M<ll"e Non-Vlage Benef"i ts • • • • " • • ,. • • • • • • • • 
Net Incoae & Sales 1n Relation to Cost ot assets & 

· orking Capit l • • • • • • • • • • • • • • • • • 
Current Net Iucoae trom 1939 Capacit1 Expressed. in 

1939 Dolle.rs • • • • • • • • • • • • • • • • • • 
How Common She.reholders Have Fared •••••••••• 
Review of 1950 Opera ions ••••••• • • • ••••• 
Auditor•is Certitiaate • • • • • • • • • • • • • • • • • 

lanee heat ••••••••••••••••••• 
lnOOllle Statement • • • • • • • • • • • • • • • • • • • 
here ;:;ales Inoome vent •••• • • • • • • • • • • • • 

Retained Net Inoome • • • •••••••••••••• 
'ources and Use of Funds • • •••••••••• , •• 

!Toducts aa.i Operations • • • • • • • • • • • • • • • • 

2 

' 4 
; 
6 
6 

8 

9 
lO 
ll 
l3 
14 
l6 
l? 
18 
19 
20 
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lxpan:d.on • ., • • • • • • • ., • • • • • • • • • ,. • • 21 
The Mississippi Project ••••• * ••• • ••• • 22 
Marketing Ar-ea to-,: the Bre.ndon Plant • • .. • • • .. • 24 
Su•a S-Wf tar the &>and•n Pl.ant. •• • • • • • • • • • 25 
The Des loines Plant Enlargement • , ••••• - • • 2£:i 
Who•s Ibo in l.iu-que:tte•s ManagRent •• • • • •• . , • 2S 

~Q incl.med nth the aa1n i:-eport was a supplemeBt showing COIi-' 

parative financial tt&tfilments for e. fifteen•year paf.&d. The tollowtng 

remark was oo:aspioru.c:nlSl7 pr1ut;.ed on the back of the supplement: 

The stateit1ents contaued bl thia suppl-.ent have been pl"epared 
for the use 0£ those recipients of thie ~eport who aay widh to u.ke 
th•lr ·own 1nd1Yidual interpretiv& e.nalyae& of the ti:nan4aJ, data 
presented. If, 1n tbat eonneoti.on, a~ addit1oml details are de
s!.red, they me.7 be read:133 obtain~ by addressing an iliq\Jir7 to the 
Compaq. 

This is a COl&ip&ny having about $261500,000 of a:,eets, with aenwl. 

o.t.fices. at 20 orth Wacker Drive, Cbicago 6, Illinois,. Its repQrt 1s 

generally 1J&ll done; it .is presented 1n an intel"esting manner, and it 

shows the results of what, .Ps, no doub~, been considerable expell$e and a.f'• 

tort on the part of management, to t~ll the story of llarq,uei.tte Cement f!anu-. 

tacturing Company-. 

fh&re ca num&rous other eompaniei:J of variows ei"ea and interests

who u-e put ing out good arw.ual reports of th& modern type. Su.oh giant 

corpor tiGnB as General otors, u. s. Steel, and Sta.Mard Oil Oom.pa..n.f (lo 

Jerse1) hav, been leaders £or years in ettorts to present annual repGJ"ts 

and supp,lementa.ry :lnterim Worm.aUon in •ucll a way th.at they will be tn

teresting and wie.rul to readers of wi.d-ely- different interests and abilities 

tor understanding business matters. 



The annual report is the primar,- med.ium by which the oorpora.tion 

can tell itB Gtory. Progressive executives duriD,g the pa t tew :,eal"s 

have begun to realize . several important thing about such a report. For 

one thing, the udience• which has customariq been the comp~•• atoelc• 

holders and s & of its creditors, is ow widened to inolude the workers, 

the uni.one, ,schools, the government'!'•in fact,. tor ma.nv companies-, it 

incl~ea ·l;he entire public. 

Another iniportant fact, which has been known for many years but 

h a been emphasized mere inc9 th war, is that ffla?O' of the people who 

receive corporate reports do not rea them, are not. interested in them, 

or do not UM.er tan.i them. A aurve,- pleted in 1948, sponsored ·by 

Controllership Foundation, Ino., was diamis•ed extenaively at that time 

and has probabl;y been a atim:ul.ao.t tor ilUprovements since. As suaarued 

1n Ba.@in-e9s e;k, it bowed tha.t 90% ot the peo le contacted could not 
I 

r$Jaember seein a report, 25J said they did not read such reports when 

received, and 40~ 1aid the re-ports had no value to thenl.J ovet- half were 

not intel'e ted 1.t1 or could not under•tand detailed statistica or ele

mentary accounting terminology- used in the reports. · The run-ot•the-aill 

stockholder n p.rimarily concerned with the si~e of hi.a dividend check 

and som& reasonable aasuranoe that the com an7 was in gocd enough abape 

t1> protect h1 inveatmant and pay the same. or 'bigger dividends. Regard

ing the ttnew•atyleP (modern type). reports, tbe:re we~e still oo ente 

uch as ttnot interesting,• •too long,• "ditticul\ to understand,• and 

•too complicated.• There see!Md to be a tunlamental lack of' f'inaneial 

education among stockholders. 



Brokers, ballker11, e,cur1ty allalys,s, and larger sto.ckh0-lde?'s were 

ve:r1 much 1n favor of the modern complete report; in faot, they would 

havo liked w see even more complete reports publiued. t·he7 ea.id that, 

to analyze most aeourities properly, one would need to utilise iany 

aore sources of inforntation than II.Ost annual repor-ta give. fhey wanwd 

ore d.&ta:U,s concerning contingeut liabilitieaJ they aaked fvr ~a• 

t1ve · stateaents for two to ten years, more on labor costs, wage rates, 

ete. , greater Wo.rmstitm on reserves and inventories and methods used 

in calcu.la.ting eucb. 1teJUS, a 'breakdown of total inc.olll& to $ho.w the sources 

from which it was derived, and more data on over• all operating aos'ts, a 

re oonoiliatio:a of the 1'1gu.re• eon'iaiiled in income. tu returus and tb0$e 

published in the annual report,. e.nd the extent of any hidden re.serve~. 

inese protess;l.o?Jals d1$l1ked the trend. w revaut_p sta:\;eroonte for 

"ho~ 1f"e eo.nswnption. tt TheJ also thcru.gb.t the anh.UJL'L report should 
' 

stres• the U21tavora.ble as well as tne favorable aspect~ of a bus1-••• 

As a possible solution to the dilemma of writing a r~pert to suit 

bo h the average etoekholdar and the sophiaticated expert oonsUiller of 

finanoial data the P1l.ggestion was ude:1 tt ry sending all stodmolde:r-s 

a simple one•page ' newsl:ett.r• signed by the president, outlinillg earn• 

inp1 divideai outlook• and t.he co pm17ts general position. .At the as.me 

ti .e otter to send on. requeat a tull•eeale report scientitioally designed 
. 1 

to11' tho e who want the cold statistical fact&. • 
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The survey re---e111phaaized what was already f'airl-1 well known. 

The problems wh:leb it pointed up otill exist,. alt..liough there seeI!lB to 

b a strong ve nt o overcome them. 

arq ot th r pC?"ts are at the pr sent time in an experiment.al 

stage in the ~rcll tor improvem.ent. Quit a n.Ulllber of the have adopted 

improved~ simplified terminoloa r r their tinanaial statement, as 

suggested by the orica Institute or Account nts. 'l'he7 are also try• 

ing to present the financial siiatemenhs in ways that. will be ore 

eaai:cy under toed by the average st.ockholder with ut detracting from 

tbei:r va.lu t persons trained to use the statements .in their tra

di.tiolUJ,l. form. SQtie are using hat is call.ad th& "s1ngle•step11 inco• 

st te nt., which. lis"t all of the income items,. then Us·lis all ot the 

xpense i ta , subtra ing the tot.al expenses tro· total inoo.me to 

arrive at n.eit inoo • he 1950 st. :t-em nt of Standard OU Co .paey 

(lTew J'eJ>sey) is u examplei 

INCOME 
Gros$ op rating income &3,234,5S7,900 
N'onoperat1ng income, including dividends 

awl interest • • • • • • • • " • • " . • • • • , · 6J,7§1,671t 
t:,,l9§,266a57t 

DEDUCTIO S 
Operating c:hargea: 

Purchases ot crude oil, petr lewa products, 
and other merchamise • • • • • • • • • • 

Operating, selling, and adtrd.l'Jistra\ive 
,expenses • • • • • • • .• • • • • • . • • • 

Taxes, other than income. tuae ..... " •• 
Depreciation. depletion, am.orti1ation, and 

retirement• , • • • , • • • • • • • • • • 
I:ntereet on funded am other lo~term 

indebtedl:less • • • • • • • • • • • • • •• 
0th.er interest •••••••••••••••• 
Foreign exchqe adjustments aris.i.ng in 

consolidation •••••••••••••• 

l,3.36,887,591 

892,696,102 
69,091,530 

201,.os2,2,1 

12,~2,938 
J.,412,376 

(1,038,935) 
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Provisions :tor loas, on investnients. • • • • • 
Provisions tor e:stima,ted income taxes •••• 
hc:cm.e applioable to ·mil'l.O~ity interests in 

af£iliated oolllpanies • • • • • • • • • • • 
Restriefleci , earnings frffll) pipolino operations. 

RJ!.'f INOOD • • • • , • • • • • • • .. • • 

.. 

89 

6,016,457 
201,000,000 

62,956.192 
,, ·. l,479,1/ti 

1
2:1:i:I 

•statement cf JN.nucial Posit.ion" or "Statement of Financial Oenditioa,• 

which is thought to b9 snore easily: umleratood and. yet of equal value .nrom. 

the standpoint of its content. Aa example of this statement, wittu>ut 

its aocomp&Ving elt!)laaa'tti:t. .. T notes, tolle•s• lt oom.es from the 1951 

'.r9,Pe>l't ot General Food$ Cot>poratimu 

Cash (in ba.Pks and on hand) • • • • • • • .. • 
Reeei'!'ablee (less :reserves ot $6911613) ••• 
I.n~en~ories (Note i) ••• •. • •. • •• • 
Expeas•.s pd.din advanee (a4vertising1 insm-@ce, 

taxes-, and others) , •: • , • • * •· .. ,, • , 
OlJRRF.NT ASSEI'S , • • jO • • .- • • • 

LESS: 
Not$..s. and aecount;s pa,.-e.bl<t $nd. taxes 

withheld (Note 6) • • ••• • • • 11 •• , 

Acceptances end dJ.-at\s pqable ~- • • • • • 
Accrued aalai-ies and wa~s a.nd oth r e-x-penae9 
Income and excess pJ-otits t .axes • •· • • • • 

etmRENT LlABILl'l.'IES • , ., ..... ,, 

$ 30,Z'l61010 
lJ,706,V.l 
5,903,889 

rlJ:1:1 
WUDG CAPITAL • • • • • • • • • $1.32,.306169'7 

Inveat~nts & other as$.t,Jt8tleas r$Serves(Not& .3L ....... 311,34,124 
Property 1, plants, and equipment at cost-, l,uis · 

accumulated depreciation (Note 4) • • • • • 
fradeurka, patents,, and goodwill (Note S).. .• 

LESS, Long-term notes pa,-able (Note 6) ••• 
.EXCESS OF AS.Sl£l'S OVER LIABILITIES • 

DmIVED FROMt 
Preferred Stock-2421500 shaNa (Note 7) •. 
C~ Stoct-5,590,774 hares {Note 7) • • 
Earnings retained 1n the business (Note 7). 



90 

This statement emphasizes working capital, which, though iJlpar·ta.nt, 

is not shown bl" the US\lal balance sheet. It also arrives at anothel' f'ig

ure ·of particular inter Bt, the .excess or 8$ eta aver liabilities; which 

is tb,e tockholders• equity in the bu.sine s. lt then breaks this equit7 

down o as to ehow · a different sources trom which it was derived. 

,. 
cannot by itself do the ent.iro job. Ii; ia q'1ite eustomary tor COJapan1st 

to send out brief quart ly statements allo sales and net ee.rni.ngs. 

neral Jlotora is an example of a eorporation which furnishes a detailed 

balance sheet nd profit and lass statement eaeh qllarter. 

• Th as H II Sal:l(\er , in an article in the l#!J:Drd '.Im!.»!!§ . R&• 

rte•• _in 1949, referred to a sur"f'&Y of lll ditferent companies a,ting the 

type ot communications they made to toekbold.era, The replies indicated 

that, ong them,, hey sent )7 ditfer nt varieties of OO!DlllUnications to 

stockholders in addition to the annual :report. Se went on t.o say that 

the trend .eeems to be toward epar te reporis tor employees, aliillo\Jgh 

emploJ$eS: tend to be suspicious or this . lie said thi might increase elaoa 

conseiousnes11, and that the desirability of a comp~•• follo•illg that, pro-. 

cedure '."Ould depem on its own individual eituation.1 

Fr the ata.Dipoint of the oorporations, and of he aceounti»g pro• 

f e ion, there is a distinct. challenge to IUke of the .oorporat.e r port 

( or r•ports) an etf'eat1ve medium ot coamum.aation to stockholder• am others 

for whom it is prepared. The investor, on the- other· ha.nP., needs to receg-

lrhomas • Samers, "The Annual Report: Portrait of' 
IN:md Byiness flmtl, XXVII (JanUBIT, 1949), P• 2. 
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nize it as an important source of infox-mation but one that is limited 

because or such r asons as th$ hesitaney or inabili y ot management to 

utilize it fully, the difficulty of producing it in a form to serve the 

ditt rent abillt.ies and interests r a wide variety of reader , or a 

lack of progrosa in the art of disclosure. The utili y of report to 

any inves\cn- depends on how w&ll th•t particular report has b$en prepared 

and ho• well that particular investor 1s prepa.l"ed to use it. 

Other ou.rces of int'ggatJAA. 

In the Congressional hearings on th.e Frear Bill ( discuased in 

Chapter V) the criticism as made rather i're-quentl1 that the :tnrormation 

tiled nth the Securities alld Exchange Ccnuni••1en did not bene!"it the 

ord!.nary stockholder becaw,e it was to detailed and complex, and that 

it was not readily P-aila.ble to him. Some said that the Tery volllllle and 

1ntrica07 ot suoh information defeats its purpos•• nam.eq, the inf'or:nd.ng 

t investors. Several people charged that the Wormat.ion benefitted 

prilaar1l7 e. few experts who were near aahia.gton and New lo:rk whe:re tJley 

could have ready accese to the pu.blie filea. This point ot Yiew was 

expreased by Senator Jamee Mlu-rrq when he said~ 

In the first pl•c this Wor tion is almost always expl ited 
b7 those in the know, whether in the vernment or in pri'f'ate life, 
before 1t reaches the public. Then when these- report& reach the 
public they are otten mslee.ding and misused. The Government spe-nde 
milliou ot the people's JIOMJ' to provide reports which are -Yel'Wl'ble, 
but euentially to those who have ,a large research stall to inter• · 
p.ret and use th m after properly anal19ing their 111eaning. fhe public 
has l'lC such tacllities.l 

1James '¥, "SEC Arguments tor Control of •um-egistered 
Companies' U~owd, • 09, e,&t, • p,. l.14. 
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The Commission agrees that the prospectuaes sent out are ott.en so 

oomplete and detailed that they ar not read, and it admits there is 

rC'lo tor improvement 1n regard to them.. It alao agree that~ in

vestors are uneble to use direet]¥ the registrat10n statemeBt, periodic 

reports and other inter tion on tile a~ various laces. But it says 

t.he intor, tion •s•ps· down::' to the avel'Age imreator through the people 

who advise him. 

· s an explanation of the way iu whicll thie frequeut.ly happens, 

Ur. arvin Chandler, representing the Naw York Soeiet;y or Security 

An1l1sts, Inc. ,. said that the Job of a ofeesional analyst 1 bore 

into the fiI16.lloial 4tat ments, interpret themt i-eaoh a judgment on t~e 

inva,t ent merits of the securities, and pas that judpe:nt on to the 

i :ve tors . Be also said.i 

We do now utilize the statements tiled. Tlley are the evarfda1 
tools ot our bus1nes• • For listed compani&s, the financial manuals, 
aucb as 0Qdy1s and St~ & Poer•a, to which•• eons'tGtly ref'e:r, 
now publish these stat. ments which are ~n1:shed to the SEC, in ll-eu 
of th«. statement:a which are furnished bJ' the companies in their 
a®ual reports. They do this be~uae the Peports ·tc) the sm a.H 
more coaplete. more uni.fora 1n pres,entat1on1 arid more useful r,o the 
experts ho will study them. 

In dition, wa go to the tock excllange or to h 1oeal. ottice 
0£ the SEO whc-e the state nta are on tile, or we s~ them at- the 
ashingten ft1oe ot the Coaiaaion, or order photostats fFom the 

Comads•ion. 

The Commisaion•s booklet enti led The o;:j: of +Pl S§curii\ep fil!1 

hob.age c2am111i9n reads as .f'ollowB ~ 

tb.e Commisaion•s tiles have beceme a rapositol7 f:or a wee.1th et 
financial and r l ted inf'ormati n concerning sever&l thousand 
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com.panles whose securities are traded on exQb.anges am in the over
the .. counter market • Th se reports ere avail.able for public 1nspec. 
t.ion at t.he Commission's Washington office (and, in part, in its 
ew York and Chicago Regional Offices} J and photccopiee of any pol"

tion or all of any- 0£ au.ch reports y be obtained at nominal c.harg 
upon .reque.at directed to the Division of Administrative Services. 
This is true also or all other r gistered or public information, 
including tha registration statements and financial report.a of brokers 
and dealers; ~e regia.tration sta.tem&n'is or exchanges, utility holding 
companies, investment companies and iuvest nt adviaereJ &mi related 
matter. Copie.s or hearing transeripts ar supplied only if not 
available ft'om the public :reporter.l 

The pJ"-esent cb.arg for pb.otocopiea ta lS cents per 

inches 1n aiae. 

There are regional offices in A lanta, Boston, Chicago, Cleveland, 

De~er, Fort o-rth, ew tork City• San Frane:bco, and Seattle, in addi• 

Uon to 'tibe cttices in Washington. D. o. liowevert most or these ottices 

do not have extensive tiles far investors. T'he ataounts of information 

uailable at e~eh, aocordina to a letter from the Counias1on, is as 

f'ollowsi 

All public information on tile with the ColllJld.ss:1on is aYailable 
tor inapeetion :1n the Public Reference Rooa or the ColUliasion' s 

ashington of'tice. Insofar a.a praotioable., the Ooaission Jlakes 
available in its Regional Offices .some ot the aore. e'Q,!'1"ent public 
inf'or at.ion. There are a•ilable in the New Ierk Regional Ottice, 
copies or Neent. tilings mad b7' companies which have securities 
listed on exchange15 other than the New lork exehanpsj and copies 
oa .current peried.ic reports of many other companies which have tiled 
registration statem13nts under the SeCUl'ities Act. In the Chicago 
Regional Otfiee, there are available copies of recent tilings ade 
b7 companies which have seeuritias listed on the New Iork exchanges. 
In addition, eopies of recent procspedtuaea used in the public 
ottering .of securi ie registered under the Securities Act are 

1u.s. Securiti•• and bclumge Commission. f4e ork, ot the 
egu:1&1•• tP4 Excbagge G011mia1ion, op, cit,, P• 20. 
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available in all Regional orrioes J s are copies of oti broker• 
dealer end :lnvesiment ad:Viser reg1t:ttratio!l applications. l 

There a:re v81"1ous m.ed1a, however, by which this intorrnation 

attQllll a much ore widespread distribution than the limited extent of 

Commiaaion ottices can give . Tbes were referred to in tho statement by 

Jlr . Chandler on th.-e preceding page. As he jJldicated1 a 111ajor m.&~od is 
.-

through the financial manuals such. as those provided by St.~ndard and 

Poor1 s Corp. or .Mcx:d7' Investors Service. 

11:r. Jamee • Garnett, of ~<1y• s Investor Service aye that, 

in the prepax-at1on bJ his ~ t 1-\s various manuals, the most 

important basic sourees 0f intermation e.re annual eorpor te r ports 

and data obtahad 1'rom the s~curi'bi•s am ~cb.ang-e Comaiasion. He 844$, 

however, that. hie coiaparq- alao draws on otber sources such as prospeo,,

tusee t~r nev ecur1t1ee, proxy notice and ·other notices to atock:bolders, 

1ndent'W!'es, loan agreements, and Yarioue finaneial publications, map• 

zines, and nevspapersJ also, a considerable amoUDt ot .tactual aa well as 

background material. ia, obtabed. from T&J?ioue governmental department& 

and agencies and from per:,on.al contact.a by direct field irwe tigatoi-s . 

All ot these .ou.rces contribute to the COMplete picture which ~ J8&!'lUala 

try to preaent. 4 

ln,om a letter by Mr. Hastillp P. Averyt Administrative S8l!'V'1ces 
Oftic r, The Securities and Exchange Commission, Wastdngton, D. c., 
July 21, 1952. 

2From a letter by .Rr-. James II. Garnett, ot Mooci7•s Investors 
&rviee, 65 Broadwq, Nev !erk 6, N. Y., July 24, 1952. 
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However, it should be emphas121ed onoe more. that the most iro• 

porto.nt sources, according to his ste:tament, are annual reports aa pre• 

pared i'oP stockholder3 snd tne :file1 ot the Se~ities and Exchange 

Com.mission. Aoo.ord1ng to the CO?..iiiission, th$ publisher of the ~e 

are wme.lly unable t get mu.eh more information $bout unregistered com• 

panies t~Jin is given in the annual report.a of auah o.ontpem.esJ hence, if 

the annw report is inadequate, so is the data about that cc;mpany in 

the 118l'luala inadequate. But, the C.ommittoio» says, it a eompanf eGmea 

under all the disclosure requirel'lenis ot the eecu.rities legislai.ion, all 

necessary .information becomes available. 

Cue or the qu.:,tiGns which Mr. Garnett amswered na.i »would it 

improve the aervioes offered by lloody-• s t.o an, great extent i£ all corp.or• 

at1cns with wideJ.r,beld securities were required to register with the 

Commission and file per1txi.1c reports similar to those required. bj" the, 

Securities Exchange Act of 19341" Bi~ answer wa:u ttaueh a requue.msnt, 

from the ,point of view of our work, wculd be very def:tnitel,- belptul• 

and would l.Jlldou.btedly m.akce ~ailable more complete inf'ormation on a 

number of companies as well a.a make it $asw tor us to compile all the 

pertinent information on sueh eompan!es .•l 

lie indicated that the cirt:u.lation of th~ five manuals ot Moody1 a 

lnvestors Service {Industrials, Railroads, Public UUlitiea, Oovernmen\s 

and Municipals, Banks and Financ ) is around 25, 000J bu.t he did not teU 

the extent ot oody1a other aeme-es., including it, advisory se:rvi0&s. 
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The publleatiom of such co pan.1.es as Moodyts Investors Service 

and Standard and ·Poor•a, Inc. at"e sold to l.1l'>ra:t-ies, banks, securities 

brokera and deale.rs• corporatio.ru, of different kinda• trusts, estates, 

individuals:, and varioua other purobas&J":s. They ai,e used exte&sively 

by the people who advise im'estors and, to a g!'~at e.xtan\ el.so, db'$Ctl.y 

by the be\tar•informed h•estors. 

So1 the t&chniaa~ detailed int'o.rmation £lled with the Secnn-tties 

and Exchange Colltdesion does, 'be quite • 18.t'ge extent, se.t dtrm. to the 

ordinary purchaser or OMJ.&r or stocks an4 bonds. He ean o°"ain it 

directly' t:rom. the Coll!m1esion er exchang or trom the financial serv.iees in 

which it 1& published; or he can benefit b&eause the specialist fro: • 

whom be ob\ains advice 1s able to get and inte?>p-et the information £'or 

hi111. 

Some of the 4dditional, men t!lpec1alized, sources, which will 

only be tl1Qnt1oned, e.t"e the VU"ieus federal or- s"tate eom1ss1o»s or de-

. patl!lents te which railroads, public u:lillties, bsut.uoe eompanies, and 

banks su'btdt reports.. Another is the eo.rporate charter, wh1¢h 1s f'iled 

with the stat& ef incorporat11!>n and wh..icb eon\aiu intomatton about 

the objectives ot the oorperation and about its stock isaues-

A source which is of cotisiderable intportance a.rd could be uaed 

even more is t!te corporation 1tselt. Stocldloldel"s, as owners, can ask 

fc~ apeoitio Wormat1on fro& the eerp()l'ation ott1cials so lol'.\g as the1r 

r quests Q.l'& reasonable. they have the right uniier the common law to 

insp(Jot the 'books and papars of the eorpot"Ation to:r prepe:t purposes at 

the proper tills and proper place. Maay erf the states have included 
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this right in speoial securities legis_lation appliQSble within those 

particular states. 

This method of direet oontact with the eorpor&tion has peeial 

advantage of be·ing more conf'identtal than some of the other wap. 

Rege,rdlng the Tarious sources ot information, it mi8ht be aaid 

that t he ~ual report to etockholdera ia by tar the most widely used,. 

because every corporation issues it in some !'orm., It VU'iea a quali.1'y 

trom one cor ration to anothQr, ud the story it tells i• o.ften limited, 

but ther-e are taym-able opportunit1es tor irlprc:rd.ng it. the Worma• 

tion required by the Securities and Exchange CoJlllliaeion is the ost oom

pl te, but it is Umited because it is not furnished. by .all ocrporations . 

~at ther~ is of it ·can be of oonsid$rable benetit to investors either 

directly or 1M1rectly, but lll&lV' do not lcm)w bow to utilize it. Other 

· sources• except that ot direet inqu.ir71 are more at leas l1mited to 

corporationa 1n special tield or to partioul.a.r tn,es ot information 

about any g1T n company. 

S9u ,Aspec\@ ot ccoynttM; §8 . Thfl P,artain ,to J2ipcl;o;m:, 

Thia thesis would not be complete nth.out some tu:rther discwss1o~ 

dealing speci fically with accounting a& i t pertainlS to disclosure; for 

accounting records are t he aeans by which the dollar .- and.• cents history 

ot a businese enterprise 1 ke.ptJ as accounting state nts are the 

aethod by which that hist.017 is told. Moat. of the policiell of a 

comp&Jli1 or the deeisions of its m&nag$1D&nt U"e reflect.ad in some way 1n 

the ac<!Ounte• aM eventually- beeome taetors in th& operating results and 

.financial condition aa shoWD by the statement.a. Accounting data tb.u$ 
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ation tiled with the Securities and Exchange Cor.llld.aeion. 

It is, therefore, important that the art and practice of 

accounting not only tw-nish maa&gement with tactual dat..'i. pro rly µi

terpreted for purposes of cont?"Olling and oper•ting the business• but 

that it f.4.SO provide that. management with financial iufGrmation intel!"

pl"eted in sucb a •BJ as to be ueetul 1n presenting the compa:81"1s sto?"7 

to ownen e.nd other int rested parties outside ot the business. 

fhe increasing separation or ownerehip and cont!!'Ol, the general 

expansion and gr-Gwing complexity- ot business, and the changes 1:rought 

about. by pV$rnmental tu and regulatory pol1eies• ... all with aeeompan;ying 

diselosure problems~have reqU.U-ed parallel accounting dlange and d_evelop

ment . lhethe;r or not. accountiDg has been able to meet th demando made 

of it i:n various respect& is a deb.at d question, bu\ that it has aad. par• 

tioularly difficult problems and has made co11$1derable progress 1n 

meeting t.hem ••~ma to b quite generally- accepted. 

A particular e.tfort has bean de during the past twenty years 

to provide a certain unif"ormity 1n acoount1ng treauent and preeentation 

so that the financial tatemente would have 110re m.ean:1Dg tor persons 

using them. At the same time, there has been the feeling, quite general 

within the accounting profession• that standardisation should not be 

allowed to go too :t«rJ for, tc :present aU eases in a uni.tor inannei- m1ght 

be to conceal: important dilf erences between them. To have rigid rules 

of expression ght llminate the flexibility need.~d to adequately describe 

bu ineas ehange. 



The probl• has bee-n to resolve the•• apparen:tq 4onflieti»g 

objeatJ.ve.&1, nameq• to deyelope certain atandar'd# ot expreasicn, and 7et 

to l"etain £lexibillt7 ._ 

Various organuations have worked toward the solution. In IIIEU'1' 

wa,s they have cooperated together; but, to a cwtain extellt, they have 

lett some contu.aion beoause of theJ:r epai-ate efforts . his will be 

explained uiore by the discussion which tollon: 

The eeurities and Exchange Commission bas bean a major atillulWf 

to the accounting profession beeaus~ or its emphasis upon tull disclosure 

lld i't1 strategic position for entOl"cement with regard to leading COil• 

panies. For its om part, it baa .general.17 oonsult,ed. with the ~ice.n: 

Institute of Account.ants and others representing the profession before 

etting -up specific regulations covering the responsibil1tiea of auditors 

and the font and content of fini.neial state en\s. Its interests have 

leaned SlaturaU, toward ataQd.ardizatio.a of det&ila as well ae of prill• 

ciples, but 1.t has naeq aocepi;ctd the advice ot the protess1on and left 

room. ln m st inatal'lees t'1l' indivtdual judgment. Its instruot.ions re

p.rdbg presentation of inventCll"iea in the balance aheet, as quoted below, 

prOTide a good examples 

Jm»)S:&!1~•-(a) Sta.\·e separately here, or in a footnote re ... 
f'erred to herein, if pre.etiieable, the aajer elallleB of inventor,.- auch 
u (1) tbdshed goods; (2) work in process; (3) raw me.terialsJ and 
{ 4) supplies. , 

('b} The baai of determining the amO\Ulte shall be stated. It a 
basis such as ucost," "market,• or •cost er market whichever is 
lower• is giy; n, ibere ahall also be given, to the enent practic
able, a general indication of the method ot determining the II cost" 
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or "-market11 J e.
1
g., •average coet1" •r1rst-in•t1ret-out,n or lllast• 

in, first•out.• 

One can •• that the Commission in thia ins'\a.noe ia allowiJJg con

siderable Hom tor business to ehooae 1ts own 1:nVentory method, so loi.g 

as there is dieclosure of the method UtJed. 

If th.ere le only one acceptable way ot shewing g1Veil item, i'\'tll 

d1eclosuri r~uires that it be shown in tbat wa1; 1r there ie roo tor 

choice, or it a very unusual aituation ls iDYolved, full disclosUN re

quires explana:Uon of the method ueed. This pattern ha generally been 

et up b;y the Ccmmiaiion in ita requireaente. 

'lhe Ameri""1l InstJ.t.uta of Ao.coU11tants has had aul stUl has the 

primary :role b tb.e deYelopm.e.nt ot a body" of acec1t11ting •tandards a-1 in 

obtaining general e.oceptance of tJlem. Partieularq through the reaaaroh 

bulletins of ita 00Dmlittee on accounting procedure, the Institute has 

dealt with spec1tlo problem of luting importance as well as some per• 

taining just to a part10\1lar time, auch as the war period. It has not 

attempted to covet" the eatire field of accounting, but, 1c geueral, has 

concerned itse1t with problems whieh were cont?"OTI:rs1&l in nature or were 

ot particular importance because the,- were new, trying to arri•e at the 

s.ost, acceptable aolut.ion tor general publication, bui; also publishiDg 

minority opinions or the committee.. It hat alao contributed greati, in 

the efforts toWU"d improving the terminology of aoeounttng, a much needed 

ltJ .s. Securities and Exchange Commis11ion, Replation S--J, 
.-::..;;;;.;wa;.....,;....,....,.;.l(olli;;;;.,.,;;;=,~~=;;;;;..;;;;;...-_.;..;;;;.•' (Washington: u.s. Qaverz,me»t 
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ctivit1 beeaus of the ino;rea ed use ot accounting data by people or 

ver.,- different training atld backgroums for u.si»g it. 

In most CEL$es the Xnstitut.1e reoommendations have been accepted 

generaU,- by the pl"Ofassion. However, such acceptauce is J10t oompul.8017 

and ma.7 not be complete or mar take a considerable period ot tiae. A 

business ~terprise mq not wish t.o make rapid change 1n its method.a, 

feeling that c.ontw,ion might ?'$Sult. Hwevera 1f it does choos& to ll&ke 

an important change in pr cedurQ, proper dis closure requ:lres that the ef

teots .of the change be explained. 

Usually the Znstitute•s reeommelldationa are a.lsc acceptable to 

the SeCU'l"ities and Exchange CQD.missiona but there are exceptions where 

this has .not been so. 

Despite it.a valuable contributions toward u.niform1t7, the lutitute 

haa eont1nuo1Utly stressed the importance oi' allo1ring for tlexibilit11 and 

the lt'Ol'ding of 1ts reeopendatioQS has been auoh u to do this. One of 

the ny examples of this migla;t be talcen trOJ:S Bulletin Ho. :,2, 1 regard-

ing th& muoh debated question 0£ what to inolude aw wh t no-t to inclme 

in the income atateaent and, thus, in the ne•b in001Re reported tor the period. 

The issue involved, s~ted briefq, ts whether to use the &o•called 

"all•1ncluaive11 1neome statement, which ah01JS 1n -;he one st em&nt all 

it.ea• affecting proprietorship during the period, except dividelld.8 and 

transactions in the CO.lllpany' s own eitoclc1 or to :follo. the • eurrent, oper• 

ating performanee11 method, aDd exclude fro• the i nCOllle statement all ma• 

linCOlle, ani P:arned S!!tPU§• Acoounti.Dg Research Bulletin No. 32, 
(New York.a American Institute ot Accountants, 1947). . 
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terie.1 it a or gain or loaa oh are ext.raordin&17 in nature and ar 

not direetl.7 applicable to the operatiollll of the period. The first aethod 

is baaed on the idea that al.+ income over the life of the business should 

be shown at some time or oth-er through the income statement. 'l'he latter 

method assumes that the chief purpose of the income statement is to ahow 

operating .results on a co parable basis trom year to 1 r, thue necessi

tating the wse ot the alll'plws statement tor showing extraordi.nar,- items 

or items not applicable to the OU1'1'ent year, auch as corr ct.ions ot prior 

years' ·profits, OJ' gains or lcssea t.rom a&l.es of real utate. 

The Institute took the posiliion that "there should boa general 

presumption that all :!.teas of prof'it and loes re ognized dtll"ing the period 

arc to be uaed 1n determ1n1.ng the figure reported u net income. The onq 

posaible exception to thi.B presumption 1n aJ'O' case would be with respect 

to items which in the aggregate are teriallT signiticallt in re1ation 

to the compaq• net income and ar cleerly not identifiable •1th or do not 

result rr the usual or ttpical busineH operations or the period.•1 

The bulletin went on to give examples of item.a which might be ex

cluded trom. the determination or net income tor the ;year, and which •ehauld , 

be exoluded when their inclusion would impair the significance ot net 1.n

coae ao that misleading interencea aight be drawn therefro • •2 

In diB<Nasing this bulletin before a meeting o:t the Pac1.fic Cout 

Economic Aaaociation in 1949, 

1Ib1d•, P• 263. 

2tpjd. 

• on Herrick emphasized h1a belief that 
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it. not onl.y p;-ovided a favorable solution to a oomplex problem, but th&\ 

it also allowed 11e0111. tor judgment ao that it ld.ght be adaptable to -varied 

aituations. Re made the toll&wing interestbg obaer-vations: 

Tbe cotlclws.ions cf the bul.letJ.n are :l.n one way aped.fie a.Di yet 
Ml pJ.e.1 is given tor the application or judgment. It. is apocifio 
in the statement that there should be a general m:,,au»,op that all 
items of profit nd loa.s tl998nil!d dJKfM . tht ed,od are to be used 
1n de~ the t1gure reported as net !noome. It permits the 
applicatt.n of jud.gro.ent by the :reeognition of' possible exceptions in 
the ca.a ot items mat.eria.lly- significant in t.he aggregate 1n r,elaUon 
to the oompaivts net income atld it established criteria to assist the 
use ot judgment J.n the application ot tb.e principles adopted. lt 
b&oomes speoifi.c again in the req'ldrement that when such extraordinary 
items would 110 11,pair the aignirieanoe of net incan.& as to permit mis• 
leading illferences they sh~ be excluded. But even hm-e riat would 
be a significant ef'feot is left, as it muat be to judgment. 

tt is il'lteresti.ng to ute that thio oo-ntrever:sy over "all ... inclu• 

sivett income versus ••cu,rl'ent operating pertormance11 mocme, trh.ic.h is 

yery important ftom the standpoint of disclosure, hone ot the areas 

in whioh there is lack of wdtormity between the orgatdsations ha:ving most 

tc do with the oa,1Dg ot accountane,. The pos1t1otl in regard to it of 

the American l:nstitut. ot Accountau-ts, as given abc're, 1a somethbg or a 

compremtise betwtten the t.wo methodJI; the Seeul"ities ai,d Exehange CCllllllission 

bAa requ.1.Ped the lJSe or the 11au ... 1nolusivett method, but changed its most 

reeent revision or Regulation S•I (1951) to Allow a modified income state• 

men~ ahe,ri,ng a figure repruenting net profit f'rOJ!l regular operations, 

thon deducting or adding the ·11spedal itemslf below to arrive at. a tipe 

called "Net income or loes and epeeial items.n2 hie revision is not tar 

1Anson Renick, "A Re'Vi♦w of Recent. :Oevelopme.nts in Accounting 
Theor7 and Practice., tt fhe Ageoupt1pg Rtutl, XIV (0 ctober, 1950) 1 P• $65. 

2u.s. Securities and hcbange G(.)l]lldssion, Begulatioa ~-J .. 
op, eij., PP• l7•lS, . 
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f'rrcm the point-of-view ot the Institute, and represents a favorable 

narro ing of the gap between the two as well aa 1 provement of ac• 

counting procedu'l'e as required by the Commissio·n. Ineidentally, the 

rev1$ion of Regulation S-l was only made after lengthy diseusaion with 

the American !llStitute of Accountants aoo circularization of proposed 

changes ~ng leading accountants and groups of aeeoun\anta throughout 

the country. In various ways, the Colllllisaion mad& ohanges in the light 

of criticisms or suggestions received. 

The .American: Accounting Association, since its 1948 reTiaion of 

4ecowtigg Conoepts Nl4 Staml@rig Uqierly;ing Cotpora\e financi§l Spte-

m.ent,s, it$ formal statement of standerde, has been on recori as e.morsing 

the •all- inclusive" ton of income eta.tement_. ,It, thus, at the present 

time differs on thio partieulaJ" isaue from either ct the other t.w<>. And 

this, it is emphasized again, is only one of sev&ral areas where there 

is lack Qt unitormi ty among thees three organizations . 

Perhaps aomething more should be said here about the Am.e,:-ican 

Accounting Association. It is composed largely or University teaehersJ 

and its ettorts, like those of the others, have been towards the for• 

mation ot recognized at ndarda by which financial at.atements could be 

prepared and interpreted. Back 1n 1936, in its amnut.l meeting, the 

Asaociation formally recognised the need tor such staDlards, and decided 

as one of 1ta objectives to work for their furthei- development and. 

acceptance. In the explanation et this action it saith 

Sp eifically, there should be a definitive, tmderstandabl& 
explanation of what a set of accounting statements purports to 

igldfy. A balance sheet or an income statement cannot tell every• 
thing, but it should furnish significant information and, as near1"' 
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as y be, th aarn type or dat ev ry time. When a eritic is asked 
to examiDe such a statement he should be able to 8~ that it does 
(or do s not) nfor·n i:.o so e aonsisi;ent body ot rinciples, which 
can be express din clear, unquivocal language, intelligible to the 
l1¥Jnan. or sound e11tal1t7 and substantial a~uaintance with busines 
affairs. If accountants ere to speak only to acoountants it seems 
hardly necessary that they speak at all. 

Such a bodf ot principles would furnish an esa ntial basis ot 
judgment in constructing and appraising f'inanoial sta m n-s . The 
principles accepted would not need to be restrictive, except in the 
sense_ that any proper practice restricts departlll'e fro it. l'hey 
need make no demand for a rigid •unif"oraity" ot aocoun'ting claui
tioationa and rocedures, so much abhorred; · he shou1d pernu ide 
latitude in th1 application of individual accounting policies am 

actioes ••• 

The above qu taticn 1l'l.d.1cates that the American Accounting 

Aaaociation, like the Ins·titu-te, has sought uniform standards, but has 

ls want d to retain a certain area for judgment. 

Perhaps the greatest contribution by this Auociati n has been 

its intluence upon the teaohing of accounting and, therefore, upon the 

students who leave the universities and go out into practice or who will 

later use accounting information in various ways. However, it has also 

prepared and revised several times its at ement ot accounting concepts 

and standards, a referred o on the r-eeedillg page+ 

• omaa H. Sanders, who peaks with cona1derable authority 

on accounting tters, questi ned the desirability of trying to compresa 

th prin plas of ocounting into so e eight pages, a the .me.:rican 

ocounting A a ciaticn had done iA !T.s 1948 r6vision f concepts and 

standards. e suggested th.a the erica.: lnsti ute of coountanta, 

lnA Statement ot Objectives or the American Accounting ASBocia
t1on, • The ccountw, Revig. n ( arch, 19.36), P• 2. 
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as ·he org;anised, national body of the certified public aoeountants, whos-e 

function is to e~rees the opinion that the tinaneial stat~mants have 

been repared "in accordance with generally accepted accounting prinoi• 

plea," could not well avoid its parallel dut to the formation of those 

principles . He f'urther suggested the possibility that the preferable 

role of the rican Aooounting Aasoelation :might be to a.ct as a large, 
,• 

di1interested 11th.inking group• to serve aa a timul-u• and corrective to 

the practicing group. l 

for the American Accounting Ase&ociation to aeeept the role ot 

advisor and critic, and to lAave o the Institttte the final determi• 

nation of accounting standards, might be a ,faYOrable step towerd uniform

ity in aceounting practice. 

Many thesea and many entire books have been written about the 

different aspects ot aocounting, and mu.ch of what. has been written had 

something to do with accounting u a means of disclosur~ . However, the 

scope ot what can be a.aid he-i-e is c.t neoeasity limited t these few 

pages and tc the objective of trying to indicate the movement of account,ing 

to meet the challenge ot modern eor or. te development from the discl.osure 

standpoint. 

!l1a movement has been largely centered e.N>und the development. 

ot aceepted standards of tinalloial ditiolosure, with th objective ot 

providing tundame-ntal ideas and pro-oedures rather than detailed i"ules 

of practice. At the pt-esent stage 0-£ this develoJ>inent, which 1s still 

lThomas R.- S.inders, •An Analysis ot the Forces Which er Shaping 
the Future of Accountancy, 11 op, cit., P• 284. 
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1n process and will probably continue as long s there is eb.ange in bud.• 

ness itselt, it is pos1ible tor aeCOU11ting to produce reasoll&bly consistent 

results from one time to another and frOIII one busiaess tc another e.s far 

as dieelosure is concerned. 

Thi• does not .. an that all statemente will be or should be the 

eoeJ they. need to be t.ailored to fit the needs or il¥11vidual b~inesses. 

But it does mean there is now available to people oonoerned with prepara

tion or financl.al statements, where there was net some twenty years ago, 

i'ait-~ r•liable guides for the pre,entation ot accounting data which 

:meets reasonably unitoria stelldarda of disclosure. 

Such • dev•lcpment is of great import~; although one needs to 

reoo,nbe certain llmitat1o.ns to 1t. The 1J1vestor needs to :teaJ.i.ze that 

part oi' what 1a shown in a financial atatement is of necessity the result 

of estimate, judgment, am general reliability or those contributing t.o 

its preparation. Such llmitatio:M a.re quite well blown by people very 

famtlia.l" w1th a.ocounting but. are oft.en nat properly considered by the la7• 

tll n. The latter too trequentl7 either does not recognize that these JJa ... 

itationa e.x::1.st, a.r deoidea that, beoauae ot them, accounting statements are 

of little value. In either cue he is wrong. 

One mare factor, whicm aee11e to be of great ia.por anoe, is the 

feeling very prevalAJnt within the a~coun\1.ng profession that further inl

provemeat le dea1rable, that accounting can, aaong other things, eake an 

1ncreasingly better contribution toward tul.l d1a(d.Qsure. 1'he inveator 

at.ands to benefit tr thia as time goes by. 
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further Discus@i9Jl ot the M1aning o;t "Ml Disclo@yt!h n 

Thomas H. Sanders, in hie article on the annual r-eport, which ha 

alread7 been referred to, said that "the term •rull disclosure• means 

not onJT the SPt'cif'ic mention of e-rer7 item that might have a material 

significance to the reader but also the description an:t alassif'ioation 

or the item in auob. a manner that the reasonably intelligent man can make 

out what the significance is. ul 

This statement :ls a good partial definition of full dieclosure. 

As it irnicates, the mere publioation of iD.tormation 1a not enough; it 

needs to be done 1n such a •1 that the audience which reoeives it can 

use 1t. It is entirely' possible that a mass of facts, t.hou.gb. each one 

is tru1t and important within itself, oan be p.rasented in such a we;y that 

it means nothing. It 1a also possible that one taot or group or tacts, 

when presented in conjunction with other items, will show a situation as 

i\ really is; but, it all of the items a.re not presented together, the 

picture will be mialeadina. 

Althollgb Mr. Sa?¥iers ird.ieat4'S that the data presented should be 

prepared for the "reasonabli7 intelligent uo," m&.J:>';Y eompani-es go further 

and make their interpretations 1n more than one fcQrmJ ece.use one class 

of readers ay not understand the detail that another el.ass f els it 

should have. 

Another im,P07tant consideration,. which the definition does not 1n

clude, is a pl."oper t.iaing of the infOJtmation t'urnished. There are many 

1-rhomas H. Samiers, "The Annual Report; Portrait of a Busineas,.11 

op, ci;Ru P• 5. 
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thugs which, in view of the complexi t7 of reeord-keepi11g for a large 

bwJ1neas and the costs of publication, can be told eat:\sfaetor1ly once a 

year. On the other h4l!ld, other information, to have maxinnua value, wollld 

best be 41s oloaed ilore quicklr. 

It would •eem, theretare, that a def!nitlon cit Ml disclosure 

inTolvas ''what 1t "how " and "when.• It was stated in the intl"oduct1on 1.0 r I . • 

this thesis as tollcws:: 

l!Al _ dis gJ.osvwe me~¥ tge m,n~J;on of , evpry item ,cf majg1.a1 sic 

n;!;{19Pae, d,e1Qrib,1{& .4!4 elasaifitd 1g 1uch a waz ta@,$ 3tbose _iO, ,aom 
j.t is adg.reese 0§! undergtfpd Jbai t,ae sisn,&!;!.o8Jiae is, tmd g.-9-

a9nts at the \inl! me~ it is s:g.ajtig., 

Someone mq, with some jutitic,ation, wish to C$"1t1oize the abave 

statement b7 ea7illg that the detinition tails to adequately disoloue what 

full disclosure is. Stat.ad simply a.a it is1 the definition does not in:ii• 

eat.a the countless problems involved in dete:rm:lning lfhat items- are material 

to the extent ot requiring disolostlt"e, it1 deciding how ti> present the u-. 
formation so it will have meaning to its readers; er in timing it prope,rly. 

Man, ot the dedaiou need t .e be weighed against the et1ste in 

money, time, and possible .collater-al etfeeta on publio relatier,us or ~-

P tittve position involved. Som.et:tmea, b$oause o:f' eonsta:ntl.y ob~ bus• 

inees a1tua.i;.ion , decisions must. be ma.de wi1ihGut a satiSfaotorf precedent 

\o follow. Such 4ee1sions requir-e initiative #AM considered judgment. 

Over a period ot years a bod7 ot 1"1owledge has been developed whieb 

can be uaed as eriteria tor making eucb. decisions. For eJtample, the p)"e• 

ceding section udicates that progreas in accounting, which admittedly' ii 
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short of par.fection, has provided e. set of generally ace pted standard-a 

or prinoiples te be used in the preparation and oortitiaation of acceunt-

ing data. 1'1,ese have been developed within the laboratory ct buSineas 

which is business itpelt- But th&7 are still being tested, and some may 

be r&viaed as time goes by-. 

A:t;lotb.er important guide ie the aw ot ·the laDi as 1 t ia contained 

1n federal ard state legitlati'Ve enactments, in court deo1s1ons, ard in 

the rulings, deei.siona, opin1cms, and established procedures or imependent 

gover:mental commissions. In some instances compliance with such authority 

is compul.sor7. In other . cases, procedures developed •ithin the legal or 

quasi-legal framework can. be and are used by businesses simpq because 

such procedure• might provide desirable bases for sol.ving disclosure prob

lems. 

A. oonsiderable amoum ot th• Wormation turniahed bJ" banks, in

surance companies, railroads, and other public utilities is done so on the 

basis or legal requirements. Also, companies subjeet to the securities 

· l&gi.slatien as diseussed previously in this thesis have a required legal 

bae1s tor making ma.ny of theil" dec1 sions. However, much of the disclosure 

pattern, not necessarily~ good, developed by the Securities and Exchange 

Commission in connection. with registered companies has extended beyond the 

companies specifioal:t, covered, into the hink1ng of public accountants, 

text writers, comptrollers, and business management all over the country. 

It, thus, is part of the tot-al sum pf knowledge available tor wse 1n meet• 

i.ng and eclving diaclosure prebleas. 

In addition, a partimilar imuatry nay have had to solve probl.ems 
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peeuliar to it, ea, no doubt, many individual businesses have had to d.18-

el.os situations which were different than anrone else had expel"ieneed. 

Such experience is also in the present knowledge, available tor improving 

practices 11,0w followed and for meeting JleW situations which might a.rise. 

It would be possible to work out a reasonably co plete definition 

ot 'lfhat is ~nsidered to bs full disclosure a.t the present time b7 UBing 

many illuatrati-ve examples ta,ken from. court deoialons, SEC rulings• opin ... 

ions ot th• American Inatitut. of Accountants, and so torth. Such a 

definition could say what oorreet dia~.lo ure has been determined to be in 

each or perhaps hundreds of different represent.tiff situatione. 

fhis method was used,, ~or example, by Mr. Brunson eCheaney in dis

cwiaing some of the eai-lier deYelopmeuts in d.isclosure under the Seourities 

Act of 19.33. He cited various cues which had e<ne before the SEC, one be• 

ing that of lf!:ddam Distill,rs, in which the 0Oillmi:,sion ruled that tor a com

par17 to list ass.&ts at appraised valu a without stating that bona £1de 

methods of appraisal had been fellowed was mieleadtng.1 Another ca.se wae 

that of Cor)?2rate lead&rs Seeur1tz !;onmw in which the decision was that, 

1n raising funds by the sale or s-eourities, the purposes of the rums so ob• 

tained should be dis ol.os.cl fully and in a manner not mial.eading. 2 

Another example of determin3ng what proper diseloaure is &P it per

ta1na to a particular limited .area ean be taken tro:m the conaiderations 1n 

1Brunson oChesney, 8.Yurth•r Developments in •Disolosute, rn 
Illing&s Law 5evie1, D'.X (June, 1938), P• l.48. 

¼bide, P• 154. 
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1950 by the American Imlt1tu1;e of Accountants of the problem or sale and 

leaseback agreelllents. ~ aanpa:ides ill reeent ;year&, desiring to hav. 

mer fW:lds tor working capital1 have sold some of their · ajor tilted asaets 

on the condi ti:on 'that th•y can continue to use the property under a lcn,g• 

te.rm lea••• 01""8n there :ls an option to renew the l&ue or to btO' baok 

the propert7 at tbe expiration of the first lease. lt has not been th-e 
.-

uaual practice ror corporations to diaeloaa tbe existeiace of leases, re-

quired rent pa7au.mts, qr other oblige.tio• Gi~ :ad.gli-\ be lnvol.ved,. How• 

ever, the Institute•s Ouam.ittee on Aeccn.mtiag Pi-<>oedure; b$l1eving that 

material amounts ot fixed rexitala u:nder long-term lea.sea and the t/Qdatenee 

0:t repurehase .-greemeuts constitute aterial taeta at"f'eeting judgments based 

ou tinand.al etatemenia or .-poratiollll, annouae$d its opinic:m that dl$• 

closwe in financial ste.1.emen-u should be mad• of: 

(l) 

(2) 

!he amounts of annual Pental41 to be pa:id. under euch leases with 
some indicaticn ot the periods tor which p&,able; aad 

Any other im.pox-t.a.Dt obligation assUBled or guaranty made in thia 
ognn.a.ction. 

li diec,ussed further how aueh tU.sclosut-e should be made. l 

These exaaplea; in addition to illustrat1- a detailed aethod or 

explaim.ng disol.oaure, might also serve to give. a further 1dea of the ex• 

tent or disclo&ve. 

HoweYer1 it is believed the short de:N.Jdticn, aa g1v•n has corusider

able value •• a cei:,.d.se sta'lume~t ot what full diaeloaur• is. It aotui1ll7 

represents a goal as weh as it representl3 an acCOJJplished tact, the goal be• 

ing to inf'c:tm those who have equities in the busine.ss et the 1118\erial items 

.a:r.reot.tng that bu.a1~se, am t.e do this in an umeratalldable wa:1, and at the 

proper time, 

l.J.naon Herrick, "A Review of Recent Developments .!Ji. AcewnUng 
Theoq and Pract1ce1

11 QP, c3i1,., PP• 367-68 .. 



SUWWlI AND CONCLUSION 

In tracing i;be deYelopment of the corpcr te form ot organisation, 

this thesis goes baalc over mOl!e th.n a hundred a.JJd f'U't7 7eu,s o£ American 

hi tory. It begins with the pericxi following the Revolutionar7 when 

eorporatiou••Tery few in number .. -were formed to bt.1:ild. eanall or turnpikeat 

and when each based 1\s right to do business on a •pea:lal. legi,lative act" 

Ii. refers to the con\ribu.tion ~ the corporate fora ot .org&Jlisation 1J1 

financing the railroad building era before the· Civil war J ud 1t dis cussse 

briefly the rapid •Fead ot corporatiom into all P"eas ot buainess after 

that. It explains that, auce the latter part ot th• nineteenth oentur7, 

Big Buaineaa baa beCOJ1e l.arge,q corporate buaineas; am with thia develop

ment. hae arisen \b,e problem ,of corporate discloave. 

The third chap'ber em.phas1zea that the need for broad diaolosure ot 

bwt1neae e.ftaira to atookholdei-1 did not attain general recognition until 

well int.c the 1)1"escmt centw,. And, even when reeogn!Hd, thib need did 

not l ed1a\el,7 stimulate bwlhwJss nanagement to open Up ita tiles of in• 

formation in a public way, A pollc, ct tul1 diacl08Ul."e was in contllct 

with the t:S.me•established poli~ ot keeping business attatra eonfideati.al. 

Progt"ess was rather slow. Perhapa it weuld be better to say that 

development• i;n CClUHlctiQn with bwl1ns.as pnvall7, and bl the Oorpol:'4t.e 

term particularly-, were 10 rapid that methods and ideas or discloaure did 

not keep pa.0th A well-conaid.ered criticilm of the 192()• 1 as that account• 

1ng data, which 1a ot basic lmportauce in diaeloeure,. was still being uaed 

b7 most companies with priaar)r emphuia on •nagement oontrol and seeondar7 



ll4 

aphasia on credit purposes. The aecon:i&17 emphasis should have shif'ted 

sooner, as far- aa large eorporations were concerned, to that ot in.forming 

security- holders or the condition fUld operating results of the businesses 

which theJ w•re tinanoing. 

Chapter IV ou.tlinee the pat.tern ot federal eecuriti-es legislation 

which foJ+owed the :tinanaial cr1a1a ot 1929. It dlecusses in some detail 

the Securitiea Aot of 1933 am the Securities Exehallp Act of 1934; and it 

retera to certain prorlsioM in the Public Utilit.7 Holding CCD~ Act of 

19):5, the Trust IlilentUl'e Act ot 1939, and the bvestlnent; Company- Act of 

1934 which have direct assooiation with corporate disclosure. 

Particular emphasis ia placed on seotiou 12, l3, 14, and l6 or 

tha 1934 Ac'l:,J 'beoaue it was b,y meantl of theae four 1Jectiona that CoJJ.greaa 

hoped to guarantee to a large segment of the mtion1 1 security holdvs 

certain st wards ot dis closure 1n reap&ct, to their inVestments. Brietq, 

Section 12 requires 'the corporation to :f'ile a registrat!.Qn statement• ex

plaining in detail its tinancial. h1starf, its purposest its present CQndi• 

Uon, tbs hold.inp ot its prinoipal atookholder• and exeou.t1ves, and ,other 

intormation which might be uaeful to investors; Section 13 :requires the 

filing of ;periodic financial repor~ \o keep the original r•gietratio:n 

current; Section 14 is designed to eet.ablish r-eas.0.nabl.J' higll atandards of' 

disclosure in conn&ction with the corporate prox, u.ebineey, the purpose 

being to asaure stockholder• o:t reliable information aa a baais for de• 

ciding how their votes ehall be cast in the control ot the business; . and 

Section J.6 requires that prinoS.pal stockholders and cm'porate management 

mak& 11-equent l'"epCll"'ta ot their personal holdings of .and transactions iJl 

the cmpaD.71 s securities. 



It is intaresting to note that these provisions are contained in 

'Wb.cle cr ill part in each of the other acts J.1.sted abo'f'e. S , at th 

present time, co-:rpcratiou with eem-ities listed on the !lational seOU?"i• 

.t:L s exchanges, ;public utility holdiJJg oompam,es, and investment canpan.iea 

ara eubj&ct t all f~ of those prortsioas; c()mpalliea issuing new s.ecuri• 

t,iee unde~. the 1933 Act are subject to at least two or the tour, nam.ely, 

;lnitial regiatratio:t1 and periodic report!ngJ while COlllpaniee qualifp.l'lg 

indentures to issue debt securities Ullder the '.trut Indenture Act us\ 

meet he periodic reporting requirement. At th saine time, there ere 

about eleven hundred ®rparatlons w!~ assets ranging &om J;,0001000 to 

1850,000tOOO each, and with wJ.dely•held securities, who are not subject 

to these dil3cloaur• requirements of the federal legislation. 

Chapter V seta .t'0l'th tn• position o! e Securitiaa ruld Exange 

Commission in recommeDdillg .e. uniform extension of tho11e sec ions, 12, lJ, 

.14, alld 16 ot the 1934 Aat, to nearly all large corporations nth widelr 

held aaauri ties mo .are not already under these :r quirements-. It die cusses 

1.he Commisaion ts three studies since l.945 of the annual reporta taade b7 "1eh 

companies to their stockholders, and the conclwsicn 1n each study tJ at suoh 

report were seriousq illadeqwit, fr the s audpoint, .of disclosure when 

judged bl' Regw.s.tion s-x stwlda.rds. lt also d1scws es he CQlllllission•s 

etud1$S ot tho pro-q materials of large companie not subject to the leg.ls• 

·1auon, and the oonoluaion reached by the Oomlse1on that aucll prox, mate.r

ials do oot meet adequate •ta:Jldards of disclosure .. 

Congreui nal hearing$ and ar\ioles in aagazinea and .newspapers 

eoncaru.ag thsae etforta or the Sei::u.t'itiea and Eltebange C ission to ex"' 
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tend federal regulation ot corpora'te disclosure haTe not only debated tb.• 

isaus of governllent regulation of private bwlineaa J but they have l:rought 

to the tore un;y of the aub-,,problems which are part of th-e broad problea 

of dis cloaure. 

To keep iD'testora iato:rmed concerning th buaine•ses in which 

they have .placed their •oney 11 de•irable objeotive. But there are col

lateral isauea whioh must be considered and weighed against the taYOrable 

effects of' tull disclosure. Chapter VI diseuseea 1ome of these. For ex

ample, an ext nsion of diacloaure r-equire.m.ez:its would have effect■, sane 

good and, perhape, • ao.me of' an unf'avOl'able natUN, upen existing aeourities 

aarkets. Also, as with oet other things, the benefits received Deed to 

be weighed againat the cost• iln'ol-.ed. fhe direct dollar costs to th• 

corporation of ~•paring and d1BSetun1ting infors&tion directly am/or u• 
directly' through a goyermental apnc;r u7 be or a material nat\ll"e; the 

lea, direct coat upon. the tilla of ma¥geaent need to also be considered. 

Ot great inportanoe to busineasaen are the possible effects 0£ pub

lic d1aelosure ot detailed aorporate information vpon local comm.unit7 and 

employer..apl.o,ee relationahips,1 and upon the COlllpetitJ:Ye position ot ore 

oOlap&DJ' aa agaimt another. The information furnished to secarit7 holders 

apreads b&yo:nd auch persons and is 'Ued 1n mnerous waya, both tay-orab1-

and unfavorable to the enterprise frOII which it orig:l.mted. 

The final thapter, llUliber VII, d1aauases critically the various 

1ourcea ot corporate intOl"mation to investata, and a011e of the problems 

of de'f'eloping aa~iaf'aetory aethods tor telliug the oompan,-ts stor;r in a 

u.aetul way to people with widely ditterent abilltiea f'or Ulldersta?lding and 

uairlg it. Chapter VII de ls with the im.porlanc. and utility or the corpo• 
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rate report to tocldlolders; it attapta to ev lue.te the information filed 

with the Secur1t1ea and Excb:EU1g9 O iseion; and it explains, rather brie:f'l1, 

other meana by which r liable inter t1on gets to the inYestor. It also 

haa a section on accounting aa a f'actar il!l the diaalo&\&"e picture, and a 

tew pages which atte pt to emphasise some of the difficulties which arise 

1 tr;ring to umeretand the meaning and the Tarious 1mpl1ce.tions of "full .-

diac:lo ure. n 

Include.d within e ah chapter are aummarizing stateaents which at

tempt to point up eoncl\18iODS t.o be m-awn from materW covered withU!. the 

particnlar chapter. However, certain concluding etlltementa seem de irable 

at th1s point. 

Fo:r one thing. it is emphasized that the need r-ar m-oad public 

di cloSlll."e of corporate af'.f."&irs arose as c.l'tain corporations became in• 

crea1togl7 large and as 'the ownership in e.iv ou such enterpr-ise spread 

be;rond the stage where .mwgement and owners could keep cloae contact with 

•aah other. Further, a recoguiti<>n of the need tor such dieeloeure lagged 

beh1nd deYelopmentd 1n bulinesa itaelt.. But, in the pa11t twenty years 

alone, ver7 material advances have been made, not oni, 1n the increased 

recog:r.dt1on ot this need, but al,o in the development et methods b;y which 

the story of the e large business enterpriees can be proper.q- told. 

At the present time, aocounting, the language in which much of the 

t1D&neial a.tf'a.irs ct bu.aines-s is told-, has reached a stage of deve.lepment 

1n whieh it can present reliable information to those who have a reasonable 

know1-ed~ or business and who recognize that accounting data is of necee• 

1it.1 in part a matter of judgment and estimate by those responsible for its 
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preparation and interpretation. And there iS good reason to b lleve there 

will be further improvement in the art am UBe or acccunting t1 goes b7. 

The corporate report to atQclcholders, which is and sbculd be lhe 

most aporta.nt con'baet between owners and ma.nagemeat, ia tor maey progrea

aive compan1e serving its purpose ef'f'eotivel.y. However, other companies, 

f0;r various reasons, are not utilizing it fully. There is at this time a 

great e l ot experimentation and study on the part r individual corpora

tion& and various organizations in au effcrt to improve this very- important 

medium ot coD'IIJW.licatian••te 111.&ke it aot'Wllly tell the story, 'irul7,. and 1n 

a wa.7 that it will be read and under,tood bJ its varied audience. 

Infonzation tiled with the Securities and ~change Caudssion by 

cCFporations subjefrt. to the tederal leg1al t1on provides the most oomplete 

and reliable sow:-ce for holders ot securities in aueh "covered" companies. 

It i• teobaical and detailed, and is direotq available to the public in 

only two or tllree places. A camnon complaiat h th t it is lea t&ohnical 

and l£2 detailed, and t,b.at :Lt ia not readily a.oaessible except to a fe• 

people uear the public £ilea wh e.re trained to use iit. 'this ma1 be 

partiall,- justified; but pho'{;()copiea ·CEU'l b obtained at moderate costJ 

and the intoniaiion 11•eeps dovn" tbrougp. financial manuals; inv staent ad• 

•1sory services, am other means ao that the ordinary investor can g&t 1t 

and use it, or tho,e who advise him can get it am use aa basls tor their 

advice. 

'rhe most important ortt.iciem of diselQaure at the present tiu is 

that it nriea in coverage and in quality from one busineas to another. 

Ther$ b a patchwork pattern ot legiSlation subjecting some 2,000 large 
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corporations to vaeyin d greea of disclosure requirements, depending 

largely on the t7Pe 0£ market used tor- th&tr s eurities, but, in some 

cases, on the 't;r,Pe ot buailleas. there are other companies who keep their 

aecrur1ty holdei-s well informed, DQt beoause of legiala'Uve requirement , 

but b& · use they recognize the desir bilit7 of doing so. There are othera 

whose aeC'IJr'it1 s are beld or traded almoat nt1rel1' on the basis ot "t1pa" 

or 11trenda" J and there are &l'Q' compani a 1n between. So,, deitpite the 

general progress up to now, there 1a still lack of uniformit11tt the ap• 

plication or .«iequate disclosure standards. 

lr.idieatiou are: that the dn&lopment, ct the idea.a and method.a or 
cor orate diaol.osure is still 1n process. There ie much room for addi• 

tional ilnproveme:nt; and, no doubt, there will be improvement and change a.a 

time goes bf t.o aeet existing and e"Yolving business conditions. Thie will 

come about, no~ through &JlT Oll8 ource1 but through the cmbinecl etf'crts 

of goverl)Jllent, businesses themselves, professional organi1at,1ona, and the 

education ot the public to • better underatand.ing or bueiness terms am 

attail"e. 

The introduction to thi.s thesis stated, in parts 

A gl"e&t deal has been •i tten a •aid about the important part 
played by the corporate form ot organintion in. making life as we know 
lt tcdq poaa1ble, It, probe.bl,- as much as an, other thing, has 
faoilltated the development of larga-acale production, through its 
capaoit,- to aaCWllUlate huge amounts of e&pital f'roa a wide variety ot 
sources. It has also provided a. means b;' whi.eh p ople in humble oir
aum.atanees or otherwise can put th•:lr lia1ted er large aavbgs to work. 
It has de it more po sible fer each person to own stake 1n bis 
country, al'Jd to do it under a tree enterprise system • 

• • • It is felt that, over the long run, the etteetiveneea of the 
corporate syst ba1 been and will be largely influenced hr the degree 
of oontidence between the investors and those who manage and are reapQn
aible for their propert1; and confidence ia usually facilitated by an 
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awereness on the part of the owners of what their business is doing, 
regard.le a ot whether or not the results at~ particular time are 
good or bad. 

It is hoped that the great corporation will remain and progress 

as democratic, productive force in keeping this mtion fra• am. pros• 

erous11 It is believed that high standat'ds 0£ eorpor te disclosure will 

help to ~ this possible. 
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