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Respoense tothe
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"Recommendalons and Comments on
Financial Repoding o Shargholders
and Related Matters”

Responses to lhe questionnaire were provided by 1130 of 1583 listed companies {723%).

THREE (OR MORE} QUTSIDE DIRECTORS RECOMMENDED

The glectian of “outside” dirgctors to the boards of publicly owned companies
has become a widely accepted practice. Qutside direclors can add perspective and
objectvty 1o corporale decision-making. In many cases. they tunction eftectively as
representatives of bath the pubihc inlerest and shareholdars, and make substaniial
conlributions to improving corporate credibility. They can be especially helplul in
guiding and monitoring the company's limely and adequate disclosure practices.

For almost lwd decades, lhe Exchange has required thal at least two outside
direclors be included an the board ol directors of each newly listed company . Almost
all listed companies have now adopted this practice. The lalest joint study of The
Caonterence Board and \he Amencan Soaiety of Corporate Secrelaries showed thal
outside directors represented a majority of the bpard in 86% of the nagn-
manufacturing companies and 1% of the manulacluring concerns.

The benelits of having outside representation on the board are both well-
documenled and widely acknowledged. Thersetare, the Exchange recommends thal
a minirmum of threg owtside dirgctors e included on the board o each lisled
COMBany.

1. Three or more oulside direclors served as

kpard members in 1973 94%
yes
1-3
. 4.6
{a) (il yes) indicale number ol gulside direstors on 7.0
Board in 1973 10 & over

(b1 {if nod Is atlempt being made lo nclude thres
of maore oulside Board members in the tuture 66%_
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CORPORATE AUD'T COMMITTEES

In racent years, alarge number of listed companies have appeinted Corporate
Audit Committess. Such Committess are usually and preferably composed exclu-
sively of outside direciors. These diresters ¢an suppor the indepertdent role of the
butside auditor and can promote ndependent and critical thought. They aid the
other directors it fullilling their responsibililies 1o the public, enhance \ha corporali
image, and provide improved cormmunication with e outside auhitor. A vigorous
Audit Commiltes can slimulate improvements in financial reparting and contral and
slrengthen the credibility of corporate reparts.

I11s generally acknowledged thal the most effective Auditl Committes cansists
of 310 3 oulside directors. While specific committee functions vary from campany o
company, Ihey commonly include recammending the selection of auditors, review-
ing the adequacy of inlgrnal controls and reviewing the scope and results of the
audil,

The Audil Committes review should assess the accounting principles followed
by the company relative to prevailing practices in its indusiny and determine whether
or not those principles are unduly conservative or liberal. The markel will, sgoner or
later, judge the "guality’ of earnings for itgelf.

Where a company consistently adopts the most liberal accounting methods
and/or consistently discloses less information than necessary to evaluate key
accounting practices, the penalty of a sharply lowered price-garnings rafic is a
constant danger. Any changas in accounting peinciples or in thewr applization should
te carefully reviewed.

Mestings of the Audit Committeg should be inilated, as nacessary. by the
commiltee mambers or by the independan| 2uditors.

It may also be appropriaka for Ihe commities to comment to the FASE and the
AICPA on exposure drafls of new accounting or auditing principles, particularly
those which may have an imponant impact on the company’s fimanckal repons.

The Exchange firsl suggested the concept of an Audit Committee backin 1940,
The Securilies and Exchange Commission and the AIGPA subsequently added
their support. The Exchange believes thatthe idea no longer represents a carporate
luxury but has become a necessily, and we strongly recarmmend that each listed
compary form an Audit Cammities.

We lurther suggest that the mambers of Iha Audit Cormmittes be identified inLhe
listing of direciors and their affiliations in companies™ anntal reports.



The Exchange also recommends that the indepandent audit firm be reg-
resented at the annual meeting 1o respond o guestions from stockholders.

s M
Adnpted Adopted "Dusag:ee__Pl:an tey
Frrea in iR Irmplement
o 1973 1873 Iterrm In Futuré
REPLIES 2 Has an Audit Commitiee been appotnted _B1%  19% % 13%
1,083 fa} (il yes) Have members been identitied i 34% _B&%
annual report yes na
{b) {if yes) How many directors serve on Ihe 1-3 541 62%
Audil Commitias 4-g 295 34%
F-9 23 3%
10 & aver 7 1%
BEE 100%
(€} {if yes) How many Audit Committee members ALL Bd%
are putside directors ¥E-99% 2%
51-75% 2%
26 - 0% 3%
1-25% 1%
NONE 1%
100%
iy ({if yes) Does the Audit Commitlee recommend
appaintmenl ¢ the indegenden! auditors A% 19%
yies ng
(el (it yes) Are Audil Commiltee meetings initialed
by the Audit Commitige 92% 8%
yas5 ng
I meetings are not initisted by the Audit com- L
mittee by whom are they called — Primarily management
(fy (Ul yes) Does the Audit Commillee pericelicaly
rmagl with inlernal auditars to review ;
control procedures 75% 25%
yES rig
{g) {it ves) Daes the Audit Committee periodically
meet with 1he independent auditor 1o review
the scope of the upcaming audil and the results
when compleled 7% 3%
¥aE gl
1,124 fh) Is the Independent auditor presant at the
arnual meating 1o respond to stockholder's -
guestions 87% 13%
K ng
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CONSULTATION WITH AUINTORS

The Exchange belisves il is desirable for listed companias to consult with their
independent auditors throughoul the year and particularly prior 10 publication of
quarterly repons. Such consuitations wauld not normally involve an audit. Consulta-
tipn should nesther relieve the corporation of responsibility Tor the quarterly reparl
nor wmpese hability on the independent auditor,

Typical of Ihe matlers 1hal might be reviewed in consultation are the possible
impact of new accounting nules of principles adopted or under consideration, prog-
ress since the annuat audit or previous quarterly report in problem areas, etc. The
objeclive of such consultations would obviously be ta deal with any potential report-
ing probilem on g current basis so as W avoid, wherever possible, year-end adjust-
ments and/qr delays in the prompt issuance of the annual repart.

The Exchange believes thal the matter of mora lormal interim reviews is anarea
in which there is litile existing informalion and which would seem to merit furlher
responsible study,

3. Has consullation with independent auditors
ocoUrred during 1he year cancerning:

{a) Quarterly reports 87%
yo5
{b) Impacl af ngw accounting rules and required
disclosure _9aY,
ves

MAILING QUARTERLY AEPCRTS TO SHAREHOLDERS

The growth and general acceptance of quarterly financial reporting provides a
good example of cogperation between the Exchange and listed companias. The
basic requiremant far publishing quaredy reports is part of a company’s Listing
Agreement wilh the Exchange. The SEC now also requires widely held public
companies o file quartery reports on Form 10-C wilh the Commission and 1he
Exchange. While these arg public documents. they are nol widely or readily avail-
able lor general public use.

Many market observers believe the quarterly repor exerls as greataninfluence
on the market as the annual reporl, For this reason, many companies go to the
additional expanse of mailing quarerly reports 1o sharehalders. The Exchange
believes it iz appropriate for a¥f listed companies 10 mail quarlerly reports to
sharehalders, particularly tar the first Ihree quarters.

Fourth-quarter results should be shown separately and compared with the
results for the fourth guarter of the preceding year when year-end resulls are
released to the press. In Ihe evert lhat fourlh-quarter results include matarial
unusual or non-recurring items, year-end adjusiments, etc., the amounts involved
should be disclosed and adeguata explanations provided. It should e noled that the
Listing Agreement requires such disclosure of unusual and non-recuming items in
both quarterly and annual reports.

In addilion, quarterly sales and earnings data for each of the gquarters (in
comparative farmp shauld be included in the tighlighls section ol the annual repor.

13%

no

2%

g
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In connection with the foregoing, the Exchange endorses APB Opinion 28
which stales:

“The Board encourages publicly traded companies lo publish balance sheet
and funds flow data al interim dates since these dala olten assist securityhol-
ders in their understanding and interpretalion of the income data reported.
When condensed interim balance sheel informalion or lunds flow dala are
not presented at interim reparling dates, signficant changes since the last
réporting period with respect to liquid assels, net working capital, long-term
liabilities, or stockholders’ equity showld be disclosed.”

h-H
" Adapted  Adopted
Fror ]
o 1973 1573
4 Were quarierly reports mailed 1o sharghaolders
in 1973 _ 8% 3%

{a) Were quarterly sales and earnings resulls
surnrnarized in the annual report 20% 9%
(B} Are fourh quarter results compared with

founh quarter of previous year 2% 14%

LIGUIDITY

Including a statement of changes in financial posilion, requently referred 10 as
the "tunds statement”, in financkal reports, has liled an important gap in the report-
ing procass. It now appears desirable to supplement this slatement with additional
liguidity infarmation. The SEC Accounting Series Release No. 148 of November 14,
1873, sels lorth new disclosure raguirements relating (o compensaling balances
and gther liquidity information.

The detailed disclosure called for by these requirements is prirnarily inlended
tor the uge of analysts and sophislicaled investors.

The Exchange recommends that, where |he information reparled inthe 10-K is
material in relalion to the linangial status of the company, the information repertedin
the 10-K be appropriately summarized in the annual reporl of shargholders.

Where, in unusual circumstances, halding company structures present prob-
lemns in this area, separate pargnl company statements could logically be ulilized.
Also, any material restriction on the free flow of funds within the consglidated enlity
should be disclosed,

Where complicated debi struclures exist, 8 schedule of annual debt maturihes
for the succeeding live years would provide additional meanmgful information for
investors,

Yas
Agopied  Adopted
Prigor in
to 1872 16873
5. Where disclosurg relating to compensating
balances and other material liquidity informa-
tion was raportad in the 10-K, was il also surm-
marized in the annual report to sharaholders 18% __ 30% _
(&) Oid your annual report present annual dety
maturities far the succeeding live years L T
yas
{b] Did your antual report preszent parent
company statements 1%
vas

Ma

Dnsa_g;;ée Plan to
Wik Impacnant
llarm In Fulure

Mo
Disagres Plan 1o
Win bmplemant
e In Fulure

W 7%
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LINE OF BUSINESS REPORTING

The growth of multi-industry corporalions and Ihe general acceptance of con-
golidated financial statements has lended to obscure operating data by line of
busziness, This has made analysis of diversitied companies considerably more
difficult. As one means of responding 10 this problem, the Financial Executives
nstilvte, in May 1971, recommanded ingluding ling of business disclosures in the
annual report to sharsholders,

The Exchange endorses this recommendation and urges thal such repaorling be
made at least as informalive as Ihal set farth in the Form 10-K annual report.

Wa also recommend that sufficiant 1extual "description of the business™ be
provicded 1o help readers understand the nature of the various lines of business in
which the corporation is engaged. This mightinclude information about competitive
conditions, key customers, currenl products, new products, markets, means of
dislribution, backlogs, patents, etc.

Allpcation of inlergst and overhead charges 1o the vanous lines of buginess is
another arga in which currant segment reporling can be improved, particutarly
where unallocated changes are material. While an FASB lasklorce on "Reparting by
Diversified Companies™ is presently considering this matter. we woutd recommend
that chiet executive officers examine their present praclice 1o be cartain that their
reporting in this area is adequale.

Yas Mo
) Aduptad- Adum; Disagras " Pante
Nt Prig in wilh Impamanl
Applicabla Io 18973 1573 Therr I Fulure
6. Has line of businass rapoding, at laast as
informative as that in the Form 10-K, been
included in the annual report 24% 41% % 17% M
{a) {if no} Doas company have anly one line of
business — B7% _13% B
(b} (if yas) Allocation ol intergst and overhaad
charges was indicated 1o 1he exient possible 31% 26% 6% 33% 4% _
(€] Was a temtual description of ihe lines o
businass given 20% 64% % &% % _
DIFFERENCES BETWEEN BOOK AND TAXABLE INCOME
It i rather widely believed that many financial reporns inadaquataly disclosa 1he
basis of the computation of Ihe amounts charged against gretax incoma for federal
incoma taxes, This is especially perinent when the amount of the tEx proviston
varies materially Iram the amount thal would result from applying tha current
statulory rate.
On Novembar 29, 1973, the SEC adopted additional disciosure requiremenis in
this area to be effective for 1973 calendar year 10-K reports,
The Exchange recommends thal, whare material amounts aré mvolved, the
information raported in the 10-K be appropriglely summarized inthe annual repor 1o
shargholders.
Tes No
“Adopied  Adopted  Disagree  Panto
[ fall Prigs n With Impdament
Applic anla In 1973 1973 tam In Future
7. Whara any malerial difference belween pretax
accounting income and taxable incame was reported
in the Form 10-K, was it also summarized in
23% 24% ) g% h% _1_(1% _

the annual report to shareholders _&i%
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1,117
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DETAILS OF COMPUTATIONS OF EARNINGS PER SHAHE

In May 1969, the Accounting Principles Board recommended including in the
anrual raport, undst certain circomstancss, a table showing earnings per share
calcutations. Similar information is required in 10-¥ reporis. The Exchange be-
lisves Ihat supplementary information should be included in annual reparis to
sharghaldars to clarity the cpmpulation where the earnings pes share data has been
significamiy afected by events or transactions which are nol readily determinable
from 1he information contained in the finanoal statemenls,

¥as Ha
_Aao,ulud Adoplad Dhsagang Plan to
Mol Prict With I pleerigil
Apphcable  te 1973 1873 Tl In Fuburg
8. Whera nacessary, has supplementary garmings par
shara information been provided ta help clanfy
tha computation of dala not readily found in
the financial stalements 9%  _ 32% _8% . 4%
FIVE-YEAR SUMMAAY OF EARNINGS, FINANCIAL
HIGHLIEHTS, PRESIDENT'S LETTER
For many years. Ihe Exchange has requiredinciusion of a live-year Summary in
the annual report, as a condition of listing. Virtually all fisted companies now Follow
1his practice, and we strangly recommend thal they continue to do sp—even though
the comparisons may not always be favorable. The summaries generally should be
congistent with those repored on SEC Form 10-K, angd should clearly set forth any
unusual or exiraardinary charges or credits.
In addition 1o these summarias, the presider's letter and financtal highlights
section of the repon are of special interast, paricularly to individual investors,
It i5 important, therefore, that this material—as well as all graphs, charls,
slalislical tables and press releases—be cansistent wilh the audiled tinanctal data.
While such data is not requirad to be covered by the auditor's opinion, the Exchange
suggaests that it showld be made available 10 and be read by Ihe audilors prior 1o
publication Ig insure such consistency. Vas No
Adopted Ardoyed Disagress Flan ta
Prigy in With Irmplemant
1 1873 1973 llam In Fulure
8. Re: Five Year Summary, elc_:
(a) Does annual report contain a §-year sumimary
including at least the minimum requiremenls
ol the Farm 10-K 2% A% _13% | 1%
(b} Are exiradrdinary charges or fradits clearly
set forth separately 94% 2% _ 2% 2%
{c] Is the entire contant of the annual report
made available to the auditors for review
prior 1o release 96% 1% 2% %
(d} [f{¢}is ng, are president's letter and
other parts of raport dealing with financial
statistics made available B3% 1%,
yos no
{e) Are descriptions of financial maters in
prasidant’s letter, graphs, chars, elc.,
consistent with the audited financial data A0 -
yos no
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CONFLICTS—TRANSACTIONS WITH AFFILIATED QR HELATED PAR-
TIES

A publicly owned company, quaittied for listing on the Exchange. should be tully
able ko conduct its affairs wilhout recourse to questionable practices—and it shauld
be free from any suspicion 1hat can stem from transactions with insiders.

The Exchange has stressed the imponiance of having corporale officars and
direclars of great ability and unquestioned imleqgrity. Ari our views have been turther
expressed in a long-standing policy preciuding the continuation of conblictof-
intergst siluations which may be 'ound Yo exist within listed companies. Mosl listed
companies, in turn, have adopled comptementary policies.

Conflicts, when they occur, usually center on business transaclions with af-
fhates or related parties, including officers or dirgctors. Information about such
conllicts is required in corporate proxy and 10-K reports. However, investors should
have ready access to this inlormation and the annual report weould appear lo provide
Ihe most appropriate vehicle for prowding il

We helieve that when such Iransactions or relationshins exist, and are material,
the circumstances—ie., the nature and valume of Iransactions—should be de-
scribed in the notes to the linancial staterments. [deally, adequate disclosure will
promyy the elimination ot arrangements which might be interpretad as
questionable—and we believe this to be in the interest of the invesling public,

Yoz
adocled  Adopted  Disagres  Fran to
Mgt Prior in Wih Imiplemant
Applicabia w1873 1973 Item i Fulrg

0. Were transactions or relalionships with

affiliates or related parties, ingluding

officers and directars, desgribed in the

annual report in line with the disclosure

required in corporate proxy and Fomm 10-K

repons _ 4% 15% 1%, 28% 7%
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AVAILABILITY OF FORM 10-K TC SHAREHOLDERS

The Fearm t O-K annual report, when filed with the SEC, becomes a document of
public record. Over 1ha years, it has become ar imparlant invesiment lool. These
reports are available tg the public at SEC olfices and al the Exchange's library. In
addition, a number of companigs prinl extra copies of the report which they offer to
gnalysts. sharehoiders and anyone reguesling a copy.

The Exchange recommends hal all listed companies make copes ol the Form
10K readily available to investors on requesl.

Since the annual report should stand on its own merils, companies should
consider mcluding in il significant 10-K data, perhaps in condensed form, which
might clherwise ascape the altention of sharetiolders,

Yes Na
Adoptad  Adopked Disagree Flan to
Prear 4] Wik Implerment
o +973 1973 Iteem In Futyra
11. Was attenlion directed in the annual repon
to the availability of the Form 10-K to
sharehgidees _ A% 2% 4% 4%
fa} Did you respond 1o such requests on a
"no charge” basis B3% 15%
YES ng
(b} When you respond to requests do you
provide copies of 10-K exhihits 57% _ 4%
yers no
{cy If you responded gn a "cost basis” for the €1.3 28%, $1-3 48%
document, whal was Ihe maximum charge 4.5 565%, 9.5 43%
for & full copy of the Form 10-K aver§5  16% over$s 9%
with Exhibits less Exhibits
(d} Excluding copies liled with lhe SEC, 0-49 B5%
Exchanges and other required filings how 50 -99 13%
many 10-K's did you volunlarily supply 100- 149 8%
16 Olhers over 150 14%
(2] How many requests have you received lor the number
Form 10-K fesuils comparable to i1d
ML

MATEHIAL DEFEARED CHARGES

Unexpected writeofls of deferred charges have accurred with ingreasing fre-
quency and have involved increasingly substanlial sums in recan! years. In some
cases, unexpecied writeolfs have raised embarrassing queslions and doubts about
the quality of reparted earmings. Inmore extreme instances, they have ever had an
adverse doming effect on the markel price of equily securities of othar companies in
the sama industry.

In the absence of a delinitive study of the subject, many obsarvers beligve thal
there ara more cases where deferred charges resulted in unexpectsd writecHs than



1,118

1,123

cases in which the orderly amortization of such charges achieved the intendad
objective of matching costs and revenues.

The problem of delerred charges was raised in ¢correspondence with the
Exchange as long ago as the 1930's by George 0. May, then a leading fiqure in the
accounting profession. It rémaing a problem area today. In late 1972, then SEC
Chairman Casey noted that invesltors have been "shell-shocked by surprise
writactts™, The Exchange has tound thai previously deterred charges have figured
significantly in many such wrileofis,

Cisclosura relative to matarial deferred charges should include: an in-deapth
rationale for deferral; a description of the type of cosis delerred (e.9., start-up costs,
research and development and pre-operating expenses), the compeosition of such
costs {e.0., salaries and wages, imtarest, computer tima, legal fees and consultant
fegs}, information relative to the pericd and method of amortization: the amount ol
deferred charges amortized to income in Ihe current and preceding year versus
amourts deterred in each year, ang Ihe eslimated amounts lo be amortized in
succeeding years.

Some of this suggested disclosure is currently included in Ihe basic linancal
statemants. The Exchange recormmands Ihat the balance be set forh in one place
as supplemerary financial data. Major aspecls of thig problem ars on the priority
agenda of the FASE.

Yos kb
Adopled  Adopled  Disagree  Plan ko
Mot Fricsr in Wilh Imptamanl
Applicable le 1573 1473 [tem In Future
12, Was delailed disclosurs provided of deferred
charges, along the tines recormmended in the
While Paper BP%  _ 21% &% B 4%
DISCLOSURE OF MATERIAL PROVISIONS FOR UNUSUAL ITENS
Disclosure relative i material provisions for lulure losses, disconlinued opera-
tiens, foreign operations, uture casls, ete., should include detail as to the amounls
reservad, subseguently used and remaining available at year-gnd. To the extent
possible, Ihe method and timing of the use of the balance carried forward should be
dascribed.
Tag Ma
Adopted Ao prted Disagare Plan to
NGt Prragar in Wilh Implaman
Apphcabile b 1973 1973 Hem In Fulure
12. Was disclosure in the annual repon made of
material provisions tor unusuat items, des-
criking tha amounts reserved, subsaquently
Q% 4% 3% 3% 2%

used and remaining available at year-end

10
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SUPFLEMENTARY FINARCIAL DATA

It might be uselul to investors lor companies to set aside a seclion of the annual
report for supplementary financial data. Such sections are used by a number of
companies and ara enfitled Financial Review, Fimancial Summary, etc,

tnformation included in these sections would, lor the mast part, nol be covered
by the audilors opinion and might include, amgng other things. line of business
reporling, comparison of operations of the current and prior year, earnings-per-
share calculalion, income tax comment, etc.

Presenting this malerial, topic by topic, in a separate section of the annual
report would give investors ready access to additional information relevant to the
company's hnangal gperalions and would aid ther individual assessmenls of the
company's recent results and prospects,

Itis irlergsting to note that a few companres have recently had their auditor's
opinion state thal “the agcompanying statistical data onpages 1o present lairly
the information shown therein ™ These summaries include operaling data and other
stabistics thal are nagt parl of the cuslomary audited linangial stalements.

The loregoing, of course, dees nat relate lo the commendable praclice thal
some companies follow of providing supplements especially designed to mest the
neads of analysts and more sophisticated investors. While this praclice may not be
appropnate for all companies, we encourage it and halisve Ihe availability of such
separately published supplementary data should be appropriately referrad to in the
grnual repor.

Yas
Adopled  Adopled  Disagera  Planto
Mot Brict in With Implermant
Applicabla o 1973 1473 Itam In Futura
14. Has supplemenlary linancial data, of the kind
recommended sbove, been provided under a
separate heading in the annual report as a
means of presenling relevant dala and other
statistics that are not part of the customary
audited financia! staternents 9% 64% 6% 11% 10%

MARKET DATA SECTION

In tha final analysis, most readers of the annual report are present or prospec-
live investors and are perhaps chiefly inlerested in Ihe marke! performance of the
company's sacuriligs. Though this information is available to market analysts and
other professionals from the vanaus statistical services, the individual investor does
nol have reéady access o i,

The inglusion of markel information in the annuoal réporl—in proximity © the
S-year summary, lor axamphe —would probably be helpful to many investors. There
is little precedent for this typa of reporting, hawaver, and same ingenuity may be
required 1o develop & salisfactory pattern. The Exchange is suogesting that a
number of companies provide this type of informalion in thair 1973 annual report to
shareholders on an aexperimeanizl basis.

Such & summary could include the commaon stpck price range, price-earmings
ratig range, dradends and rale of payout and retum for each year as well as the book
valug al gach year-end. Comparisons might alsg be made to market indices and
olhersiatistical data. Much of 1his information could be supplisd by one of the rating
agencies. In addilion to data ralated to the comimon stock, similar data shouid ba
presented for other publicly held securities.

11
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In many cases. the relationships between common stock, warrants and conver-
tible debl and equity are unclear even lo experienced investors. Where inlormation
15 available, it is often relegated o line-print footnoles. Because of Lhis, investors
may notbe aware of the relative values of outstanding securities and there may be a
consequent imbalance in the markalplace. Obwigusty, this isnol in the bestinleresis
ol gilher investors or the issung company. The Exchange recommends that data
selting forth the relalignships between putstanding securities be included promi-
nently within the annual reparl, Clearly_ the presenlation of such data would have to
be tailgrad to a2 company's individual capilal structure,

:dn.pﬁ i Muﬁmd
Frriar ]
1o 1973 1973

15, Has slock market performance data such as
COMMmon S1OCk Drice rangs, price earnings
ratio, elc., been ingluded in the
annual report %% 1%

(a) (if yes) For what pericd
- Ccurrernt year

— gurranl and prior year _ 14

— five Qr more years 8

ib} How determined-—
1} range thigh and low)

a [}

Dizagree
With
lern

Plan 1o
Irplarment
I Fulure

A%

3y quarler 23%
—hy yaar . B8% _

—by quaner and by year
2} year-end dala only

{1 Does Company have wamants or

convertible securities guistanding ...,
¥BaE

(d) Where terms of warranls ang/or convertible
securities are complicated, has a special etfon
been made to explain them ior the average

raader RS- . S
yoas

COMPARISON OF OPERATICNS OF CURRENT AND PRIOR YEAR—
VAHIAMCE ANALYSIS

The text of the annual report should disclose the reasons tor material changes
in the faciors afecling the resulls of eperations ol 1he currant year as comparad with
tne immediately praceding year. [tis important 1o describe the effects of changes in
product or customer mix, charkges in valurme statistics, naw contracls, new products,
act—aven il aver-all consolidated results of operations are relatively unchanged.

A lew companias have begun including Ihis type of informalion in their annual
repors, in tabular farm, and this has proven very revealing and helpful—especialry
whan the tables are supplemented by descriptive 1lext. It is recognized thal in some
complex aperations these analyses may be difficult to prepare.

The Exchange is suggesting that more listed companies include such tabular
presentations in their 1973 annual repors. on an experimental basis.
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To some extent, the analysis would hawve 1o be individually tailored to each
comgany's operahion. Shown betow is an example of one company's presentation:
. Variance Analysis
el INCOme 1873 e e e
" 1872
Improvement— 1973
= O =

Analysis of Major Causal Faclors
Sales related factors:
Change in sales volume and product mix .. ..o
Lawer selling prices ... o e e e
Total sales related factors ... ... . . o

Cost related factors:

Lowwer raw malerial prces . .. . . L
Highar manulagturing costs .. o i
Higher nonmanufacturing ¢osts .. ..........
Lower staft-up casts ... 0 evou 0,
Total cost related factors ... .. .

Other factors:
Lower interest expense .. .. .. .. ..,
Higher income credils—net .. ...
Lowertaxrate .................
a1 =
Total ofher factors . . . e
Improvement—1973 over 1972

Yet Mg
Adnpled Adopted Dizagraa Flan To
REFPLIES Fripr In With Implament
g 1873 1271 1tem In Fulure
955 16. YWas a8 comparison of operations of the
current versus the prior year presented in
a tabular form fo explain those faclors
perlinent to the Company s DUSINEsSs 12% 3% __68% _17%
756 {a) It not presented in tabular farm,
was il presented: 499,
— narralive on a consolidated basis )
. L . 2%
— narrative by division or subsidiary . -
_24%

— not presenied
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