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Reccmnendation 

February 28, 1977 

: 'nle CCmnission 

: '!he Division of Corporation Finance 

: Reccmnendatioils to the Ccmnission on Industry 
Segment Reporting mcde by the Adviso!'Y CcIIInit
tee on Corporate Disclosure . _'M~ . 

: ihat the camlission 

1) defer formal approval of the Advisory can
mittee's reccmnendations with respect to a) in
tegration of textual disclosures in Ccam; ssion 
foms with segmented disclosures required by 
SFAS No. 14 and b) presentation of segment finan
cial infomation on a quarterly basis until such 
time as the Division may conclude its considera
tion of these matters and present specific pro
posals regarding their implementation~ and 

2} initiate implementation of Recannendation 
No. 3 of the Advisory Ccmni.ttee and request 
public ccmnent regarding segment reporting for 
the railroad industry in connection with the 
request for ccmment regarding railroad industry . 
disclosure guidelines. 

ACTICN ImJt)fShD BY: In connection with the D1eJIK)rmxhlll to the Omnia
sion by the Advisory Ccmnittee regarding segment 
reporting. 

~ Advisory Ccmnittee on Corporate Disclosure has sutmitted certain 
reccmnendations to the Ccmnission in a memorarx:ium dated February 15, 1977. 
ibese reccmnendations reflect the Ccmnittee I s endorsement of the statement 
on financial reporting for segments of a business enterprise which was re
leased by the Financial Accounting Standards Board in December, 1976 ("SFAS 
No. 14n). 'Although the Division of Corporation Finance has not concluded 

, its consideration of the Ccmnittee's reccmnendations numbe~ed 1 and 2 below, 
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the Division wishes to apprise the Ccmnission of its tentative in
tentions as to these matters. Pending the sutmission of the Divi
sion t s final conclusions and proposals, it is reccmnended that the 
Ccmnission not foz:mally adopt reccmnendations 1 and 2. As explained 
more fully below, the Division proposes that reccmnendation number 3 
be implemented at this time. 

1. Integration of textual disclosures in Camdssion forms with 
segmented disclosures required by SFAS No. 14. 

'!he Division concurs with the Ccmnittee's recaillendation that 
the textual business discussion required by the Ccmnission forms 
should be integrated with the financial statement disclosure of the 
results of operations and invesbueut in productive capacity by balD
geneous geograt;nical and industry segments of the business which 
SFAS No. 14 will require. !he financial information required by 
SFAS No. 14 is mre cauplete than the line of business information 
required by the forms. '!herefore, we intend to rectilmerJd to the 
Ccmnission for publication a release which will propose for cament 
certain revisions to Forms 5-1 and 5-7 under the Securities Act 
of 1933 and Forms 10 and ID-K under the Securities Exchange Act of 
1934. !he proposed revisions would require inclusion within the 
business discussed in the reporting document of five year financial 
information by industry segment prepared pursuant to S~ No. 14 in 
lieu of the line of business information now required. Sales in
formation as to classes of similar produCts or services would still 
be required to the extent industry segments are not classified by 
product lines. 1he release would permit registrants to canpl.y 
with the proposed amendments prior to their adoption. 

~ Division also concurs with the Ccmnittee's reccmnendation 
that the textual disclosure of the enterprise I s business and the 
management analysis of the Statement of Operations be present~ by 
and focused on this segmented information. '!be Division intends 
to recaunerJd to the camdssion the publication for· cannent of pro
posed revisions to the disclosure forms and Guides 1 and 22 which 
would require this refocusing of the business discussion and the 
management I s analysis. 

It is anticipated that the above referenced releases will be 
sut:mitted to the Ccmnission in early August, 1977. 

2. Presentation of segment financial information on a quarterly 
basis. 
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1he Division has not concluded its consideration of the recal'lltm
dation made by the Advisory Ccmnittee that quarterly reports include 
segment financial information. Even if upon caupletion of its re
view, the Division does not concur with this suggestion, we intend 
to recamnend to the CCmnission concurrent with the proposals under 
reccmoendation number 1 the publication for ccmnent of a release pro
posing the amendment as a revision recxmmended by the Ccmnittee. 

3. -DevelopDeIlt on an industry basis of guidelines for disclo
sure of dollar sales and volume of each class of similar products 
or services within a segment were ~ropriate. 

'!be Division concurs with the Ccmnittee's reccamendation that 
consideration be given to the developnent of guidelines for disclo
sure of dollar sales and volume of each class of similar products 
or services within a segment. Such guidelines would set forth a 
useful product line breakdown. 

'!he Division believes that the release announcing the developnent 
of railroad industry disclosures, wich is currently before the can
mission 1/, is an appropriate point for the initial implementation 
of segment reporting. Specifically, it is proposed that" the Railroad 
Guidelines release be amended to request public caxment as to whether 
disclosure should be provided of both dollar amo1.U1t and unit volume 
of sales of each class of similar products or services within an 
industry Segment and as to what percentage of total sales is an appro
priate trigger for such disclosure. In addition, public ccmoent 
would be requested as to the most appropriate product or service line 
breakdown for displaying such sales information. 

Recaimnendation 

Based on the above, it· is recatmended that the Ccmnission: 

1. defer formal approval of the Advisory Ccmnittee I s reccmnenda
tions with respect- to a) integration of textual disclosures in Ccmnission 
forms with segmented disclosures and b) presentation of segment financial 
information on a quarterly basis tmtil such time as the Division may 

Y See memorandum to the Ccmnission fran the Division of Corporation Fi
nance and the Office of the Chief Accountant dated February 23, 1977. 
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conclude its consideration of these matters and present specific pro
posals regarding their implementation; and 

2. initiate implementation of Reccmnendation No.3 of the 
Advisory Ccmnittee and request public ccmnent regarding segment re
porting for the railroad industry in connection with the request for 
ccmnent regarding railroad industry disclosure guidelines. 
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