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SECURITIES AND EXCHANGE COHNISSION 
Washington, D: C. 20549 

SECURITIES ACT OF 1933 
Release No. 5520/August 14, 1974 

SECURITIES EXCHANGE ACT OF 1934 
Release No. 10961/August 14, 1974 

-- ~CCOUNTING SERIES RELEASE 
Release No. 159/August 14. 1974 

NonCE OF ADOPTION OF AHEND~IENTS TO GUIDE 22 OF THE 
GUIDES FOR PREPARATION AND FILING OF REG~STRATION 
STATE~IENTS UNDER THE SECURITIES ACT OF 1933 AND 
ADOPTION OF GUIDE 1 OF THE GUIDES FOR PREPARATION 
AND FILING OF REPORTS AND REGISTRATION STATEMENTS 
UNDER TilE SECURITIES EXCHANGE ACT OF 1934 
(Textual Analysis of Summary of Earnings or 
Operations) 

Effective Date: September 30. 1974_ 

The Securities and Exchange Commission today authorized the adoption of 
amendments to Guide 22, "Summary of Earnings_." of the Guides fo;r 
Preparation and Filing of Registration Statements under the Securitie-s 
Act of 1933 ("Securities Act"). The Commission also authorized the 
adoption of Guide 1, "Summary of Qperations ," o-f Guides for Preparation 
and Filing of Reports and Registration Statements under the Securities 
Exchange Act of 1934 ("Exchange Act"). These Guides are not rules of 
the Commission nor are they published as bearing the Commission's 
official_ approval; they represent policies and practices followed by the 
Commission's Division of Corporation Finance and, in this instance, the 
Commission's Office- of the Chief A~countant in administering the dis- , 
Closure requirements of the federal securities laws. The proposals to 
amend GUide 22 under the Securities Act and adopt Guide 1 under the 
Exchange Act were originally published for comment on December 19, 1972 
(Securities Act Release No. 5342) and then were reissued in revised for,m 
for additional comment on December 12, 1973 (Securities Ace Release No. 
5442). These Guides will require disclosure to clarify and explain the 
financial information called for by the Su~~ary of Earnings and Statement 
of Income items of certain f01~s under the Securities Act and similar 
summaries required by certain forms under the _E~change Act. 
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The relevant forms under the Securities Act provide in part that, in 
addition'to the columnar presentation of summary financial data, 
registrants must supply informntion of material significance to 
investors in appraising the results shm,n. Securities Act Guide 22, 
as amended, indicates the type of supplementary information needed to 
explain periodic changes in financial data included in the Summary of 
Earnings. In order to apply disclosure standards similar to those 
required by Securities Act Guide 22, as amended, to filings under tpa 
Exchange Act, the ne\~ Exchange Act Guide 1 is adopted . 

In issuing the Guides for additional comment in December 1973, the 
CommisSion pOinted out that it has long recognized the need for 
narrative explanation of financial statements. Over the years the 
rules under the various securities acts have b'een amended a number 
of times to require additional narrative disclosure of complex 
financial transactions. Securities Act Guide 22 and Exchange Act 
Guide I require an explanation of the Summary of Earnings and Summary 
of Operations 'to enable investors to appraise the quality of earnings. 
Investors should understand the -extent to ~}hich a,.,counting change s, as 

,well as changes in bUSiness activity, have affected the comparability 
of year-to-y,ear data and should be in a pOSition to assess the source 
and probability of recurrence of net income (or loss). Thus, whenever 
there are material changes in the amount and source of revenues and 
expenses, including tax expenses, or change's in accounting principles 
or methods or their application that have a material effect on net 
income, an appropriate analysis and explanation is required. In 
addition, this analysis should include a di~cussion of material facts, 
whether favorable or unfavorable, required to be disclosed or disclosed 
in the prospectus, registration statement, or report which in the opinion 
of management may make historical operations or earnings as reported in 
the summary of earnings not indicative of current or future operations 
or earnings. 

Some commentators on the revised Guides felt that the s.tandards for 
determining materiality were too inclusive a~d that items that were not 
material would sti~l fall within the percentage test set forth in the 
Guides. The Guides, as adopted, provide that if in management's opinion 
an explanation of a change is ' not necessary to an understanding of the 
:;ummary of earnings even though the change meets the percentage tests 
set forth in the Guides, the issuer should furnish the Division as 
supplemental information', a "ritten statement' of the reasons for such 
opinion. On the other hand, if the issuer believes an explanation of a 
change is necessary to an understanding of the slDllffiary" it should be given 
notwithstanding the fact that the change does not meet such percentage tests . 
For example, if sales and net earnings increased only.2% in the most recent 
period after having increased by 10% or more in previous periods an 
explanation of the 27. change would be appropriate. ' Also in response to 
comments, the Guides as finally adopted limit the issuer's explanation of 
material periodic revenue and expense item changes to changes beginning 
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after the third most recent fiscal year 'of the Summary of Earnings (Sum,nary 
of Operations) and provide that this, explanation of nlaterial periodic change s 
in revenues and expenses be included in a section captioned "Nnaagement's 
Discussion and Analysis of the Sum!uary of Earnings" im:nediately following 
the Summary of Earnings (Swmnary of Operations), 

A number of commentators also objected to the requirement that management 
discuss facts that would indicate that historical earnings were not 
indicative of' present and future earnings, Difficulty in deciding what 
"facts" "ould have to be included and in presenting forward looking 
information were cited, These comments have been taken into consideration 
in revising the Guides; which as adopted require discussion of only 
material facts required to be disclosed or disclosed in the relevant docu­
ment which, in management's opinion, may make historical operations or . 
earnings not indicative of current or future operations or earnings. The 
discussion called for would be in broad terms only; no specific quantitative 
estimates or projections would be required. Commentators -also raised the 

-· question whether the Guide calls for disclosure relating to anticipated· . 
changes in the trend of earnings or in absolute numbers. Depending on the 
facts and circumstan~es, discus~ion of mat~rial facts indicating changes 
in either absolute amounts or in trends would be required. 

It should be noted that the disclosures proposed would be in addition to 
"Information as to Lines of Business" called for by Item 9(b) of Form S-l 
and Item S(b)(l) of Form S- 7 under the Securities Act and similar dis­
closure required by Item l(c)(l) of Forms 10 and 10-K under the Exchange 
Act. 

The text of Securities Act Guide 22 is set forth below, 
the existing guide underlined and deletions bracketed. 
1 is also set forth below. 

* * * 
Guide 22 Summary of Earnings 

I 
• 

with changes from 
Exchange Act Guide 

(Note: This Guide applies to the items of the registration forms under 
t~ct that provide for a Su~mary of Earnings, Statement of Income, 
Summary Financial D~ ta, or Condensed Financial lnfornlation, i.e., Forms 
S-l, S-7, S-8, S-9, S-ll and 5-14). 

(a) The content of the Summary of Earnings is specifi~d in general in the 
instructions to the pertinent items of the form. The necessity of dis­
clOSing items in addition to those specified in such instructions will 
depend upon the circumstances. These instructions cannot', of course, cover 
all situations which may arise nor is it practicable. to set forth a Guide­
line dealing specifically with all possible situations. {~e~eK~6teR€e-ef 

anY-lInllAtltli - eon!! i E ions-efieetinl;- tke-l'~el"'ieEy-ef- E}le 
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~FeseRtat'eR-aRd-tRe-Reeessity-~e.-tRe-'RelHsieR_e£_aR-a8aitieRa~-~Fevi9H6 
~e£iea-6ReHI6-ee-€eR6i8eFea~T . 

(b) To enable investors to understand and evaluate material periodic 
changes in the v?.rious items of the summC11"'\' of C!arninp:s, {I separntel V captioned 
section (entitled ";'lnn",:ement's Djsctlssion ,",nd Analvsis of the Summ<lrv of 
Enrnine.s") ir:-:mediatel,· follo\· .. inc: such summary should ·include a statement 
explaining ([) material cllonees from neriod to period in the amounts of the 
items of revenues Flnd cxnenses, ."1nd (2) ch[~nQcs in accounting principles or 
practices or in the method of tlwir appliclltion that have a material effect 
on net income as report-ed. The ourpose of this statement is to nroyide 
investors Hith mananement's analysis of the financial data included in the 
summary throu<;h a discussion of the causes of material changes in the items 
of the summary and of disclosure of " the dollar llmount of C'ach such change 
and the effect of e,~ch such change on the reported resu) ts for the appl icable 
periods. This discussion is necessary to enable investors to comaare periodic. 
results of operations and to assess the source and probability of recurrence 
of earnings (losses). The analysis should include a discussion of materidl 
facts, ,,,hether favorable or unfavorable, reouired to be disclosed or dis­
closed in the prospectus .!hich, in the opinion of management, mav make his­
torical operations or earnings as reported in the summary of earnings not 
indicative of current or future ooerations or. earnings. 

(c) In general, the discussion of material periodic cilanges should be limited 
to: (1) the latest interim period presented and the comparable interim period 
in the immediately preceding ,fiscal vear; (2) the most recent fiscal year pre­
sented and the fiscal year immediately preceding it; and (3) the second most 
recent fiscal year pres~nted and" the fiscal " year immediately preced;ng it. 
There·may be circumstances, however, under ",hich an explanation of revenue 
or expense item changes between tHO or more of the earli~r periods of the 
five year summary mav be material to an understanding of the summary. Further, 

"to better explain revenue and exuense item changes for ~nterim periods it mav 
be necessary to give an analysis of changes betHeen consecutive fiscal quarters. 

(d) 'fuile it is not feasible to specify all subjects which should be covered 
in the discussion and analysis of the summary, ·the following are examples 
which registrants s'hould consider in making disclosure: 

1. Material changes in product mix or in the relative 
profitability of lines of business;" 

. 
2. Material ch"an!!es in advertising, research, dev'elopment, 

product introduction or other discretionary costs; 

3. The acquisiti':'n or disposition of n material asset other 
than in the ordinarY course of business; " • 

4. Material and unusual " char"~s or gains, incloding credits or 
charccs associated with (Iiscontinu~tinn of operations; 
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5: }Iaterinl r.han/!es in a~~llmption~' undp.rlying defp.rred 
costs and thc pIon for amortization of such costs; 

6. Haterial chnnees in assumed investment return and in 
actuarial assumptions used to calculate contributions 
to pension funds; and 

7. The closing of a material facility or material. inter­
ruption of business or contPletion of a material contract. 

(e) The textual analysis should be presented in a manner that will best 
communicate the Significant elements necessary to a clear understanding 
by the investor of the financial results. Favorable as .. ell as unfavor­
able trends and changes should be discussed. Tables and charts may be 
used where aporoprinte. A mechnnistic aoproach to this nnnlysis I~hich 
uses boiler plate or compliance jargoo should be avoided~ 

Cf) For purposes of this Guide discussion of a change in an item of 
revenue or exeen!:., gLnerall)' is ~e9uired Hhen 11n item reqUired to be set 
forth in the summary or disclosed pursuant.to Rule 12-16 of Regulation 
s-x increased or decreased by more than 107. as compared to the pr!£E 
period (but only if such prior period is presented), and increased or 
decreased by !!lore thnn 2% of the average net in~9n:.e::-.07r:"";".::;l=0.::s.::s,--____ --.,._ 
for the most recent three years oresented. In calculating average net 

. income, loss vears should be excluded. If losses were incurred in each 
of the !'lost recent yeo3rs, the average loss shall be used. for purp')ses of 
this test. Should the issuer be of the opinion that an explanation "f a 

.changp. is not necessAr.y to an understanding of the summary even though 
the chAnge meets the foregOing standards, the issuer sh11ll furnish the 
Division, as supplemp.ntal information, a written statement of the reasons 
for the omission. 

Note: If an income statement in the form prescribed by Regulation 
s-x is used in lieu of the summary, then' the discussion 
should cover the period to period changes in revenue and 
expense items required by such Regulation. 

(g) NotWithstanding the fact that a change in an item of revenue ~r expense 
does not meet the standards set forth in paragranh Cf), it should be dis­
cussed if the issuer b(>lieves an explanation of such a change is necessarY 
to an understanding of the summary. 

(h) ~nlen the text of the prospectus contains a discussion of factors in­
dicating a (aR-aeve£sa) material change in operating results, whether 
favorablt· or unfavorable subsequent to the latest period included in the 
summary of operations, the (6H~a£y) management discussion and analysis 
should call attention to the change (iR-a-neaeR9Ee-9£-a-£99ER9te) and 
refer to the place in the prospcctus where it is discussed. 

* 1< 1< 
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Guide 1 Sum:nary of Operations 

(a) The content of the summa~ of operations is specified in general in 
the instructions to the pertinent it<.>ms of Forms 10 and 10-K. The 
necessity of disclosing items in addition to those specified in such 
instructions will depend upon the circumstances. These instructions 
cannot, of course, cover all situations "hich may arise nor is it 
practicable to set forth a Guideline dealing specifically with all 
possible situations. . 

(b) To enable investprs to understand and evaluate material periodic 
changes in the various items of the summary of operations, a separately 
captioned section (entitled "Hanagement's Discussion and Analysis of The 
Summary of Operations") iDlluediately follo\>ing such summary should include 
a statement explaining (1) material changes from period to period in the 
amounts of the items of revenues and expenses, and (2) changes in account~ 
ing principles or practices or in the method of their application that 
have a material effect on net i~come as reported. The'purpose of this 
statement is to provide investors with management's analysis of the 
financial data included in the summary through a discussion of the causes 
of material 'changes in the items of the summary and of disclosure of the 
dollar amount of each such change and the effect of each · such change on 
the reported results. for the applicable periods. This discussion is 
necessary to enable investors to compare periodiC results of operations 
and to assess the source and probability of recurrence of earnings 
Closses). The analysis should i.nelude a discussion of material facts, 
whether favorable or unfavorable, required to be disclosed or disclosed 
in the registration statement or report which, in the opinion of manage­
ment, may make historical operations or earnings as reported in the 
summary of operations not indicative of current or future operations or 

: earnings. 

(c) In general, "the discussion of material periodic changes should be 
limited to: (1) the latest interim period presented and the comparable 
interim period in the immediately preceding fiscal year; (2) the most 
recent fiscal year presented and the fiscal year immediately preceding 
it; and ("3) the second most recent fiscal year presented and the fiscal 
year immediately preceding it. There may be circumstances, however, 
under which an explanation of revenue or ex'pense item changes between 
two or more of the earlier periods of the five year summary may be 
material to an understanding of the summary. Further, to better 
explain revenue and expense item changes for interim periods it may be 
necessary to give an analysis of changes betwecn consecutive fiscal 
quarters. • 

(d) While it is not feasible to specify all subject.s which.sJlOuld be 
covered in the .discussion and analysis of the summary, the following are 
examples which rcgistrants should consider in making disclosure: 
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1. Material changes in product mix or in the re.lative 
" profitability of lines of business; 

2. Material changes in ~dvertising, research, development, 
product introduction or other discretionary costs; 

3. The acquisition or disposition of a material asset 
other than in the ordinary course of business; 

4. Material and unusual charges or gains, including 
credits or c11~rges associated with discontinuation of 
operations; 

5. ~!aterial changes in assumptions, underlying deferred 
costs and the plan for amortization of such costs; 

6. Material changes in assumed investment return and in 
actuarial assumptions used to calculate contributions 
to pension funds; and 

7. " The closing of a material facility or material inter­
ruption of business .or completion of a material contract. 

(e) The textual analysis should be presented in a manner that will best 
communicate the significant elements necessary to a clear understanding 
by the investor of the financial re"sults. Favorable as , well as unfavorable 
trends and changes should be discussed. Tables and charts may be used 
where appropriate. A mechanistic approach ,to this analysis which uses 
boileF plate or compliance jargon should be avoided. 

(f) For purposes of this Guide discussion of a change in an item of 
revenue or expense generally is required when an item required to be 
set forth in the summa"ry or disclosed pursuant to Rule 12-16 of Regulation 
S-X increased or decreased by more than 107. as compared to the prior 
period (but only if such prior period is presented), and increased or 
decreased by more than 2% of the average net income or loss 
for the most recen!> ' three years presented,. In calculating average net 
income, loss years should be e,xcluded. If losses were incurrcd in each 
of the most recent years, the average loss shall be used for purposes 
of this test. Should the issuer be of the "opinion that an explanation 
of a change is not necessaty to an understariding of the summary even though 
the change meets the, foregoing standards, the issuer shall furnish the 
Division, as supplemental information, a written statement of the reasons 
for the omission. ' . 

Note: If an income statement in the form prescribed by Regulation 
S-X is used in lieu of the summary, then "the discussion 
should covcr the period to period changes in 'revenue and 
expense items required by ~uch Regulation. 



· j 

J 

& 

) 

8; 33-5520 

(g) Not'~ithst.:lnding the fact that a change in an item of revenue or 
expense does not meet the standards s e t forth in paragraph (f), it should 
be discussed if the issuer believes an explanation of such a change is 
necessary to an understanding of the summary. 

(h) ~~en the text of the registration statement or report contains a 
discussion of factors indicating a material change in operating resu.l ts, 

. whether favorable or unfavorable, subs equent to the latest period 
included in the summary of operations, the management discussion and 
analysis should call attention to the change and refer to the place in 
the registra~ion statement or report where it is discussed. 

* * * 
The Commission has authorized the adoption of Guide 22 and Guide 1 pursuant 
to authority in Sections 6, 7, 10 and 19(a) of the Securities Act, as 
amended, and Sections 12, 1~ 15(d) and 23(a) of the Exchange Act, as amended. 
The amendments '~ill be effective .september 30, 1974 and will apply to 
registration statements under the Securities Act and to reports and 
registratio~ statements under the Exchange Act filed on or 'after that 
date, but not to such registration statements . and reports· filed before . 
that date. 

By the Commission. 

•. 

George·A. Fitzsimmons 
Secretary 


