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revenues, net income before extraor-
dinary items and net income of any in-
terim periods excluded from or in-
cluded more than once in results of op-
erations as a result of such recasting.

(c) Bank Holding Company Act: Reg-
istrants shall not consolidate any sub-
sidiary or group of subsidiaries of a
registrant subject to the Bank Holding
Company Act of 1956 as amended as to
which (1) a decision requiring divesti-
ture has been made, or (2) there is sub-
stantial likelihood that divestiture
will be necessary in order to comply
with provisions of the Bank Holding
Company Act.

(d) Foreign subsidiaries: Due consider-
ation shall be given to the propriety of
consolidating with domestic corpora-
tions foreign subsidiaries which are op-
erated under political, economic or
currency restrictions. If consolidated,
disclosure should be made as to the ef-
fect, insofar as this can reasonably be
determined, of foreign exchange re-
strictions upon the consolidated finan-
cial position and operating results of
the registrant and its subsidiaries.

[51 FR 17330, May 12, 1986]

§ 210.3A–03 Statement as to principles
of consolidation or combination fol-
lowed.

(a) A brief description of the prin-
ciples followed in consolidating or
combining the separate financial state-
ments, including the principles fol-
lowed in determining the inclusion or
exclusion of (1) subsidiaries in consoli-
dated or combined financial state-
ments and (2) companies in consoli-
dated or combined financial state-
ments, shall be stated in the notes to
the respective financial statements.

(b) As to each consolidated financial
statement and as to each combined fi-
nancial statement, if there has been a
change in the persons included or ex-
cluded in the corresponding statement
for the preceding fiscal period filed
with the Commission which has a ma-
terial effect on the financial state-
ments, the persons included and the
persons excluded shall be disclosed. If
there have been any changes in the re-
spective fiscal periods of the persons
included made during the periods of the
report which have a material effect on
the financial statements, indicate

clearly such changes and the manner of
treatment.

[37 FR 14597, July 21, 1972. Redesignated at 45
FR 63687, Sept. 25, 1980, and 46 FR 56179, Nov.
16, 1981]

§ 210.3A–04 Intercompany items and
transactions.

In general, there shall be eliminated
intercompany items and transactions
between persons included in the (a)
consolidated financial statements
being filed and, as appropriate, (b) un-
realized intercompany profits and
losses on transactions between persons
for which financial statements are
being filed and persons the investment
in which is presented in such state-
ments by the equity method. If such
eliminations are not made, a statement
of the reasons and the methods of
treatment shall be made.

[37 FR 14597, July 21, 1972. Redesignated at 46
FR 56179, Nov. 16, 1981]

§ 210.3A–05 Special requirements as to
public utility holding companies.

There shall be shown in the consoli-
dated balance sheet of a public utility
holding company the difference be-
tween the amount at which the par-
ent’s investment is carried and the un-
derlying book equity of subsidiaries as
at the respective dates of acquisition.

[37 FR 14597, July 21, 1972. Redesignated at 45
FR 63687, Sept. 25, 1980, and 46 FR 56179, Nov.
16, 1981]

RULES OF GENERAL APPLICATION

SOURCE: Sections 210.4–01 to 210.4–10 appear
at 45 FR 63669, Sept. 25, 1980, unless other-
wise noted.

§ 210.4–01 Form, order, and termi-
nology.

(a) Financial statements should be
filed in such form and order, and
should use such generally accepted ter-
minology, as will best indicate their
significance and character in the light
of the provisions applicable thereto.
The information required with respect
to any statement shall be furnished as
a minimum requirement to which shall
be added such further material infor-
mation as is necessary to make the re-
quired statements, in the light of the
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circumstances under which they are
made, not misleading.

(1) Financial statements filed with
the Commission which are not prepared
in accordance with generally accepted
accounting principles will be presumed
to be misleading or inaccurate, despite
footnote or other disclosures, unless
the Commission has otherwise pro-
vided. This article and other articles of
Regulation S–X provide clarification of
certain disclosures which must be in-
cluded in any event, in financial state-
ments filed with the Commission.

(2) In all filings of foreign private
issuers (see § 230.405 of this chapter), ex-
cept as stated otherwise in the applica-
ble form, the financial statements may
be prepared according to a comprehen-
sive body of accounting principles
other than those generally accepted in
the United States if a reconciliation to
United States generally accepted ac-
counting principles and the provisions
of Regulation S–X of the type specified
in Item 18 of Form 20–F (§ 249.220f of
this chapter) is also filed as part of the
financial statements. Alternatively,
the financial statements may be pre-
pared according to United States gen-
erally accepted accounting principles.

(b) All money amounts required to be
shown in financial statements may be
expressed in whole dollars or multiples
thereof, as appropriate: Provided, That,
when stated in other than whole dol-
lars, an indication to that effect is in-
serted immediately beneath the cap-
tion of the statement or schedule, at
the top of the money columns, or at an
appropriate point in narrative mate-
rial.

(c) Negative amounts (red figures)
shall be shown in a manner which
clearly distinguishes the negative at-
tribute. When determining methods of
display, consideration should be given

to the limitations of reproduction and
microfilming processes.

(Secs. 6, 7, 8, 10, 19(a), 48 Stat. 78, 79, 81, 85;
secs. 205, 209, 48 Stat. 906, 908; sec. 301, 54
Stat. 857; sec. 8, 68 Stat. 685; sec. 1, 79 Stat.
1051; sec. 308(a)(2), 90 Stat. 57; secs. 12, 13,
15(d), 23(a), 48 Stat. 892, 894, 895, 901; secs. 1,
3, 8, 49 Stat. 1375, 1377, 1379; sec. 203(a), 49
Stat. 704; sec. 202, 68 Stat. 686; secs. 3, 4, 6, 78
Stat. 565–568, 569, 570–574; secs. 1, 2, 82 Stat.
454; sec. 28(c), 84 Stat. 1435; secs. 1, 2, 84 Stat.
1497; sec. 105(b), 88 Stat. 1503; secs. 8, 9, 10, 18,
89 Stat. 117, 118, 119, 155; sec. 308(b), 90 Stat.
57; secs. 202, 203, 204, 91 Stat. 1494, 1498, 1499,
1500; secs. 8 30, 31(c), 38(a), 54 Stat. 803, 836,
838, 841; 74 Stat. 201; 84 Stat. 1415; 15 U.S.C.
77f, 77g, 77h, 77j, 77s(a), 78l, 78m, 78o(d),
78w(a), 80a–8, 80a–29, 80a–30(c), 80a–37(a))

[45 FR 63669, Sept. 25, 1980, as amended at 47
FR 54767, Dec. 6, 1982]

§ 210.4–02 Items not material.
If the amount which would otherwise

be required to be shown with respect to
any item is not material, it need not be
separately set forth. The combination
of insignificant amounts is permitted.

§ 210.4–03 Inapplicable captions and
omission of unrequired or inappli-
cable financial statements.

(a) No caption should be shown in
any financial statement as to which
the items and conditions are not
present.

(b) Financial statements not required
or inapplicable because the required
matter is not present need not be filed.

(c) The reasons for the omission of
any required financial statements shall
be indicated.

§ 210.4–04 Omission of substantially
identical notes.

If a note covering substantially the
same subject matter is required with
respect to two or more financial state-
ments relating to the same or affili-
ated persons, for which separate sets of
notes are presented, the required infor-
mation may be shown in a note to only
one of such statements: Provided, That
a clear and specific reference thereto is
made in each of the other statements
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with respect to which the note is re-
quired.

§ § 210.4–05—210.04–06 [Reserved]

§ 210.4–07 Discount on shares.

Discount on shares, or any
unamortized balance thereof, shall be
shown separately as a deduction from
the applicable account(s) as cir-
cumstances require.

§ 210.4–08 General notes to financial
statements.

If applicable to the person for which
the financial statements are filed, the
following shall be set forth on the face
of the appropriate statement or in ap-
propriately captioned notes. The infor-
mation shall be provided for each
statement required to be filed, except
that the information required by para-
graphs (b), (c), (d), (e) and (f) shall be
provided as of the most recent audited
balance sheet being filed and for para-
graph (j) as specified therein. When
specific statements are presented sepa-
rately, the pertinent notes shall ac-
company such statements unless cross-
referencing is appropriate.

(a) Principles of consolidation or com-
bination. With regard to consolidated or
combined financial statements, refer to
§§ 210.3A–01 to 3A–08 for requirements
for supplemental information in notes
to the financial statements.

(b) Assets subject to lien. Assets mort-
gaged, pledged, or otherwise subject to
lien, and the approximate amounts
thereof, shall be designated and the ob-
ligations collateralized briefly identi-
fied.

(c) Defaults. The facts and amounts
concerning any default in principal, in-
terest, sinking fund, or redemption
provisions with respect to any issue of
securities or credit agreements, or any
breach of covenant of a related inden-
ture or agreement, which default or
breach existed at the date of the most
recent balance sheet being filed and
which has not been subsequently cured,
shall be stated in the notes to the fi-
nancial statements. If a default or
breach exists but acceleration of the
obligation has been waived for a stated
period of time beyond the date of the
most recent balance sheet being filed,

state the amount of the obligation and
the period of the waiver.

(d) Preferred shares. (1) Aggregate
preferences on involuntary liquidation,
if other than par or stated value, shall
be shown parenthetically in the equity
section of the balance sheet.

(2) Disclosure shall be made of any
restriction upon retained earnings that
arises from the fact that upon involun-
tary liquidation the aggregate pref-
erences of the preferred shares exceeds
the par or stated value of such shares.

(e) Restrictions which limit the payment
of dividends by the registrant. (1) De-
scribe the most significant restric-
tions, other than as reported under
paragraph (d) of this section, on the
payment of dividends by the registrant,
indicating their sources, their perti-
nent provisions, and the amount of re-
tained earnings or net income re-
stricted or free of restrictions.

(2) Disclose the amount of consoli-
dated retained earnings which rep-
resents undistributed earnings of 50
percent or less owned persons ac-
counted for by the equity method.

(3) The disclosures in paragraphs
(e)(3) (i) and (ii) in this section shall be
provided when the restricted net assets
of consolidated and unconsolidated
subsidiaries and the parent’s equity in
the undistributed earnings of 50 per-
cent or less owned persons accounted
for by the equity method together ex-
ceed 25 percent of consolidated net as-
sets as of the end of the most recently
completed fiscal year. For purposes of
this test, restricted net assets of sub-
sidiaries shall mean that amount of the
registrant’s proportionate share of net
assets (after intercompany elimi-
nations) reflected in the balance sheets
of its consolidated and unconsolidated
subsidiaries as of the end of the most
recent fiscal year which may not be
transferred to the parent company in
the form of loans, advances or cash
dividends by the subsidiaries without
the consent of a third party (i.e., lend-
er, regulatory agency, foreign govern-
ment, etc.). Not all limitations on
transferability of assets are considered
to be restrictions for purposes of this
test, which considers only specific
third party restrictions on the ability
of subsidiaries to transfer funds outside
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of the entity. For example, the pres-
ence of subsidiary debt which is se-
cured by certain of the subsidiary’s as-
sets does not constitute a restriction
under this rule. However, if there are
any loan provisions prohibiting divi-
dend payments, loans or advances to
the parent by a subsidiary, these are
considered restrictions for purposes of
computing restricted net assets. When
a loan agreement requires that a sub-
sidiary maintain certain working cap-
ital, net tangible asset, or net asset
levels, or where formal compensating
arrangements exist, there is considered
to be a restriction under the rule be-
cause the lender’s intent is normally to
preclude the transfer by dividend or
otherwise of funds to the parent com-
pany. Similarly, a provision which re-
quires that a subsidiary reinvest all of
its earnings is a restriction, since this
precludes loans, advances or dividends
in the amount of such undistributed
earnings by the entity. Where restric-
tions on the amount of funds which
may be loaned or advanced differ from
the amount restricted as to transfer in
the form of cash dividends, the amount
least restrictive to the subsidiary shall
be used. Redeemable preferred stocks
(§ 210.5–02.28) and minority interests
shall be deducted in computing net as-
sets for purposes of this test.

(i) Describe the nature of any restric-
tions on the ability of consolidated
subsidiaries and unconsolidated sub-
sidiaries to transfer funds to the reg-
istrant in the form of cash dividends,
loans or advances (i.e., borrowing ar-
rangements, regulatory restraints, for-
eign government, etc.).

(ii) Disclose separately the amounts
of such restricted net assets for uncon-
solidated subsidiaries and consolidated
subsidiaries as of the end of the most
recently completed fiscal year.

(f) Significant changes in bonds, mort-
gages and similar debt. Any significant
changes in the authorized or issued
amounts of bonds, mortgages and simi-
lar debt since the date of the latest bal-
ance sheet being filed for a particular
person or group shall be stated.

(g) Summarized financial information of
subsidiaries not consolidated and 50 per-
cent or less owned persons. (1) The sum-
marized information as to assets, li-
abilities and results of operations as

detailed in § 210.1–02(bb) shall be pre-
sented in notes to the financial state-
ments on an individual or group basis
for:

(i) Subsidiaries not consolidated; or
(ii) For 50 percent or less owned per-

sons accounted for by the equity meth-
od by the registrant or by a subsidiary
of the registrant, if the criteria in
§ 210.1–02(w) for a significant subsidiary
are met:

(A) Individually by any subsidiary
not consolidated or any 50% or less
owned person; or

(B) On an aggregated basis by any
combination of such subsidiaries and
persons.

(2) Summarized financial information
shall be presented insofar as is prac-
ticable as of the same dates and for the
same periods as the audited consoli-
dated financial statements provided
and shall include the disclosures pre-
scribed by § 210.1–02(bb). Summarized
information of subsidiaries not consoli-
dated shall not be combined for disclo-
sure purposes with the summarized in-
formation of 50 percent or less owned
persons.

(h) Income tax expense. (1) Disclosure
shall be made in the income statement
or a note thereto, of (i) the components
of income (loss) before income tax ex-
pense (benefit) as either domestic or
foreign; (ii) the components of income
tax expense, including (A) taxes cur-
rently payable and (B) the net tax ef-
fects, as applicable, of timing dif-
ferences (indicate separately the
amount of the estimated tax effect of
each of the various types of timing dif-
ferences, such as depreciation, war-
ranty costs, etc., where the amount of
each such tax effect exceeds five per-
cent of the amount computed by multi-
plying the income before tax by the ap-
plicable statutory Federal income tax
rate; other differences may be com-
bined.)

NOTE: Amounts applicable to United States
Federal income taxes, to foreign income
taxes and the other income taxes shall be
stated separately for each major component.
Amounts applicable to foreign income (loss)
and amounts applicable to foreign or other
income taxes which are less than five per-
cent of the total of income before taxes or
the component of tax expense, respectively,
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need not be separately disclosed. For pur-
poses of this rule, foreign income (loss) is de-
fined as income (loss) generated from a reg-
istrant’s foreign operations, i.e., operations
that are located outside of the registrant’s
home country.

(2) Provide a reconciliation between
the amount of reported total income
tax expense (benefit) and the amount
computed by multiplying the income
(loss) before tax by the applicable stat-
utory Federal income tax rate, showing
the estimated dollar amount of each of
the underlying causes for the dif-
ference. If no individual reconciling
item amounts to more than five per-
cent of the amount computed by multi-
plying the income before tax by the ap-
plicable statutory Federal income tax
rate, and the total difference to be rec-
onciled is less than five percent of such
computed amount, no reconciliation
need be provided unless it would be sig-
nificant in appraising the trend of
earnings. Reconciling items that are
individually less than five percent of
the computed amount may be aggre-
gated in the reconciliation. The rec-
onciliation may be presented in per-
centages rather than in dollar
amounts. Where the reporting person is
a foreign entity, the income tax rate in
that person’s country of domicile
should normally be used in making the
above computation, but different rates
should not be used for subsidiaries or
other segments of a reporting entity.
When the rate used by a reporting per-
son is other than the United States
Federal corporate income tax rate, the
rate used and the basis for using such
rate shall be disclosed.

(3) Paragraphs (h) (1) and (2) of this
section shall be applied in the fol-
lowing manner to financial statements
which reflect the adoption of State-
ment of Financial Accounting Stand-
ards 109, Accounting for Income Taxes.

(i) The disclosures required by para-
graph (h)(1)(ii) of this section and by
the parenthetical instruction at the
end of paragraph (h)(1) of this section
and by the introductory sentence of
paragraph (h)(2) of this section shall
not apply.

(ii) The instructional note between
paragraphs (h) (1) and (2) of this section
and the balance of the requirements of

paragraphs (h) (1) and (2) of this section
shall continue to apply.

(i) Warrants or rights outstanding. In-
formation with respect to warrants or
rights outstanding at the date of the
related balance sheet shall be set forth
as follows:

(1) Title of issue of securities called
for by warrants or rights.

(2) Aggregate amount of securities
called for by warrants or rights out-
standing.

(3) Date from which warrants or
rights are exercisable.

(4) Price at which warrant or right is
exercisable.

(j) [Reserved]
(k) Related party transactions which

affect the financial statements. (1) Re-
lated party transactions should be
identified and the amounts stated on
the face of the balance sheet, income
statement, or statement of cash flows.

(2) In cases where separate financial
statements are presented for the reg-
istrant, certain investees, or subsidi-
aries, separate disclosure shall be made
in such statements of the amounts in
the related consolidated financial
statements which are (i) eliminated
and (ii) not eliminated. Also, any inter-
company profits or losses resulting
from transactions with related parties
and not eliminated and the effects
thereof shall be disclosed.

(l) [Reserved]
(m) Repurchase and reverse repurchase

agreements—(1) Repurchase agreements
(assets sold under agreements to repur-
chase). (i) If, as of the most recent bal-
ance sheet date, the carrying amount
(or market value, if higher than the
carrying amount or if there is no car-
rying amount) of the securities or
other assets sold under agreements to
repurchase (repurchase agreements) ex-
ceeds 10% of total assets, disclose sepa-
rately in the balance sheet the aggre-
gate amount of liabilities incurred pur-
suant to repurchase agreements includ-
ing accrued interest payable thereon.

(ii)(A) If, as of the most recent bal-
ance sheet date, the carrying amount
(or market value, if higher than the
carrying amount) of securities or other
assets sold under repurchase agree-
ments, other than securities or assets
specified in paragraph (m)(1)(ii)(B) of
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this section, exceeds 10% of total as-
sets, disclose in an appropriately cap-
tioned footnote containing a tabular
presentation, segregated as to type of
such securities or assets sold under
agreements to repurchase (e.g., U.S.
Treasury obligations, U.S. Government
agency obligations and loans), the fol-
lowing information as of the balance
sheet date for each such agreement or
group of agreements (other than agree-
ments involving securities or assets
specified in paragraph (m)(1)(ii)(B) of
this section) maturing (1) overnight; (2)
term up to 30 days; (3) term of 30 to 90
days; (4) term over 90 days and (5) de-
mand:

(i) The carrying amount and market
value of the assets sold under agree-
ment to repurchase, including accrued
interest plus any cash or other assets
on deposit under the repurchase agree-
ments; and

(ii) The repurchase liability associ-
ated with such transaction or group of
transactions and the interest rate(s)
thereon.

(B) For purposes of paragraph
(m)(1)(ii)(A) of this section only, do not
include securities or other assets for
which unrealized changes in market
value are reported in current income or
which have been obtained under re-
verse repurchase agreements.

(iii) If, as of the most recent balance
sheet date, the amount at risk under
repurchase agreements with any indi-
vidual counterparty or group of related
counterparties exceeds 10% of stock-
holders’ equity (or in the case of in-
vestment companies, net asset value),
disclose the name of each such
counterparty or group of related
counterparties, the amount at risk
with each, and the weighted average
maturity of the repurchase agreements
with each. The amount at risk under
repurchase agreements is defined as
the excess of carrying amount (or mar-
ket value, if higher than the carrying
amount or if there is no carrying
amount) of the securities or other as-
sets sold under agreement to repur-
chase, including accrued interest plus
any cash or other assets on deposit to
secure the repurchase obligation, over
the amount of the repurchase liability
(adjusted for accrued interest). (Cash
deposits in connection with repurchase

agreements shall not be reported as un-
restricted cash pursuant to rule 5–02.1.)

(2) Reverse repurchase agreements (as-
sets purchased under agreements to re-
sell). (i) If, as of the most recent bal-
ance sheet date, the aggregate carrying
amount of reverse repurchase agreements
(securities or other assets purchased
under agreements to resell) exceeds
10% of total assets: (A) Disclose sepa-
rately such amount in the balance
sheet; and (B) disclose in an appro-
priately captioned footnote: (1) The
registrant’s policy with regard to tak-
ing possession of securities or other as-
sets purchased under agreements to re-
sell; and (2) whether or not there are
any provisions to ensure that the mar-
ket value of the underlying assets re-
mains sufficient to protect the reg-
istrant in the event of default by the
counterparty and if so, the nature of
those provisions.

(ii) If, as of the most recent balance
sheet date, the amount at risk under
reverse repurchase agreements with
any individual counterparty or group
of related counterparties exceeds 10%
of stockholders’ equity (or in the case
of investment companies, net asset
value), disclose the name of each such
counterparty or group of related
counterparties, the amount at risk
with each, and the weighted average
maturity of the reverse repurchase
agreements with each. The amount at
risk under reverse repurchase agree-
ments is defined as the excess of the
carrying amount of the reverse repur-
chase agreements over the market
value of assets delivered pursuant to
the agreements by the counterparty to
the registrant (or to a third party
agent that has affirmatively agreed to
act on behalf of the registrant) and not
returned to the counterparty, exept in
exchange for their approximate market
value in a separate transaction.

(n) Accounting policies for certain de-
rivative instruments. Disclosures regard-
ing accounting policies shall include
descriptions of the accounting policies
used for derivative financial instru-
ments and derivative commodity in-
struments and the methods of applying
those policies that materially affect
the determination of financial posi-
tion, cash flows, or results of oper-
ation. This description shall include, to
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the extent material, each of the fol-
lowing items:

(1) A discussion of each method used
to account for derivative financial in-
struments and derivative commodity
instruments;

(2) The types of derivative financial
instruments and derivative commodity
instruments accounted for under each
method; (3) The criteria required to be
met for each accounting method used,
including a discussion of the criteria
required to be met for hedge or deferral
accounting and accrual or settlement
accounting (e.g., whether and how risk
reduction, correlation, designation,
and effectiveness tests are applied);

(4) The accounting method used if the
criteria specified in paragraph (n)(3) of
this section are not met;

(5) The method used to account for
terminations of derivatives designated
as hedges or derivatives used to affect
directly or indirectly the terms, fair
values, or cash flows of a designated
item;

(6) The method used to account for
derivatives when the designated item
matures, is sold, is extinguished, or is
terminated. In addition, the method
used to account for derivatives des-
ignated to an anticipated transaction,
when the anticipated transaction is no
longer likely to occur; and

(7) Where and when derivative finan-
cial instruments and derivative com-
modity instruments, and their related
gains and losses, are reported in the
statements of financial position, cash
flows, and results of operations.

INSTRUCTIONS TO PARAGRAPH (N): 1. For pur-
poses of this paragraph (n), derivative finan-
cial instruments and derivative commodity
instruments (collectively referred to as ‘‘de-
rivatives’’) are defined as follows:

(i) Derivative financial instruments have the
same meaning as defined by generally ac-
cepted accounting principles (see, e.g., Fi-
nancial Accounting Standards Board
(‘‘FASB’’), Statement of Financial Accounting
Standards No. 119, ‘‘Disclosure about Derivative
Financial Instruments and Fair Value of Finan-
cial Instruments,’’ (‘‘FAS 119’’) paragraphs 5–7,
(October 1994)), and include futures, for-
wards, swaps, options, and other financial in-
struments with similar characteristics.

(ii) Derivative commodity instruments in-
clude, to the extent such instruments are
not derivative financial instruments, com-
modity futures, commodity forwards, com-
modity swaps, commodity options, and other

commodity instruments with similar charac-
teristics that are permitted by contract or
business custom to be settled in cash or with
another financial instrument. For purposes
of this paragraph, settlement in cash in-
cludes settlement in cash of the net change
in value of the derivative commodity instru-
ment (e.g., net cash settlement based on
changes in the price of the underlying com-
modity).

2. For purposes of paragraphs (n)(2), (n)(3),
(n)(4), and (n)(7), the required disclosures
should address separately derivatives en-
tered into for trading purposes and deriva-
tives entered into for purposes other than
trading. For purposes of this paragraph, trad-
ing purposes has the same meaning as defined
by generally accepted accounting principles
(see, e.g., FAS 119, paragraph 9a (October
1994)).

3. For purposes of paragraph (n)(6), antici-
pated transactions means transactions (other
than transactions involving existing assets
or liabilities or transactions necessitated by
existing firm commitments) an enterprise
expects, but is not obligated, to carry out in
the normal course of business (see, e.g.,
FASB, Statement of Financial Accounting
Standards No. 80, ‘‘Accounting for Futures Con-
tracts,’’ paragraph 9, (August 1984)).

4. Registrants should provide disclosures
required under paragraph (n) in filings with
the Commission that include financial state-
ments of fiscal periods ending after June 15,
1997.

[45 FR 63669, Sept. 25, 1980, as amended at 46
FR 56179, Nov. 16, 1981; 50 FR 25215, June 18,
1985; 50 FR 49532, Dec. 3, 1985; 51 FR 3770, Jan.
30, 1986; 57 FR 45293, Oct. 1, 1992; 59 FR 65636,
Dec. 20, 1994; 62 FR 6063, Feb. 10, 1997]

§ 210.4–9 [Reserved]

§ 210.4–10 Financial accounting and
reporting for oil and gas producing
activities pursuant to the Federal
securities laws and the Energy Pol-
icy and Conservation Act of 1975.

This section prescribes financial ac-
counting and reporting standards for
registrants with the Commission en-
gaged in oil and gas producing activi-
ties in filings under the Federal securi-
ties laws and for the preparation of ac-
counts by persons engaged, in whole or
in part, in the production of crude oil
or natural gas in the United States,
pursuant to section 503 of the Energy
Policy and Conservation Act of 1975 (42
U.S.C. 6383) (EPCA) and section 11(c) of
the Energy Supply and Environmental
Coordination Act of 1974 (15 U.S.C. 796)
(ESECA), as amended by section 505 of
EPCA. The application of this section
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to those oil and gas producing oper-
ations of companies regulated for rate-
making purposes on an individual-com-
pany-cost-of-service basis may, how-
ever, give appropriate recognition to
differences arising because of the effect
of the ratemaking process.

Exemption. Any person exempted by the
Department of Energy from any
record-keeping or reporting require-
ments pursuant to section 11(c) of
ESECA, as amended, is similarly ex-
empted from the related provisions of
this section in the preparation of ac-
counts pursuant to EPCA. This exemp-
tion does not affect the applicability of
this section to filings pursuant to the
Federal securities laws.

DEFINITIONS

(a) Definitions. The following defini-
tions apply to the terms listed below as
they are used in this section:

(1) Oil and gas producing activities. (i)
Such activities include:

(A) The search for crude oil, includ-
ing condensate and natural gas liquids,
or natural gas (oil and gas) in their nat-
ural states and original locations.

(B) The acquisition of property rights
or properties for the purpose of further
exploration and/or for the purpose of
removing the oil or gas from existing
reservoirs on those properties.

(C) The construction, drilling and
production activities necessary to re-
trieve oil and gas from its natural res-
ervoirs, and the acquisition, construc-
tion, installation, and maintenance of
field gathering and storage systems—
including lifting the oil and gas to the
surface and gathering, treating, field
processing (as in the case of processing
gas to extract liquid hydrocarbons) and
field storage. For purposes of this sec-
tion, the oil and gas production func-
tion shall normally be regarded as ter-
minating at the outlet valve on the
lease or field storage tank; if unusual
physical or operational circumstances
exist, it may be appropriate to regard
the production functions as termi-
nating at the first point at which oil,
gas, or gas liquids are delivered to a
main pipeline, a common carrier, a re-
finery, or a marine terminal.

(ii) Oil and gas producing activities
do not include:

(A) The transporting, refining and
marketing of oil and gas.

(B) Activities relating to the produc-
tion of natural resources other than oil
and gas.

(C) The production of geothermal
steam or the extraction of hydro-
carbons as a by-product of the produc-
tion of geothermal steam or associated
geothermal resources as defined in the
Geothermal Steam Act of 1970.

(D) The extraction of hydrocarbons
from shale, tar sands, or coal.

(2) Proved oil and gas reserves. Proved
oil and gas reserves are the estimated
quantities of crude oil, natural gas, and
natural gas liquids which geological
and engineering data demonstrate with
reasonable certainty to be recoverable
in future years from known reservoirs
under existing economic and operating
conditions, i.e., prices and costs as of
the date the estimate is made. Prices
include consideration of changes in ex-
isting prices provided only by contrac-
tual arrangements, but not on esca-
lations based upon future conditions.

(i) Reservoirs are considered proved
if economic producibility is supported
by either actual production or conclu-
sive formation test. The area of a res-
ervoir considered proved includes (A)
that portion delineated by drilling and
defined by gas-oil and/or oil-water con-
tacts, if any, and (B) the immediately
adjoining portions not yet drilled, but
which can be reasonably judged as eco-
nomically productive on the basis of
available geological and engineering
data. In the absence of information on
fluid contacts, the lowest known struc-
tural occurrence of hydrocarbons con-
trols the lower proved limit of the res-
ervoir.

(ii) Reserves which can be produced
economically through application of
improved recovery techniques (such as
fluid injection) are included in the
proved classification when successful
testing by a pilot project, or the oper-
ation of an installed program in the
reservoir, provides support for the en-
gineering analysis on which the project
or program was based.

(iii) Estimates of proved reserves do
not include the following: (A) Oil that
may become available from known res-
ervoirs but is classified separately as
indicated additional reserves; (B) crude
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oil, natural gas, and natural gas liq-
uids, the recovery of which is subject
to reasonable doubt because of uncer-
tainty as to geology, reservoir charac-
teristics, or economic factors; (C) crude
oil, natural gas, and natural gas liq-
uids, that may occur in undrilled pros-
pects; and (D) crude oil, natural gas,
and natural gas liquids, that may be
recovered from oil shales, coal, gil-
sonite and other such sources.

(3) Proved developed oil and gas re-
serves. Proved developed oil and gas re-
serves are reserves that can be ex-
pected to be recovered through existing
wells with existing equipment and op-
erating methods. Additional oil and gas
expected to be obtained through the
application of fluid injection or other
improved recovery techniques for
supplementing the natural forces and
mechanisms of primary recovery
should be included as proved developed
reserves only after testing by a pilot
project or after the operation of an in-
stalled program has confirmed through
production response that increased re-
covery will be achieved.

(4) Proved undeveloped reserves.
Proved undeveloped oil and gas re-
serves are reserves that are expected to
be recovered from new wells on
undrilled acreage, or from existing
wells where a relatively major expendi-
ture is required for recompletion. Re-
serves on undrilled acreage shall be
limited to those drilling units offset-
ting productive units that are reason-
ably certain of production when
drilled. Proved reserves for other
undrilled units can be claimed only
where it can be demonstrated with cer-
tainty that there is continuity of pro-
duction from the existing productive
formation. Under no circumstances
should estimates for proved undevel-
oped reserves be attributable to any
acreage for which an application of
fluid injection or other improved re-
covery technique is contemplated, un-
less such techniques have been proved
effective by actual tests in the area
and in the same reservoir.

(5) Proved properties. Properties with
proved reserves.

(6) Unproved properties. Properties
with no proved reserves.

(7) Proved area. The part of a property
to which proved reserves have been spe-
cifically attributed.

(8) Field. An area consisting of a sin-
gle reservoir or multiple reservoirs all
grouped on or related to the same indi-
vidual geological structural feature
and/or stratigraphic condition. There
may be two or more reservoirs in a
field that are separated vertically by
intervening impervious, strata, or lat-
erally by local geologic barriers, or by
both. Reservoirs that are associated by
being in overlapping or adjacent fields
may be treated as a single or common
operational field. The geological terms
structural feature and stratigraphic con-
dition are intended to identify localized
geological features as opposed to the
broader terms of basins, trends, prov-
inces, plays, areas-of-interest, etc.

(9) Reservoir. A porous and permeable
underground formation containing a
natural accumulation of producible oil
and/or gas that is confined by imper-
meable rock or water barriers and is
individual and separate from other res-
ervoirs.

(10) Exploratory well. A well drilled to
find and produce oil or gas in an
unproved area, to find a new reservoir
in a field previously found to be pro-
ductive of oil or gas in another res-
ervoir, or to extend a known reservoir.
Generally, an exploratory well is any
well that is not a development well, a
service well, or a stratigraphic test
well as those items are defined below.

(11) Development well. A well drilled
within the proved area of an oil or gas
reservoir to the depth of a strati-
graphic horizon known to be produc-
tive.

(12) Service well. A well drilled or
completed for the purpose of sup-
porting production in an existing field.
Specific purposes of service wells in-
clude gas injection, water injection,
steam injection, air injection, salt-
water disposal, water supply for injec-
tion, observation, or injection for in-
situ combustion.

(13) Stratigraphic test well. A drilling
effort, geologically directed, to obtain
information pertaining to a specific
geologic condition. Such wells custom-
arily are drilled without the intention
of being completed for hydrocarbon
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production. This classification also in-
cludes tests identified as core tests and
all types of expendable holes related to
hydrocarbon exploration. Stratigraphic
test wells are classified as (i) explor-
atory-type, if not drilled in a proved
area, or (ii) development-type, if drilled
in a proved area.

(14) Acquisition of properties. Costs in-
curred to purchase, lease or otherwise
acquire a property, including costs of
lease bonuses and options to purchase
or lease properties, the portion of costs
applicable to minerals when land in-
cluding mineral rights is purchased in
fee, brokers’ fees, recording fees, legal
costs, and other costs incurred in ac-
quiring properties.

(15) Exploration costs. Costs incurred
in identifying areas that may warrant
examination and in examining specific
areas that are considered to have pros-
pects of containing oil and gas re-
serves, including costs of drilling ex-
ploratory wells and exploratory-type
stratigraphic test wells. Exploration
costs may be incurred both before ac-
quiring the related property (some-
times referred to in part as prospecting
costs) and after acquiring the property.
Principal types of exploration costs,
which include depreciation and appli-
cable operating costs of support equip-
ment and facilities and other costs of
exploration activities, are:

(i) Costs of topographical, geo-
graphical and geophysical studies,
rights of access to properties to con-
duct those studies, and salaries and
other expenses of geologists, geo-
physical crews, and others conducting
those studies. Collectively, these are
sometimes referred to as geological
and geophysical or G&G costs.

(ii) Costs of carrying and retaining
undeveloped properties, such as delay
rentals, ad valorem taxes on prop-
erties, legal costs for title defense, and
the maintenance of land and lease
records.

(iii) Dry hole contributions and bot-
tom hole contributions.

(iv) Costs of drilling and equipping
exploratory wells.

(v) Costs of drilling exploratory-type
stratigraphic test wells.

(16) Development costs. Costs incurred
to obtain access to proved reserves and
to provide facilities for extracting,

treating, gathering and storing the oil
and gas. More specifically, develop-
ment costs, including depreciation and
applicable operating costs of support
equipment and facilities and other
costs of development activities, are
costs incurred to:

(i) Gain access to and prepare well lo-
cations for drilling, including sur-
veying well locations for the purpose of
determining specific development drill-
ing sites, clearing ground, draining,
road building, and relocating public
roads, gas lines, and power lines, to the
extent necessary in developing the
proved reserves.

(ii) Drill and equip development
wells, development-type stratigraphic
test wells, and service wells, including
the costs of platforms and of well
equipment such as casing, tubing,
pumping equipment, and the wellhead
assembly.

(iii) Acquire, construct, and install
production facilities such as lease flow
lines, separators, treaters, heaters,
manifolds, measuring devices, and pro-
duction storage tanks, natural gas cy-
cling and processing plants, and cen-
tral utility and waste disposal systems.

(iv) Provide improved recovery sys-
tems.

(17) Production costs. (i) Costs in-
curred to operate and maintain wells
and related equipment and facilities,
including depreciation and applicable
operating costs of support equipment
and facilities and other costs of oper-
ating and maintaining those wells and
related equipment and facilities. They
become part of the cost of oil and gas
produced. Examples of production costs
(sometimes called lifting costs) are:

(A) Costs of labor to operate the
wells and related equipment and facili-
ties.

(B) Repairs and maintenance.
(C) Materials, supplies, and fuel con-

sumed and supplies utilized in oper-
ating the wells and related equipment
and facilities.

(D) Property taxes and insurance ap-
plicable to proved properties and wells
and related equipment and facilities.

(E) Severance taxes.
(ii) Some support equipment or fa-

cilities may serve two or more oil and
gas producing activities and may also
serve transportation, refining, and
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marketing activities. To the extent
that the support equipment and facili-
ties are used in oil and gas producing
activities, their depreciation and appli-
cable operating costs become explo-
ration, development or production
costs, as appropriate. Depreciation, de-
pletion, and amortization of capital-
ized acquisition, exploration, and de-
velopment costs are not production
costs but also become part of the cost
of oil and gas produced along with pro-
duction (lifting) costs identified above.

SUCCESSFUL EFFORTS METHOD

(b) A reporting entity that follows
the successful efforts method shall
comply with the accounting and finan-
cial reporting disclosure requirements
of Statement of Financial Accounting
Standards No. 19, as amended.

FULL COST METHOD

(c) Application of the full cost method
of accounting. A reporting entity that
follows the full cost method shall apply
that method to all of its operations and
to the operations of its subsidiaries, as
follows:

(1) Determination of cost centers. Cost
centers shall be established on a coun-
try-by-country basis.

(2) Costs to be capitalized. All costs as-
sociated with property acquisition, ex-
ploration, and development activities
(as defined in paragraph (a) of this sec-
tion) shall be capitalized within the ap-
propriate cost center. Any internal
costs that are capitalized shall be lim-
ited to those costs that can be directly
identified with acquisition, explo-
ration, and development activities un-
dertaken by the reporting entity for its
own account, and shall not include any
costs related to production, general
corporate overhead, or similar activi-
ties.

(3) Amortization of capitalized costs.
Capitalized costs within a cost center
shall be amortized on the unit-of-pro-
duction basis using proved oil and gas
reserves, as follows:

(i) Costs to be amortized shall in-
clude (A) all capitalized costs, less ac-
cumulated amortization, other than
the cost of properties described in para-
graph (ii) below; (B) the estimated fu-
ture expenditures (based on current
costs) to be incurred in developing

proved reserves; and (C) estimated dis-
mantlement and abandonment costs,
net of estimated salvage values.

(ii) The cost of investments in
unproved properties and major develop-
ment projects may be excluded from
capitalized costs to be amortized, sub-
ject to the following:

(A) All costs directly associated with
the acquisition and evaluation of
unproved properties may be excluded
from the amortization computation
until it is determined whether or not
proved reserves can be assigned to the
properties, subject to the following
conditions:

(1) Until such a determination is
made, the properties shall be assessed
at least annually to ascertain whether
impairment has occurred. Unevaluated
properties whose costs are individually
significant shall be assessed individ-
ually. Where it is not practicable to in-
dividually assess the amount of impair-
ment of properties for which costs are
not individually significant, such prop-
erties may be grouped for purposes of
assessing impairment. Impairment
may be estimated by applying factors
based on historical experience and
other data such as primary lease terms
of the properties, average holding peri-
ods of unproved properties, and geo-
graphic and geologic data to groupings
of individually insignificant properties
and projects. The amount of impair-
ment assessed under either of these
methods shall be added to the costs to
be amortized.

(2) The costs of drilling exploratory
dry holes shall be included in the amor-
tization base immediately upon deter-
mination that the well is dry.

(3) If geological and geophysical costs
cannot be directly associated with spe-
cific unevaluated properties, they shall
be included in the amortization base as
incurred. Upon complete evaluation of
a property, the total remaining ex-
cluded cost (net of any impairment)
shall be included in the full cost amor-
tization base.

(B) Certain costs may be excluded
from amortization when incurred in
connection with major development
projects expected to entail significant
costs to ascertain the quantities of
proved reserves attributable to the
properties under development (e.g., the

VerDate 11<MAY>2000 07:46 May 16, 2000 Jkt 190051 PO 00000 Frm 00245 Fmt 8010 Sfmt 8010 Y:\SGML\190051T.XXX pfrm07 PsN: 190051T



246

17 CFR Ch. II (4–1–00 Edition)§ 210.4–10

installation of an offshore drilling plat-
form from which development wells are
to be drilled, the installation of im-
proved recovery programs, and similar
major projects undertaken in the ex-
pectation of significant additions to
proved reserves). The amounts which
may be excluded are applicable por-
tions of (1) the costs that relate to the
major development project and have
not previously been included in the am-
ortization base, and (2) the estimated
future expenditures associated with the
development project. The excluded por-
tion of any common costs associated
with the development project should be
based, as is most appropriate in the cir-
cumstances, on a comparison of either
(i) existing proved reserves to total
proved reserves expected to be estab-
lished upon completion of the project,
or (ii) the number of wells to which
proved reserves have been assigned and
total number of wells expected to be
drilled. Such costs may be excluded
from costs to be amortized until the
earlier determination of whether addi-
tional reserves are proved or impair-
ment occurs.

(C) Excluded costs and the proved re-
serves related to such costs shall be
transferred into the amortization base
on an ongoing (well-by-well or prop-
erty-by-property) basis as the project
is evaluated and proved reserves estab-
lished or impairment determined. Once
proved reserves are established, there
is no further justification for continued
exclusion from the full cost amortiza-
tion base even if other factors prevent
immediate production or marketing.

(iii) Amortization shall be computed
on the basis of physical units, with oil
and gas converted to a common unit of
measure on the basis of their approxi-
mate relative energy content, unless
economic circumstances (related to the
effects of regulated prices) indicate
that use of units of revenue is a more
appropriate basis of computing amorti-
zation. In the latter case, amortization
shall be computed on the basis of cur-
rent gross revenues (excluding royalty
payments and net profits disburse-
ments) from production in relation to
future gross revenues, based on current
prices (including consideration of
changes in existing prices provided
only by contractual arrangements),

from estimated production of proved
oil and gas reserves. The effect of a sig-
nificant price increase during the year
on estimated future gross revenues
shall be reflected in the amortization
provision only for the period after the
price increase occurs.

(iv) In some cases it may be more ap-
propriate to depreciate natural gas cy-
cling and processing plants by a meth-
od other than the unit-of-production
method.

(v) Amortization computations shall
be made on a consolidated basis, in-
cluding investees accounted for on a
proportionate consolidation basis.
Investees accounted for on the equity
method shall be treated separately.

(4) Limitation on capitalized costs. (i)
For each cost center, capitalized costs,
less accumulated amortization and re-
lated deferred income taxes, shall not
exceed an amount (the cost center ceil-
ing) equal to the sum of:

(A) The present value of estimated
future net revenues computed by ap-
plying current prices of oil and gas re-
serves (with consideration of price
changes only to the extent provided by
contractual arrangements) to esti-
mated future production of proved oil
and gas reserves as of the date of the
latest balance sheet presented, less es-
timated future expenditures (based on
current costs) to be incurred in devel-
oping and producing the proved re-
serves computed using a discount fac-
tor of ten percent and assuming con-
tinuation of existing economic condi-
tions; plus

(B) the cost of properties not being
amortized pursuant to paragraph
(i)(3)(ii) of this section; plus

(C) the lower of cost or estimated fair
value of unproven properties included
in the costs being amortized; less

(D) income tax effects related to dif-
ferences between the book and tax
basis of the properties referred to in
paragraphs (i)(4)(i) (B) and (C) of this
section.

(ii) If unamortized costs capitalized
within a cost center, less related de-
ferred income taxes, exceed the cost
center ceiling, the excess shall be
charged to expense and separately dis-
closed during the period in which the
excess occurs. Amounts thus required
to be written off shall not be reinstated
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for any subsequent increase in the cost
center ceiling.

(5) Production costs. All costs relating
to production activities, including
workover costs incurred solely to
maintain or increase levels of produc-
tion from an existing completion inter-
val, shall be charged to expense as in-
curred.

(6) Other transactions. The provisions
of paragraph (h) of this section, ‘‘Min-
eral property conveyances and related
transactions if the successful efforts
method of accounting is followed,’’
shall apply also to those reporting en-
tities following the full cost method
except as follows:

(i) Sales and abandonments of oil and
gas properties. Sales of oil and gas prop-
erties, whether or not being amortized
currently, shall be accounted for as ad-
justments of capitalized costs, with no
gain or loss recognized, unless such ad-
justments would significantly alter the
relationship between capitalized costs
and proved reserves of oil and gas at-
tributable to a cost center. For in-
stance, a significant alteration would
not ordinarily be expected to occur for
sales involving less than 25 percent of
the reserve quantities of a given cost
center. If gain or loss is recognized on
such a sale, total capitalization costs
within the cost center shall be allo-
cated between the reserves sold and re-
serves retained on the same basis used
to compute amortization, unless there
are substantial economic differences
between the properties sold and those
retained, in which case capitalized
costs shall be allocated on the basis of
the relative fair values of the prop-
erties. Abandonments of oil and gas
properties shall be accounted for as ad-
justments of capitalized costs; that is,
the cost of abandoned properties shall
be charged to the full cost center and
amortized (subject to the limitation on
capitalized costs in paragraph (b) of
this section).

(ii) Purchases of reserves. Purchases of
oil and gas reserves in place ordinarily
shall be accounted for as additional
capitalized costs within the applicable
cost center; however, significant pur-
chases of production payments or prop-
erties with lives substantially shorter
than the composite productive life of

the cost center shall be accounted for
separately.

(iii) Partnerships, joint ventures and
drilling arrangements. (A) Except as pro-
vided in paragraph (i)(6)(i) of this sec-
tion, all consideration received from
sales or transfers of properties in con-
nection with partnerships, joint ven-
ture operations, or various other forms
of drilling arrangements involving oil
and gas exploration and development
activities (e.g., carried interest, turn-
key wells, management fees, etc.) shall
be credited to the full cost account, ex-
cept to the extent of amounts that rep-
resent reimbursement of organization,
offering, general and administrative
expenses, etc., that are identifiable
with the transaction, if such amounts
are currently incurred and charged to
expense.

(B) Where a registrant organizes and
manages a limited partnership in-
volved only in the purchase of proved
developed properties and subsequent
distribution of income from such prop-
erties, management fee income may be
recognized provided the properties in-
volved do not require aggregate devel-
opment expenditures in connection
with production of existing proved re-
serves in excess of 10% of the partner-
ship’s recorded cost of such properties.
Any income not recognized as a result
of this limitation would be credited to
the full cost account and recognized
through a lower amortization provision
as reserves are produced.

(iv) Other services. No income shall be
recognized in connection with contrac-
tual services performed (e.g. drilling,
well service, or equipment supply serv-
ices, etc.) in connection with properties
in which the registrant or an affiliate
(as defined in § 210.1–02(b)) holds an
ownership or other economic interest,
except as follows:

(A) Where the registrant acquires an
interest in the properties in connection
with the service contract, income may
be recognized to the extent the cash
consideration received exceeds the re-
lated contract costs plus the reg-
istrant’s share of costs incurred and es-
timated to be incurred in connection
with the properties. Ownership inter-
ests acquired within one year of the
date of such a contract are considered
to be acquired in connection with the
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service for purposes of applying this
rule. The amount of any guarantees or
similar arrangements undertaken as
part of this contract should be consid-
ered as part of the costs related to the
properties for purposes of applying this
rule.

(B) Where the registrant acquired an
interest in the properties at least one
year before the date of the service con-
tract through transactions unrelated
to the service contract, and that inter-
est is unaffected by the service con-
tract, income from such contract may
be recognized subject to the general
provisions for elimination of inter-
company profit under generally accept-
ed accounting principles.

(C) Notwithstanding the provisions of
paragraphs (i)(6)(iv) (A) and (B) of this
section, no income may be recognized
for contractual services performed on
behalf of investors in oil and gas pro-
ducing activities managed by the reg-
istrant or an affiliate. Furthermore, no
income may be recognized for contrac-
tual services to the extent that the
consideration received for such serv-
ices represents an interest in the un-
derlying property.

(D) Any income not recognized as a
result of these rules would be credited
to the full cost account and recognized
through a lower amortization provision
as reserves are produced.

(7) Disclosures. Reporting entities
that follow the full cost method of ac-
counting shall disclose all of the infor-
mation required by paragraph (k) of
this section, with each cost center con-
sidered as a separate geographic area,
except that reasonable groupings may
be made of cost centers that are not
significant in the aggregate. In addi-
tion:

(i) For each cost center for each year
that an income statement is required,
disclose the total amount of amortiza-
tion expense (per equivalent physical
unit of production if amortization is
computed on the basis of physical units
or per dollar of gross revenue from pro-
duction if amortization is computed on
the basis of gross revenue).

(ii) State separately on the face of
the balance sheet the aggregate of the
capitalized costs of unproved properties
and major development projects that
are excluded, in accordance with para-

graph (i)(3) of this section, from the
capitalized costs being amortized. Pro-
vide a description in the notes to the
financial statements of the current sta-
tus of the significant properties or
projects involved, including the antici-
pated timing of the inclusion of the
costs in the amortization computation.
Present a table that shows, by category
of cost, (A) the total costs excluded as
of the most recent fiscal year; and (B)
the amounts of such excluded costs, in-
curred (1) in each of the three most re-
cent fiscal years and (2) in the aggre-
gate for any earlier fiscal years in
which the costs were incurred. Cat-
egories of cost to be disclosed include
acquisition costs, exploration costs, de-
velopment costs in the case of signifi-
cant development projects and capital-
ized interest.

INCOME TAXES

(d) Income taxes. Comprehensive
interperiod income tax allocation by a
method which complies with generally
accepted accounting principles shall be
followed for intangible drilling and de-
velopment costs and other costs in-
curred that enter into the determina-
tion of taxable income and pretax ac-
counting income in different periods.

(Secs. 6, 7, 8, 10, and 19(a) (15 U.S.C. 77f, 77g,
77h, 77j, 77s) of the Securities Act of 1933;
secs. 12, 13, 15(d) and 23(a) (15 U.S.C. 78l, 78m,
78o(d), 78w), of the Securities Exchange Act
of 1934; secs. 5(b), 14, and 20(a) (15 U.S.C. 79e,
79n, 79t) of the Public Utility Holding Com-
pany Act of 1935; secs. 8, 30, 31(c) and 38(a) (15
U.S.C. 80a–8, 80a–29, 80a–30(c), 80a–37(a)) of
the Investment Company Act of 1940; sec. 503
(42 U.S.C. 6383) of the Energy Policy and Con-
servation Act of 1975; secs. 5, 6, 7, 8, 10, 19(a)
and Schedule A e(25) and (26) (15 U.S.C. 77e,
77f, 77g, 77h, 77j, 77s(a) and 77aa (25) and (26))
of the Securities Act of 1933; secs. 12, 13, 14,
15(d) and 23(a) (15 U.S.C. 78l, 78m, 78n, 78o(d),
78w(a)) of the Securities Exchange Act of
1934; secs. 5(b), 14 and 20(a) (15 U.S.C. 79e(b),
79n, 79t(a)) of the Public Utility Holding
Company Act of 1935 and sec. 503 (42 U.S.C.
6383) of the Energy Policy and Conservation
Act of 1975)

[43 FR 60405, Dec. 27, 1978, as amended at 43
FR 60417, Dec. 27, 1978; 44 FR 57036, 57038, Oct.
9, 1979; 45 FR 27749, Apr. 24, 1980. Redesig-
nated and amended at 45 FR 63669, Sept. 25,
1980; 47 FR 57913, Dec. 29, 1982; 48 FR 44200,
Sept. 28, 1983; 49 FR 18473, May 1, 1984; 57 FR
45293, Oct. 1, 1992; 61 FR 30401, June 14, 1996]
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Securities and Exchange Commission § 210.5–02

COMMERCIAL AND INDUSTRIAL
COMPANIES

§ 210.5–01 Application of §§ 210.5–01 to
210.5–04.

Sections 210.5–01 to 210.5–04 shall be
applicable to financial statements filed
for all persons except—

(a) Registered investment companies
(see §§ 210.6–01 to 210.6–10).

(b) Employee stock purchase, savings
and similar plans (see §§ 210.6A–01 to
210.6A–05).

(c) Insurance companies (see §§ 210.7–
01 to 210.7–05).

(d) Bank holding companies and
banks (see §§ 210.9–01 to 210.9–07).

(e) Brokers and dealers when filing
Form X–17A–5 [249.617] (see §§ 240.17a–5
and 240.17a–10 under the Securities Ex-
change Act of 1934).

[50 FR 49533, Dec. 3, 1985]

§ 210.5–02 Balance sheets.
The purpose of this rule is to indicate

the various line items and certain addi-
tional disclosures which, if applicable,
and except as otherwise permitted by
the Commission, should appear on the
face of the balance sheets or related
notes filed for the persons to whom
this article pertains (see § 210.4–01(a)).

ASSETS AND OTHER DEBITS

Current Assets, when appropriate

[See § 210.4–05]
1. Cash and cash items. Separate disclosure

shall be made of the cash and cash items
which are restricted as to withdrawal or
usage. The provisions of any restrictions
shall be described in a note to the financial
statements. Restrictions may include legally
restricted deposits held as compensating bal-
ances against short-term borrowing arrange-
ments, contracts entered into with others, or
company statements of intention with re-
gard to particular deposits; however, time
deposits and short-term certificates of de-
posit are not generally included in legally
restricted deposits. In cases where compen-
sating balance arrangements exist but are
not agreements which legally restrict the
use of cash amounts shown on the balance
sheet, describe in the notes to the financial
statements these arrangements and the
amount involved, if determinable, for the
most recent audited balance sheet required
and for any subsequent unaudited balance
sheet required in the notes to the financial
statements. Compensating balances that are
maintained under an agreement to assure fu-

ture credit availability shall be disclosed in
the notes to the financial statements along
with the amount and terms of such agree-
ment.

2. Marketable securities. The accounting and
disclosure requirements for current market-
able equity securities are specified by gen-
erally accepted accounting principles. With
respect to all other current marketable secu-
rities, state, parenthetically or otherwise,
the basis of determining the aggregate
amount shown in the balance sheet, along
with the alternatives of the aggregate cost
or the aggregate market value at the balance
sheet date.

3. Accounts and notes receivable. (a) State
separately amounts receivable from (1) cus-
tomers (trade); (2) related parties (see § 210.4–
08(k)); (3) underwriters, promoters, and em-
ployees (other than related parties) which
arose in other than the ordinary course of
business; and (4) others.

(b) If the aggregate amount of notes receiv-
able exceeds 10 percent of the aggregate
amount of receivables, the above informa-
tion shall be set forth separately, in the bal-
ance sheet or in a note thereto, for accounts
receivable and notes receivable.

(c) If receivables include amounts due
under long-term contracts (see § 210.5–
02.6(d)), state separately in the balance sheet
or in a note to the financial statements the
following amounts:

(1) Balances billed but not paid by cus-
tomers under retainage provisions in con-
tracts.

(2) Amounts representing the recognized
sales value of performance and such amounts
that had not been billed and were not
billable to customers at the date of the bal-
ance sheet. Include a general description of
the prerequisites for billing.

(3) Billed or unbilled amounts representing
claims or other similar items subject to un-
certainty concerning their determination or
ultimate realization. Include a description of
the nature and status of the principal items
comprising such amount.

(4) With respect to (1) through (3) above,
also state the amounts included in each item
which are expected to be collected after one
year. Also state, by year, if practicable,
when the amounts of retainage (see (1)
above) are expected to be collected.

4. Allowances for doubtful accounts and notes
receivable. The amount is to be set forth sep-
arately in the balance sheet or in a note
thereto.

5. Unearned income.
6. Inventories. (a) State separately in the

balance sheet or in a note thereto, if prac-
ticable, the amounts of major classes of in-
ventory such as: (1) Finished goods; (2)
inventoried costs relating to long-term con-
tracts or programs (see (d) below and § 210.4–
05); (3) work in process (see § 210.4–05); (4) raw
materials; and (5) supplies. If the method of
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