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not file as a smaller reporting com-
pany; and 

(B) The first interim or annual re-
porting period of the registrant’s first 
fiscal year beginning on or after De-
cember 15, 2005, provided the registrant 
files as a smaller reporting company. 

(ii) For periods prior to the effective 
dates set forth in this paragraph, both 
Statement No. 123R and Statement of 
Financial Accounting Standards No. 
123, Accounting for Stock-Based Com-
pensation (October 1995), shall be con-
sidered to be generally accepted ac-
counting 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. 

[45 FR 63669, Sept. 25, 1980, as amended at 47 
FR 54767, Dec. 6, 1982; 70 FR 20719, Apr. 21, 
2005; 73 FR 953, Jan. 4, 2008; 73 FR 1009, Jan. 
4, 2008] 

§ 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 
with respect to which the note is re-
quired. 

§§ 210.4–05—210.4–06 [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 
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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 
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 
(§ 210.5–02.27) and noncontrolling inter-
ests shall be deducted in computing net 
assets 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 
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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, 
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 
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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 
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 
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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 
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 purposes 
of this paragraph (n), derivative financial in-
struments and derivative commodity instru-
ments (collectively referred to as ‘‘deriva-
tives’’) 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 
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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; 74 FR 
18615, Apr. 23, 2009] 

§ 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 
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) 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. 

(2) Analogous reservoir. Analogous res-
ervoirs, as used in resources assess-
ments, have similar rock and fluid 
properties, reservoir conditions (depth, 
temperature, and pressure) and drive 
mechanisms, but are typically at a 
more advanced stage of development 
than the reservoir of interest and thus 
may provide concepts to assist in the 
interpretation of more limited data 
and estimation of recovery. When used 
to support proved reserves, an ‘‘analo-
gous reservoir’’ refers to a reservoir 
that shares the following characteris-
tics with the reservoir of interest: 
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