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NILES & NILES

CERTIFIED PUBLIC ACCOUNTANTS

* " 80 BROADWAY, N, ¥, Q\
33 STATE STREET, BOSTON

INTERMNAL CORRESPONDENCE

Boston, June 15, 1928,

-

wileg & Tiles,

[
[tU

Mew York, V. Y.
Gentlenen:

As you know, The Aumerican Institute of Accountants
sent out & Questionnaire regarding definition of sarred survlus,

I preswae tixt the members of thne firm of MNiles
& Nileg subnitted thneir replies and if not too much bother to
gou I weuld Zike to ascertain if ny answers wisree witl: yours, T
enciused a cary of my reply.

I realiisge tinw: some o the_queations might be

interpreted from diffsrent view points and sever-l are open to

argunent. If tazis is wing to te & vother to you nlease do not

waste wny time 0n it.

Yours truly, .




AMERICAN INSTITUTE OF ACCOUYTANTS
QUESTI ONHAIRE RE DEFINITION OF RARED URPLUS

(Plesse answer zach question "yea® or "no® wherever rossible,)

le 8hould earned surplus be restriocted to the undistributed balance of
§arninga arising from the operations of the presemt corporation?
-1

2e Or may earned surplus include, without Jualifying comment, profits
arising from the sale, in toto or in relatively large amounts, of
a company's plant asseta? No,

3 If a IOQ% owned subasidliary is dissolved and itas asseta and iiabilities
are taken over by the parent company ray its earned surplus (all of
which was earned subsequent to the date of acqyuisition of 1its stock
by the parent company) be considered to represent earned surplus of
t parent company and be included tierein without qualifying

commnt? Yes,

4, In preparing a consolidated balance sheet of a rarent corpany and
its 10Qﬂ ownied sudbsidiary, may t he surplus of the subsidiary,
sarmed prior to the date of acquisition of its stock by the parent

sampany, be considered to be a part of the consolidated earned
surplus and be included therein without qualifying comment? ¥No,

5« lay surplus arising from the sale of a corporatiorfs par~-value
stook at a premium or from the zale of stook of no par value at
an amount per share in excess of it s stated value be considered
a® sarned surplus and inoluded therein without qualifying comment?

No.

6. Is an unrestricted cesh donation made to a corporation by one of its
principal stookholders a proper credit to earned surplus? Yo,

7¢« If a corporation realizes actual profits on the purchase and
subgsequent resele of ita own stock for cash, may such profits
properly be inoluded in earned aurplus without qualifying comrent?

No.

Be May earmed surplus arising from recapitalization, created by
writing down the par or statéd value of ¢t he corporation's capital
Btock, be merged with t he earmed surplus under the title of
'Burpiul' on a published balance-sheet, without yualifying

comment? No.

9 If dificite covered by operating losses suffered by a corporation
in prior yearms have bzen wiped out by reans of = recapitalization
{not reoarganization) may the surplus actually earned since date
of recapitalization be phown, without qualificution, as the 2arned

surplus of the corporation? Yens,

10, If a corporation takes up on 1te books an appralsal of ite fixed
properties which 18 in excess of the formsr book values, should the
depreciation on the rnew values be ciarged entirely against the
year's operations and thence into surplus? ¥o,



il.

12,

13.

14,

15.

16,

17«

18,

19.

Or ia it proper for a corporation to ocharue depreciation on
appreciation against the capital gurplus orising from apprecistion
and 0 sharge against the sarned surplus osnly the depreclation
on the old book 7alues, =zither by muking the charge dircctly to
oap 1t 21 surplus and ssxned surplus, respectlively, in the filrst
instwnoe, or by charzing the antire provision asainst szarned
aurplus with concurrent transfers from sarned surnlus to oapital
surplus of the dapreciation taken on the apprecimtion? Yes,

If tie agreement covering tle issue of praferred stock by a
gorporation provides for the setting aside annually out of zarnings
ot Marsh lat of cach yeor, of a stlpulated sinking-fund provision,
is it necesadary to qualify the gorned surplus account on a
December 31st balance-sheet with reaspect to -he vrovision to be
made on Margh lst of the sucgceeding yeur? Yes,.

Should surplus appropriated for the retirement of rreferred stock
under the provisions of 2 preferred-stock agreement be considered
as permanently appropriated until the entire issue of preferred
atook has been retired? No.

Is the gain arising from the cangellation of an open account payablse
By the parent o0 E?ny A proper credit to sarned surplus by L's
subsidiary? ¥o account is owed parent cormany by subsidiary).

If an appraisal of {ixed assets hzs bsen token up on the books of &
gorporation and if the appralsed values have heen fully depreci-
ated by charges to operations from year to year, is 1t sound
acoounting procedure after tls full deprecistion has been ovrovided,
to tranafer the swrplus arising from appreciati m from capital

aurplus to earned surplus? Yes,

In the event a bond issue is retivred is 1t sound accounting procedure
to charge off the discoumnt unamortized at date of retirement against
a surplus arising from an sppralsal of the company's fixed assets?
Yo.

If, in a plan of recapitalization, a bond isaue 18 retired and a
capital surplus 1e sreated by reducing the par or stated value of
a gorporationts gapitel stock, is 1t sound accounting procedure
for the corporamtion to write off the discount unamortized at date
of retipement aminst s cupitsl surplus created by reduoing the
par or astatzd value of the stook? No.

Is it sound ascocourting procadure to write off tie unamortized dise
gount on bonds atill ocutstuording against cepital surplus oreated
by writing down the par or atated velue of the corporation's
capital stcck, in order to relieve future earnings of the annual

anortization charge? Ho.

In preparing a btalenc:=sheet, is8 it sound accounting procedure to
show losses from operations as n charge against cepitcl surplus
and to carry forward the net rfigure =s capit=l surplus in stoting
the opening surplus cn the balance~aheet prepared at the end of
the sucgeeding yenr? No,



20. Would it be sound socounting crocedure for o corporation to write
of f gooxdwill or other intangible zssets by charzing them off
agninst a surplus arising tfrom the =ppraisal of vhe oompany's
fixed »ronsrticsa? Yes.

21, 8hould 21l dividends declared be conaidered to he payable out of
sarned surplus, unless definitely stipulated otherwise in the
declaratory reaclution? Yes.

22+ Should dividends declared by a subsidiary out of the earnings acoumnu=
lated by the subsidiary prior to the date of ita acquisit fon by
the holding company be added to the samed surplus of ¢ '8
held ing company? No.

23, 3hould dividends declared, "payable out of the surplus of the
gorporation® without any definite designation of the surplus
out of whioh they are psyable, in excess of the balance in
earnesd surplus be shown to produce a deflcit? No,

244 Or may such dividends, if declared in excess of the valance in
garned surplus, be shown on the balance-sheet as a deduotion
from all types of surplus combined? No.

25+ If dividerds are to be shown on the tvalance~shest as a deduction
from all types of surplus corbined, saould not the board of
directors of the corporation take appropriate action to
designate the specifio surplus accounts fram which the
dividends are t0 be gonsidered to have been paysble, in order
to parmit of the proper segregation of the balances in the
3everal surplus accounts as of the veginning of tne following
yeaxr? Yes. :

Jigned= Richard W. 3pald ing.



New York, July 12, 1928.
Nilea % Niles,
5% 3tate Strest,
Boston 9, Maas.

Gentlemans:

Your letter of the 1lth instant has been receivad.
¥hile we presume that Mr. Beaton advised you that he was leaving
for Bay Cxiy, Michigan, we are enclosing herewith a copy of his
lattor to us of the 1lth instant, advieing us of that faot. PFPleans
advise if you knew he was going and, 1f 30, why Miss Rusaell d4id

not write us about the matter.

Refarring to ¥r. 3palding's letter of June 16th and
to ours of the 18th regarding the questionnaire of the American
Inatitute of Agcountants, we have just been advlsed by Mesasrs. Hornse

and Wood as followss

Mr., Home writea: "I have not replied to the guestionnaire -
Many of the questiona require a further

gtatement of circumstances hefore a 'yes!
or '‘no' anawer 1s justified."

Mr, ¥ood writes: "I have not replised to the questionnaire for
the same reason as atated above."
¥e think that, in addition to the reason assigned
above, both Mr. Horne and Mr., ¥ood were very busy and did not feel
like ziving the time to studying the matter befors anawering the

nuestionasa.

Youras truly,

(6, G

HaN-B
Ine. 1.



AMERICAN INSTITUTE OF ACCOUNTANTS

SpeciaL CoMMITTEE oN DEFINITION OF EARNED SURPLUS

May 9, 1928.

To THE MEMBERS AND ASSOCIATES OF THE
AMERICAN [NSTITUTE OF ACCOUNTANTS:

GGENTLEMEN:

The report of the special committee on the definition of earned surplus to the Councit
of the Institute, under date of September 10, 1927, contained the recommendation that it
be empowered to prepare and submit in the near future to our members a questionnaire,
designed to cover the principal questions that arise with respect to the proper accounting
treatment of transactions affecting surplus accounts, It was intended that this questionnaire
should constitute a preliminary step looking toward the promulgation by the Institute of an
official statement with respect to approved procedures and forms of presentation of the different
types of surplus.

At a meeting of the Council of the Institute held on September 19, 1927, it was resolved
that the report of the special committee on the definition of earned surplus be accepted and
that the recommendations which it contained be adopted.

Acting upon the authority conveyed by this resolution, your committee has proceeded
with the preparation of a questionnaire containing certain questions designed to clarify many
problems arising in the balance-sheet presentation of surplus, with respect to which accounting
practice is by no means standardized.

The enclosed questionnaire, therefore, is submitted with the thought that a digest of
the considered opinion of the membership with respect to these questions may best serve as
the basis for official action by the Institute, with a view to securing a greater degree of standard-
ization and uniformity in the treatment of these problems by the members of our profession.

May we request, therefore, that we receive your active codperation in this undertaking
and that you fill out and return the enclosed questionnaire at your earliest convenience.

Special Commitiee on Definition of Earned Surplus,

ARTHUR ANDERSEN, Chairman,
Grorce D. Buisr,

F. A. R. Mac Fapoen.

Please address reply to
Arthur Andersen, Chairman
Special Committee
American Institute of Accountants
111 W. Monroe Street,
Chicago, Hlinois.



IO,

I1.

12.

AMERICAN INSTITUTE OF ACCOUNTANTS

Questionnaire Re Definition of Earned Surplus
{Please answer each question “yes” or “no’”” wherever possible.)

Should earned surplus be restricted to the undistributed balance of earnings arising from the operations
of the present corporation?. ... ...

Or may earned surplus inciude, without qualifying comment, profits arising from the sale, in toto or in
relatively large amounts, of a company’s plant assets?............c......

If a 100%, owned subsidiary 1s dissolved and its assets and liabilities are taken over by the parent company
may its earned surplus (all of which was earned subsequent to the date of acquisition of its stock by
the parent company) be considered to represent earned surplus of the parent company and be included
therein without qualifying comment?. ... ..

In preparing a consolidated balance-sheet of a parent company and its 100% owned subsidiary, may the
surplus of the subsidiary, earned prior to the date of acquisition of its stock by the parent company, be

considered to be a part of the consolidated earned surplus and be included therein without qualifying
comment?. ...

May surplus arising from the sale of a corporation’s par-value stock at a premium or from the sale of
stock of no par value at an amount per share in excess of its stated value be considered as earned surplus
and included therein without qualifying comment? ...

Is an uarestricted cash donation made to a corporation by one of its principal stockholders a proper
credit to earned surplus?....cooooceee

If a corporation realizes actual profits on the purchase and subsequent resale of its own stock for cash,
may such profits properly be included in earned surplus without qualifying comment?

May earned surplus arising from recapitalization, created by writing down the par or stated value of
the corporation’s capital stock, be merged with the earned surplus under the title of “Surplus” on a

If deficits covered by operating losses suffered by a corporation in prior years have been wiped out by
means of a recapitalization (not reorganization) may the surplus actually earned since date of recap-
italization be shown, without qualification, as the earned surplus of the corporation?.

If a corporation takes up on its books an appraisal of its fixed properties which is in excess of the former
book values, shouid the depreciation on the new values be charged entirely against the year’s opera-
tions and thence into surplus?...................

Or is it proper for a corporation to charge depreciation on appreciation against the capital surplus arising
from appreciation and to charge against the earned surplus only the depreciation on the old book
values, either by making the charges directly to capital surplus and earned surplus, respectively, in
the first instance, or by charging the entire provision against earned surplus with concurrent

If the agreement covering the issue of preferred stock by a corporation provides for the setting aside
annually out of earnings on March 1st of each year, of a stipulated sinking-fund provision, is it neces-
sary to qualify the earned surplus account on a December 31st balance-sheet with respect to the
provisioh to be made on March 1st of the succeeding year?......____



13.

14.

5.

16,

17.

18.

19.

20,

21.

22.

23.

24.

2.

I
i
¥

Should surplus appropriated for the retirement of preferred stock under the provisions of a preferred-
stock agreement be considered as permanently appropriated until the entire issue of preferred stock
has been retired?..................

Is the gain arising from the cancellation of an open account payable by the parent company a proper
credit to earned surplus by the subsidiary?......... ..

If an appraisal of fixed assets has been taken up on the bocks of a corporation and if the appraised
values have been fully depreciated by charges to operations from year to year, is it sound accounting
procedure after the full depreciation has been provided, to transfer the surplus arising from appreciation

In the event a bond issue is retired is it sound accounting procedure to charge off the discount unamor-
tized at date of retirement against a surplus arising from an appraisal of the company's fixed assets?

If, in a plan of recapitalization, .a bond issue is retired and a capital surplus is-created by reducing the
par or stated value of a corporation’s capital stock, 1s it sound accounting procedure for the corporation
to write off the discount unamortized at date of retirement against the capital surplus created by re-
ducing the par or stated value of the stock?...............

Is it sound accounting procedure to write off the unamortized discount on bonds still outstanding against
capital surplus created by writing down the par or stated value of the corporation’s capital stock,

In preparing a balance-sheet, is it sound accounting procedure to show losses from operations as a charge
against capital surplus and to carry forward the net figure as capital surplus in stating the opening
surplus on the balance-sheet prepared at the end of the succeeding year!....................

Would it be sound accounting procedure for a corporation to write off goodwill or other intangible assets
by charging them off against a surplus arising from the appraisal of the company’s fixed properties?

Should all dividen’ds declared be considercd to be payable out of earned surplus, unless definitely stipu-

Should dividends declared by a subsidiary out of the earnings accumulated by the subsidiary prior to the
" date of its acquisition by the holding company be added to the earned surplus of the holding company?

Should dividends declared, “payable out of the surplus of the corporation’ without any definite designa-
tion of the surplus out of which they are payable, in excess of the balance in earned surplus be shown to
" produce a deficie? oo SRR N e

If dividends are to be shown on the balance-sheet as a deduction from all types of surplus combined,
should not the board of directors of the corporation take appropriate action to designate the specific
surplus accounts from which the dividends are to be considered to have been payable, in order to
permit of the proper segregation of the balances in the several surplus accounts as of the beginning of

Signed
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