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What Constitutes Marketability? 
BA L A N C E sheets frequently show an 

item described as marketable securi­
ties. They are usually differentiated from 
investment securities on the theory that 
they are not only readily saleable but might 
be sold without any detriment, in its rela­
tions of stock control or operating affilia­
tions, to the company which owns them. 
Such securities are usually considered to 
represent surplus funds which are either not 
required or may not be utilized to financial 
advantage in the business. They are 
temporary investments which usually yield 
more than bank deposits, and still may be 
converted immediately into current funds, 
in the event that such funds are needed. 
For this reason the item of marketable 
securities usually appears in the balance 
sheet immediately after the cash, and in 
some instances, as evidence of their availa­
bility, is even combined with call loans. 

In so far as these general theories are con­
cerned all is smooth sailing. It is well that 
there should be a theory on which classi­
fication of items of this character is based. 
But when the accountant, whose duty it is 
to pass judgment on marketability, gets 
down to the point of specific securities, the 
task of deciding is not so simple. The 
question of marketability is quite apart 
from valuation, and has to do principally 
with the deciding whether or not the secur­
ities are properly included in the group of 
current assets. The best evidence of 
marketability is that the securities are 
listed on an exchange and traded in. Even 
inactive securities may be verified as to 
their marketability, as may unlisted secur­
ities traded in by brokers where bid and 
asked prices may be obtained. But the 
instances of supreme difficulty are those 
where securities are not listed, no bid or 
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asked prices may be obtained, and there is 
no evidence of a firm offer of purchase. 

Notwithstanding all these facts, the 
owners may be strongly insistent in their 
opinion that such securities would find 
ready purchasers if offered for sale, because 
of the advantages, to certain groups of 
financiers or industrial operators, which 
possession of the securities would carry. 
There have been cases of this kind where 
corporation officials, anxious to have secur­
ities of this character included among the 
current assets, have insisted that the sale 
of the securities would not be detrimental 
in any way to the corporation holding them 
and without any evidence to support the 
contention that the securities, if offered, 
would find a ready market. Thus it some­
times happens that the decision must de­
pend on opinion. The opinion of the 
public accountant must, of necessity, rest 
on evidence. If the evidence is not forth­
coming his only course is to follow the con­
servative line of either excluding them from 
current assets or writing into the balance 
sheet in connection with the item a story 
which leaves no doubt in the mind of the 
reader as to what the item represents. 

conduct of our practice in that city. 
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