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.1 GENERAL
In 1980, the SEC adopted the first in a series of rule changes which are collectively referred to as "Integrated Disclosure." The SEC's objective for its integrated disclosure program was to develop a single, comprehensive reporting and disclosure system that may be used under both the 1933 and 1934 Securities Acts, including annual and quarterly reports to security holders. The need for such a uniform system primarily arose because two separate and distinct disclosure systems had developed over the years. Consequently, financial statement periods and content of SEC-mandated nonfinancial statement disclosures varied considerably among SEC filings.
In developing its integrated


 

disclosure

 

system, the SEC sought to enhance the role of shareholder reports in the required corporate reporting under the two securities acts. The SEC's objective is for registrants to make greater use of the incorporation by reference procedures and thereby make shareholder reports the primary corporate disclosure document for securities registration and subsequent periodic reporting. To this end, the SEC adopted a series of rules which (1) developed uniform disclosure requirements for both 1933 and 1934 Act filings, including shareholder reports, (2) facilitated the use of 1934 Act periodic reports in 1933 Act registration statements, and (3) encouraged, but not required, the use of annual and quarterly shareholder reports to satisfy disclosure requirements under both the 1933 and 1934 Acts.
The principal rule changes codify within Regulations S-X and S-K a uniform set of financial statement and nonfinancial statement disclosure requirements, respectively, for both 1933 and 1934 Act filings. The major S-X and S-K disclosure requirements also extend, through operation of the 1934 Act proxy rules, to an SEC registrant's annual shareholder report. The SEC refers to those disclosure requirements which uniformly apply to SEC filings and to shareholder reports as a "Basic Information Package." The components and use of this package are further discussed below. Small business issuers should refer to the disclosure requirements set forth in Regulation S-B.
 

.2 STRUCTURE AND USE OF INTEGRATED DISCLOSURE
The basic structure of integrated disclosure is found in a Basic Information Package consisting of: 1) audited financial statements, 2) management's discussion and analysis, 3) quantitative and qualitative disclosures about market risk (added by the SEC in FRR 48), and 4) selected income and balance sheet data (Selected Financial Data).
The form and content of the Basic Information Package should be identical in annual shareholder reports and most SEC filings requiring annual financial statements. Considered in its totality, the Package captures the key financial attributes of each registrant. For that reason, the Package should be approached as a single unit and not as four discrete items. 

The Package consists of:
1. Audited Consolidated Financial Statements (See SEC 4200 for a more detailed analysis)
Regulation S-X requires financial statements for the following periods:
	Balance Sheets 
	2 years

	Statements of Income 
	3 years

	Statements of Cash Flows 
	3 years


Auditor's report and form and content of the financial statements and notes thereto governed by GAAP, GAAS and Regulation S-X
The financial statements also must analyze changes in stockholders' equity for three years either in a statement or a footnote.
2. Management's Discussion and Analysis (See SEC 4930.501 and SEC 6200 for a more detailed analysis)
Regulation S-K Item 303 requires management to discuss the registrant's consolidated financial condition, changes in financial condition and results of operations for the most recent three fiscal years. Additionally, it must provide information with respect to liquidity, capital resources and results of operations by identifying capital needs, trends, uncertainties, material changes and effects of inflation. Forward-looking information is encouraged but not required (see SEC 6200).
3. Quantitative and Qualitative Disclosures about Market Risk (See Item 305 of Regulation S-K, SEC 6900)
In 1997 the SEC adopted new rules that require disclosure of certain quantitative and qualitative information about market risk exposures, (see Regulation S-K Item 305). Small business issuers are not required to provide the quantitative and qualitative disclosures of market risk.
4. Selected Financial Data (See SEC 4220.9 and SEC 6010.22)
Regulation S-K Item 301 requires a five-year summary of Selected Financial Data. Its minimum disclosures include:
- net sales or operating revenues
- income (loss) from continuing operations
- income (loss) per share from continuing operations
- dividends per share
- total assets
- long-term obligations and redeemable preferred stock
- additional data necessary to highlight trends
The above four items of the Package are required in annual shareholder reports, proxy statements, in Form 10-K and in most 1933 Act filings. A fifth item is added to the annual shareholder report and Form 10-K and to 1933 Act filings involving the sale of common equity securities - market data for and information related to a registrant's common stock. Regulation S-K Item 201 requires the following disclosures:
- principal market(s) for common stock
- high and low quarterly sales prices during past two years
- approximate number of holders of common stock at a recent date
- frequency and amount of dividends during past two years
- brief description of restrictions on present or future ability to pay dividends
- for foreign registrants, any governmental restrictions on the export or import of capital, currency or dividend remittance restrictions, taxation of dividends to U.S. holders, and information as to ADR holdings and arrangements.
 

.21 Use of Integrated Disclosure in Form 10-K
Form 10-K consists of four parts containing the items outlined below. At the registrant's option, the information required by Parts I and II, or any portion thereof, may be supplied by incorporating the information from the annual shareholder report. The Part II disclosures outlined above (the Basic Information Package) must be identical in form and content in both the Form 10-K and the annual shareholder report (unless the summary annual reporting approach is used). The information required by Part III can be supplied by incorporating by reference from the election of directors proxy statement (or information statement), if such statement has been or will be filed within 120 days of the end of the fiscal year. Otherwise, the required data must be included in the Form 10-K filing. Reference also should be made to SEC 3130 for a more detailed analysis of the Form 10-K disclosure requirements.
	Part I 

	Item  
	SEC Controlling Regulation 

	1. Business 
	S-K Item 101

	2. Properties 
	S-K Item 102

	3. Legal Proceedings 
	S-K Item 103

	4. Submission of Matters to a Vote of Security Holders
	Form 10-K instructions to Item 4

	Part II 

	5. Market for the Registrant's Common Stock and Related Stockholder Matters
	S-K Item 201

	THE BASIC INFORMATION PACKAGE: 

	6. Selected Financial Data 
	S-K Item 301

	7. Management's Discussion and Analysis of Financial Condition and Results of Operations
	S-K Item 303

	7A. Quantitative and Qualitative Disclosures About Market Risk
	S-K Item 305

	8. Financial Statements and S-X and Supplementary Data (such as quarterly data)
	S-K Item 302

	9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure 
	S-K Item 304

	Part III  

	10. Directors and Executive Officers of the Registrant
	S-K Item 401 and 405

	11. Executive Compensation 
	S-K Item 402

	12. Security Ownership of Certain Beneficial Owners and Management
	S-K Item 403

	13. Certain Relationships and Related Transactions
	S-K Item 404

	Part IV 

	14. Exhibits, Financial Statement Schedules and Reports on instructions to Item 14 Form 8-K
	S-K Item 601 and Form 10-K


 

.22 Use of Integrated Disclosure in 1933 Act Filings
To this point, the Basic Information Package and its use in the shareholder report and Form 10-K have been outlined. The final step is convergence with 1933 Act requirements. The following chart demonstrates the uniform use of the Basic Information Package in the shareholder report and in various SEC filings.
  

	Nature of
Disclosure 
	SEC Controlling
Regulation 
	Annual 
Shareholder
Report 
	Applicable to Form

	
	
	
	10-K
	10&
S-1
	S-1
	S-3
	S-4

	Business 
	S-K Item 101 
	x
	x
	x
	(3)
	(1)
	(2)

	Properties 
	S-K Item 102 
	
	x
	x
	
	(1)
	(2)

	Legal Proceedings 
	S-K Item 103 
	
	x
	x
	
	(1)
	(2)

	Security Ownership 
	S-K Item 403 
	
	x
	x
	
	(1)
	

	Common Stock Market Data
	S-K Item 201 
	x
	x
	x
	(3)
	(1)
	(2)

	 
THE BASIC INFORMATION PACKAGE:

	Selected Financial Data
	S-K Item 301
	x
	x
	x
	(3)
	(1)
	(2)

	Management's Discussion
	S-K Item 303
	x
	x
	x
	(3)
	(1)
	(2)

	Quantitative and Qualitative Disclosures About Market Risk
	S-K Item 305
	x
	x
	x
	(3)
	(1)
	(2)

	Financial Statements and Supplementary Data
	S-X and 
S-K Item 302
	x
	x
	x
	(3)
	(1)
	(2)

	Changes in and Disagreements with Accountants on Accounting and Financial disclosure
	S-K Item 304
	x
	x
	x
	(3)
	(1)
	(2)

	 

	Directors and 
Executive Officers
	S-K Item 401
S-K Item 405
	
	x
x
	x
	
	(1)
	(2)

	Executive Compensation
	S-K Item 402
	
	x
	x
	
	(1)
	(2)

	Certain Relationships and Related Transactions
	S-K Item 404
	
	x
	x
	
	(1)
	(2)

	Exhibits, Financial Statement Schedules and Reports on 
Form 8-K
	S-X and
S-K Item 601
	
	x
	x
	
	(1)
	(2)


 
(1) The registrant's latest annual report on Form 10-K is specifically incorporated by reference into the prospectus.
(2) Information is required in the prospectus if a Form S-1 registrant and may be incorporated by reference into the prospectus for Form S-2 and S-3 companies.
(3) Information requirement may be satisfied either by delivery of latest annual shareholder report, Form 10-K or Form 10-KSB with the prospectus or by providing the required disclosures in the prospectus.
As the chart demonstrates, all documents contain the Basic Information Package. That is a designed result of integrated disclosure. Requirements of Forms 10 and S-1 also are identical. That, too, is intended since Form 10 is the initial registration form under the 1934 Act and Form S-1 serves that purpose under the 1933 Act. Small business issuers should refer to the disclosure requirements set forth in Regulation S-B.
 

.3 REGULATION S-X
Regulation S-X governs the form and content of annual financial statements not only for SEC filings but also for shareholder reports of SEC registrants. SEC deliberations leading to the Basic Information Package required a compromise between GAAP disclosures and the additional requirements of Regulation S-X (often referred to as "compliance" disclosures). This led to a general revision of Regulation S-X to balance SEC disclosure requirements with GAAP requirements.
The SEC reduced certain S-X presentation rules by eliminating requirements for: 1) footnote references from the face of the financial statements and 2) specific balance sheet details of categories such as notes receivable and fixed assets. However, the revision of S-X added a limited number of significant non-GAAP disclosures to the primary financial statements. In addition, S-X contains a number of materiality tests not required by GAAP which require separate identification of individual amounts or account balances.
The following discussion addresses those S-X rules which tend to increase the content of shareholder reports over and above required GAAP disclosures. (See SEC 4200 for a more detailed analysis of these incremental disclosure requirements.)
Significant Non-GAAP Disclosures
Required by Regulation S-X
1. Income taxes - Rule 4-08(h). Certain disclosure requirements specified by this rule are incremental to GAAP. For each year an income statement is presented, the notes to the financial statements must:
a. Segregate pre-tax book income between domestic and foreign sources.
b. Segregate both current and deferred income taxes between domestic, foreign and other. If either foreign or other income taxes are less than 5% of current or deferred taxes, they need not be disclosed. 

c. Reconcile income tax expense and that amount computed by applying the statutory income tax rate to pre-tax income (this reconciliation is a requirement of FAS 109). If no individual reconciling item amounts to more than 5% of the amount computed by multiplying the income before tax by the statutory rate, and the total difference to be reconciled is less than 5%, no reconciliation need be provided.
2. Redeemable preferred stock - Rule 5-02.28. A registrant with outstanding redeemable preferred stock must: 

a. Include under a balance sheet caption "Redeemable Preferred Stock(s)" those securities which meet the criteria of Rule 5-02.28(a). They may not be aggregated with the general heading "Stockholders Equity."
b. Present on the face of the balance sheet:
- Title of each issue
- Parenthetically, aggregate difference on involuntary liquidation if different from par or stated value
c. Indicate in a footnote captioned "Redeemable Preferred Stock(s)":
- General description of each issue
- By issue, shares authorized, issued and outstanding
- Aggregate redemption requirements for each of the next five years
- Changes in number of shares and amounts for each year an income statement is presented
- Accounting treatment for any difference between carrying value and redemption price 

3. Related Party Transactions - Rules 1-02(u) and 4-08(k).
In 1985, the SEC adopted the following changes to Regulation S-X relative to related party transactions.
(1) Rule 1-02(u) was amended to conform the definition of a related party to that in FAS 57.
(2) Portions of Rule 4-08(l) were deleted as duplicative of FAS 57. However, the Commission retained, in renumbered Rules 4-08(k) (1) and (2) of S-X, existing provisions requiring prominent disclosure of material related party transactions on the face of financial statements as well as disclosure of amounts of material related party transactions eliminated or not eliminated in the consolidated financial statements.
SEC 4220.4 discusses the staff's views on allocation of expenses and related disclosures for "carve out" entities. These views were expressed by SEC staff in SAB 55 (SEC 4940 Topic 1-B).
4. Information relating to parent companies, unconsolidated subsidiaries or 50% or less-owned persons - Rules 4-08(e) and (g).
Parent company disclosures involve (1) footnote disclosure of restrictions upon the ability of consolidated and unconsolidated subsidiaries and of 50% or less-owned persons accounted for by the equity method to transfer funds to the parent and (2) presentation in a financial statement schedule (Schedule I) of condensed parent company financial data when certain materiality criteria are met (except for bank holding companies, where the parent company financial data must be in a footnote). The footnote disclosure requirements apply to both annual shareholder reports and SEC filings. The Schedule I requirements are applicable to SEC filings only (see SEC 4510).
Disclosures relating to unconsolidated subsidiaries involve (1) footnote disclosure of summarized financial information for both annual shareholder reports and SEC filings and (2) separate financial statements of such entities (if certain materiality criteria are met) to be filed in SEC filings only (see SEC 4520).
5. Accounting policies for certain derivative instruments - Rule 4-08(n)
Disclosures regarding accounting policies shall include descriptions of the accounting policies used for derivative financial instruments and derivative commodity instruments and the methods of applying those policies that materially affect the determination of financial position, cash flows, or results of operations. This description shall include, to the extent material, each of the following items:
(1) A discussion of each method used to account for derivative financial instruments 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 designated to an anticipated transaction, when the anticipated transaction is no longer likely to occur; and
(7) Where and when derivative financial instruments and derivative commodity instruments, and their related gains and losses, are reported in the statements of financial position, cash flows, and results of operations.
S-X Materiality Tests and Other
Non-GAAP Requirements
The following listing is a summary of selected S-X rules which require disclosures that are not found explicitly in professional literature. (See also SEC 4200 for a more detailed analysis.)
Balance Sheets - Disclose:
General - Individual items classified within "other current assets," "other current liabilities," "other assets," "deferred credits" or "other liabilities" which exceed certain materiality levels shall be separately stated in the balance sheet or notes thereto.
Notes Receivable - Show separately if they represent more than 10% of aggregate receivables.
Inventories - If the LIFO method is used, disclose excess of current or replacement cost over LIFO value.
Long-Term Contracts - Disclose sales value recognized in receivables which had not been billed or were not billable to customers, estimated amounts to be billed, estimated amounts to be collected in year subsequent to latest balance sheet and progress payments (billings) netted against inventory.
Intangible Assets - Explain significant additions or deletions and disclose aggregate accumulated depreciation and amortization.
Notes Payable and Long-Term Debt - Disclose the amounts and terms of financing arrangements for both short- and long-term borrowings including portions used and not used. 

Capital Stock Accounts - Show separate balance sheet captions for nonredeemable preferred and common stock. For preferred stock with aggregate preferences on involuntary liquidation, if other than par or stated value, show such amount parenthetically.
Other Stockholders Equity - Show separate captions for additional paid-in capital and other additional capital.
Retained Earnings - Disclose undistributed earnings of unconsolidated subsidiaries and 50% or less-owned persons included in consolidated retained earnings. Disclose restrictions on the ability of consolidated and unconsolidated subsidiaries and of equity investees to transfer funds to the parent company.
Commitments and Contingent Liabilities - If applicable, include a balance sheet caption, preferably referenced to appropriate note(s).
Income Statements - Disclose:
a. Net sales of tangible products. Also show separately: 1) revenue from rentals, 2) services and 3) other sources, if any one item exceeds 10% of total revenue.
b. Consumer excise taxes included in net sales of tangible products and other revenue where such taxes equal or exceed 1% of total revenue.
c. Cost of sales and costs of other revenues classified as in a. above.
d. Selling, general and administrative expenses.
e. Interest and amortization of debt discount and expenses.
f. Where material:
Other operating costs and expenses and other general expense.
Provision for doubtful accounts and notes receivable.
Dividend and interest income with separate disclosure of amounts received from affiliates, marketable securities and other securities.
g. Non-operating income and expense items.
h. Income or loss applicable to common stock if materially different from reported net income or loss or when it is indicative of significant trends or other qualitative considerations (SAB Topic 6B).
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42000. REGISTRATION FORMS UNDER THE 1933 ACT
   The SEC adopted a revised framework for registration under the 1933 Act as part of its integrated disclosure system. An underlying concept of this system is that the form used by a registrant should depend on its following in the marketplace, its periodic reporting history, and the nature of the transaction involved. The registration and report forms under the Securities Act provide the starting point for registrants complying with integrated disclosure system. Each of the various Securities Act registration forms establishes the type and degree of disclosure required by registrants able to use the form. The three principal registration forms are S-3, the latter two being referred to as short forms.
   Form S-1, which requires the inclusion of all necessary information in the prospectus and permits no incorporation by reference, is intended to be used primarily by first-time registrants and those that have been public companies for less than three years. 
   Form S-2, which is available to registrants that meet a three-year reporting requirement and certain other criteria (see section 42200), provides for the incorporation by reference of the registrant's 1934 Act reports. In addition, registrants using this form are required to furnish certain registrant-related information to investors either by including the information in the prospectus or by delivering the annual shareholder report and subsequent interim reports to offerees with the prospectus.
   Form S-3 is available to registrants that have been subject to 1934 Act reporting requirements for at least 12 months (except for offerings of investment grade asset-backed securities (defined in section 42260) for which there is no reporting history requirement) and that meet certain market value or debt rating tests (see section 42250). The form relies principally on the registrant's 1934 Act reports and requires the incorporation by reference of the registrant-related information from these reports. Disclosure in the prospectus is generally limited to information relating to the offering. 
   The SEC adopted Rule 145 to make available the protection provided by registration under the Securities Act to persons who are offered securities in a business combination. The thrust of the rule is that an "offer," "offer to sell," or "offer for sale," or "sale" occurs when a plan or agreement is submitted to security holders upon which such holders are required to elect (on the basis of what is in substance a new investment decision) whether to accept a new or different security in exchange for their existing security. Securities issued in transactions described in the Rule may be registered on S-3.
   The SEC has adopted a similar disclosure framework applicable to foreign registrants using F-4 (see section 45000).
   In 1992, the SEC adopted an integrated disclosure system for "small business issuers" under Regulation S-B if they meet the eligibility requirements for use of those forms.
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