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BEFORE THE PUBLIC SERVICE COMMISSION
OF THE STATE OF MISSOURI

DIRECT TESTIMONY OF DAN J. STREEK
ON BEHALF OF UTILICORP UNITED INC.

CASE NO.

i Q. Please state your name and business address .

2 A. My name is Dan Streek and my business address is 20 West 9th Street, Kansas City,

3 Missouri 64105 .

4 Q. By whom are you employed and in what capacity?

5 A. I am employed by UtiliCorp United Inc . ("UtiliCorp") as Vice President & Assistant

6 Controller . My primary responsibilities include UtiliCorp's accounting, financial

7 reporting, and financial planning and analysis.

8 Q . Please describe your educational background and experience.

9 A . I graduated from the University of Nevada, Las Vegas, in 1984 with a Bachelor of

10 Science in Business Administration, concentration in Accounting . I was an audit manager

1 l with Arthur Andersen LLP in Las Vegas serving Southwest Gas Corporation, Edison

12 International, and Las Vegas Valley Water District . In 1992, I accepted a position with

13 West Virginia Power, a combination utility serving approximately 50,500 customers in

14 West Virginia . West Virginia Power is a division of UCU . I served as the division's

15 controller, which included responsibilities for general ledger, accounts payable,

16 purchasing, and financial planning . In 1994, I accepted a position at UCU headquarters

17 and was responsible for external reporting . In the years since, I obtained additional

18 responsibilities, such as financial planning and consolidation .
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Do you hold a professional license?

Yes. I am a Certified Public Accountant (CPA) and licensed to practice in the state of

Nevada, Certified in Financial Management (CFM), and Certified Management

Accountant (CMA).

On whose behalf are you testifying?

I am testifying on behalf of the Joint applicants in this proceeding, UtiliCorp and St .

Joseph Light & Power Company ("SJLP") .

What is the purpose ofyour direct testimony in this proceeding?

I will discuss the required accounting treatment for the proposed merger of the Joint

Applicants . I will also discuss certain pro forma financial statements reflecting the

regulated entities ofUCU and SJLP as they will exist subsequent to the proposed merger .

What are the relevant accounting regulations and standards governing a merger or

business combination?

Under Generally Accepted Accounting Principles ("GAAP"), the accounting rules for a

business combination are prescribed in Accounting Principles Board ("APB") Opinion

No . 16, Business Combinations. The accounting treatment required for a business

combination is either the pooling-of-interests ("pooling") method or the purchase method,

depending on the facts and circumstances of the transaction. The method used is a

function of the terms of the transaction, and is not elective . In determining how to

account for a business combination, the transaction must be analyzed to see if it meets the

criteria for pooling . If all ofthe criteria for a pooling are not met, then the combination

must be accounted for by using the purchase method . Schedule DJS-1 is a copy of APB

Opinion No. 16 .
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Q.

	

Briefly, what is the difference between the pooling and the purchase methods?

2

	

A.

	

The main difference between pooling and purchase accounting is that a pooling combines

3

	

the financial position and results of operation of the companies as if they always had been

4

	

combined, while a transaction qualifying as a purchase requires the acquiring entity

5

	

(UtiliCorp in this transaction) to record the acquired entity's assets and liabilities at fair

6

	

value. The financial results of the acquired entity are included in the acquiring entity's

7

	

financial statements from closing .

8

	

Q.

	

Under GAAP, what accounting method is required for the proposed merger ofthe joint

9 applicants?

10

	

A.

	

This transaction must be accounted for as a purchase .

I 1

	

Q .

	

What is the basis for this opinion?

12

	

A.

	

I reviewed the 12 pooling criteria as outlined in APB 16 and concluded that UtiliCorp did

13

	

not meet all of the criteria, thus, mandating that this transaction be accounted for as a

14

	

purchase . In order for a transaction to be accounted for as a pooling, all 12 criteria must

15

	

be satisfied. A matrix summarizing my review of the 12 pooling requirements and my

16

	

assessment as to UtiliCorp's compliance is attached as Exhibit DJS-2 .

17

	

Q.

	

Why was the SJLP merger announced as a pooling-of-interest transaction and now is a

18

	

purchase transaction?

19

	

A.

	

OnMarch 5, 1999, this merger was announced as a pooling of interests . This initial

20

	

assessment was preliminary before a complete analysis was made from an accounting

21

	

standpoint . After further review, it was determined that the issuance ofemployee options

22

	

in November 1998 was an alteration of equity under APB 16, paragraph 47, and
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1

	

disqualified this transaction to be accounted for under pooling of interests . As a result,

2

	

the purchase method was required to be used .

3

	

Q.

	

Specifically, how will the purchase method be applied to the proposed merger of UCU

4

	

and SJLP?

5

	

A .

	

The assets and liabilities of SJLP will be stated at Fair Value . As a result of the

6

	

preliminary purchase price allocation, an intangible asset is established to reflect the

7

	

value associated with serving SJL&P's service territory, as reflected in Exhibit DJS-3 .

8

The number of shares of 8 .2 million represents the common shares outstanding at

December 31, 1998, as reflected in SJLP's 1998 annual report, plus converted stock

options that are expected to vest . The price per share is the agreed upon amount

UtiliCorp will pay for each SJLP share. The intangible asset arising from this acquisition

of $92 .8 million is amortized on a straight line basis over 40 years . The SJLP book value

is the amount shown in SJLP's 1998 annual report.

Will the accounting for this transaction be affected by the proposed business

combinations exposure draft by the financial accounting standards board (FASB)?

No. The exposure draft will only affect transactions that are initiated after the final

standard is issued, expected sometime in 2000 .

This intangible asset was calculated as follows :

In millions, except per share amounts December 31, 1998
Number of SJLP shares 8.2
Price per share $23.00
Consideration paid $188 .6
SJLP book value 95.8
Intangible asset $92 .8
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What accounting policies and procedures have been established for the merged entity?

No determination has been made as to the accounting procedures and policies to be

followed by the merged company . However, no changes in accounting policies are

anticipated that would have a significant effect on utility revenues, jurisdictional cost of

service, or rate base components .

Are you sponsoring any additional schedules?

Yes. I am sponsoring Schedule DJS-3, which shows the pro forma financial statements

of the merged company, as if the merger had been accomplished for the period presented .

Have the estimated savings resulting from the merger been reflected in the pro forma

financial statements?

No. Pro forma adjustments do not reflect the estimated savings, the costs to achieve such

savings, or transaction costs . The pro forma statements of income and retained earnings

reflect only historical information, showing how the companies would have looked had

they been combined in prior periods, and the impact of the intangible asset discussed

above.

Does this conclude your prepared direct testimony?

Yes, it does .



APB Opinion No. 16 -
Business Combinations

STATUS

Issued: August 1970

Effective Date: For business combinations initiated after October 31, 1970

Affects: Supersedes prospectively ARB 43, Chapter 5, paragraph 10
Supersedes ARB 48
Supersedes ARB 51, paragraphs 7 and 8
Supersedes APB 6, paragraphs 12(c) and 22
Supersedes APB 10, paragraph 5 and footnote 6
Amends APB 11, paragraph 49

Affected by: Paragraph 6 superseded by FAS 71
Paragraph 87 amended by FAS 96 and FAS 109
Paragraph 88 amended by FAS 38, FAS 87, FAS 96, FAS 106, and FAS 109
Paragraph 88(a) amended by FAS 135
Paragraph 88(d) superseded by FAS 121
Paragraph 89 superseded by FAS 96 and. FAS 109
Paragraph 96 amended by FAS 79
Paragraph 99 amended by FAS 10
Footnote 13 superseded by FAS 87

Other Interpretive Pronouncements : AIN-APB 16 Interpretations No. 1 through 39
FIN 4
FIN 9
FIN 21
FIN 25 Superseded by PAS 96 and FAS 109)
FTB 81-2 Superseded by FAS 96 and FAS 109)
FTB 85-5

Issues Discussed by FASB Emerging Issues Task Force (EITF)

Affects : No EITF Issues
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Interpreted by : Paragraph 43 interpreted by EITF Issue No . 90-5
Paragraph 46(b) interpreted by EITF Issue No. 95-12
Paragraph 47(b) interpreted by EITF Issues No. 85-14, 86-10, 87-15, 87-16, 87-27, 88-26, 96-8
and 97-2
Paragraph 47(c) interpreted by EITF Issues No. 87-15, 87-27 and 97-9
Paragraph 47(d) interpreted by EITF Issues No. 88-27 and Topic No. D-19
Paragraphs 67, 68, and 70, interpreted by EITF Issue No. 90-13
Paragraph 72 interpreted by EITF Issues No. 88-16 and 95-3
Paragraphs 73 and 76 interpreted by EITF Issue No. 88-16
Paragraph 74 interpreted by EITF Issues No. 88-16 and 95-19
Paragraphs 77 through 79 interpreted by EITF Issues No. 97-8 and 97-15
Paragraph 80 interpreted by EITF Issues No. 95-8 and 97-15
Paragraphs 81 through 83 interpreted by EITF Issue No. 97-15



Paragraph 86 interpreted by EITF Issue No. 95-8
Paragraph 87 interpreted by EITF Issues No . 85-41, 87-11, 90-6, 90-12, 95-3, and 98-1.
Paragraph 88 interpreted by EITF Issues No . 85-41, 88-19, 90-12, 95-3, and 98-1
Paragraph 88(h) interpreted by EITF Issue No. 85-45
Paragraph 94 interpreted by EITF Issue No . 95-19
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Related Issues : EITF Issues No. 84-22, 84-39, 85-11, 85-46, 86-9, 87-21, 90-10, 91-5, 92-9, 93-
2, 94-2, 95-7, 95-14, 95-21, 96-5, 96-7, 96-17, 96-23, 98-3 and 98-4 and Topics No . D-40 D-54
and D-59

SUMMARY

PROBLEM

1. A business combination occurs when a corporation and one or more incorporated or
unincorporated businesses are brought together into one accounting entity . The single entity
carries on the activities of the previously separate, independent enterprises .

2 . Two methods of accounting for business combinations -- "purchase" and "pooling of
interests" -- have been accepted in practice and supported in pronouncements of the Board
and its predecessor, the Committee on Accounting Procedure . The accounting treatment of a
combination may affect significantly the reported financial position and net income of the
combined corporation for prior, current, and future periods .

3 . The Director of Accounting Research of the American Institute o£ Certified Public
Accountants has published two studies on accounting for business combinations and the
related goodwill : Accounting Research Study No. 5, "A Critical Study of Accounting for
Business Combinations", by Arthur R. Wyatt and Accounting Research Study No. 10,
"Accounting for Goodwill", by George R. Catlett and Norman O. Olson.' The two studies
describe the origin and development of the purchase and pooling of interests methods of
accounting for business combinations . The studies also cite the supporting authoritative
pronouncements and their influences on accounting practices and evaluate the effects of
practices on financial reporting .

(-Accounting research studies are not pronouncements of the Board or of the Institute but
are published for the purpose of stimulating discussion on important accounting matters .

SCOPE AND EFFECT OF OPINION

4. The Board has considered the conclusions and recommendations of Accounting Research
Studies Nos. 5 and 10, the discussions of the need for and appropriateness of the two accepted
methods of accounting for business combinations, and proposals for alternative accounting
methods. It has also observed the present treatments of combinations in various forms and
under differing conditions . The Board expresses in this Opinion its conclusions on accounting
for business combinations .

5 . This Opinion covers the combination of a corporation and one or more incorporated or
unincorporated businesses; both incorporated and unincorporated enterprises are referred to
in this Opinion as companies . The conclusions of this Opinion apply equally to business



combinations in which one or more companies become subsidiary corporations, one company
transfers its net assets to another, and each company transfers its net assets to a newly
formed corporation . The acquisition of some or all of the stock held by minority stockholders
of a subsidiary is not a business combination, but paragraph 43 of this Opinion specifies the
applicable method of accounting . The term business combination in this Opinion excludes a
transfer by a corporation of its net assets to a newly formed substitute corporate entity
chartered by the existing corporation and a transfer of net assets or exchange of shares
between companies under common control (control is described in paragraph 2 of ARB No.
51), such as between a parent corporation and its subsidiary or between two subsidiary
corporations of the same parent . This Opinion does not specifically discuss the combination of
a corporation and one or more unincorporated businesses or of two or more unincorporated
businesses, but its provisions should be applied as a general guide .

7 . The conclusions of this Opinion modify previous views of the Board and its predecessor
committee . This Opinion therefore supersedes the following Accounting Research Bulletins
(ARB) and Opinions of the Accounting Principles Board (APB) :

ARB No. 43, Chapter 5, "Intangible Assets", paragraph 10
ARB No. 48, "Business Combinations"
ARB No. 51, "Consolidated Financial Statements", paragraphs 7 and 8.
APB Opinion No . 6, "Status of Accounting Research Bulletins", paragraphs 12c and 22
APB Opinion No . 10, "Omnibus Opinion -- 1966", paragraph 5

Since this Opinion supersedes those existing pronouncements, paragraph 87 of this Opinion
should be substituted for the reference to ARB No. 51 in paragraph 49 of APB Opinion No. 11.

CONCLUSIONS

8. The Board concludes that the purchase method and the pooling of interests method are
both acceptable in accounting for business combinations, although not as alternatives in
accounting for the same business combination . A business combination which meets specified
conditions requires accounting by the pooling of interests method . A new basis of accounting
is not permitted for a combination that meets the specified conditions, and the assets and
liabilities of the combining companies are combined at their recorded amounts . All other
business combinations should be accounted for as an acquisition of one or more companies by
a corporation . The cost to an acquiring corporation of an entire acquired company should be
determined by the principles of accounting for the acquisition of an asset . That cost should
then be allocated to the identifiable individual assets acquired and liabilities assumed based
on their fair values; the unallocated cost should be recorded as goodwill .

BACKGROUND

PRESENT ACCOUNTING AND ITS DEVELOPMENT

DEVELOPMENT OF TWO METHODS

DJS- 1
Page 3 of 32
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9 . Most business combinations before World War II were classified either as a "merger," the
acquisition of one company by another, or as a "consolidation," the formation of a new
corporation . Accounting for both types of combinations generally followed traditional
principles for the acquisition of assets or issuance of shares of stock. The accounting adopted
by some new corporations was viewed as a precedent for the combining of retained earnings
and of amounts of net assets recorded by predecessor corporations as retained earnings and
net assets of a new entity .

10 . Emphasis shifted after World War II from the legal form of the combination to distinctions
between "a continuance of the former ownership or a new ownership" (ARB No. 40, paragraph
1) . New ownership was accounted for as a purchase ; continuing ownership was accounted for
as a pooling of interests . Carrying forward the stockholders' equity, including retained
earnings, of the constituents became an integral part of the pooling of interests method .
Significant differences between the purchase and pooling of interests methods accepted today
are in the amounts ascribed to assets and liabilities at the time of combination and income
reported for the combined enterprise .

PURCHASE METHOD=
=-This Opinion refers to the "purchase method of accounting" for a business combination
because the term is widely used and generally understood. However, the more inclusive
terms "acquire" (to come into possession of) and "acquisition" are generally used to
describe transactions rather than the more narrow term "purchase" (to acquire by the
payment of money or its equivalent) . The broader terms clearly encompass obtaining
assets by issuing stock as well as by disbursing cash and thus avoid the confusion that
results from describing a stock transaction as a "purchase." This Opinion does not
describe a business combination accounted for by the pooling of interests method as an
"acquisition" because the meaning of the word is inconsistent with the method of
accounting .

11 . The purchase method accounts for a business combination as the acquisition of one
company by another. The acquiring corporation records at its cost the acquired assets less
liabilities assumed . A difference between the cost of an acquired company and the sum of the
fair values of tangible and identifiable intangible assets less liabilities is recorded as goodwill .
The reported income of an acquiring corporation. includes the operations of the acquired
company after acquisition, based on the cost to the acquiring corporation .

POOLING OF INTERESTS METHODZ

12. The pooling of interests method accounts for a business combination as the uniting of the
ownership interests of two or more companies by exchange of equity securities . No
acquisition is recognized because the combination is accomplished without disbursing
resources of the constituents . Ownership interests continue and the former bases of
accounting are retained . The recorded assets and liabilities of the constituents are carried
forward to the combined corporation at their recorded amounts . Income of the combined
corporation includes income of the constituents for the entire fiscal period in which the
combination occurs . The reported income of the constituents for prior periods is combined and
restated as income of the combined corporation .
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13. The original concept of pooling of interests as a fusion of equity interests was modified in
practice as use of the method expanded.3 The method was first applied in accounting for
combinations of affiliated corporations and then extended to some combinations of unrelated
corporate ownership interests of comparable size . The method was later accepted for most
business combinations in which common stock was issued . New and complex securities have
been issued in recent business combinations and some combination agreements provide for
additional securities to be issued later depending on specified events or circumstances . Most
of the resulting combinations are accounted for as poolings of interests . Some combinations
effected by both disbursing cash and issuing securities are now accounted for as a "part
purchase, part pooling ."

3 The origin, development, and application of the pooling of interests method of accounting
are traced in Accounting Research Study No. 5 and summarized in Accounting Research
Study No . 10 .

14 . Some accountants believe that the pooling of interests method is the only acceptable
method for a combination which meets the requirements for pooling . Others interpret the
existing pronouncements on accounting for business combinations to mean that a combination
which meets the criteria for a pooling of interests may alternatively be accounted for as a
purchase .

APPRAISAL OF ACCEPTED METHODS OF ACCOUNTING

15. The pooling of interests method of accounting is applied only to business combinations
effected by an exchange of stock and not to those involving primarily cash, other assets, or
liabilities . Applying the purchase method of accounting to business combinations effected by
paying cash, distributing other assets, or incurring liabilities is not challenged . Thus, those
business combinations effected primarily by an exchange of equity securities present a
question of choice between the two accounting methods .

16 . The significantly different results of applying the purchase and pooling of interests
methods of accounting to a combination effected by an exchange of stock stem from distinct
views of the nature of the transaction itself. Those who endorse the pooling of interests
method believe that an exchange of stock to effect a business combination is in substance a
transaction between the combining stockholder groups and does not involve the corporate
entities . The transaction therefore neither requires nor justifies establishing a new basis of
accountability for the assets of the combined corporation . Those who endorse the purchase
method believe that the transaction is an issue of stock by a corporation for consideration
received from those who become stockholders by the transaction . The consideration received
is established by bargaining between independent parties, and the acquiring corporation
accounts for the additional assets at their bargained -- that is, current -- values .

PURCHASE METHOD

17 . The more important arguments expressing the advantages and disadvantages of the
purchase method and some of the practical difficulties experienced in implementing it are
summarized in paragraphs 18 to 26 .
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18. AN ACQUISITION . Those who favor the purchase method of accounting believe that one
corporation acquires another company in almost every business combination. The acquisition
of one company by another and the identities of the acquiring and acquired companies are
usually obvious . Generally, one company in a business combination is clearly the dominant
and continuing entity and one or more other companies cease to control their own assets and
operations because control passes to the acquiring corporation .

19 . A BARGAINED TRANSACTION. Proponents of purchase accounting hold that a business
combination is a significant economic event which results from bargaining between
independent parties. Each party bargains on the basis of his assessment of the current status
and future prospects of each constituent as a separate enterprise and as a contributor to the
proposed combined enterprise. The agreed terms of combination recognize primarily the
bargained values and only secondarily the costs of assets and liabilities carried by the
constituents . In fact, the recorded costs are not, always known by the other bargaining party.

20. Accounting by the purchase method is essentially the same whether the business
combination is effected by distributing assets, incurring liabilities, or issuing stock because
issuing stock is considered an economic event as significant as distributing assets or incurring
liabilities . A corporation must ascertain that the consideration it receives for stock issued is
fair, just as it must ascertain that fair value is received for cash disbursed . Recipients of the
stock similarly appraise the fairness of the transaction . Thus, a business combination is a
bargained transaction regardless of the nature of the consideration .

21 . REPORTING ECONOMIC SUBSTANCE . The purchase method adheres to traditional
principles of accounting for the acquisition of assets . Those who support the purchase method
of accounting for business combinations effected by issuing stock believe that an acquiring
corporation accounts for the economic substance of the transaction by applying those
principles and by recording :

a . All assets and liabilities which comprise the bargained cost of an acquired company, not
merely those items previously shown in the financial statements of an acquired company .

b . The bargained costs of assets acquired less liabilities assumed, not the costs to a previous
owner.

c . The fair value of the consideration received for stock issued, not the equity shown in the
financial statements of an acquired company.

d . Retained earnings from its operations, not a fusion of its retained earnings and previous
earnings of an acquired company.

e . Expenses and net income after an acquisition computed on the bargained cost of acquired
assets less assumed liabilities, not on the costs to a previous owner.

22 . DEFECTS ATTRIBUTED TO PURCHASE METHOD. Applying the purchase method to
business combinations effected primarily by issuing stock may entail difficulties in measuring
the cost of an acquired company if neither the fair value of the consideration given nor the fair
value of the property acquired is clearly evident . Measuring fair values of assets acquired is
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complicated by the presence of intangible assets or other assets which do not have discernible
market prices . Goodwill and other unidentifiable intangible assets are difficult to value
directly, and measuring assets acquired for stock is easier if the fair value of the stock issued
is determinable . The excess of the value of stock issued over the sum of the fair values of the
tangible and identifiable intangible assets acquired less liabilities assumed indicates the
value of acquired unidentified intangible assets (usually called goodwill) .

23 . However, the fair value of stock issued is not always objectively determinable . A market
price may not be available for a newly issued security or for securities of a closely held
corporation . Even an available quoted market price may not always be a reliable indicator of
fair value of consideration received because the number of shares issued is relatively large,
the market for the security is thin, the stock price is volatile, or other uncertainties influence
the quoted price. Further, the determinable value o£ one security may not necessarily
indicate the fair value of another similar, but not identical, security because their differences
affect the value -- for example, the absence of registration or an agreement which restricts a
holder's ability to sell a security may significantly affect its value .

24 . Those who oppose applying the purchase method to some or most business combinations
effected by stock also challenge the theoretical merits of the method . They contend that the
goodwill acquired is stated only by coincidence at the value which would be determined by
direct valuation . The weakness is attributed not to measurement difficulties (direct valuation
of goodwill is assumed) but to the basis underlying an exchange of shares of stock .
Bargaining in that type of transaction is normally based on the market prices of the equity
securities . Market prices of the securities exchanged are more likely to be influenced by
anticipated earning capacities of the companies than by evaluations of individual assets . The
number of shares of stock issued in a business combination is thus influenced by values
attributed to goodwill of the acquirer as well as goodwill of the acquired company. Since the
terms are based on the market prices of both stocks exchanged, measuring the cost of an
acquired company by the market price of the stock issued may result in recording acquired
goodwill at more or less than its value determined directly .

25 . A related argument is that the purchase method is improper accounting for a business
combination in which a relatively large number of shares of stock is issued. because it records
the goodwill and fair values of only the acquired. company . Critics of purchase accounting say
that each group of stockholders of two publicly held and actively traded companies evaluates
the other stock, and the exchange ratio for stock issued is often predicated on relative market
values . The stockholders and management of each company evaluate the goodwill and fair
values o£ the other. Purchase accounting is thus viewed as illogical because it records
goodwill and values of only one side of the transaction . Those who support this view prefer
that assets and liabilities of both companies be combined at existing recorded amounts, but if
one side is to be stated at fair values, they believe that both sides should be recorded at fair
values .

26. Criticism of the purchase method is directed not only to the theoretical and practical
problems of measuring goodwill in combinations effected primarily by stock but also to
accounting after the combination for goodwill recorded by the purchase method . Present
accounting for goodwill, which often has an indeterminate useful life, is cited as an example of
lack of uniformity because selecting among alternative methods of accounting is discretionary .
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POOLING OF INTERESTS METHOD
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29 . The more important arguments expressing the advantages and disadvantages of the
pooling of interests method and some of the practical difficulties experienced in implementing
it are summarized in paragraphs 28 to 41.

28. VALIDITY OF THE CONCEPT. Those who support the pooling of interests method
believe that a business combination effected by issuing common stock is different from a
purchase in that no corporate assets are disbursed to stockholders and the net assets of the
issuing corporation are enlarged by the net assets of the corporation whose stockholders
accept common stock of the combined corporation . There is no newly invested capital nor
have owners withdrawn assets from the group :since the stock of a corporation is not one of its
assets . Accordingly, the net assets of the constituents remain intact but combined; the
stockholder groups remain intact but combined . Aggregate income is not changed since the
total resources are not changed. Consequently, the historical costs and earnings of the
separate corporations are appropriately combined. In a business combination effected by
exchanging stock, groups of stockholders combine their resources, talents, and risks to form a
new entity to carry on in combination the previous businesses and to continue their earnings
streams . The sharing of risks by the constituent stockholder groups is an important element
in a business combination effected by exchanging stock. By pooling equity interests, each
group continues to maintain risk elements of its former investment and they mutually
exchange risks and benefits .

29 . A pooling of interests transaction is regarded as in substance an arrangement among
stockholder groups . The fractional interests in the common enterprise are reallocated -- risks
are rearranged among the stockholder groups outside the corporate entity . A fundamental
concept of entity accounting is that a corporation is separate and distinct from its
stockholders . Elected managements represent the stockholders in bargaining to effect a
combination, but the groups of stockholders usually decide whether the proposed terms are
acceptable by voting to approve or disapprove a combination . Stockholders sometimes
disapprove a combination proposed by management, and tender offers sometimes succeed
despite the opposition of management.

30 . Each stockholder group in a pooling of interests gives up its interests in assets formerly
held but receives an interest in a portion of the assets formerly held in addition to an interest
in the assets of the other. The clearest example of this type of combination is one in which
both groups surrender their stock and receive in exchange stock of a new corporation . The
fact that one of the corporations usually issues its stock in exchange for that of the other does
not alter the substance of the transaction .

31 . CONSISTENCY WITH OTHER CONCEPTS. Proponents of pooling of interests
accounting point out that the pooling concept was developed within the boundaries of the
historical-cost system and is compatible with it . Accounting by the pooling of interests
method for business combinations arranged through the issuance of common stock is based on
existing accounting concepts and is not an occasion for revising historical costs. Both
constituents usually have elements of appreciation and of goodwill which are recognized and
offset, at least to some extent, in setting a ratio of exchange of stock . The bargaining which
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occurs usually reflects the relative earning capacities (measured by historical-cost accounts) of
the constituents and frequently recognizes the relative market values of the two stocks, which
in turn reflect earning capacity, goodwill, or other values . Accounting recognizes the
bargaining by means of the new number of shares outstanding distributed in accordance with
the bargained ratio, which has a direct effect on earnings per share after the combination .

32 . USEFULNESS OF THE CONCEPT. Those who favor the pooling of interests method of
accounting believe that the economic substance of a combination is best reflected by reporting
operations up to the date of the exchange of stock based on the same historical-cost
information used to develop the separate operating results of each constituent . Also,
informative comparison with periods prior to the business combination is facilitated by
maintaining historical costs as the basis of reporting combined operations subsequent to the
combination.

33. APPLICATION OF THE CONCEPT. It has been observed that criteria for distinguishing
between a pooling and a purchase have eroded over the years and that present interpretations
of criteria have led to abuse . However, most accountants who support the pooling concept
believe that criteria can be redefined satisfactorily to eliminate abuses . It is their view that
the pooling of interests method of accounting for business combinations is justifiable on
conceptual grounds and is a useful technique and therefore should be retained.

34 . Some proponents of pooling of interests accounting support a restriction on the difference
in size of combining interests because a significant sharing of risk cannot occur if one
combining interest is minor or because a meaningful mutual exchange does not occur if the
combination involves a relatively small number of shares . Most, however, believe that there
is no conceptual basis for a size restriction and that establishing a size restriction would
seriously impair pooling of interests accounting .

35 . DEFECTS ATTRIBUTED TO POOLING OF INTERESTS METHOD. Those who oppose
the pooling of interests method of accounting doubt that the method is supported by a concept .
In their view it has become essentially a method of accounting for an acquisition of a company
without recognizing the current costs of the assets, including goodwill, underlying the
transaction . The concept of a pooling of interests was described in general terms in the past --
for example, as a continuity of equity interests or as a combination of two or more interests of
comparable size . The descriptions tend to be contradictory. For example, accountants do not
agree on whether or not relative size is part of the pooling of interests concept. Attempts to
define the concept in terms of broad criteria for applying the method have also been
unsuccessful.

36 . Indeed, many opponents of the pooling of interests method of accounting believe that
effective criteria cannot be found . The concept of a uniting or fusing of stockholder groups on
which pooling of interests accounting is based implies a broad application of the method
because every combination effected by issuing stock rather than by disbursing cash or
incurring debt is potentially a pooling of interests unless the combination significantly
changes the relative equity interests . However, so broad an application without effective
criteria results in applying the pooling of interests method to numerous business
combinations which are clearly in economic substance the acquisition o£ one company by
another.
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37 . Some critics point out that the method was first applied to combining interests of
comparable size and that pronouncements on business combinations have never sanctioned
applying pooling of interests accounting to all or almost all business combinations effected by
exchanging stock . All pronouncements have indicated that a large disparity in the size of the
combining interests is evidence that one corporation is acquiring another .

38 . Other criteria restricting application of pooling of interests accounting, such as those
prohibiting future disposals of stock received and providing for continuity of management,
were added to the size restriction . Those criteria have, however, tended to strengthen the
view that one corporation acquires another because they are unilateral, that is, they are
applied only to the stockholders and management of the "acquired" company .

39. The most serious defect attributed to pooling of interests accounting by those who oppose
it is that it does not accurately reflect the economic substance of the business combination
transaction . They believe that the method ignores the bargaining which results in the
combination by accounting only for the amounts previously shown in accounts of the
combining companies . The acquiring corporation does not record assets and values which
usually influence the final terms of the combination agreement with consequent effects on
subsequent balance sheets and income statements. The combined earnings streams, which
are said to continue after a pooling of interests, can continue unchanged only if the cost of the
assets producing those earnings is identical for the acquiring corporation and the acquired
company . That coincidence rarely occurs because the bargaining is based on current values
and not past costs.

40. Pooling of interests accounting is also challenged because the amount of assets acquired
less liabilities assumed is recorded without regard to the number of shares of stock issued .
The result does not reflect the presumption that a corporation issues stock only for value
received and, in general, the greater the number of shares issued, the larger the consideration
to be recorded .

41. Traditional principles of accounting for acquisitions of assets encompass all business
combinations because every combination is effected by distributing assets, incurring
liabilities, issuing stock, or some blend of the three . Those who oppose the pooling of interests
method believe that a departure from the traditional principles is justified only if evidence
shows that financial statements prepared according to other principles better reflect the
economic significance of a combination . In their opinion, the characteristics of a business
combination do not justify departing from traditional principles o£ accounting to accommodate
the pooling of interests method.

OPINION

APPLICABILITY OF ACCOUNTING METHODS

42. The Board finds merit in both the purchase and pooling of interests methods of accounting
for business combinations and accepts neither method to the exclusion of the other . The
arguments in favor of the purchase method of accounting are more persuasive if cash or other
assets are distributed or liabilities are incurred to effect a combination, but arguments in
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favor of the pooling of interests method of accounting are more persuasive if voting common
stock is issued to effect a combination of common stock interests . Therefore, the Board
concludes that some business combinations should be accounted for by the purchase method
and other combinations should be accounted for by the pooling of interests method.

43. The Board also concludes that the two methods are not alternatives in accounting for the
same business combination . A single method should be applied to an entire combination ; the
practice now known as part-purchase, part-pooling is not acceptable . The acquisition after
the effective date of this Opinion of some or all o£ the stock held by minority stockholders o£ a
subsidiary -- whether acquired by the parent, the subsidiary itself, or another affiliate --
should be accounted for by the purchase method rather than by the pooling of interests
method .

44. The Board believes that accounting for business combinations will be improved
significantly by specifying the circumstances in which each method should be applied and the
procedures which should be followed in applying each method . The distinctive conditions
which require pooling of interests accounting are described in paragraphs 45 to 48, and
combinations involving all of those conditions should be accounted for as described in
paragraphs 50 to 65 . All other business combinations should be treated as the acquisition of
one company by another and accounted for by the purchase method as described in
paragraphs 66 to 96 .

45 . The pooling of interests method of accounting is intended to present as a single interest
two or more common stockholder interests which were previously independent and the
combined rights and risks represented by those interests . That method shows that
stockholder groups neither withdraw nor invest assets but in effect exchange voting common
stock in a ratio that determines their respective interests in the combined corporation . Some
business combinations have those features . A business combination which meets ALL of the
conditions specified and explained in paragraphs 46 to 48 should be accounted for by the
pooling of interests method . The conditions are classified by (1) attributes of the combining
companies, (2) manner of combining interests, and (3) absence of planned transactions .

46 . COMBINING COMPANIES. Certain attributes of combining companies indicate that
independent ownership interests are combined in their entirety to continue previously
separate operations. Combining virtually all of existing common stock interests avoids
combining only selected assets, operations, or ownership interests, any of which is more akin
to disposing of and acquiring interests than to sharing risks and rights. It also avoids
combining interests that are already related by substantial intercorporate investments .

The two conditions in this paragraph define essential attributes of combining companies .

a . Each of the combining companies is autonomous and has not been a subsidiary or division
of another corporation within two years before the plan of combination is initiated .

A plan of combination is initiated on the earlier of (1) the date that the major terms of a plan,
including the ratio of exchange of stock, are announced publicly or otherwise formally made
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known to the stockholders of any one of the combining companies or (2) the date that
stockholders of a combining company are notified in writing of an exchange offer . Therefore,
a plan of combination is often initiated even though consummation is subject to the approval
of stockholders and others .

A new company incorporated within the preceding two years meets this condition unless the
company is successor to a part of a company or to a company that is otherwise not
autonomous for this condition . A wholly owned subsidiary company which distributes voting
common stock of its parent corporation to effect the combination is also considered an
autonomous company provided the parent corporation would have met all conditions in
paragraphs 46 to 48 had the parent corporation issued its stock directly to effect the
combination .

Divestiture of assets to comply with an order of a governmental authority or judicial body
results in an exception to the terms of this condition . Either a subsidiary divested under an
order or a new company which acquires assets disposed of under an order is therefore
autonomous for this condition .

b . Each of the combining companies is independent of the other combining companies .

This condition means that at the dates the plan of combination is initiated and consummated
the combining companies hold as intercorporate investments no more than 10 percent in total
of the outstanding voting common stock of any combining company.'' For the percentage
computation, intercorporate investments exclude voting common stock that is acquired after
the date the plan of combination is initiated in exchange for the voting common stock issued
to effect the combination . Investments of 10 percent or less are explained in paragraph 47-b .

'_nn exception for common stock held on October 31, 1970 is explained in paragraph 99 .

47 . COMBINING OF INTERESTS . The combining of existing voting common stock interests
by the exchange of stock is the essence of a business combination accounted for by the pooling
of interests method . The separate stockholder interests lose their identities and all share
mutually in the combined risks and rights . Exchanges of common stock that alter relative
voting rights, that result in preferential claims to distributions of profits or assets for some
common stockholder groups, or that leave significant minority interests in combining
companies are incompatible with the idea of mutual sharing . Similarly, acquisitions of
common stock for assets or debt, reacquisitions of outstanding stock for the purpose o£
exchanging it in a business combination, and other transactions that reduce the common
stock interests are contrary to the idea of combining existing stockholder interests. The seven
conditions in,this paragraph relate to the exchange to effect the combination .

a . The combination is effected in a single transaction or is completed in accordance with a
specific plan within one year after the plan is initiated .

Altering the terms of exchange o£ stock constitutes initiation of a new plan of combination
unless earlier exchanges of stock are adjusted to the new terms .

However, an adjustment after the effective date of this Opinion in the terms of exchange
in a plan of combination initiated before and consummated after the effective date always
constitutes initiation of a new plan . The one year specified in this condition is measured,
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therefore, from the date of adjustment of terms and all other conditions are evaluated for
the new plan . (Paragraph 97 describes the application of this Opinion to a plan of
combination initiated before the effective date of this Opinion and consummated later in
accordance with the terms of exchange prevailing on the effective date .)

A business combination completed in more than one year from the date the plan is initiated
meets this condition if the delay is beyond the control of the combining companies because
proceedings of a governmental authority or litigation prevents completing the combination .

b . A corporation offers and issues only common stock with rights identical to those of the
majority of its outstanding voting common stock6 in exchange for substantially all of the
voting common stock interest of another company at the date the plan of combination is
consummated .

6 A class of stock that has voting control of a corporation is the majority class .

The plan to issue voting common stock in exchange for voting common stock may include,
within limits, provisions to distribute cash or other consideration for fractional shares, for
shares held by dissenting stockholders, and the like but may not include a pro rata
distribution of cash or other consideration .

Substantially all of the voting common stock means 90 percent or more for this condition .
That is, after the date the plan of combination is initiated, one of the combining companies
(issuing corporation) issues voting common stock in exchange for at least 90 percent of the
voting common stock of another combining company that is outstanding at the date the
combination is consummated. The number of shares exchanged therefore excludes those
shares of the combining company (1) acquired before and held by the issuing corporation and
its subsidiaries at the date the plan of combination is initiated, regardless of the form of
consideration,' (2) acquired by the issuing corporation and its subsidiaries after the date the
plan of combination is initiated other than by issuing its own voting common stock, and (3)
outstanding after the date the combination is consummated .

':an exception for common stock held on October 31, 1970 is explained in paragraph 99

AN INVESTMENT IN STOCK OF THE ISSUING CORPORATION held by a combining
company may prevent a combination from meeting this condition even though the investment
of the combining company is not more than 10 percent of the outstanding stock of the issuing
corporation (paragraph 46-b) . An investment in stock of the issuing corporation by another
combining company is the same in a mutual exchange as an investment by the issuing
corporation in stock of the other combining company -- the choice of issuing corporation is
essentially a matter of convenience . An investment in stock of the issuing corporation must
be expressed as an equivalent number of shares of the investor combining company because
the measure of percent of shares exchanged is in terms of shares of stock of the investor
company . An investment in 10 percent or less of the outstanding voting common stock of the
issuing corporation affects the measure of percent of shares exchanged in the combination as
follows :

The number of shares of voting common stock of the issuing corporation held by the
investor combining company at the date the plan is initiated plus shares it acquired after
that date are restated as an equivalent number of shares of voting common stock of the
investor combining company based on the ratio of exchange of stock in the combination .
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The equivalent number of shares is deducted from the number of shares of voting common
stock of the investor combining company exchanged for voting common stock of the issuing
corporation as part of the plan of combination .
The reduced number of shares is considered the number exchanged and is compared with
90 percent o£ the outstanding voting common stock of the investor combining company at
the date the plan is consummated to determine whether the terms of condition 47-b are
met.

Since the number of shares of voting common stock exchanged is reduced for an
intercorporate investment in voting common stock of the issuing corporation, the terms of
condition 47-b may not be met even though 90 percent or more of the outstanding common
stock of a combining company is exchanged to effect a combination .

A COMBINATION OF MORE THAN TWO COMPANIES is evaluated essentially the same as
a combination of two companies . The percent of voting common stock exchanged is measured
separately for each combining company, and condition 47-b is met if 90 percent or more of the
voting common stock of each of the several combining companies is exchanged for voting
common stock of the issuing corporation . The number of shares exchanged for stock of the
issuing corporation includes only shares exchanged by stockholders other than the several
combining companies themselves . Thus, intercorporate investments in combining companies
are included in the number of shares of stock outstanding but are excluded from the number
of shares of stock exchanged to effect the combination .

A NEW CORPORATION FORMED TO ISSUE ITS STOCK to effect the combination of two or
more companies meets condition 47-b if (1) the number of shares of each company exchanged
to effect the combination is not less than 90 percent of its voting common stock outstanding at
the date the combination is consummated and (2) condition 47-b would have been met had
any one of the combining companies issued its stock to effect the combination on essentially
the same basis .

CONDITION 47-B RELATES TO ISSUING COMMON STOCK FORTHE COMMON STOCK
INTERESTS IN ANOTHER COMPANY. Hence, a corporation issuing stock to effect the
combination may assume the debt securities of the other company or may exchange
substantially identical securities or voting common stock for other outstanding equity and
debt securities of the other combining company. An issuing corporation may also distribute
cash to holders of debt and equity securities that; either are callable or redeemable and may
retire those securities. However, the issuing corporation may exchange only voting common
stock for outstanding equity and debt securities of the other combining company that have
been issued in exchange for voting common stock of that company during a period beginning
two years preceding the date the combination is initiated .

A TRANSFER OF THE NET ASSETS OF A COMBINING COMPANY to effect a business
combination satisfies condition 47-b provided all net assets of the company at the date the
plan is consummated are transferred in exchange for stock of the issuing corporation .
However, the combining company may retain temporarily cash, receivables, or marketable
securities to settle liabilities, contingencies, or items in dispute if the plan provides that the
assets remaining after settlement are to be transferred to the corporation issuing the stock to
effect the combination . Only voting common stock may be issued to effect the combination
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unless both voting common stock-and other stock of the other combining company are
outstanding at the date the plan is consummated. The combination may then be effected by
issuing all voting common stock or by issuing voting common and other stock in the same
proportions as the outstanding voting common and other stock of the other combining
company. An investment in 10 percent or less of the outstanding voting common stock of a
combining company held by another combining company requires special computations to
evaluate condition 47-b. The computations and comparisons are in terms of the voting
common stock of the issuing corporation and involve:

STOCK ISSUED FOR COMMON STOCK INTEREST. The total number of shares of
voting common stock issued for all of the assets$ is divided between those applicable to
outstanding voting common stock and those applicable to other outstanding stock, if any,
of the combining company which transfers assets (transferor company).

8 Including (for this computation) stock of the issuing corporation held by the
transferor combining company.

REDUCTION FOR INTERCORPORATE INVESTMENTS . The number of issued shares
of voting common stock applicable to the voting common stock interests of the transferor
combining company is reduced by the sum of (1) the number of shares of voting common
stock of the issuing corporation held by the transferor combining company at the date the
plan of combination is initiated plus shares it acquired after that date and (2) the number
of shares of voting common stock of the transferor combining company held by the issuing
corporation at the date the plan of combination is initiated plus shares it acquired after
that date . The shares of the transferor combining company are restated as the equivalent
number of shares of voting common stock of the issuing corporation for this purpose .
Restatement is based on the ratio of the number of shares of voting common stock of the
transferor combining company which are outstanding at the date the plan is consummated
to the number of issued shares of voting common stock applicable to the voting common
stock interests.
COMPARISON WITH 90 PERCENT . The reduced number of shares of stock issued is
compared with 90 percent of the issued number o£ shares of voting common stock
applicable to voting common stock interests to determine if the transfer of assets meets
the terms of condition 47-b .

c . None of the combining companies changes the equity interest of the voting common stock in
contemplation of effecting the combination either within two years before the plan of
combination is initiated or between the dates the combination is initiated and consummated ;
changes in contemplation of effecting the combination may include distributions to
stockholders and additional issuances, exchanges, and retirements of securities.

Distributions to stockholders which are no greater than normal dividends are not changes for
this condition . Normality of dividends is determined in relation to earnings during the period
and to the previous dividend policy and record . Dividend distributions on stock of a
combining company that are equivalent to normal dividends on the stock to be issued in
exchange in the combination are considered normal for this condition .

d . Each of the combining companies reacquires shares of voting common stock only for
purposes other than business combinations, and no company reacquires more than a normal
number of shares between the dates the plan of combination is initiated and consummated .
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Treasury stock acquired for purposes other than business combinations includes shares for
stock option and compensation plans and other recurring distributions. provided a systematic
pattern of reacquisitions is established at least two years before the plan of combination is
initiated . A systematic pattern of reacquisitions may be established for less than two years if
it coincides with the adoption of a new stock option or compensation plan. The normal
number of shares of voting common stock reacquired is determined by the pattern of
reacquisitions of stock before the plan of combination is initiated .

Acquisitions by other combining companies of voting common stock of the issuing corporation
after the date the plan of combination is initiated are essentially the same as if the issuing
corporation reacquired its own common stock .

e . The ratio of the interest of an individual common stockholder to those of other common
stockholders in a combining company remains the same as a result of the exchange of stock to
effect the combination .

This condition means that each individual common stockholder who exchanges his stock
receives a voting common stock interest exactly in proportion to his relative voting common
stock interest before the combination is effected . Thus no common stockholder is denied or
surrenders his potential share of a voting common stock interest in a combined corporation .

f. The voting rights to which the common stock ownership interests in the resulting combined
corporation are entitled are exercisable by the stockholders; the stockholders are neither
deprived of nor restricted in exercising those rights for a period .

This condition is not met, for example, if shares of common stock issued to effect the
combination are transferred to a voting trust .

g . The combination is resolved at the date the plan is consummated and no provisions of the
plan relating to the issue of securities or other consideration are pending.

This condition means that (1) the combined corporation does not agree to contingently issue
additional shares of stock or distribute other consideration at a later date to the former
stockholders of a combining company or (2) the combined corporation does not issue or
distribute to an escrow agent common stock or other consideration which is to be either
transferred to common stockholders or returned to the corporation at the time the
contingency is resolved .

An agreement may provide, however, that the number of shares of common stock issued to
effect the combination may be revised for the later settlement of a contingency at a different
amount than that recorded by a combining company .

48 . ABSENCE OF PLANNED TRANSACTIONS . Some transactions after a combination is
consummated are inconsistent with the combining of entire existing interests of common
stockholders. Including those transactions in the negotiations and terms of the combination,
either explicitly or by intent, counteracts the effect of combining stockholder interests. The
three conditions in this paragraph relate to certain future transactions .



a. The combined corporation does not agree directly or indirectly to retire or reacquire all or
part of the common stock issued to effect the combination .

b . The combined corporation does not enter into other financial arrangements for the benefit
of the former stockholders of a combining company, such as a guaranty of loans secured by
stock issued in the combination, which in effect negates the exchange of equity securities.

c . The combined corporation does not intend or plan to dispose of a significant part of the
assets of the combining companies within two years after the combination other than
disposals in the ordinary course of business of the formerly separate companies and to
eliminate duplicate facilities or excess capacity .

SUBSIDIARY CORPORATION

49. Dissolution of a combining company is not a condition for applying the pooling of interests
method of accounting for a business combination . One or more combining companies may be
subsidiaries of the issuing corporation after the combination is consummated if the other
conditions are met.

APPLICATION OF POOLING OF INTERESTS METHOD

50. A business combination which meets all of the conditions in paragraphs 45 to 48 should be
accounted for by the pooling of interests method . Appropriate procedures are described in
paragraphs 51 to 65 .

ASSETS AND LIABILITIES COMBINED

51. The recorded assets and liabilities of the separate companies generally become the
recorded assets and liabilities of the combined corporation . The combined corporation
therefore recognizes those assets and liabilities recorded in conformity with generally
accepted accounting principles by the separate companies at the date the combination is
consummated .

52 . The combined corporation records the historical cost based amounts of the assets and
liabilities of the separate companies because the existing basis of accounting continues .
However, the separate companies may have recorded assets and liabilities under differing
methods of accounting and the amounts may be adjusted to the same basis of accounting if
the change would otherwise have been appropriate for the separate company . A change in
accounting method to conform the individual methods should be applied retroactively, and
financial statements presented for prior periods should be restated .

STOCKHOLDERS' EQUITY COMBINED
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53 . The stockholders' equities of the separate companies are also combined as a part of the
pooling of interests method o£ accounting The combined corporation records as capital the
capital stock and capital in excess of par or stated value of outstanding stock of the separate
companies . Similarly, retained earnings or deficits of the separate companies are combined
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and recognized as retained earnings of the combined corporation (paragraph 56) . The amount
of outstanding shares of stock of the combined corporation at par or stated value may exceed
the total amount of capital stock of the separate combining companies ; the excess should be
deducted first from the combined other contributed capital and then from the combined
retained earnings . The combined retained earnings could be misleading if shortly before or as
a part of the combination transaction one or more of the combining companies adjusted the
elements of stockholders' equity to eliminate a deficit ; therefore, the elements of equity before
the adjustment should be combined.

54. A corporation which effects a combination accounted for by the pooling of interests method
by distributing stock previously acquired as treasury stock (paragraph 47-d) should first
account for those shares of stock as though retired . The issuance of the shares for the
common stock interests of the combining company is then accounted for the same as the
issuance of previously unissued shares.

55 . Accounting for common stock of one of the combining companies which is held by another
combining company at the date a combination is consummated depends on whether the stock
is the same as that which is issued to effect the combination or is the same as the stock which
is exchanged in the combination . An investment of a combining company in the common
stock of the issuing corporation is in effect returned to the resulting combined corporation in
the combination . The combined corporation should account for the investment as treasury
stock . In contrast, an investment in the common stock of other combining companies (not the
one issuing stock in the combination) is an investment in stock that is exchanged in the
combination for the common stock issued . The stock in that type of intercorporate investment
is in effect eliminated in the combination . The combined corporation should account for that
investment as stock retired as part of the combination .

REPORTING COMBINED OPERATIONS

56. A corporation which applies the pooling of interests method of accounting to a combination
should report results of operations for the period in which the combination occurs as though
the companies had been combined as of the beginning of the period . Results of operations for
that period thus comprise those of the separate companies combined from the beginning of the
period to the date the combination is consummated and those of the combined operations from
that date to the end of the period . Eliminating the effects of intercompany transactions from
operations before the date of combination reports operations before and after the date of
combination on substantially the same basis . The effects of intercompany transactions on
current assets, current liabilities, revenue, and cost of sales for periods presented and on
retained earnings at the beginning of the periods presented should be eliminated to the extent
possible . The nature of and effects on earnings per share of nonrecurring intercompany
transactions involving long-term assets and liabilities need not be eliminated but should be
disclosed . A combined corporation should disclose in notes to financial statements the
revenue, extraordinary items, and net income of each of the separate companies from the
beginning of the period to the date the combination is consummated (paragraph 64-d) . The
information relating to the separate companies may be as of the end of the interim period
nearest the date that the combination is consummated.
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57. Similarly, balance sheets and other financial information of the separate companies as of
the beginning of the period should be presented as though the companies had been combined
at that date . Financial statements and financial information of the separate companies
presented for prior years should also be restated on a combined basis to furnish comparative
information. All restated financial statements and financial summaries should indicate
clearly that financial data of the previously separate companies are combined.

EXPENSES RELATED TO COMBINATION

58. The pooling of interests method records neither the acquiring of assets nor the obtaining
of capital . Therefore, costs incurred to effect a combination accounted for by that method and
to integrate the continuing operations are expenses of the combined corporation rather than
additions to assets or direct reductions of stockholders' equity . Accordingly, all expenses
related to effecting a business combination accounted for by the pooling of interests method
should be deducted in determining the net income of the resulting combined corporation for
the period in which the expenses are incurred . Those expenses include, for example,
registration fees, costs of furnishing information to stockholders, fees of finders and
consultants, salaries and other expenses related to services of employees, and costs and losses
of combining operations of the previously separate companies and instituting efficiencies .

DISPOSITION OF ASSETS AFTER COMBINATION

59. A combined corporation may dispose of those assets of the separate companies which are
duplicate facilities or excess capacity in the combined operations. Losses or estimated losses
on disposal of specifically identified duplicate or excess facilities should be deducted in
determining the net income of the resulting combined corporation . However, a loss estimated
and recorded while a facility remains in service should not include the portion of the cost that
is properly allocable to anticipated future service of the facility .

60 . Profit or loss on other dispositions of assets of the previously separate companies may
require special disclosure unless the disposals are part of customary business activities of the
combined corporation . Specific treatment of a profit or loss on those dispositions is warranted
because the pooling of interests method of accounting would have been inappropriate
(paragraph 48-c) if the combined corporation were committed or planned to dispose of a
significant part of the assets of one of the combining companies . The Board concludes that a
combined corporation should disclose separately a profit or loss resulting from the disposal of
a significant part of the assets or a separable segment of the previously separate companies,
provided

the profit or loss is material in relation to the net income of the combined corporation, and
the disposition is within two years after the combination is consummated .

The disclosed profit or loss, less applicable income tax effect, should be classified as an
extraordinary item.

DATE OF RECORDING COMBINATION

61. A business combination accounted for by the pooling of interests method should be
recorded as of the date the combination is consummated . Therefore, even though a business



62. A corporation may be reasonably assured that a business combination which has been
initiated but not consummated as of the date of financial statements will meet the conditions
requiring the pooling of interests method of accounting. The corporation should record as an
investment common stock of the other combining company acquired before the statement
date . Common stock acquired by disbursing cash or other assets or by incurring liabilities
should be recorded at cost . Stock acquired in exchange for common stock of the issuing
corporation should, however, be recorded at the proportionate share of underlying net assets
at the date acquired as recorded by the other company . Until the pooling of interests method
of accounting for the combination is known to be appropriate, the investment and net income
of the investor corporation should include the proportionate share of earnings or losses of the
other company after the date of acquisition of the stock . The investor corporation should also
disclose results of operations for all prior periods presented as well as the entire current
period as they will be reported if the combination is later accounted for by the pooling of
interests method . After the combination is consummated and the applicable method of
accounting is known, financial statements issued previously should be restated as necessary
to include the other combining company.

DISCLOSURE OF A COMBINATION
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combination is consummated before one or more of the combining companies first issues its
financial statements as of an earlier date, the financial statements issued should be those of
the combining company and not those of the resulting combined corporation . A combining
company should, however, disclose as supplemental information, in notes to financial
statements or otherwise, the substance of a combination consummated before financial
statements are issued and the effects of the combination on reported financial position and
results o£ operations (paragraph 65). Comparative financial statements presented in reports
of the resulting combined corporation after a combination is consummated should combine
earlier financial statements of the separate companies .

63. A combined corporation should disclose in its financial statements that a combination
which is accounted for by the pooling of interests method has occurred during the period . The
basis of current presentation and restatements of prior periods may be disclosed in the
financial statements by captions or by references to notes .

64. Notes to financial statements of a combined corporation should disclose the following for
the period in which a business combination occurs and is accounted for by the pooling of
interests method.

a . Name and brief description of the companies combined, except a corporation whose name is
carried forward to the combined corporation .

b . Method of accounting for the combination -- that is, by the pooling of interests method.

c . Description and number of shares of stock issued in the business combination .

d . Details of the results of operations of the previously separate companies for the period
before the combination is consummated that are included in the current combined net income
(paragraph 56) . The details should include revenue, extraordinary items, net income, other
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changes in stockholders' equity, and amount of and manner of accounting for intercompany
transactions.

e . Descriptions of the nature of adjustments of net assets of the combining companies to adopt
the same accounting practices and of the effects of the changes on net income reported
previously by the separate companies and now presented in comparative financial statements
(paragraph 52.

£ Details of an increase or decrease in retained earnings from changing the fiscal year of a
combining company . The details should include at least revenue, expenses, extraordinary
items, net income, and other changes in stockholders' equity for the period excluded from the
reported results of operations .

g . Reconciliations of amounts of revenue and earnings previously reported by the corporation
that issues the stock to effect the combination with the combined amounts currently
presented in financial statements and summaries . A new corporation formed to effect a
combination may instead disclose the earnings of the separate companies which comprise
combined earnings for prior periods .

The information disclosed in notes to financial statements should also be furnished on a pro
forma basis in information on a proposed business combination which is given to stockholders
of combining companies .

65 . Notes to the financial statements should disclose details of the effects of a business
combination consummated before the financial statements are issued but which is either
incomplete as of the date of the financial statements or initiated after that date (paragraph
61) . The details should include revenue, net income, earnings per share, and the effects of
anticipated changes in accounting methods as if the combination had been consummated at
the date of the financial statements (paragraph 52) .

APPLICATION OF PURCHASE METHOD

PRINCIPLES OF HISTORICAL-COST ACCOUNTING

66. Accounting for a business combination by the purchase method follows principles normally
applicable under historical-cost accounting to recording acquisitions of assets and issuances of
stock and to accounting for assets and liabilities after acquisition .

67 . ACQUIRING ASSETS. The general principles to apply the historical-cost basis of
accounting to an acquisition of an asset depend on the nature of the transaction :

a . An asset acquired by exchanging cash or other assets is recorded at cost -- that is, at the
amount of cash disbursed or the fair value of other assets distributed .

b . An asset acquired by incurring liabilities is recorded at cost -- that is, at the present value
of the amounts to be paid.
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c . An asset acquired by issuing shares of stock of the acquiring corporation is recorded at the
fair value of the assets -- that is, shares of stock issued are recorded at the fair value of the
consideration received for the stock .

9-An asset acquired may be an entire entity which may have intangible assets,
including goodwill .

The general principles must be supplemented to apply them in certain transactions . For
example, the fair value of an asset received for stock issued may not be reliably determinable,
or the fair value of an asset acquired in an exchange may be more reliably determinable than
the fair value of a noncash asset given up. Restraints on measurement have led to the
practical rule that assets acquired for other than cash, including shares of stock issued,
should be stated at "cost" when they are acquired and "cost may be determined either by the
fair value of the consideration given or by the fair value of the property acquired, whichever is
the more clearly evident."lo "Cost" in accounting often means the amount at which an entity
records an asset at the date it is acquired whatever its manner of acquisition, and that "cost"
forms the basis for historical-cost accounting.

'°ARB No. 24 ; the substance was retained in slightly different words in Chapter 5 of ARB
No. 43 and ARB No. 48 .

68 . ALLOCATING COST. Acquiring assets in groups requires not only ascertaining the cost
of the assets as a group but also allocating the cost to the individual assets which comprise
the group. The cost of a group is determined by the principles described in paragraph 67. A
portion of the total cost is then assigned to each individual asset acquired on the basis of its
fair value . A difference between the sum of the assigned costs of the tangible and identifiable
intangible assets acquired less liabilities assumed and the cost of the group is evidence of
unspecified intangible values .

69 . ACCOUNTING AFTER ACQUISITION . The nature of an asset and not the manner of its
acquisition determines an acquirer's subsequent accounting for the cost of that asset . The
basis for measuring the cost of an asset -- whether amount o£ cash paid, fair value of an asset
received or given up, amount of a liability incurred, or fair value of stock issued -- has no
effect on the subsequent accounting for that cost, which is retained as an asset, depreciated,
amortized, or otherwise matched with revenue .

ACQUIRING CORPORATION

70. A corporation which distributes cash or other assets or incurs liabilities to obtain the
assets or stock of another company is clearly the acquirer. The identities of the acquirer and
the acquired company are usually evident in a business combination effected by the issue of
stock. The acquiring corporation normally issues the stock and commonly is the larger
company . The acquired company may, however, survive as the corporate entity, and the
nature of the negotiations sometimes clearly indicates that a smaller corporation acquires a
larger company. The Board concludes that presumptive evidence of the acquiring corporation
in combinations effected by an exchange of stock is obtained by identifying the former
common stockholder interests of a combining company which either retain or receive the
larger portion of the voting rights in the combined corporation . That corporation should be
treated as the acquirer unless other evidence clearly indicates that another corporation is the
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acquirer. For example, a substantial investment of one company in common stock of another
before the combination may be evidence that the investor is the acquiring corporation .

71 . If a new corporation is formed to issue stock to effect a business combination to be
accounted for by the purchase method, one of the existing combining companies should be
considered the acquirer on the basis of the evidence available .

DETERMINING COST OF AN ACQUIRED COMPANY

72 . The same accounting principles apply to determining the cost of assets acquired
individually, those acquired in a group, and those acquired in a business combination . A cash
payment by a corporation measures the cost o£ acquired assets less liabilities assumed .
Similarly, the fair values of other assets distributed, such as marketable securities or
properties, and the fair value of liabilities incurred by an acquiring corporation measure the
cost of an acquired company . The present value of a debt security represents the fair value of
the liability, and a premium or discount should be recorded for a debt security issued with an
interest rate fixed materially above or below the effective rate or current yield for an
otherwise comparable security .

73 . The distinctive attributes of preferred stocks make some issues similar to a debt security
while others possess common stock characteristics, with many gradations between the
extremes. Determining cost of an acquired company may be affected by those characteristics.
For example, the fair value of a nonvoting, nonconvertible preferred stock which lacks
characteristics of common stock may be determined by comparing the specified dividend and
redemption terms with comparable securities and by assessing market factors . Thus
although the principle of recording the fair value of consideration received for stock issued
applies to all equity securities, senior as well as common stock, the cost of a company acquired
by issuing senior equity securities may be determined in practice on the same basis as for
debt securities.

74 . The fair value of securities traded in the market is normally more clearly evident than the
fair value of an acquired company (paragraph 67) . Thus, the quoted market price of an equity
security issued to effect a business combination may usually be used to approximate the fair
value of an acquired company after recognizing possible effects of price fluctuations,
quantities traded, issue costs, and the like (paragraph 23) . The market price for a reasonable
period before and after the date the terms of the acquisition are agreed to and announced
should be considered in determining the fair value of securities issued .

75 . If the quoted market price is not the fair value of stock, either preferred or common, the
consideration received should be estimated even though measuring directly the fair values of
assets received is difficult . Both the consideration received, including goodwill, and the extent
of the adjustment of the quoted market price of the stock issued should be weighed to
determine the amount to be recorded . All aspects of the acquisition, including the
negotiations, should be studied, and independent appraisals may be used as an aid in
determining the fair value of securities issued. Consideration other than stock distributed to
effect an acquisition may provide evidence of the total fair value received .
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76. COSTS OF ACQUISITION . The cost of a company acquired in a business combination
accounted for by the purchase method includes the direct costs of acquisition . Costs of
registering and issuing equity securities are a reduction of the otherwise determinable fair
value of the securities. However, indirect and general expenses related to acquisitions are
deducted as incurred in determining net income.

77 . A business combination agreement may provide for the issuance of additional shares of a
security or the transfer of cash or other consideration contingent on specified events or
transactions in the future . Some agreements provide that a portion of the consideration be
placed in escrow to be distributed or to be returned to the transferor when specified events
occur . Either debt or equity securities may be placed in escrow, and amounts equal to
interest or dividends on the securities during the contingency period may be paid to the
escrow agent or to the potential security holder .

78. The Board concludes that cash and other assets distributed and securities issued
unconditionally and amounts of contingent consideration which are determinable at the date
of acquisition should be included in determining the cost of an acquired company and recorded
at that date . Consideration which is issued or issuable at the expiration of the contingency
period or which is held in escrow pending the outcome of the contingency should be disclosed
but not recorded as a liability or shown as outstanding securities unless the outcome of the
contingency is determinable beyond reasonable doubt.

79 . Contingent consideration should usually be recorded when the contingency is resolved and
consideration is issued or becomes issuable . In general, the issue of additional securities or
distribution of other consideration at resolution of contingencies based on earnings should
result in an additional element of cost of an acquired company . In contrast, the issue of
additional securities or distribution of other consideration at resolution of contingencies based
on security prices should not change the recorded cost of an acquired company .

80 . CONTINGENCY BASED ON EARNINGS. Additional consideration may be contingent on
maintaining or achieving specified earnings levels in future periods . When the contingency is
resolved and additional consideration is distributable, the acquiring corporation should record
the current fair value of the consideration issued or issuable as additional cost of the acquired
company . The additional costs of affected assets, usually goodwill, should be amortized over
the remaining life of the asset .

81 . CONTINGENCY BASED ON SECURITY PRICES. Additional consideration may be
contingent on the market price of a specified security issued to effect a business combination .
Unless the price of the security at least equals the specified amount on a specified date or
dates, the acquiring corporation is required to issue additional equity or debt securities or
transfer cash or other assets sufficient to make the current value of the total consideration
equal to the specified amount. The securities issued unconditionally at the date the
combination is consummated should be recorded at that date at the specified amount .

82 . The cost of an acquired company recorded at the date of acquisition represents the entire
payment, including contingent consideration . Therefore, the issuance of additional securities
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or distribution of other consideration does not affect the cost of the acquired company,
regardless of whether the amount specified is a security price to be maintained or a higher
security price to be achieved . On a later date when the contingency is resolved and additional
consideration is distributable, the acquiring corporation should record the current fair value
of the additional consideration issued or issuable . However, the amount previously recorded
for securities issued at the date of acquisition should simultaneously be reduced to the lower
current value of those securities . Reducing the value of debt securities previously issued to
their later fair value results in recording a discount on debt securities . The discount should
be amortized from the date the additional securities are issued .

83 . Accounting for contingent consideration based on conditions other than those described
should be inferred from the procedures outlined . For example, if the consideration
contingently issuable depends on both future earnings and future security prices, additional
cost of the acquired company should be recorded for the additional consideration contingent
on earnings, and previously recorded consideration should be reduced to current value of the
consideration contingent on security prices. Similarly, if the consideration contingently
issuable depends on later settlement of a contingency, an increase in the cost of acquired
assets, if any, should be amortized over the remaining life of the assets .

84. INTEREST OR DIVIDENDS DURING CONTINGENCY PERIOD. Amounts paid to an
escrow agent representing interest and dividends on securities held in escrow should be
accounted for according to the accounting for the securities. That is, until the disposition of
the securities in escrow is resolved, payments to the escrow agent should not be recorded as
interest expense or dividend distributions . An amount equal to interest and dividends later
distributed by the escrow agent to the former stockholders should be added to the cost of the
acquired assets at the date distributed and amortized over the remaining life of the assets.

85. TAX EFFECT OF IMPUTED INTEREST. A tax reduction resulting from imputed
interest on contingently issuable stock reduces the fair value recorded for contingent
consideration based on earnings and increases additional capital recorded for contingent
consideration based on security prices .

86 . COMPENSATION IN CONTINGENT AGREEMENTS. The substance of some
agreements for contingent consideration is to provide compensation for services or use of
property or profit sharing, and the additional consideration given should be accounted for as
expenses of the appropriate periods .

RECORDING ASSETS ACQUIRED AND LIABILITIES ASSUMED

87 . An acquiring corporation should allocate the cost of an acquired company to the assets
acquired and liabilities assumed . Allocation should follow the principles described in
paragraph 68.

First, all identifiable assets acquired, either individually or by type, and liabilities
assumed in a business combination, whether or not shown in the financial statements of
the acquired company, should be assigned a portion of the cost of the acquired company,
normally equal to their fair values at date of acquisition.
Second, the excess of the cost of the acquired company over the sum of the amounts
assigned to identifiable assets acquired less liabilities assumed should be recorded as
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goodwill . The sum of the market or appraisal values of identifiable assets acquired less
liabilities assumed may sometimes exceed the cost of the acquired company . If so, the
values otherwise assignable to noncurrent assets acquired (except long-term investments
in marketable securities) should be reduced by a proportionate part of the excess to
determine the assigned values . A deferred credit for an excess of assigned value of
identifiable assets over cost of an acquired company (sometimes called "negative goodwill")
should not be recorded unless those assets are reduced to zero value.

Independent appraisals may be used as an aid in determining the fair values of some assets
and liabilities . Subsequent sales of assets may also provide evidence of values . Th

e
tf

&9: [This paragraph has been amended, deleted, or superseded in part, or in its
entirety, as indicated in the Status section of this document.]

88 . General guides for assigning amounts to the individual assets acquired and liabilities
assumed, except goodwill, are:

a . Marketable securities at current net re,.limbip values . [This paragraph has been
amended, deleted, or superseded in part, or in its entirety, as indicated in the
Status section of this document.]
b . Receivables at present values of amounts to be received determined at appropriate current
interest rates, less allowances for uncollectibility and collection costs, if necessary .

c . Inventories :
(1) Finished goods and merchandise at estimated selling prices less the sum of (a)
costs of disposal and (b) a reasonable profit allowance for the selling effort of the
acquiring corporation .
(2) Work in process at estimated selling prices of finished goods less the sum of (a)
costs to complete, (b) costs of disposal, and (c) a reasonable profit allowance for the
completing and selling effort of the acquiring corporation based on profit for similar
finished goods.
(3) Raw materials at current replacement costs .

perie~k-of-use . [This paragraph has been amended, deleted, or superseded in part, or
in its entirety, as indicated in the Status section of this document.]

I I Replacement cost may be determined directly if a used asset market exists for the
assets acquired . Otherwise, the replacement cost should be approximated from
replacement cost new less estimated accumulated depreciation .

e . Intangible assets which can be identified and named, including contracts, patents,
franchises, customer and supplier lists, and favorable leases, at appraised values . 12
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1=-Fair values should be ascribed to specific assets ; identifiable assets should not be
included in goodwill .

f. Other assets, including land, natural resources, and nonmarketable securities, at appraised
values .

g. Accounts and notes payable, long-term debt, and other claims payable at present values of
amounts to be paid determined at appropriate current interest rates.

h. Liabilities and accruals -- for example,

	

,14 warranties, vacation pay,
deferred compensation -- at present values of amounts to be paid determined at appropriate
current interest rates. [This paragraph has been amended, deleted, or superseded in
part, or in its entirety, as indicated in the Status section of this document.]

[This
paragraph has been amended, deleted, or superseded in part, or in its
entirety, as indicated in the Status section of this document.]

i . Other liabilities and commitments, including unfavorable leases, contracts, and
commitments and plant closing expense incident to the acquisition, at present values of
amounts to be paid determined at appropriate current interest rates.

An acquiring corporation should record periodically as a part of income the accrual of interest
on assets and liabilities recorded at acquisition date at the discounted values of amounts to be
received or paid . An acquiring corporation should not record as a separate asset the goodwill
previously recorded by an acquired company and should not record deferred income taxes
recorded by an acquired company before its acquisition.

[This paragraph
has been amended, deleted, or superseded in part, or in its entirety, as indicated in
the Status section of this document.]

[This
paragraph has been amended, deleted, or superseded in part, or in its entirety, as
indicated in the Status section of this document.]



AMORTIZATION OF GOODWILL

90. Goodwill recorded in a business combination accounted for by the purchase method should
be amortized in accordance with the provisions in paragraphs 27 to 31 of APB Opinion No. 17,
"Intangible Assets."

EXCESS OF ACQUIRED NET ASSETS OVER COST

91 . The value assigned to net assets acquired should not exceed the cost of an acquired
company because the general presumption in historical-cost based accounting is that net
assets acquired should be recorded at not more than cost . The total market or appraisal
values of identifiable assets acquired less liabilities assumed in a few business combinations
may exceed the cost of the acquired company . An excess over cost should be allocated to
reduce proportionately the values assigned to noncurrent assets (except long-term
investments in marketable securities) in determining their fair values (paragraph 87) . If the
allocation reduces the noncurrent assets to zero value, the remainder of the excess over cost
should be classified as a deferred credit and should be amortized systematically to income
over the period estimated to be benefited but not in excess of forty years. The method and
period of amortization should be disclosed.

92. No part of the excess of acquired net assets over cost should be added directly to
stockholders' equity at the date of acquisition.

ACQUISITION DATE
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93. The Board believes that the date of acquisition of a company should ordinarily be the date
assets are received and other assets are given or securities are issued . However, the parties
may for convenience designate as the effective date the end of an accounting period between
the dates a business combination is initiated and consummated . The designated date should
ordinarily be the date of acquisition for accounting purposes if a written agreement provides
that effective control of the acquired company is transferred to the acquiring corporation on
that date without restrictions except those required to protect the stockholders or other
owners of the acquired company -- for example, restrictions on significant changes in the
operations, permission to pay dividends equal to those regularly paid before the effective date,
and the like . Designating an effective date other than the date assets or securities are
transferred requires adjusting the cost of an acquired company and net income otherwise
reported to compensate for recognizing income before consideration is transferred . The cost of
an acquired company and net income should therefore be reduced by imputed interest at an
appropriate current rate on assets given, liabilities incurred, or preferred stock distributed as
of the transfer date to acquire the company.

94. The cost of an acquired company and the values assigned to assets acquired and liabilities
assumed should be determined as of the date of acquisition . The statement of income of an
acquiring corporation for the period in which a business combination occurs should include
income of the acquired company after the date of acquisition by including the revenue and
expenses of the acquired operations based on the cost to the acquiring corporation .
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95 . Notes to the financial statements of an acquiring corporation should disclose the following
for the period in which a business combination occurs and is accounted for by the purchase
method .

a . Name and a brief description of the acquired company .

b . Method of accounting for the combination -- that is, by the purchase method .

c . Period for which results of operations of the acquired company are included in the income
statement of the acquiring corporation .

d . Cost of the acquired company and, if applicable, the number of shares of stock issued or
issuable and the amount assigned to the issued and issuable shares .

e . Description of the plan for amortization of acquired goodwill, the amortization method, and
period (APB Opinion No. 17, paragraphs 27 to 31) .

f. Contingent payments, options, or commitments specified in the acquisition agreement and
their proposed accounting treatment .

Information relating to several relatively minor acquisitions may be combined for disclosure .

96. Notes to the financial statements of the acquiring corporation for the period in which a
business combination occurs and is accounted for by the purchase method should include as
supplemental information the following results of operations on a pro forma basis :

a . Results of operations for the current period as though the companies had combined at the
beginning of the period, unless the acquisition was at or near the beginning of the period .

b . Results of operations for the immediately preceding period as though the companies had
combined at the beginning of that period if comparative financial statements are presented .

The supplemental pro forma information should as a minimum show revenue, income before
extraordinary items, net income, and earnings per share. To present pro forma information,
income taxes, interest expense, preferred stock dividends, depreciation and amortization of
assets, including goodwill, should be adjusted to their accounting bases recognized in
recording the combination . Pro forma presentation of results of operations of periods prior to
the combination transaction should be limited to the immediately preceding period . [This
paragraph has been amended, deleted, or superseded in part, or in its entirety, as
indicated in the Status section of this document.]

EFFECTIVE DATE

97 . The provisions of this Opinion shall be effective to account for business combinations
initiated' -' after October 31, 1970 . Business combinations initiated before November 1, 1970
and consummated on or after that date under the terms prevailing on October 31, 1970



(paragraph 47-a) may be accounted for in accordance with this Opinion or the applicable
previous pronouncements of the Board and its predecessor committee .

I 4 Initiated is defined in paragraph 46-a whether the combination is accounted for by the
pooling of interests method or by the purchase method .

98 . The provisions of this Opinion should not be applied retroactively for business
combinations consummated before November 1, 1970.

99 . If a corporation holds as an investment on October 31, 1970, a minority interest in or
exactly 50 percent of the common stock of another company and the corporation initiates after
October 31, 1970, a plan of combination with that company, the resulting business
combination may be accounted for by the pooling of interests method provided
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the combination meets all conditions specified in paragraphs 45 to 48, except that
(i) the minority interest in the voting common stock of the combining company held on
October 31, 1970 may exceed 10 percent of the outstanding voting common stock of the
combining company (paragraph 46-b), and
(ii) the corporation which effects the combination issues voting common stock for at least
90 percent of the outstanding voting common stock interest, as described in paragraph 47-
b, of the other combining company not already held on October 31, 1970 (rather than 90
percent of all of the common stock interest of the combining company) .

The investment in common stock held on October 31, 1970 should not be accounted for as
treasury stock or retired stock at the date of the combination . Instead, the excess of cost over
the investor corporation's proportionate equity in the net assets of the combining company at
or near the date the stock investment was acquired should be allocated to identifiable assets
of the combining company at the date the combination is consummated on the basis of the fair
values of those assets at the combination date. The unallocated portion of the excess should
be assigned to an unidentified intangible asset (goodwill) and should be accounted for
according to applicable previous pronouncements of the Board and its predecessor committee .
The cost of goodwill should not be amortized retroactively but may be amortized prospectively
under the provision of APB Opinion No. 17, paragraph 35. If the cost of the investment is less
than the investor's equity in the net assets of the combining company, that difference should
reduce proportionately the recorded amounts o£ noncurrent assets (except long-term
investments in marketable securities) of the combining company.

THE OPINION ENTITLED "BUSINESS COMBINATIONS" WAS ADOPTED BY THE
ASSENTING VOTES OF TWELVE MEMBERS OF THE BOARD. MESSRS . BROEKER,
BURGER, DAVIDSON, HORNGREN, SEIDMAN, AND WESTON DISSENTED .

Messrs. BrDeker, Burger, and Weston dissent to issuance of this Opinion because they believe
that it is not a sound or logical solution of the problem of accounting for business
combinations . They believe that, except for combinations of companies whose relative size is
such as to indicate a significant sharing of ownership risks and benefits, business
combinations represent the acquisition or purchase of one company of another and that
accounting should reflect that fact . While they agree that the criteria specified in this
Opinion for the pooling of interests method represent, in most cases, an improvement over
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present criteria in practice, this action does not, in their opinion, represent a substantive
response by the Accounting Principles Board to the overall problem .

Messrs . Davidson, Horngren, and Seidman dissent to the opinion because it seeks to patch up
some of the abuses of pooling . The real abuse is pooling itself. On that, the only answer is to
eliminate pooling . Paragraphs 35 to 41 set forth some of the defects of pooling . The
fundamental one is that pooling ignores the asset values on which the parties have traded,
and substitutes a wholly irrelevant figure -- the amount on the seller's books. Such
nonaccounting for bargained acquisition values permits the reporting of profits upon
subsequent disposition of such assets when there really may be less profit or perhaps a loss .
Had the assets been acquired from the seller for cash, the buyer's cost would be the amount of
the cash . Acquisition for stock should make no difference . The accounting essence is the
amount of consideration, not its nature . Payment in cash or stock can be a matter of form,
not substance . Suppose the seller wants cash . The buyer can first sell stock and turn over
the proceeds to the seller, or the seller can take stock and promptly sell the stock for cash.

The following deal with some arguments made in the Opinion for pooling : (1) Pooling is
described in paragraph 28 as a fusion resulting from "pooling equity interests," but it is the
sort of fusion where a significant exchange transaction takes place . The seller parts with
control over its assets and operations . In return the buyer issues stock representing an
interest in its assets and operations . That interest has value and is a measure of the cost of
the acquisition to the buyer . (2) Paragraph 29 declares that pooling is really a transaction
among the stockholders . That just is not the fact . The buyer is always a company. (3)
Paragraph 25 decries purchase accounting because it results in a write-up . There is only a
recording of cost to the buyer . That cost is measured by the value of the assets acquired from
the seller . (4) Pooling is said to avoid the difficulty of valuing assets or stock (paragraph 22) .
Difficulty of valuation should not be permitted to defeat fair presentation . Besides, the parties
do determine values in their bargaining for the amount of stock to be issued .

Some say that to eliminate pooling will impede mergers . Mergers were prevalent before
pooling, and will continue after . Accounting does not exist to aid or discourage mergers, but
to account for them fairly . Elimination of pooling will remove the confusion that comes from
the coexistence of pooling and purchase accounting. Above all, the elimination of pooling
would remove an aberration in historical-cost accounting that permits an acquisition to be
accounted for on the basis of the seller's cost rather than the buyer's cost of the assets
obtained in a bargained exchange .

NOTES

OPINIONS OF THE ACCOUNTING PRINCIPLES BOARD PRESENT THE CONCLUSIONS
OF AT LEAST TWO-THIRDS OF THE MEMBERS OF THE BOARD, WHICH IS THE
SENIOR TECHNICAL BODY OF THE INSTITUTE AUTHORIZED TO ISSUE
PRONOUNCEMENTS ON ACCOUNTING PRINCIPLES .

BOARD OPINIONS ARE CONSIDERED APPROPRIATE IN ALL CIRCUMSTANCES
COVERED, BUT NEED NOT BE APPLIED TO IMMATERIAL ITEMS .
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COVERING ALL POSSIBLE CONDITIONS AND CIRCUMSTANCES IN AN OPINION OF
THE ACCOUNTING PRINCIPLES BOARD IS USUALLY IMPRACTICABLE . THE
SUBSTANCE OF TRANSACTIONS AND THE PRINCIPLES, GUIDES, RULES, AND
CRITERIA DESCRIBED IN OPINIONS SHOULD CONTROL THE ACCOUNTING FOR
TRANSACTIONS NOT EXPRESSLY COVERED .

UNLESS OTHERWISE STATED, OPINIONS OF THE BOARD ARE NOT INTENDED TO
BE RETROACTIVE .

COUNCIL OF THE INSTITUTE HAS RESOLVED THAT INSTITUTE MEMBERS SHOULD
DISCLOSE DEPARTURES FROM BOARD OPINIONS IN THEIR REPORTS AS
INDEPENDENT AUDITORS WHEN THE EFFECT OF THE DEPARTURES ON THE
FINANCIAL STATEMENTS IS MATERIAL OR SEE TO IT THAT SUCH DEPARTURES
ARE DISCLOSED IN NOTES TO THE FINANCIAL STATEMENTS AND WHERE
PRACTICABLE, SHOULD DISCLOSE THEIR EFFECTS ON THE FINANCIAL
STATEMENTS (SPECIAL BULLETIN, "DISCLOSURE OF DEPARTURES FROM
OPINIONS OF THE ACCOUNTING PRINCIPLES BOARD", OCTOBER 1964) . MEMBERS
OF THE INSTITUTE MUST ASSUME THE BURDEN OF JUSTIFYING ANY SUCH
DEPARTURES .

ACCOUNTING PRINCIPLES BOARD (1970)

LeRoy Layton, George R. Catlett, Charles B. Hellerson, CHAIRMAN, Joseph P. Cummings
Charles T. Horngren, Kenneth S. Axelson Sidney Davidson Oral L. Luper, Donald J. Bevis
Philip L. Detliese J . S . Seidman, Milton M . Broeker Newman T . Halvorson George C . Watt.
Leo E. Burger Robert Hampton, III Frank T. Weston, Emmett S. Harrington

1999 Arthur Andersen. All Rights Reserved .



Analysis of APB 16 to Determine the Accounting for the Merger
Between UTILICORP and SJLP

REQUIREMENTS

Autonomy of CombiningCompanies
1) Each of the combining enterprises is
autonomous andhas not been a sub-
subsidiary or division of another enterprise
within two years before the plan of
combination is initiated.

Schedule DJS-2
Page 1 of 9

APB 16
REFERENCE DISCUSSION & DISPOSITION

POOLING
CRITERIA MET

Paragraph 46 No, UtiliCorp is now and in the immediate Yes
past an independent company and not a
subsidiary or division of another company.



Analysis of APB 16 to Determine the Accounting for the Merger
Between UTILICORP and SJLP

REQUIREMENTS

Independence of Combining Enterprise
2) Neither company may hold as an
intercorporate investment more than
10% in total of the outstanding voting
common stock of the other company.

Single Transaction
3) Thepooling must be completed
within one year of the time that the
acquisition was initiated . This may be
done in a single transaction or in accord-
ance with a specific plan . The only
exception to this rule is when the delay
is beyond the control of the combining
enterprises (legal or regulator approval)

APB 16
REFERENCE

Paragraph 47

DISCUSSION & DISPOSITION

UtiliCorp does notown SJLP common stock
directly . UtiliCorp pension plan managers
may from time to time hold the common stock
of SJLP, which is not a violation of this rule.

Paragraph 47a

	

This criterium would likely be metsubject to
regulatory approvals . Regulatory delays
generally do not violate this rule .

POOLING
CRITERIA MET

Yes

Yes

Schedule DJS-2
Page 2 of 9



Analysis of APB 16 to Determine the Accounting for the Merger
Between UTILICORP and SJLP

REQUIREMENTS

Common Stock for Common Stoc
4) The company must issue its stock
for at least 90% of the voting common
stock of the company which is o/s on
the date the pooling is consummated.
With limitations, provisions to distribute
cash or other considerations for fract-
ional shares for shares held by dissent-
ing shareholders and the like may occur.
However, a prorata distribution of cash
or consideration is prohibited . An
investment in stock of the issuing
enterprise held by acombiningcompany
may prevent a combination from meeting
the pool conditions even though the
investment is not more than 10%.
A new enterprise formed to issue its
stock to effect the combination of two or
more enterprises meets the above
conditions if 1) the number of shares of
each company exchanges is not less than
90% of voting common stock and 2) the
conditions above would have been met
had one of the enterprises issued their
ownstock to affect the pooling.

APB 16
REFERENCE

Paragraph 47

DISCUSSION & DISPOSITION

This transaction is anticipated to be stock for
stock with minimal amounts cashed out. In
addition, the UtiliCorp treasury stock balance
is less than 1% of outstanding shares .

However, in November 1998, UtiliCorp issued
to all employees stock options that may be
exercised before this transaction is closed that
would be deemed an alteration of equity. In
addition, these options were issued during
the merger discussions, and the unexercised
options would vest on closing.

POOLING
CRITERIA MET

Yes

No

Schedule DJS-2
Page 3 of 9



Analysis of APB 16 to Determine the Accounting for the Merger
Between UTILICORP and SJLP

REQUIREMENTS

Alteration of Equity Interests
5) The equity interest of the voting
common stock of the company must not
have changed during the last two years.
Examples of changes are distributions to
stockholders which are greater than
normal dividends and additional issues,
exchanges andretirements of securities .

Schedule DJS-2
Page 4 of 9

APB 16 POOLING
REFERENCE DISCUSSION & DISPOSITION CRITERIA MET

Paragraph 47c The stock option issue mentioned above No
violates this rule .



Analysis of APB 16 to Determine the Accounting for the Merger
Between UTILICORP and SJLP

REQUIREMENTS

Treasury Stock Transactions

Ratio of Exchange
7) Each individual common stockholder
who exchanges his stock must receive
a voting common stock interest exactly
in proportion to his relative voting
common stock interest before the
combination.

6) Treasury stock acquired for purposes
other than business combinations
includes shares for stock option and
compensation plans and other
recurring distributions provided a
systematic pattern of reacquisitions is
established at least two years before the
plan of combination is initiated.

Schedule DJS-2
Page 5 of 9

APB 16
REFERENCE DISCUSSION & DISPOSITION

POOLING
CRITERIA MET

Paragraph 47d Treasury stock is minimal. Any remaining shares Yes
could be reissued to various stock plans.

Paragraph 47e None known. Yes



Analysis of APB 16 to Determine the Accounting for the Merger
Between UTILICORP and SJLP

REQUIREMENTS

Voting Restrictions

Contingency Arrangements

8) No formal stockholder of the company
acquired can be prevented from
exercising the voting rights of the shares
they are to receive.

9) No provisions of the plan of combin-
ation relating to either the issuance of
securities or other consideration can be
dependent on events subsequent to the
date of consummation . Examples are
provisions related to subsequent earnings
or fluctuations in the market price of the
stock.

Schedule DJS=2
Page 6 of 9

APB 16
REFERENCE DISCUSSION & DISPOSITION

POOLING
CRITERIA MET

Paragraph 47f None known at this time. Yes

Paragraph 47 No plans exist to issue shareholder stock
in contemplation of the pooling.



Analysis of APB 16 to Determine the Accounting for the Merger
Between UTILICORP and SJLP

REQUIREMENTS

Contingency Arrangements (continued)

9) No provisions of the plan of combin-
ation relating to either the issuance of
securities or other consideration can be
dependent on events subsequent to the
date of consummation . Examples are
provisions related to subsequent earnings

	

-
or fluctuations in the market price of the
stock.

Schedule DJS-2
Page 7 of 9

APB 16 POOLING
REFERENCE F DISCUSSION & DISPOSITION CRITERIA MET

Paragraph 47 None known at this time . Yes



Analysis of APB 16 to Determine the Accounting for the Merger
Between UTILICORP and SJLP

REQUIREMENTS

Reacquisition of Shares Issued

Financial Arrangements

10) The shareholders may sell their

stock to a third party after the pooling has

been completed. However, the consum-

mation cannot be contingent upon the

purchase of the shares by a third party.

Neither company can be directly or

indirectly involved in an agreement to

reacquire shares issued in the pooling.

In addition, under ASR 135, the share-

holders may not sell their stock until

the pooled results of operations for at

least 30 days have been published.

11) Company cannotenter into other

financial arrangements for the benefit of

the former owners of the company, such

as a guarantee of loans secured by stock

issued in the pooling. However, prior to

the pooling, loans can be made between

the companies provided the terms and

interest rate are reasonable in the

circumstances>

Schedule DJS-2
Page 8 of 9

APB

REFERENCE

16

DISCUSSION &DISPOSITION

POOLING

CRITERIA MET

Paragraph 48a None known at this time . Yes

.107a(Interp)

Paragraph 48b None known at this time . Yes

.107b(Interp)



Analysis of APB 16 to Determine the Accounting for the Merger
Between UTILICORP and SJLP

REQUIREMENTS

Post Combination Disposals
12) Significant assets cannot be disposed
of within twoyears of the pooling other
than disposals in the ordinary course of
the business and to eliminate duplicate,
facilities or excess capacity. The only
exception is to comply with govern-
mental or judicial terms.

APB 16
REFERENCE

Paragraph 48c
.107c(Interp)

DISCUSSION & DISPOSITION

UCU has disposed of 2 assets and sold shares
to the public through an investment in a
foreign partnership all resulting in gains.
Only the Lockport deal would be considered
in contemplation, but does not exceed the 10%
test.

POOLING
CRITERIA MET

Yes

Schedule DJS-2
Page 9 of 9



UdiCorp United Inc . and SL Joseph Light E Power Company
PROFORMA &1IANCE SHEET
As of Deumoar 31, 1990

Schedule DJS-3
Page 1 of 3

UtiliCorp Un ited

Line
No.
1

Tlda of A.m
UTILITY PLANT,

As Reported to
FERC

SL Joseph

As Reported to FERC Ad(us"ants

Pro Fosma ComuneE
(St Joseph and

udlicory)

2 U61dyPlant(101-106,114) 2.935,774,951 335,078,524 154,7DO,000 3,425,553,478
3 Construction Work N Progress (107) 50.038.288 3.880.931 54 .507,217
4 TOTAL Utility Plant (Enter ToUloflines 2and3) 2,990,813,240 338,747455 154,700000 3.480,080,895
5 (Less)Amm . Prov. Or Deer. Amwt Dept (108, 111, 115) 1 .170,553,599 164,882,965 1,335.418,504
6 NetJ4lilyRant (Enter Total offind 4less 5) 1,916,059,041 173,884.490 154,70(1,000 2,1",644,131
7 NudearFuel JIM1.120A,120.6) 0 0 0
8 (Less) A=m, Pmv. OrATOM of Nud . Fuel Assamllies (120.5) 0 0 0
9 Net NuOaar Fuel (Enter TOW of she 7 ten 9) 0 0 0 0
10 NetUeftyPlant (Enter Total 0line 6less 9) 1,816,069 .641 173,884490 154 .700,000 2.144,8",131

11 Uglity Plant Adjusmants (110) 0 0 0
12 Gas Stored underground -Noncurrent(117) 0 0 0
13 OTHER PROPERTY AND WESTNENTS

_ -14 -NonufilityPrepany121) 12,347,683 210.509 13,504,172
15 (Leas) AOalm. Prov. for Deer . andAmwL (122) 5,160.451 128,302 5,288.753
18 InvestmenWinASaocaledCompanies (123) 218,075 500,000 718,875
17 Investment mSubsiCiearyCompanies (123.1) 489,000 ."5 5,220 .052 491,226,497
18 /For Cost w Account 123.1, Sea Footnote Page 224. hhe 42) O
19 Noncurrent P.M.of An.axes 0 0 0
20 Other lnvesvnenis(124) 45,220,100 2,307,613 47,535,749
21 SpedalFunds (125128) 80,558 0 80,558
22 TOTAL Other PropanyandInventenia(Total oflines 1417,1421) 511,700,994 8,115,902 0 %9,816,890
23 CURRENTANDACCRUED .ASSETS , . _ . .__
24

_
Cash (131) -15,078,057 44.880 15 .033,197

25 SpeddlDeposit; (132-134) 9.159.879 0 9 .159,879
26 Working Fund (735) 1,332 .185 263,384 1,595,549
27 TemporayCasnlnvestnwnts(t30) 87,736 .033 1,993 87737,928
20 Notes RecervaWe(141) 1,758,113 0 1,758,113
29 Customer Accounla Receivable (142) 1,863,877 0,817 .231 0,711,108
30 OIherAtcounftReoeivahle(143) 24,098,383 1,662,947 25 .761,310
31 (Less)ACCum .Pro, forUndledibleA=-Crede 6,232,705 219089 6,452.574
32 NotesReceiveblefro . AssodasofCompaniet(145) 269,421.127 0 269,421,127
33 ACCdunls Reaeivahle from Assoo. Companies (146) 0 23,498 23.498
74 Fuel slodt(151) 12,559 .000 3,308077 15.925 .083
35 Fuel Stp~ExpansasUndWdt,ulad(152) 821,335 0 821,335
28 Residuals (EladandESreUedP~s(1531 0 0 0
37 Plant Malanasand00mungSupplies (154) 24,281 .587 5,674,296 29955.883
38 Merdunooe(ISS) 119.017 0 119,017
39 Other MatenalsanoS.PPlles(156) 1 .982 .402 0 1,982,402
40 Nudear MatenaH Held for 9ak (157) 0 0 0
41 Allowen ss (150.1 and 1582) 0 174,150 174,150
42 (Leas) Nonplnenl Portion of Alkwanua 0 0 0
43 Stores E+PenseUnd!sWnutW1163) 2 .599 .522 0 2,599,622
44 GasSOredUndarymund-Current (184,1) 48,859,580 1,109,103 49,988.889
45 Lquafiad Natural Gas Stared and Held for Proonaing J184,2-164,3) 0 0 0
48 Prepayments (165) 40 224 .899 438,382 40,881,281
47 AdvanosorGa .(169-167) 15,850 0 15,688
48 Interest and0IVIdendsRaosivable(171) 1,822 .392 48,774 1671,166
49 Rant. Rxarvade(1721 -22,815 0 -22,815
50 AcwedUtility Revenues (173) 77,948,7" 3,873,048 01922,592
51 Miscafansou .Current andAccduedAssets (174) 757,584 0 757.584
52 TOTAL Cunsntas)AtzOWAssan(Enter ToWofFnea241hru51) 'b5,826,000 23,108,554 0 585,734,554
57 DEFERREOOEBITS
54 UnamonaWCan Expensn (181) 11,395,80 474,"9 11,870,092
55 Exvaominely Properly Losses (182 .1) 0 0 0
56 Unrecovered Plant and RegulatorySWya Costs (102.2) 0 0 0
57 Other Reg .WxgAssets (182 .3) 250,000 13,843,633 14,093,633
56 Prelim. Survey andlnvastigat.Changes (Eedtk)(1831 25 .885 14,037 39,723
59 Prelim . Sur. and Invest Charlie, (Gas) p83A, 183.2) 322.414 0 322,4143
60 Clearing AOcounts(1B4) " 1,328,018 49,804 1,270,242
81 p6$) 0 0 0
62 Miscellaneous DefensoDeena(186) 90,853,027 19,875 .002 110,728 .029
63 Oef . Losses from Disposition of U61iy P9 (187) 0 0 0
64 Resean'n . Dave). and Dero0sea6on Expand. (188) 0 0 0
05 UnamorpowLoss nReaaueedDebt (189) 8,715,865 80,295 7,584,960
68 Aadmu181ed Nferrad bonnie Texas (190) 29,972.097 2.997 .178 32 .919 .275
67 UOremve,WPurchased GasCests(191) 18,780,717 90,365 16,682,352
e8 TOTAL Deferred Debris (Enter Total offinesSetuu87) 151 .987,203 30,875,033 0 192 .992,230
69 TOTAL Assets and Other Disks (EnterToW of fulea 10.11,12,22 .52,681 3.078,375,636 243.111 .979 154,700,000 3 .476.187,811



U01iCo,p United Inc, end St. Joseph Light $ PayerCompany
PROFORMABAUSNCESHEET
As of Oecembar 31, 1990

Schedule DJS3
Page2013

1 PROPRIETARY CAPITAL
z C4maeunstwUwmaOq

Util1COrp Unilad

As R.,orled to
FERC

_--
93,374 ..953"

SL Jeanie

Aa Repurlad to
FERC

33,616 .049

Adiummants

.25.716,499

PnoF.- Connote"

(StJe»PII and
IhillCA,,)

_
16i.e74,e53

3 PnferedSt~Issued (2a) 0 0 0 0
4 Caput Stuck 5ube .bed (202.205) 0 0 0 0
5 SlodtUablliyMr Conyenion (203, 206) 0 0 a 0
8 Premium onCapital Sloclt(207) 1,268,933.058 0 100,505.328 1449,438,382
7 Ot~Pa161ncap1M(za63111 -2397 1,90a'895 1,900,fl95 .2 .297
8 Insnllmenn R"cerved on C20WSte e (212) 0 0 0 0
9 (Less) OimmuntonCaput Slodo(213) 0 0 0 0
10 (Last)CaglalBlocs Initiates (214) 15.540,855 0 0 15,540,055
11 Retain" Earnings (215,2Mt,216) 29,059,210 73,843,621 -77843.821 29,059,210
12 UnapgdpdatMUndsinibated ar,Eatnit,,(216.11 123,3(17790 -217.09 217M9 123,307790
13 (Less)ReararedCapmlStock (217) 53.065.418 13,737,340 -13337,040 53065,118
14 TOTALPmpnen9Capital(Enter Total of lines 2 Um 13) 1,446,258,341 95,805,328 92.600,000 1 034863,887
15 LONGTEF2MDEBT

_. .. - 28.100,000 - .16 Bond. (221) 19,454,900 -- . 47,5'54.900
17 (LesstRea9usedBonnet. (2221 0 0 a
18 AdyencesBarnA»odaledCompenies(223) 0 0 0
19 OverrLmyTelmDebt (224) 728,694,588 40,m,CJO 760,694,586
20 UnamonizedPremiomonLong-TemCaM(225) 0 0 0
21 (Less) Unalnarazed Diswunlon LonpTenn Debl-Deal(226) 0 0 0
22 TOTAL LOnyTennO.M(Enter Totalofkno,AS .21) 7b,AASA66 68100,004 a 816249,488
23 OTHERNONCURRENTLIABIUT1E5 � . .-
24 OOIi9adan.Undo, CapbILOasee-Nonwvent(221) 3.147.037 2.902,496 6,050,333
25 AeuvmulstsdProyiaianto,Prepedylnauranw(228 .1) 366,737 a 368,737
26 AaamulatedProwwanto,InjudesanoDama,a(2282) 14,485,840 0 141685,618
27 AuumulMedAadaunfarPensionaAndBanett.(2283) 4,570,098 1,^168,163 5,930,279
20 AmmulaledMixellansoua0penan9Pmyiaions(228.4) 258,454 0 258,454
29 AimumulatedP .o.iOnfarRanRefonde(229) 6,798,119 0 8.798.119
30 TOTAL OTHER Nanonr<ntWlabbu(Ens,Total offnes240tm 7(,628 .809 4,270,679 0 35899,586
31 CURRENT ANDACCRUED LIABILITIES
32 Notes Payable (231) 19,639,747 7,294,000 28,929,747
33 ~unt3PUyaWa(232) 170.094842 10,571,90 140,666.5119
J4 N91<SPayable toAssNadledConaudise,(233) 0 0 0
35 AcmunlaPayabIe0AsoamedCornpanma(234) 157,288,666 0 157,268.666
36 CasmmerDeposits (235) 6,703.564 480,454 7.134 .014
37 Texas ~(2s16) 1A,7a3,3s2 954133 35,657 .515
38 Interest ~ad(237) 21728.251 1922,053 23,651,104
39 Dmdands Dedsed (236) 241824 0 241.024
40 MaturedLongTem1Debt(239) a 0 a
41 Measured Interest (240) 0 0 0
s2 TaAGatedimaPayette(241A 3.519,850 114,285 3.600,135
43 Miscellaneous CioenlandAVUedUaahdes(242) 190,796,891 1,250,138 192,047,029
44 OMI9albon,UnderCapnlLeases-Cunenl 788339 0 768.339
45 TOTALCuoenl&A¢medLIaW,ben(Ent.,Tinl .1line . 32thnu 565.465,156 22 .549,806 0 586014,%2
46 OEFERREOCREDITS

-47 CumomerAdvanu,to,Consbucbon(252) 14661,473 236 14 .644 .10%
48 AmmulaiedDeferred lnvesulwntTasCreate (255) 18477,118 3,689,152 20,166.270
49 Defined Gains "m Dispasibcn of Ubliy Plant(256) 0 0 0
50 Churl Detained! Cndib(253) 74,042.545 5,437,158 79,479.701
51 OMerRaWlaloyLiabliws(251) 7,144,203 6440,159 10,534,382
52 UninlonisvECar, onRaa9uindGets (257) 0 0 0
53 AttumulaledDefeoedlncunpTaxes (261-283) 179,546,225 a48t£465 81900000 276.265.690
54 TOTAL DelenedCra6U(Enter Inteloflines 47M.53) 266,073.964 52,388 .166 61900.000 401160,132
55 0 0 a
50 0 0 0
51 O 0 0
58 0 0 0
59 0 0 0
60 0 0 0
81 0 0 0
52 0 0 O
e3 0 0 0
e4 0 a 0
65 0 0 0
66 0 0 0
67 a 0 4
63 TOTALUab~MN~,(EnWT"Olimsl4.22,70,45 3,078.375 .536 243,111,979 151,700,000 7470,187,817



UbItCap United! Inc. andSL Jepson Ught a Former Company
PROFORMA STATEMENTOFINCOME
ForNe Year Ended Chemises,31.1998

Molders United

	

St Joseph

	

ProForms Combined

As Reported to

	

AsReported to

	

(St Joseph and
PERM FERC Adjustments U4licand)

1

	

UTIUV OPERATING INCOME
2 OFeratinpRevesmas14W)

	

1338.075627~~ 100,559,554

	

1.719 .=,281
3 Operating ease

4

	

OPerafan Expenses (401)

	

854,425,540-' 50118,080

	

" 906,612406
5

	

Maintenance ExPomaf(402)

	

44,215348

	

0}&7.772

	

52,870,670
6

	

Depreda6anExports (403)

	

%.463,282

	

1t7M,213

	

3,900,000

	

111698,475
7 Amon .6Oaii0Ubln,Plam(s0s-x05)

	

1.299673

	

15,W8

	

1,115,121

8

	

Amorl. of UIiIiN Plant AN, Ad, (408)

	

2621,759

	

0

	

2,821 759
9

	

Amon . Properly Leases, Unmcuv Plant sand Reyula" Sister Casts(407)

	

0

	

0

	

0
10

	

Amon. of Conversion Expense. (407)

	

0

	

0

	

0
1f

	

ReyulalogDebts (4077)

	

0

	

0

	

0
12

	

(Loss)Regulatory Credits (407,4)

	

0

	

0

	

0
13

	

Tax.. Other Th..IncomeTaxes (4%.1)

	

61693,243

	

6.971,284

	

%,681,507
14

	

Income Taxes . Federal (409.1)

	

2,115,906

	

3,901660

	

(1,800000)

	

4,717,4%
15

	

Other (409 .1)

	

801,199

	

838,189

	

1179,788
16

	

Provision forDeferreeIncomeTaxes (410,1)

	

45,120 .980

	

2.753,129

	

41.474,109
17

	

(Leas) Provision forGathered Income TnaesCr.(411.1)

	

25,541,289

	

7,IW,944

	

28746,273
IB

	

Investment Tax Credit Ad .-Net(411.4)

	

-1,110,802

	

-408,730

	

1325,532
19

	

(Lea) Gains them Dup.afD011tsPlant(4116)

	

0

	

0

	

a
20

	

Losses from Dup. of U4hty Plan . (411.7)

	

0

	

0

	

0
21

	

(Less) Gainsfrom Disp, of Alawancea (411 .8)

	

0

	

5,687

	

5,867
22 Losses Ira.Oiap. of Mormon.. (411 .9)

	

0

	

0

	

0
27

	

TOTALUnlit, Opera6ngExpenses (Enter Total ofline. 40.22)

	

1,062.4%,219

	

64,578,272

	

2,300.000

	

1, 769174.451
24

	

MetUhlOperInc(EnterTotline 2less27)OUSyMdWPI17.line25

	

158,579,108

	

15,981,422

	

(2,7000%)

	

t70.M.830
25

	

Set LotOther no(Carried forend"inpepe114)

	

158,579,4W

	

15.961,422

	

(2.700,000)

	

170.260.870
26 00erlncomeandDedcOans
27 Other Income
20 MortalityOperating Income
29

	

Revenues From Merchandising, JoBbi.psM

	

hoursdWor,(415)

	

291>,7R ~
30

	

(Less)CostsandEx,afMerclundising,Job&Conc .uWmd(416)

	

2,876.791
71

	

Revem.e Fro.N.m .l.N Operationa (417)

	

467,279,708
12 Mess)ExpensesMNonWllltyODeraaom(617 .1)

	

429,129.995
33 Nonapea.in,Rensllncome(410)

	

0

	

0
M EauiyinEamingfo(SubsidiaryLampanie7(416 .1)

	

59.2111

	

8,070
75 InlemslandDivicendlncame(4f9)

	

0,777,727

	

415,592
M AlowanceforOther Funds Used During Consovchon(419.1)

	

W7

	

24a,741
17 MixallaneousNaopesaa.plntame(421)

	

4.256,605

	

126.694
38

	

Gain on OuposisonofPropeM(421.1)

	

1.Wf,2~

	

0
79

	

TOTAL Other Income (Enter Total oflines29dint 78)

	

105.946,817

	

1059,017
40 Me,I..Deductions
41

	

Loss on OnpatNanofPropeM(421 .2)

	

27,559

	

0

	

27.659
12 MI.1lanaausAmwtitaaan142%

	

2,199,250

	

0

	

2.199,230
43

	

Miscellaneous Income Oeduchons(438.1426.5)

	

4,944,983

	

214,789

	

5, 1 59,372
44

	

TOTAL Other Income Deductions (Total of lines AIth .u43)

	

7,171,892

	

214.789

	

7,388,2al
45

	

TaxeSApse.eOtherIncome andDeductions
46

	

Taxes Other Than Income Taxes (4082)

	

267,980

	

0

	

287,%8
47 IhcomsTaaesfednal(4(9.2)

	

29712,892

	

150.060

	

30.082952
48

	

income Taxes01her(409 .2)

	

7,923,438

	

-07,855

	

7,855,583
49

	

Provifian forOalemadInc . Taxes (4102)

	

0

	

0

	

0
50

	

(Less) Provision forDelerredIncomeTax.x-0,,(4113)

	

0

	

29,4%

	

29.4%
51

	

Investment Tax Credit Adj. -Not(4Itt5)

	

0

	

0

	

0
52 (Lesa)InveslmemTaxC.adO(420)

	

0

	

0

	

0
53

	

TOTAL T.... .n Other Income and Deduct (loulof 45 Into 52)

	

37.994,316

	

252.709

	

78,157,027
54

	

Net Other Income and Deductions (Enter Totalfine.39 . 41, 53)

	

80.670,667

	

591.949

	

81.482,418
55

	

Interest Ch".
56

	

Interest anLonpTarmDebt (427)

	

75.179,756~

	

S,a31,168

	

81.010.924
57

	

Amen. of Do.Otta, andExpense(4251

	

1624,720

	

44.437

	

1 .069.157
58

	

Amen . of Lee. onA...used Gets (428 .1)

	

1,035,220

	

68,770

	

1,107,9%
59

	

(Less) Anron. of Premiumon D.MCredt(429)

	

0

	

0

	

0
60

	

(Less) ArrtatofGainonReaq.u.edDebl-Craill(429.1)

	

0

	

0

	

0
61

	

Interest on Date IsAssoaCompanies (430)

	

-1,743,775

	

0

	

.1.743,775
62

	

Other Interest Exports (431)

	

12,801219

	

118,291

	

12,917,510
63

	

(Less)Al .wars.forOanoeadFund.Used Diane, Consruclion-Cr,(472)

	

3,0811 .065

	

151 .894

	

7237,719
64

	

Ne.Interest Chartist (Ent.,Text afI.e..Wthru63)

	

85.211,075

	

5,09,01E

	

91,120,097
65

	

Income Before Exvaardnary hems (Tonal of limit, 25,54, 947

	

132,239,000

	

10,654 .353

	

(2,700,000)

	

140.607 .353
% Edraomlnay hams

	

_
67

	

ExInmbr,sl Income (434)

	

0

	

0

	

0
60

	

(Less) Ea9aaminary Dedus6ans (435)

	

0

	

0

	

0
69

	

NetExtraordinary It.. (Enter Total of line 67 Nat, line 68)

	

0

	

0

	

-

	

0
70

	

hoom.TaxesFederalandOther(4W.0)

	

0

	

0

	

0
71

	

Eeraordna7 Items After Tax.. (Ends, Total of )In. 09 less lens 73)

	

0

	

0

	

0
72

	

NetIncome(Ent.Total ofOnss66n.U71)

	

132138,000

	

I0,d61,053

	

(3,700,000)

	

194,0)3.357

2917,771
2,878,391

487.239,308
419.129,995

0
59,708,671
7,213.319
249,108
565,289

1 .501,211
107,005,921


