Nature of hidden reserves

For he pur ose of this discussion hi (dden or secrtreserves mag be divided |nto

Inds. The usﬁrsconfrned {0 undi scIoseda |cat|ons of pr frhsto requce 0
an amount materia fy %reater than 1S necessar he amounts at which assets are
stated In the books 0 a un ertal Ing, to provide amounts materially gre terthan
are regurred to meet lianilities oss%s and commitments, and to wr [te off ca |taI
expenditure on additions fo pIant uildings and other assets as If It wer%
dinary working expenseotte ear Thist eofhrd e reserve |soneto ich the
term ,,reserve 1S stncty rf led in c rdance with the recoggrse meanrn%
attac ed 8 gt fer gu ﬁatronso eInstrtgte of Charter %countant
In neg an Walgs an |nteUn|te Kingdom omganres

second ty noe 1S oneweret e term Is use In a more Popular and |ess tech-
nical sense byt a&/ nevertheless, be of coné %erable mor ance In.some circu
stances, It arises vihere, unless ccompanie \x entarly mformatron te
use of the historical cost basrs accountrng hic |sthe asis normally used in
the United Kin d om - woud result In tarlure fo Tretleﬁt an drsolﬁe matenal
gprecratron In the value 0 asset?]or othF acts? a character % re evant
0 an adequae understandrng of the significance of the accounts and the state o

ter% anysa ar
e rst| 3hrd en reserve |% wvrrtuaIIy hrbrted excetrnar%I
atively smal |eI mwrchsecral oflies suchasb sen%yexe tion; t
Secon can still arrs to some extent an may, theref ore need disclosure or com-
ment.in order th atteaccounts ma ewa ru%an fair view. The auditor has,
therefore, to use his own jud gmen as 10 whether the situation Is such that he
must refer to the matter in his report,

Historical

reat change has taken place during the last thirty years in the attitude in the
(t]ted Krng om tow ds t‘he cr?atrongretentron nd)t/rsgofthe first type ofhrdden
resen/ef ntrone g ore that time %tors 0f companies regarced
hemsevesaswel advised in the Interests of the shareholders to use (therr IScre-
trop \a/ntl g down assets to an extent greater than was re urre d with-
hodrng isclosure of the extent of this actro |n setting aside un |scose [eserves
In order to meet future contrnoencres and mcar\glngo capital exRen Iture as
operating expenses of [(eya Provided. there was drsclo&ure of the fact that
suc acti nhad een taken, the auditors, of comoanres regarded themselvesasnot
avrn% groun for obéectron to.non-disclosure of the magnitude of the amount 50
treateql &xcept in extréme sityations Wh?ret e amounts concerned were fl %rantl
excessive. It was, however, the view of eminent accountants that the use fsyc
?serves to redyce losses or sprIement profrts N subsequent years ds ou d h
Stgtseedd a]ntdepargcera ly thatteamountsouse In any year Shoul normaI e

|
In other wor tﬁte view was that whilst the amounts taken out of profits to
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hrdd N e ferves need not be disclsed u) nless they were o ?reat 8 to destroy the
vfa ity 0 teﬁccounts It was esrra eforteaudrtor 0 ask that the extent,
any; to which they were put back into the profit and loss account in later
Years should normaII be shewn It was thus considered reasonable to understate
rofits of azear 0 a moderate extent ?/makrng allocations to hidden re?er

ves, but not to 0 erstate the profits by bringing back amounts from previous allo-
cations without disclosure.

From about the y ear 1931 1‘oII?wrn%11 the great awakenrnﬁ of interest in this
matter caused by thie famous Roya Mall caseln the courtﬁ IS attifude towards
ldden reserves chan%ecl rapidl Oy The wer%ht of responsible pr?fessronal opInion
became Increasingly i tavour the max racti able disclosure in accounts.
Itwsreco%;nrse ore and more t fat this was essential {0 ana eufuate n [ecia-
tion ?tho the frnangral posrtrono an underta rng and of Its ro IS 0 %_ear
as Well as of the trend of profits overaserresofyars rom 1943 onwards
Institute of Chartered Accountants. rn En \gan and Wales rssued SUCCESSIVe rec-
ommendatrons on accounting prrncr les which further acce lerated thrs change.
These recommendatrons had great influence on Rro essional thought and on busi-
ness practices. The myrecerved public en orsement in the rep orA a government
? Ittee on Compa X Amendment whose rorr)osalste toteenactment

the Companies Act, 1948 and to rE)arlramentary pproval of the practices which
the Institute had recommen ehd on this su hec

A proper appreciation of the present United Kingdom outlook on hidden reser-

ves %nd th audrtorsatrtude and duties in relation to them can, therefore, besé
be obtaine X consid errng the Recommendations on Accounting Principl gp es Isslie
by the English Institute aid the requirements of the CompaniesAct, 1948

Basic accounting requirements of Companies Act 1948

The Act of 1948 requrres each comrt)an 0 (Prepare and ?ubmrt t? its shareholders
ever ?/ear accounts which shew a trué and falr view of [ts profit or |oss for the
Inancia ear and of the state of rtsafarr%at the close of trﬁ ear The Act also
reﬂurrest at ? puq 0Ses Of comparison these accoun;s shall inc ude correspon-
tﬁ amount% or the immediately preceding financial year for all rtems shewn
In the accounts

Auditors rndeépend nt of the management have to be aﬁgornte by every com-
Phany to examine the books and %ccounts %n Beport to.the share Rlders \whether
eaccouns have comp led with this and other re urrements T e auditors of

épanres In which the general Investor owns shar nd certarno ther com anies

to be members of “certain recognrsed Ur rte Kingd g%es of accoun-

tants or accountants who have simjfar uaIr atronsotarne road: the au-
drtoLs of other c?nhpanre do no%retk Ire these qua r rcatr%ns

ereport% audjtors 0 a com ang %ve 0 be attached to rtsacounts
and have t? e read at the annua meetings of shareholders. Any ma erra Secre-
flon fﬁro 1ts or undrsc ose brrn%rn back of rofrts and an naisclosed mate-
rial change In the basis of account g oasto cr ateorusea nreservewoud
cause the accounts to fail to be trué and fair and, therefore, would Infringe the
requirements of the Act. |t would be the duty of the auditors to report the failure
when reporting on the accounts.
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The Act does not ﬁrescrlbe a ?tandargmed form of _a%counts but contain _detﬁned
requirements as to t eﬁxtento the Information which must b%dlsclose In them.
The requirement that the auditors shall state in th?lr reﬁo_r whether the accounts
comply with. the Act means that the%/ must not only consiger and re@ort Whethe
In thefr opinign the accounts glvea rye and fair view of the state ot affairs an
the mproflt or loss of the year hut also ha¥e reg%d to these dﬁt%ned reguwememﬁ.
S0me compments on the requirements so far as they concern hidden reserves wi

therefore, be appropriate.

Distinction between ,provisions” and ,reserves”

An mggrﬁnt \Pomt | Lelatmq_t%mdden reserves is that the Companies A% 1948
%ccet %e lew 0 teEn% ish Institute that there Is an |mP rant difference
etween %e meamn%s attached respectively to the terms ,rese \(es and ,,pr?w-
sions”. The expression ,,provision™ means an amoupt nece_ssan_a/ written off or
gert?llenc%dsgr)l rovide for depreciation, renewals or diminution in value of assts
|
ent lianility. The e”xgressmn JJeserve” does not include rtems covered by the ex-
ression ., provision™ but inclydes any Txces?lve amount set aside for the pur o?es
or which gro_v SIons are H]ade_ and all profits set aside as. matters ot policy tor
(Fquallsm Ividen ?orot erwise retained fo assist n [%row ing, capital resources
or the husiness or for meeting future contingencies other than"losses Incurred or
accrul at%ec sTo the accOunts. . : :

It, therefore, follows that the audit r,pas to look at all |terﬂs descnbe(% s
provisions In order to see whether, and, it S0, to whaf extent, they are In fact
r?_serves d as such are sub%ect to the_disclosure r% uirements of e TA t Spec-
irically affecting reserves. The duty of preParl,ngt accounts and of gecidin
whetier a gartl ular Item is a reserve or @ proyision r_es%s first uR_on the director
but the auditor has to consider whether they have discharged this duty. He has
the right to call ugon them for inf rmaémn na explanations to assist him in for-
ming.an 0ﬁ|n|on n this matﬁer.l he 00es not receive adequate replies or is not
satisfied that.the amounts shewn as provisions are proper X/ sp shewn it Is his
du_t){ toﬁ[netnnon the matter in his report and make a reservation to an appro-
pridte effect.

ily retained to provide for meeting a known actual accruing or contin-

Disclosure of reserves and movements therein

The Act specifically provides that where the amounts are materjal the aggregate
gmounts f the capital reserves and of the revenue reserves shall be shewn'in e%ch
alanceseet_?ttec_l fe of the financial year under seParat headin s_éw that
the amount, It material set aside or Ipro_posed f0 be set asice to or Withdrawn
from reserves shall he shewn in the profit and I_oss_ac?ount. The amount of an?/
suWus provision which is brought b%ck into roflt% IS also to he shewn it material,
here the amount shewn in"tne balance sheet for any |t%m of reserves shews
a maten?l Increase or decrease as compared with that of the previous year the
source of the Increase or the use ?f the reserves which has caused the decrease IS
to be stated unless the reason is sufficiently indicated in the profit ana loss account
Or In anote on the accounts.
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It will thus be %een that gro erly drawn accounts necessarrlx drsclose [ESrVes
and amounts whi are set side to"or withdrawn from thema therefore,
such items cannot be hidden reserves if the ccounts fom ywrt the require-
ments. Part of the auditor’s duty Is to see that this compliance is made.

Fixed assets

The method or methods used in arriving at the amount shewn under each headrn
or th%frxed assefs must be stated In t %accounts With cert In exceptions It ha
{0 et eexcess oferther the cost, or, If t easset has been reva ued and 1S o state
In t? books, Its valuation, over the tota amount rovided srnce Its urchase
or valuatjon as the case mag be for erecratron ord r rnutron In value. The cost,
or valuation, and the,total So provided to date have both to be shewn. Moreover,
the amount char?ed in the Profrt and loss account of the year for these purposes
or for renewals of fixed assets must be shewn in the accounts.

Where any amount provided for depreciation, renewals or diminution in vajye
of assets Is in excess of that which In the ogrnron of the directors 1S reasonatrt\y
necessary for the ?ur 0se,. the excess must be treated in the agcounts 8 a rese
and not asa rovision. ThiS meang that any excessrvewrrtrn own of Tixed assets
1S nr]) L}/ Inconsistent with 000 aco unting pract (ie but IS also In conflrtwrt
legal requirements. Moreover, it would not be possible with utrnfrrngrnagt e aw
to charge material amounts of capital ex )enditure on additions to plant
dings and other assets as an ordrnar w r rn expense which is tr ated as exPen
aiture or| marnéenanceo repairs, This not reven%drrectors rom exercisin
reasona e prudence In decl rn how qurc he cost of an asset should be amor-
tised %/ rges to revenue put it oes rohrbrt material unreasonable and delib-
erate understatement of profits eans.

The audrtors function In re| tron to_this matter is to see that ‘orovrsrons are
mae for d?h) %cratron renewasand diminution Jn value of the fixed assets In
accord ance Ith a recogis and consistent practice. He will, use Nis own expe-
f nc% knowledge Ot other businesses In rmrnlg dprovrsrona opinion &s to

ether the meth used looks reasonable The ditectors and officers must us?
t elr_expert know e(dge in e(?trmdatrr\tlgnt e pro anle effective commercial lives 0
the fixed asset must decide t e recognised methods of making
rovrsrons will estsurt the crrcumstances terr om any; the au Itor naturall
drves full weight to their views. He 1S autnorised by faw toc or rnformatro
romtem n order 0 saérs himself that the have estaplis gocper nasis
for and used areco nise consrst}ent method I makrn terr ations.

owever he is tsatrsfred that their explanatrons nd te decisions, taken
gt em in re arrn the accounts arg onare sonablea consistent basis hewrll
récord the %s In rs report as auditor an will Incly Tan expression of any
vrewsw Ich he can t%rop g orm ontemattter g he cannot o]oseasa
technical expert (o e LPro ble useful Jife of plant an maohrnerg e IS not
thereby prevented from using nis critical faculties as a person with buSiness expe-

It thus follows that the arbrtrar}/ wrrtrn% down of fixed assets without justifi-
cation in order to reduce the profit shewn by the accounts of a year oy to Teduce
the company’s disclosed reserves, or a materral change In the biasis of provision
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for depreciation would be a matter requmng disclosure. If the accounts fail t6
make adeq uate disclosure the failure woul become a matter for immediate
commentb the %udrtor In his redport on me accounts.
however, t ere were a considerable apprecratron brought about by Infla-

tion.in Ahe Prrces of land and other prop %rty or.in the valye % her fixed ass fs
retame or the purposes of conducting rt e husiness, that not eId for s?e the
gﬁ lication of the hrstorrcal cost hasis accountrng would normally invo vete

tinue iséatemento such asset? att eir historical cost %ess depr cra lon) and
there would be no obligation of law or accounting practice t0 disclose” such
E reciation or Its amount. The accounts wouId disclose that the frxed assets

suen | |n the business are Inclu e? on the cost hasis and even where It ia

heen nowntatrn terrRso m%ket value gy could be sol foraconsrdera
reater sum, It has not hitherto been regarded as necessary to make reference f
Ernth ccountsh

rovre that the auditor was satisfied that the hasis, used was disclosed. he
equ ywould have no hesitation in sa mq that In his 0 |n|on the accounts shew
a true‘and Tair view. His ustrfrcatron or hrs Practrce |d be that his otpmron
ﬁknown fo be expressed totetru\ and fairness of the accoupts In relation to
tne historical cost basis and not In re atron to current values and unrealised pro-
fits which may be Iatent In the accou)
Once such profits are realised vsale however a djfferent situation arises.
g udrtor st see that any oro ts. realjsed on the drsposal are not taken to
undisclosed reserves nora%) g nwritin down otheraseswrthout drscosur%or
to an extent which is not' made necessa reason of diminution In value. They
must be Included in the amounts drsclosed profits of ther\)/ear or as movements
taking place during the year on the capital or revenue [eserves as the case may
An excePtron tothe n? neraI ruIe Is made for a fixed asset whrch represents grood

gatensortra rks. T %ount ap%lred to write It down | arweﬁ
n urce of the grovrsbon must e shewn: but In su sequent ears, even thou
the asset continued to be worth an amount equal to or |ne 06ss of Its ong 1
cost o(r vaIua(Jron the amounts previously written off would nt be viewad In
Unite ngnom accounting or auditing practice as requiring disclosure nor as
constituting hidden reserves it not discloséd.

[nvestments

I there were no restriction upon concealment of the si s nrfrcance of mvestments
and no op tposrtron (r m the u]drtors If onId be a rel trvevgas matter for a
company fo, conceal from its shareholders the extent o N reserves, ari-
[s)rn%g eﬁtron ) ecom an 'S Investments. These hiddert reserves mignt either
the kind made y% Protrts or other reserves fo write down exces-
Sivel the am unts at ‘whl hth nvestments are stated (that 1s reserves |nt
strf egaa}n rof essroH sense as defined In the openin 1a%rap of trs ar-
?e orof the rtwhrc1 arise In t em re A)o%u ar meai e term b ecﬁuse
ofa arg nhancement avmﬁ oceurred mte arketvalueo Investments which
are carfied In the books at thel orrqrna cost. The re urrements of the law and
recognised accounting practice largely, though not entirely, prevent both these
types of concealment.
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Investments in  subsidiaries formerl row%ed con |derable Ip{)/ortum for

concealing the real strength of an un eﬁ % this nas been prevented

D e fcuCr) Pl e Laic, O suomiing ?Hﬁ
U W U

rogeduge %nd P{s effec?pare gealt with furt er%el%w)ﬁn(?erp the he (?mg of ,In-
vestments in subsidiaries”.

As to other holdings the market value of quoted investments (that is invest-
ments ﬂuoted r dealf'in on arecoP nised sto sl\ an%e owned bg the comgan
?to“n”h o e D el 932 oL oot O Y 0
lon i ud|
change | |sts o? deahn%s and quotations and hus satls yhlmself that no hid en
reservg is concealed inhe valuations. He has a duty t odo 50.

It thelr current market value 15 shewn, other Investments held as f|x%d assets
need not have disclosed in relation to them the extent to WhICh the|rcost as been
written down. Iftheg are trade mvestmenf however, there IS no specific require-
ment that their currént market value shall be disclosed, and each compan has,
therefore, a choice as to the course it WI| ursue |n regard to this asgo mvgst
ment. Trade [nvestments are not Rremse efmedtl)t ay broadlx e descrig
Investments (other than share3| subsidiares) held In connectlo wijth the com-
panysbusmess They Include a holding which is substantial In size. but does pot
gl\{e (t:ontro of a company associated with the owning company in Its trading
activities

The current values of trade mvestments and, (?f ang upquoted securmes owned
h/t e comp?hey are meﬁters for special consideration by the audit gr bath for
the ur 0Se0f ensuring that any ne essaw provisi n|sma e to write ?wn Invest-
me scgrne at an excessjve value and also for the pur ose% rmin ﬁ
oPﬂmwn ase ona ava|Ia e Information as to the extent to whic a(s all

ounts at which trade mvestments and unquoted secur|t|es are carr|e ner
statet eir real current worth fo the comp a¥ The investments. may be In g oy
Pro |tabe asso%ed com \hes wh|§h df)st Ibute only a tnvdal roportio J

e'r£5hhfna”comava% R R e R AR
ent and * J auditor ma gnc?ude tha%1 , 8 }ad |t|onaf|nf?rmat|ontebocg}<
amount of the investments does nof enable a a|r view of value to he forme
[T In his opinion there is such an understatement the faudltor then needs to c?n3|d
er whether this is s |mportant that }he accounts of the omRany will fail to a
material extenrt to shew a true and a|r view unless adgitional ‘Information as
to current rt)ro Its and é)ast retentions proﬁts IS given In the accounts by way
of noteoroherW|se|n der to correct this deficiency.

_There are no specific %tatutorx requwements to mclu%ie such notes nor other-
wise about th|% matter other than the overrid mg dut deectors 0 p tesent
IR S L

U
rr}nteg comgvl wﬂw this re uirement. Instfncef%a\{ﬁeoecruerrg(jts reréhe gudné)rg
com ams have oun It Neces ualj | w v
?ound eriously ina e(iuate tge m? rr¥hat|o g\)en n thlsprespect %ut |tYsony
alr to say that'sucn Instances do not appear to e very numerous.

mab hiz. 231



Investments in subsidiaries

In the last decade prtor t% the outbreak of the second World War there was a
growing. realisation' that the separate accounts ofaholdtn comp anzf with sub-
stantlal mterests In sub3|d|ar|es were wholly inad %uateasa [Presen ation_of ifs

ffairs and profits ynl eﬁ gy were accomrPanled y additional information in
the shat%e of consohdate an 5|m| ar account

Instances had heen known of comPames whose subsidiaries were extremel
valuable]and profitable and had buil glarge reserv?s of undrawn profits of
which the accounts of the_owning companies av% little Indlication. Absence q
mformatton as 0 the earnmsan rese es of suc compantes not onIZ made |t
ﬁ%/ OJ ertW r]eous Inf erences to be drawn asté) dev e shares but also
allowe mtTt comgan to withdraw In divigen romte past retentions
of grofltsb sunsidiaries | erd|V|den s than their arnm s of the ear without
Isclosin teextent fo which this eing done. 3 ation w. 3realtsed to
eunsat actory andamovement eveoe rom (Se 20’s onwards, In av?ur

resentattono \%;Vrou% accountsw Ich would tsclose the underlying profits
andp0|t rethent)ons hic Iag eneath the items of investments In“sutisidiaries
appr%artn % alance sheets of mg}com ame%

|s Institute lent Its wetg favour of this movement and so recom-
mended t ItS mem rsas e as to the government commtttee whose recom-
mendations In_turn e to e Companies”Act, 1948, The result was that the
R ?sentatlon of consohdated or other group accounts as pan of the accounts of a

ding comg ¥ became obligatory.

The audit aholdm com a now has to state |n his reportwhether these
9nrou accounts have een ropeX regarefd 50 a?]tosewatrue fan fair view of
te 88|||nonc%nrg %fn the profit of the group from the standpoint of the members of

ﬁ am?ouh/ts have to qive for the whole rouP Information equivalen to
thatw Ich would have ﬁo be re%ented In the accounts If th? rouP ere Iti
single company, the re utbe| g that Itis no Jonger #]ractlcab (1 he undw %
profits and reserves o group to e concealed Tro |ts shareholders nor fo
Use of the profits to be maftipulated in the way indicated.

Stock in trade and work in progress

The omission of stock or work in progress from account% or 'tf statement in the
ccounts at an tamount materially below its cost or realisanle value would involye
ecreatlono hidden reserve gs it would reduce the amount which would

otherwise be S ewnastradmg profit and might seriously misrepresent the com-
any’s financl pO?I'[IOﬂ The sulfsequent réalisation o the stock or work_ In
rogress_would result in an undisclosed inflation of the profit of the realisation

Perlod The result would be that the [%roftt and loss ac?ount and balance sheet of
h Pertod of omission of ynderstatement ang the profit and loss account of the

realisation period would fail to shew atrue and fair view.

The ayditor’s examtnatton of the accounts Ipvolves the gerfor ance of | IH]
gortant uties in relation to fstock In trade. He Is not a valuer but has %o Use nis
xperience and knowledge of accountancy and business and apply sucn tests as
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are within his competence in satisfying himself that all the stocks and work in
Progress are Included and are stated On @ recognised and consistent basis. His audit
ests are designed, Inter alia, to enable him™to form an opinion as to whether
euate ut not excessrve grovrsrons have been made for any losses which may
proPer¥ be deemed to have arisen at the accountrr? date.
ter considering the results of hig tests and other enquiries and an%/ -

Elanatr ns éenderedb he directors he Is not satisfied that the stocks are ar
at rs uty Is to aean ap ropriate reservatron in hrsr ort totesar

ers. He will pormall makeschareservatron onlyweret e extent to which
he is dissatisfied 1s materfal in relation to the profits or financial position disclosed
by the accounts.

Accounts receivable and provisions for liabilities and losses

thfr cdrrent assets such accodnts receivable and also the amounts Brovrded
or liabilities ana ex eote Iosses |ewrse requrre examination by the auditor in
order fo seewh?the these are fairl Z stated. Excessrve A)rovrsrons for bad debts
an ot}her Possrbelosses must etre ted and drsc osedr the ﬂccounts aS reserves

éere ore the ayditor must cons ern t only whether the provisions mae
area equal] tiutaso orm an odornronafs % Whethe the%are excessive to a materia
extent. In the latter event he must qualify nis report on this account.

Redemption of share and loan capital

The amounts pr]ovrded q way of charge to grofrt agd Loss accoHnt for the
ree mption ofsare and anc Ital mech ear must esewn mteaccounts
ah ro fit maﬂe on redemption must be carried to a disclosed reserve t]
erefoe %II Ws that It Is not po Bsrble Jor the &)ro Its shewn Xaccount hic
comply with t ere urrements e understated by reason o hargeso un IS-
cIosdamount aving heen made ortesedp%é)oses

Whereacom an bu?/s ack Its own de %res thro hanommee cirtrustee
and refrains ro nce mgt em the accounts have tos wtenomrna mount
of the de entures o h aswe as the amounA Etwrc theg are stated In the
hooks of teoomPa Wy Thee ect IS that It th eentures havé peen re urchased
at aprice w? the nominal amount of the rabr It rAaon nem th accounts
ust shew clearl the eﬁ(ent of the profit which has hee td Me repurchase
ut has not yet been taken toarserve account or to profit and loss account.
The auditor has to see that this Is done.

Conclusion

It will be seen that the makm retention and undisclosed use of hidden reserves b
industrial and commercra mpanres 1S not ﬁermrtted in the United Kin r];do
ExcePtrons re Bermrtted or a very small rahge of un ertakm%rs marnIy n the
banking an iInsurance field, and other exceptro sma emae ns cra circum-
stanoesw ere s[oecrfrc sanction s ranted g Boa%of Trade. These, however,
are negligible In relation to thevst numDer of British companies whrch ave 10
comply with the requirements in full.
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The auditor’ dutles are to see that the ac?ounts shew a true and fair view and
|s cannot b one| there 15 concealment of reserves of matenal amount; accord
3/the auaitor has to form an opinion on this matger whep he Is [preparmg his

rt on the accounts and, If necessary, to state the fact and ex}]en of such con-
cea Iment. There 1S no doubt whatever that a tremendous advance has been made in

this respect In the last thirt rX ears. The auditor’s osmon has been stren? thened b

the quidance given to hi the Institute an Meenactmento statutor

reci ujrements i terms which have impo ed duties on directors and auditors with-
out, however, depriving them ot reasonable initiative.
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