
 

 

What you need to know 
• The SEC proposed simplifying and streamlining its financial disclosure requirements 

for companies that conduct registered debt offerings involving subsidiaries as either 
issuers or guarantors and affiliates whose securities are pledged as collateral. 

• The proposal would narrow the circumstances that would require separate financial 
statements of subsidiary issuers and guarantors and replace the current relief 
requiring condensed consolidating financial information with the ability to provide 
summarized financial information and narrative disclosures. 

• The proposal would allow companies to present the information outside of their 
financial statements when they register the debt securities and during the fiscal year 
that includes their first sale. 

• The proposal would eliminate the separate financial statement requirement for 
affiliates whose securities are pledged as collateral and replace it with disclosure 
requirements similar to those proposed for subsidiary issuers and guarantors. 

• Comments are due within 60 days after publication in the Federal Register. 

Overview 
The Securities and Exchange Commission (SEC or Commission) proposed amendments to 
Rule 3-10 of Regulation S-X and Rule 3-16 of Regulation S-X that would make it easier for 
companies to conduct registered offerings of guaranteed and collateralized debt securities. 
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The proposal is part of a broader effort by the SEC to reevaluate its disclosure requirements. 
It also reflects SEC Chairman Jay Clayton’s focus on making the public capital markets more 
attractive. The SEC said the proposal is aimed at encouraging more companies to conduct 
registered offerings of debt securities with credit enhancements, which could reduce the cost 
of capital. 

“I have seen firsthand instances in which an issuer did not pursue SEC registration of a debt 
offering that included a subsidiary guarantee or pledge of affiliate securities as collateral 
because of the costs and, in particular, time burdens of these rules,” Mr. Clayton said. “The 
proposed rules are intended to make the disclosures easier for investors to understand and to 
encourage these offerings to be conducted on a SEC-registered basis.” 

Background 
While Rule 3-10 requires issuers and guarantors of registered debt securities to file separate 
financial statements with the SEC, it provides an exception for subsidiary issuers and guarantors 
if certain conditions are met and the parent company provides certain alternative disclosures. 
This information ranges from narrative disclosure to highly detailed financial statement tables 
referred to as condensed consolidating financial information. Facts and circumstances dictate 
the level of disclosure required. 

Under the current rule, the condensed consolidating financial information is typically presented 
for the same periods covered by the parent’s consolidated financial statements and must be 
provided as long as the debt securities are outstanding. Rule 3-10 also requires registration 
statements to include pre-acquisition financial statements of recently acquired subsidiary issuers 
and guarantors in certain circumstances. 

Rule 3-16 requires a registrant to file separate financial statements of any affiliate whose 
securities constitute a substantial portion of the collateral of a class of securities registered 
with the SEC (i.e., when they meet or exceed 20% of the debt’s principal). The rule currently 
does not provide any exceptions. 

Key considerations 
The proposed amendments would expand the situations in which alternative disclosures for 
subsidiary issuers and guarantors could be made by allowing them when: 

• The subsidiary is consolidated into the parent company’s financial statements rather than 
just when the subsidiary is 100% owned by the parent 

• The subsidiary guarantor is less than fully obligated to pay the debt rather than only when 
the subsidiary’s guarantee is full and unconditional and, if multiple subsidiaries guarantee 
the securities, the guarantees are joint and several 

The proposal would also streamline the disclosure requirements for subsidiary issuers and 
guarantors by: 

• Replacing the requirement to provide condensed consolidating financial information with 
summarized financial information, as defined under Rule 1-02(bb) of Regulation S-X, of 
the issuer and guarantors combined as a group (i.e., the obligated group) 

• Reducing the periods that must be covered by the summarized financial information to 
only the most recent fiscal year and year-to-date interim period 
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• Shortening the timeframe during which disclosures must be provided from the period the 
guaranteed debt is outstanding to the period that subsidiary issuers and guarantors have 
an Exchange Act reporting obligation related to the debt securities 

• Eliminating the requirement to file pre-acquisition financial statements of recently 
acquired subsidiary issuers or guarantors 

• Allowing information that would otherwise be required by the rule to be omitted if immaterial 
(e.g., the summarized financial information could be omitted if the combined financial 
information for the obligated group would be substantially similar to information included 
in the consolidated financial statements) 

The proposal would require additional narrative disclosures that would help investors 
understand the issuer and guarantor structure and how it may affect their investment. It 
would also require registrants to disclose any information that is material to an investment 
decision regarding the debt security but that isn’t explicitly required. 

The proposed amendments to Rule 3-16 would eliminate the financial statement requirement 
for affiliates whose securities are pledged as collateral and replace it with disclosure 
requirements similar to those proposed for subsidiary issuers and guarantors (e.g., summarized 
financial information). These disclosures also would be required only when they are material. 

The proposal would eliminate the bright lines in both rules and replace them with principles. 
Companies would have more flexibility to tailor their disclosures to their specific facts and 
circumstances. 

How we see it 
The proposed amendments, if adopted, would advance Chairman Clayton’s capital formation 
initiative in a meaningful way. Once the Commission is back to full strength with five 
Commissioners, we expect the SEC to accelerate similar rulemaking activities to promote 
capital formation. 
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