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Abstract

This article shows the relationship between thatstyy of external growth carried out from
1921 to 1939 by the French compakigis, Froges et Camarguend the introduction of new
management tools intended to control subsidiafibs.establishment of financial reporting in
1921 and the development in 1927 of a financialestant whose conceptual foundations
were based on group accounting, were the solutropemented by the directors to manage
the Group’s increasing complexity and impenetrapbili
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Introduction

The expansion of groups of companies during theriwar years is one of the most profound
transformations in the structure of French camitali The legal consequences of this
transformation have been particularly well analysetaw papers focusing on the concept of
a subsidiary (Gégout, 1929; Rosset, 1932; Perc&888; Sainton, 1938).

More recently, studies in economic history havewshdhe importance of the subsidiary
creation phenomenon in relation ©ompagnie Générale d’Electricit€Bouvier, 2005),
Energie industrielle(Vuillermont, 2001) andschneider(d’Angio, 2000). By contrast, these
studies are less interested in the specific arraegés for auditing subsidiaries and managing
Company Groups.

Following on from studies by Cailluet (1995), tladicle seeks to show how and why the
directors ofAlais, Froges et Camarguestablished specific audit measures from the 1920s
onwards. This company, born out of the merger i2118f theProduits Chimiques Alais et
CamargueCompany (PCAC) an8ociété électrométallurgique francai€@EMF), underwent

a significant and rapid expansion in its energy alettrochemistry related activities, along
with activities in the production and consequeansformation of aluminium.

This research is essentially based on the compaanchives (annual reports, general
organisation chart and memoranda from the genecaétariat). Even if the results published
in the annual reports should be treated with tmeost caution, in particular owing to the
absence of regulation of accounting functions ianEe in the inter-war years, they remain
essential for assessing the important positiorubigliaries and main shareholdings in capital
assets.

The scope of the subsidiary creation phenomenonchwis behind the establishment of
specific controls, is measured from the ratio (ehand shareholdings/[assets + stocks and
shareholdings]). This trend, far from being linaarstrongly influenced by the economic and
political situation (I).

The size of the Group’s growth gave rise to twoetypf requirements for the directors of
Alais, Froges et Camargueamely to audit the subsidiaries and to measuretbep’s net
cash flow.

The response to the need for auditing the subgdiavas provided by the introduction of
financial reporting from 1921. Faced with the irasig number of subsidiaries and main

! The author would like to thank the ‘Institut poliistoire de I'Aluminium’ [Institute for the Histy of

Aluminium] (IHA) for its support of this research.



shareholdings held bwlais, Froges et Camarguehis control mechanism was to be
strengthened in 1931. Furthermore, the necessitgeafsuringhe Group’s net cash floved
the directors in 1927 to draw up a financial st&etmwhose conceptual foundations were

based on those of the consolidation of accounys (I

|. A policy of subsidiary creation by Alais, Froges et
Camargue(1921-1939)

1. Increase in the balance sheet item: ‘Shares ai@hareholdings’

Analysis of the subsidiary creation policy conddctey the directors oAlais, Froges and
Camarguebetween 1921 and 1939 was achieved from balaremtspublished in the annual
report$. Conscious of the limits of this financial and @goting information in a context
marked by an almost total absence of accountingla&gn, analysis of the growth in Stocks
and Industrial Shareholdings, which appeared onbidlance sheet, gives us information

about the policy of external growth operated bydiectors ofAlais, Froges et Camargue
Stocks and Industrial Shareholdingsmprise three headings:

- industrial shares and shareholdings;

- French government bonds;

- salt mines.

The last two items were of negligible quartignd the analysis is based on the first item. This
encompasses the subsidiaries in which AFC exeraisgstrol and the shareholdings judged
to be significant by the Company directors.

It was hardly possible to calculate the weight led shares and industrial shareholdings in
absolute stocks because of the large monetarytiansacharacteristic of the 1920s and 30s.
In order to better understand the policy of sulasidicreation, a ratio (R1) has been

calculated. This latter emphasises the part thate®to shares and industrial shareholdings in

capital assets (Table 1). This ratio has been lzdknlias follows:

R1 = Shares and Shareholdings/ (Factory asse$socks and Industrial Shareholdings




Table 1: Increase in the R1 ratio

Year R1 Ratio
(in %)
1921 21.83
1922 21.64
1923 17.43
1924 22.75
1925 23.28
1926 26.52
1927 23.64
1928 25.98
1929 26.88
1930 31.36
1931 36.78
1932 39.27
1933 39.00
1934 38.70
1935 38.05
1936 34.52
1937 32.98
1938 35.76
1939 29.69

Graph 1: Increase in the weight of shares and indushareholdings (1921-1939)
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2 Pechiney archives: Doc 4 BO1 to B022, AFC Annuap&ts 1921-1939.

% Between 1921 and 193@rench government bondmdsalt minesrepresented less than 2% sibcks and
industrial holdings.

* The balance sheet item ‘factory assets’ bringettugy theGiraud chemical and salt factories, hydro-electtica
and electrometallurgical plants, miscellaneous bkthments, mines and quarries as well as property

companies



Year

The weight of shares and industrial shareholdimgseased irregularly between 1921 and
1927. By contrast, we observe a continual incréasiee R1 ratio which increased from 23%
in 1927 to 39% in 1933. The arrival of the Frendtical party, ‘Front Populaire’ [Popular
Front], and the increasing threat of war defledtad policy of subsidiary creation between
1934 and 1939.

2. ‘Subsidiary Fever’

Explanations for the policy of subsidiary creatioonducted by the directors can partly be
found in the annual reports &lais, Froges and Camarguerhese had an unchanging
structure from 1921 to 1939. They begin with a éifmembers of the board of directors. A
brief description of the macro-economic climateldais, then a sector-based study of the
aluminium market. The shareholders are then infdrroé the state of progress of the
company’s main industrial strategies.

Financial information on the subsidiaries and msiareholdings always begins with the
same introductory phasefihally, we will, as we do every year, give you kleg information
on the subsidiaries and shareholdings that we haot had the opportunity to mention
apropos our other activities"Despite the importance of the subsidiary creaplbenomenon
between 1921 and 1933here is no list of subsidiaries.

A. The expansion oAlais, Froges et Camarguelue to external factors (1921-1932)

In 1922 the directors oAlais, Froges and Camargueoncluded an agreement with an
important group of coalmines from the North and Baest in order to create two companies.
This scheduled the creation Amonia,which was intended to exploit coal gas with a view
producing synthetic ammonia. It also defined meshém creating and operatinguiles,
goudrons et dérivésformed for the purpose of distilling tar producky the coalmining
industry and extracting from that all of the detivas that might be saleable. The reduction in
the weight of shares and industrial shareholdimgthe capital assets @flais, Froges and
Camarguein 1923 originated from the desire to liquidatawaber of shareholdings which

® The weight of shares and industrial holdings repnés on average more than 31% of capital asdefSa(ale
1)



were either created during the war or immediatdigrahe armistice and which no longer
needed to appear in the Company’s portfolio ofvects.

The increase in shares and industrial shareholdmds=C balance sheet assets in 1924 is
explained to a large extent by the acquisition cbasiderable number of sharesAluminio
Italiano and the creation of two ‘Sociétés de Forces Maifi¢8FM) [power companies]:
SFM du VicdessandSFM de la Haute-Romanch&urthermore, AFC formed thHgociété
des produits chimiques de Roche-la-Moligogetherwith the Compagnie houillére des
bassins de la Loire

The increase recorded in 1926 was the result almagtsively of applications for increases
in capital for three important companies speciagjsn water flow manageme(sFM de la
Durance SFM de la Haute-Romanche, SFM de Bonne et Dratle company also
strengthened its interests in the chemicals sdwtaontributing to the increase in the capital

of Prodotti Chimici Napoli

Between 1927 and 1932 the rise in the R1 ratio xplamned by the acquisition of
shareholdings irSociété d’Electro-chimie d’Electro-métallurgie etsdAciéries Electriques
d’'Ugine, the Société des Produits Azotéisd inSociété Lyonnaise de Produits Benzoigaes,

large consumer of materials produced by AFC

In 1927 and 1928 AFC continued to invest heavilpawer companiesv/fcdessosDurance,
Haute-RomanchandBonne et Dracyithin the energy sectofhe prospect of profits in the
nascent petroleum industry prompted the directéréeC to form a partnership with the
directors ofSaint-Gobaino create th&ociété des Produits Chimiques et RaffineriesatecB
in 1928. Owing to differences of opinion with theredtors of Saint-Gobain, AFC'’s
experiment came to a sudden end as it sold itestagain the following year. Nevertheless,
AFC retained its investments in the petroleum inguwith the Compagnie francaise des
Pétroles:

“In short, not wanting to remain strangers to thedustries that are involved in

the treatment of petroleum oils and its by-produets have taken advantage of

the recent increase in capital by Compagnie frasgales pétroles to acquire an
interest in this large concern(AFC Annual Report, 193(8).

The large increase in ‘Shares and Shareholdingdss explained by the acquisition of stakes
in Minorga (specialist consultants in the storing of chempralducts) andtudal(specialists
in the promotion and sale of aluminium products)®31. In the chemical production sector,
investments focussed on the Spanish comprotgssas Ibericaand theSociété Générale du

Magnésiumfor which the directors of the company anticipatedking substantial profits.



Finally, in 1932Alais, Froges et Camargusgpproved the twofold increase in the capital ®f it

subsidiary]’Aluminium Francais.
B. The Economy Slows Down (1933-1939)

This increase in ‘Shares and Industrial Sharehgklimvas interrupted in 1933. The shock
wave of the American economic crisis at the endhef 1920s had spread to France. From
1933 to 1939 ‘Shares and Industrial Shareholdivgste reduced by 2% per annum on
average, although this decline was not evenly ibigied throughout the period. It was
relatively small between 1933 and 1936, by contriasteasing when the ‘Front populaire’
political party came to power.

This decline is explained in terms of the dispadadome subsidiaries whose presence in the
portfolio of businesses could no longer be judifiEor example, this was the case with the
Société de Production et de Distribution d’Enerdie Sud-Esthat was sold in 1937. The
imminent war led the directors of AFC to draw upaance sheet for the period to*31
August 1939. In this, ‘Shares and Shareholdingsiv&d a decline of around a million francs.
There were two reasons for this decrease. On taéhand, the small prospects for growth in
Haute Maurienne prompted the directors of AFC tib their shareholdings irsociété des
Forces Motrices de Bonne et Drat 1939. On the other hand, exceptional circuntsan
required the downward revision of the value of s@m&reholdings.

The second explanation for the decline in the Rib ra found in modifications to accounting
methods and valuation rules. Thus, in 1934 AFC ctims decided to transfefrench
government bonds and funoido an available account, which appeared undeh#ading of
stocks and industrial shareholdings, on the grouhds real opportunities for mobilisation
existed. Furthermore, the partly paid-up sharegwaecounted for afterwards at the value that
had actually been paid and the subscribed capitalities were then recorded in a contingent
liabilities account. In 1936 the auditors (PAubriot, Paul Savigny and Olry Terquem)
justified a decrease of nearly 21.5 million framcsShares and Industrial Shareholdings’ with
their valuation being conducted under thkes of rigour and prudency

In 1939 thirty-three out of a total of fifty-oneuksidiaries and main shareholdings’ were
considered as second category subsididri€assification of these companies by sector

(Table 2) enabled the directors of AFC to identifg major strategic prioritiés

® The distinction between primary and secondary isidries appeared in the policies and procedurekogfl.
The first category contains those subsidiaries lich “The Company has almost all the shares and the board
of directors is made up almost entirely of AFC egmEntatives Secondary subsidiaries are defined in the
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Table 2: Distribution of subsidiaries by categong activity as of 31/12/1939

Activity Primary | Secondary| Total Percentage
Energy 5 7 12 24%
Chemical production A 5 9 18%
Miscellaneous activities 3 5 8 16%
Raw materials L 6 7 14%
Conversion of raw materials and WIP 2 4 6 11%
Factory assets 0 4 4 7%
Electrolysis 2 1 3 6%
Electrochemistry 1 1 2 4%
Total 18 33 51 100%

(Taken from studying the monthly and quarterly rwoirig of subsidiaries, 1939)

We can thus state that the strategy of externaktiraoncentrated largely on two activities,
namely energy supply and chemical production. Rerformer, investment was essentially
more consistent in power companies, those compamiedsed in energy supply and hydro-
electric companies. The acquisition of sharehoklimg the chemical production sector
demonstrated AFC’s desire to strengthen its presanthis sector. This was the case for the

Société Chimique de Ribecouard theSociété Chimique de Voorheidequired in 1934 and
1937 respectively.

In conclusion, analysis of the growth in ‘sharesl andustrial shareholdings’ led to two
principal lessons being learned. Despite largeatians, the weight of equity shares in capital
assets increased. For the period 1921 to 193X%hhee of subsidiaries and shareholdings in
capital assets represented on average nearly 27éapifal assets. It would exceed 35%
between 1933 and 1939. This subsidiary creation eeaged out in the strategic sectors
before aluminium was produced (energy supply amnital production).

There were repercussions of this strategy of eategnowth on the introduction of new
mechanisms for auditing the subsidiaries and magaitie group. On the one hand, financial
reporting was established from 1921. On the otiernecessity of measuring the group’s net
cash flow led AFC’s directors to draw up financshtements in 1927 and 1932 whose

conceptual foundations were those of the consabidaif accounts.

following way: “AFC only has a part of the shares and the boardimctors only includes a certain number of
AFC representativés(From the Pechiney archives: 00-10-10018, ARQidies and Procedures: 17).

" The author would like to thank M. Maurice Lapamd@ector of the ‘Institut pour I'Histoire de I'Aminium’
for his valuable contribution to this categorisatio



Il. From the audit of subsidiaries and measuremenbf the
Group’s net cash flowto the beginnings of financial

reporting and the consolidation of accounts at AFC.

1. The establishment ofinancial reporting

A. Classification and monitoring of subsidiaries imccordance with the Policies and
Procedures of 1921

The increasing number of subsidiaries and sharefgddwas making it necessary for the
directors ofAlais, Froges et Camargu® examine the question of monitoring and auditing
Even in 1921 (the year that AFC was incorporatements of a financial reporting system
were already contained in the Policies and Pro@sdlur

This document shows that two categories of substdiavere defined (cf. note 6). Even
though the concept ¢fhareholdingswas not made explicit, it would appear (based hen t
clear distinction from subsidiaries) to include sekacompanies where the number of shares
owned did not allow AFC to exercise control or &BjC representative to sit on the board of
directors.

The audit rules that were defined are differentetheling on the category of subsidiaFor
primary subsidiaries, they were limited during #820s to the mere presence of members of
the Alais, Froges et Camargueoard of directors on the subsidiaries’ executigenmittees.
This control was easier to operate than the sudrstdi business affairs being handled
directly by AFC’s executive committee.

The job of monitoring secondary subsidiaries wasigaed to a managing director or a
division manager. His or her task was to inform AkC directors about the subsidiary board
of directors’ work and to hand over any usefuldijlstatistics, statements or reports to AFC’s
special secretariat service. The mission statemaisb explained that Company
representatives must, as far as possible, ensuse ttie AFC executive committee is in
agreement with all the important measures that havee decided upon within the committee
groups of which the representatives are membensaiticular where these measures have an

impact on the financial position of the Compafy

8 Pechiney archives: 00-10-10018, AFC Policies am&ures: 18.



B. Reinforcement of the control of subsidiaries astlareholdings (Novembet931)

The control exercised over the subsidiaries onignsified from the beginning of the 1930s
under the combined effect of the large increageemumber of subsidiaries and the financial
difficulties born out of the global economic crisis
It was in the meeting of 360ctober 1931 that the board of directors definea methods for
auditing and monitoring subsidiaries. One memorandated ¥ November 1931 explained
this new organisation very clearly.
The Company directors tasked with the general ocbofrthe subsidiaries and shareholdings
(Jean Dupiff and Raoul de Vit ) had to submit a general report to the boardirefctbrs
once a year.
This report relied on the conclusions arising frima monthly monitoring of every primary
subsidiary and sub-subsidiary. In fact, “a singléicer responsible for managing the
business” must submit a monthly report on the msgof that subsidiary. On the subject of
secondary subsidiaries, the single officer resgm@dor defending the interests of AFC must
submit a report on the subsidiary’s activities gwaree months.
Where there is a monthly report (primary subsidiany(secondary subsidiary) the executive
committee specified the same structure. The prati@pints revolved around:

- issues examined in the annual general meeting;

- issues raised by the board of directors;

- contentious national issues;

- main agreements and contracts;

- the sale and purchase of shares and various o#msactions.
The memorandum also emphasised the accountingimetcfal monitoring of subsidiaries,
since their directors had to submit details toNfanaging Directors on the cash flow position,
comparative accounting situations (monthly or cerdy), trading accounts, details of the
main financial programmes and expenditure, andeguently any commercial and technical

° Pechiney archives: 00-10-10018, General Organisakilemorandum.

19 Jean Dupin (1892-1976) Bachelor of Law, gradudtthe prestigious engineering Ecole polytechniqod a
engineer in the association of bridges and highwlagsvas engaged as an engineer with Aluminiumdgaiann
1927. Deputy Managing Director in 1930, he thenabee a director of the Company. In 1939 he became an
AFC director and the AFC's representative in numermetallurgic subsidiaries. (From Caillu&tratégies,
structures d’organisation et pratiques de gesti@nRechiney des années 1880 a 19fi&sis on contemporary
history, Université Lyon Il, 1995: 771).

M Raoul de Vitry (1895-1977) Mining engineer, henfd AFC in 1928 and became Deputy Managing Director
from 1930. He was made a director of the Compan{981 and became Director General in 1938. (From
Cailluet,op. cit: 784).
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information selected from those company activitlest are most typical of it. Table 3 shows

that the financial reporting frequency did not do¥l the specified rules.

Table 3: Financial Reporting Intervals (1931)

Subsidiaries (21) Shareholdings (94)

Intervals Primary Secondary Large 29 tier

Subsidiaries | Subsidiaries | Sub- Direct |Indirect |Direct Indirect

subsidiaries

Monthly (22) 8 5 3 4 2 0 0
Quarterly (17) 0 2 3 11 1 0 0
No report (76) 0 0 0 16 1 55 4
Total 8 7 6 31 4 55 4

Source: from Pechiney archives: 00-10-10018

In fact, the number of reports submitted largelgeds the total for the only subsidiaries in
the first category (twenty-two reports were produfEable 4]). It demonstrated the desire of
the AFC directors to exercise a tighter controlrahe activities of the subsidiaries and some

shareholdings. Furthermore, even if the note siedl that the officers responsible for
monitoring the shareholdings ought to limit therassto devoting their time toollecting the
maximum information possihle/e can see that six companies (in the ‘sharemgddi

category) were closely monitored.

Table 4: Subsidiaries and shareholdings closelyitoi@d in 1931

Subsidiaries and Shareholdings Companies
Primary subsidiaries (8) Société des Forces Motrices du Vicdessos,
Société Hydroélectrigue de Bissorte, Société
Nouvelle du Quartz Fondu, Minorga, Socigté
Générale des Bauxites, Société Nouvelle |des
Bauxites du Sud-Est, Société Immobiliere
Balzac- Saint-Honoré, Société Auxiliaife
d’Approvisionnement
Secondary subsidiaries and sub-branches|(&luminium Francgais, Société du Duralumin,
Société Nouvelle des Etablissements Silvestre,
STIMA, Société Générale du Magnésium
Alumium du Sud Ouest, Italienne du Duralumin
andl’Aluminium Espagnol
Shareholdings (6) Société des Forces Motrices de Bonne et Drac,
Union pour l'Industrie et I'Electricité, Sociétg
Norvégienne des Nitrures, Société des produits
Chimiques Saponifiés, Société de Fonderiel de
Précision and Manufacture Métallurgique d
Tournus

Source: from Pechiney archives: 00-10-10018

D
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The same memorandum specified that occasionalpeated administrative and accountancy
audits of the thirteen principal subsidiaries wobddcarried out. These inspections applied to:
Société des Forces Motrices du Vicdessos, SocigtioBlectrique de Bissorte, Société
Nouvelle du Quartz Fondu, Minorga, Société Genédde Bauxites, Société Nouvelles des
Bauxites du Sud-Est, Société immobiliere Balzant$$onoré, Société Auxiliaire
d’Approvisionnement, Société du Duralumin, Sociktéivelle des Etablissements Silvestre,
Société Générale du Magnésium, Aluminium du SudtQurel Aluminium Espagnol.

The archiving within the general secretariat ofamplete collection of documents on the
progress of subsidiaries and shareholdings wasmghted. The archives were to contain the
company’s articles of incorporation, the noticenodéetings and the minutes of ordinary and
extraordinary general meetings, balance sheetpwidl and loss accounts, minutes of board
meetings, copies of large contracts, the completeos annual reports and various other
reports (especially those affecting financial pesgmes) for the subsidiaries.

Financial liabilities by Alais, Froges et Camarguenvere also closely monitored.
Organisational memo No. 1 of "T0November 1933 stipulated that a half-yearly statem
should be specified and include the name and dagithe company guaranteed, interest rate,
tax regulations, repayment period of the loan, amautstanding as at 80June and 3i
December and a brief assessment of the positiothef company owing the money
(unchanged, good, bad, doubtful, in receivershnally, in the event of a solid guarantee, a

list of co-guarantors should be submitted accormeshhi a brief assessment of €4ch

The information provided from the financial repogidid not however allow an overview of
the whole of the net cash flow within the Group.drder to use an additional tool for
managing the Company, the directors Alhis, Froges et Camarguemployed certain

accounting principles that were accepted in thetddniStates, but that were completely

unknown in France: the consolidation of accounts.

12 pechiney archives: 00-10-10019: the whole gerseatetariat organisation 1933-1939, section ‘Fifiabt
participations’ (Subsidiaries and shareholdings).
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2. Using the principles of the consolidation of aczints for measuring
the Group’s net cash flow.

A. Funding for theAlais, Froges et Camarguesroup 1923-1927

AFC directors very quickly aimed to carry out theasurement of the parent company’s
financial commitment to its subsidiaries and touealts net cash flow. A paper dated"19
November 1927 (Document 1) detailed the sums iedeswer the previous four financial
years. The choice of period was due to a vast alarand aluminium production programme
that began in 1923. This study, entitléceffort financier du groupe Alais, Froges et
Camargue de 1923 & 19%7s of great interest because it expresses thetdigé@concerns
with regard to managing the Group and the percegtiey had of the economic entiffihe
use of the word ‘groupe’ in the document title ntitge a surprise because AFC alone and
only three of the thirteen primary subsidiaries eviaken into account in defining the overall
scope of the Group. An examination of the actigitief the subsidiaries revealed two
electricity supply companiesS¢cieté des Forces Motrices de la Durarc®l Société des
Forces Motrices du Vicdesgosnd one property comparnyociété immobilier8alzac Saint-
Honoré The balance sheet items analysed relate to ass®is capital acquisitions, the
movement of working capitdland exceptional gains.

The assets consolidate those investments thatlyclearrespond to improvements or
expansions® Exceptional gains include funds from increases apital, issuing bonds
invested in the State and the disposal of propershares.

13 pechiney archives: 001-10-20530, English: Findrmiglay for the Alais, Froges and Camargue Grawmnf
1923 to 1927.

4 The concept of working capital that has been shiswiot one we recognise as being specified asmusuof
stable resources over stable requirements. It i® reinilar to the concept eforking capital liquiditythat was
specified in the accounting standards of 1957 hatldorresponds to the excess of available fundseirshort-
term over liabilities payable in the short-term.

15 pechiney archives: 001-10-20530, Financial outtaythe Alais, Froges and Camargue Group from 1@23
1927.
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Document 1: Financial outlay by tiAdais, Froges et Camargue
Group from 1923 to 1927 in thousands of francs

- Expenditure on new WOrk DAFC ....... ... 200,792
- Expenditure on new work by 3 subsidiaries ... 83,367

LI L L PP PP 284,159
e N\ =Y o P 1= o o 1T St 43,160

LI L= L PP PP R 327,319
- Increase in working capital by the Company and
3 SUDSIAIANES ...ttt ettt et e s s e e s e e s s e e s e e e 189,642

LI L= L PP PP 516,961
- To be deducted: Exceptional gains ... - 183,892

NEt CASH flOW ... e 333,069

Thus, for the 4 year period from"3Geptember 1923 to 3Geptember 1927, AFC has achieved (and retained in
order to expand) profits amounting to 333,069,0@Mds, that is, a total of approximately 83 millimancs on
average per annum.

During the same period it has also distributedivideénds and directors’ remuneration 73,323,000dsa which
brings total net cash flow to 406,392,000 franecspther words, approximately 102 million on averaug
annum.

Source: Pechiney archives: 001-10-20530
As their intentions were on being thorough, thectiors drew up an identical document for
the Aluminium FrangaisGroup consisting oAluminium Francais, Société du Duralunand
Société de I'’Aluminium du Sud-Ouest (ASB)Y.following the same calculation rules, the
Aluminium Francaisgroup’s share of the AFC Group’s net cash floweased to 39,854
(thousand francs).
In total, the overall flow shows more than 446 roill francs. The detailed account of
purchases and sales of shareholdings providesmiatasn about the corporate name, the
number of companies, the proportion of subscribedl @aid-up capital, but never about the
percentage of shareholdings held in subsidiariberd were some hydro-electric companies
amongst the subsidiaries cited, as well as minorgpanies (bauxite, lignite and potash) and
companies concerned with chemical product{@ociété des Engrais Azotés, Société des
Huiles, Goudrons et Dérivés).
The justification for the calculation of movemenmtt working capital shows that internal
transactions within the group were removed for aertitems. This is the case for the
‘Member Loan Capital’ entry, for which one note &ips,

“After deducting 8,826,000 francs owed by Sociét@dhbiliere Balzac Saint-
Honoré (antichresis contract), 6,237,000 francs rigvio the Société des Forces
Motrices de la Durance and 1,726,000 francs owethiySociété Barlet Langea;
the first two of these sums have been taken intouaat within the expenses for
new work undertaken by subsidiaries and the thar@xpenditure relating to the
acquisition of shareholding®.

16 pechiney archives: 001-10-20530, Financial outtaythe Alais, Froges and Camargue Group from 1923
1927.
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In their search to specify the overall limits fdretentity, both by removing intercompany
transactions between the parent company and iwdabes, and by identifying the share of
minority shareholders, AFC’s directors did nothinther than employ the principles of

consolidation of accounts to measure the groupt' sash flow.

B. Financial outlay by the Alais, Froges et CamarguGroup 1927-1932

The desire to gain an overall knowledge of the @Gragain occurred in 1932 when a second
internal study of AFC’s financial outlay was cadieut (Document 2). It is interesting to

analyse it in order to identify any potential difaces in its structure. The definitions of
balance sheet items are identical. Expenditureeanwork is either the result of a growth in

new activities or an increase in power or evenxaeptional improvements. The introductory
remarks for the financial results in the study hawach to say about the selection of

companies included and the permanency of accountethods:

“As before, we have incorporated the assets of ssmbsidiaries in those of the
Company. In order not to overly complicate matters,have restricted ourselves
only to those companies that have had a notableviron activities during the
period in question. These companies are Aluminiurangais, Société du
Duralumin, Société des Forces Motrices du Vicdessus Aluminium du Sud-
Ouest. After examination we have decided to inctbdeotality of the activity for
each subsidiary, despite the fact that third parijesually from Electrochemistry)
own a share that is equal to 8% for Aluminium Fraisg¢ 12% for Duralumin and
29% for Aluminium du Sud-Ouest. In fact, we onlgdia issues of liquidity and
surplus, and the figures for those subsidiariesareh that the results of the study
are not modified to an appreciable measure by tlepton of any other
agreement on this point. The other subsidiariespnevhere the Company owns a
large share, have simply been included at the vafubeir shares on the holding
company’s Register of Members.

7 pechiney archives: 001-10-20530, Financial outtaythe Alais, Froges and Camargue group from 1@27
1931.
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Document 2: Financial outlay féfais, Froges et Camargue
From 1927 to 1931 in thousandsfadncs

Expenditure on major improvements and expansiotisaractories of the Company and
incorporated subsidiaries

FOr the COMPANY ....coooiiiiiieiiee ettt et e e e e e e e e e e eaaaannnnrene 285,296
For incorporated subsidiaries, we principally find:

Vicdessos (end of the collapse Of SADAIT) .. cceceunerieiiiiiiiiiieeieeeeeeee e e e e 48,343
Duralumin (COUZON PIANL) .....ooiiie it e e e e e e e e e eeeeeaaaeeeeeeaaannnnnnnes 35,900
Aluminium Francais and ASO ..........oueiieiei et e e ea e e e e et e e 4,066
10 €= PRSPPI 373,605

Total purchases and stock applications have reat®®e{ 97,000 francs
(realisation sales, totalling 36,293,000 francs;ewecovered
in exceptional gains).

F N L O TR 135,924
AlUMINIUM FFANGAIS ....cceeiiieiie ettt e e e e e e e e e e e e e 49,873*
DUralumin QN0 ASO ... .coeeiieeiiie et i e et e e e et e e e st e e saaeeesan e esansessnsesnnsaes 10,000
o) = | 195,797
For Aluminium Francaisve find:

A 7= 1T 37,186
10T 1T 10T =2 0 = o | o 7,012

[ 10100 | 2,547

Analysis of the increase of working capital:

Available or realiSable.............ouuuuuiii e —————— 523,449
To be deducted

LiaDility CCOUNLES ...ttt ettt e e e e e aa e e e as 100,928
LAY 1T T o1 - 1 PSR 422,521
Opening balance - working capital as at' Becember 1926, ...........c.ccccvevvnenee. 253,702
1.€. AN INCIEASE OF ..eeiiiiiiiiiiiiiee ettt e e e st e e e e sttt e e e s ebbbeeeeeeaan 168,819

But subsidiaries’ working capital accounts thaténdeen generally eroded during the
same period must be taken into accodtiter studying the position of each one, we
arrive at the following movements

AlUMINIUM FFANGAIS ....cceeiiieiieeeeee ettt e e e e e e e e e e e e e - 43,745
10T r= 10 011 PP PPPRP + 1,855

AS O .ttt —aaa————ee e e et t——ee et e o h b et tae e e e et bt e eeeeaanaeeaeeeannbanaaaaenanes - 2,062
RV TeT0 =TS0 L PRSP -12,093
10 €= PP PPPPRR - 56,045
In total, an increase in overall working capitathisis recorded between the

beginning of 1927 and the end of 1931 that reached..............cccccvvveveveereeeeeennnn. 112,774

Combining the turnover for five Group companies;lading internal accounts, we are led to asses
overall working capitato be 370 million:

Y PRSP 422,521
SUDSIAIANES ...ttt e e e e e e e e e e e e e e eeeeeeeeeaea s - 53,126
10 €= PSPPSRI 369,395
TP 370,000
Dividends received by the Company from its subsiggor paid by

subsidiaries between themselves have been elimdinate............cccccoeiiiieeieeeniinnen. 81800
Analysis of exceptional gains

Increase in AFC capital increase in 1929.........cccoooiiiiiiiiiiiiiieeiceeeee e 152,870
Increase in Duralumin capital increase in 1930.........ccuiiiiiiiieeeeeereeeiieiieiiinieens 1,000
10 €= PR PPPPRR 153,870
Net proceeds for transactions representing issug®and conversions ..................... 205,990
Sale Of faCtOrES/PIANT......ceiiiiiiiieeee et 500
SAIE OF SNAIES ..o e 36,293
Miscellaneous exceptional INFIOWS ..........eeccccceeiiiiiiieeeee e e e eeeeeeaees 7,560

5 our
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Total eXCeptioNal QAINS .....cooiiiiiieieii e e e e e e e e 404,213

Sources: Pechiney archives: 001-10-20530

A comparison of the structure of the two documdrats revealed few differences since the

financial outlay by AFC and its subsidiaries isems®d using the following calculation:

Expenditure on assets by the Company and itsdiabes
+ Acquisition of new shareholdings by the Compang &s subsidiaries
+ Movement of working capital
+ Payment of dividends and directors’ remuneration
- Exceptional gains (increases in capital, borm$ gebentures, sale of factories, sales of

shares, miscellaneous)

= Net of cash flow for the Company and its subsidesi

As this deals with non-deflated data, it is difficto carry out comparisons for periods
characterised by large currency fluctuations. Nendess, from one period to another, net
cash flow is relatively stable. By contrast, grdssncial outlay (investments in assets +
acquisition of shareholdings + increase in workaagpital + distribution of dividends and
directors’ remunerations) underwent a notable a&eefrom 630,000,000 francs in 1927 to
870,000,000 in 1932. ‘Acquisition of Shareholdingsicreased the most (+353%).
Furthermore, we can see the policy of external gnolwllowed by the directors oAlais,
Froges et Camarguéranslated into facts and figures within these deoents. In fact, the
share of net cash flow devoted to the acquisitibneav shareholdings moved from 10% of
the group’s net cash flow for the period 1923-16242% between 1927 and 1931.

By contrast, if we compare this with incorporatetdsdiaries, we can see that the appearance
of the Group changed. Although they were still pdrAlais, Froges et Camarguefsortfolio

of shares, the two power companies and the promemypany had disappeared from the
calculation of net cash flow. In this way, the Goustructure integrated the companies

involved in the aluminium production process mdnant those companies specialising in

supply.

Here we have the first consolidated statementsapeepbyAlais, Froges et Camargud@hey
are not a balance sheet or a profit and loss atctun financial statements intended to
measurghe Group’s net cash flawrhe concept of consolidation in accounting tersnat the

heart of the documents that include the parent emypnd some of its subsidiaries. Defining
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the scope of the Group obliged the directors tokilsibout the structure of a group composed
in this way. The accompanying development in sgepdgorced AFC’s role in the production
of aluminium. In fact, whereas some energy suppmnganies and one property company
used to appear in the document dated 1927, anddted 1932 only mentioned companies
directly involved in aluminium production i.eAluminium Francaisand its industrial
subsidiaries, &ciété du DuralumimndAluminium du Sud-Ouest.

Furthermore, these financial statements were noplsi accumulations. Their designers
eliminated internal group transactions where pdssib

Finally, the issue was raised as to what shareionbnity companies should be included, but
in the absence of a thorough understanding of hedl grinciples of the consolidation of
accounts, the only solutions open to the directoese to include its subsidiaries in their

entirety in the calculation of financial outlay.

Conclusion

The large expansion thalais, Froges et Camarguexperienced in the inter-war years led the
directors of this company to specify auditing andnitoring procedures for its subsidiaries
and shareholdings from 1921 onwards. These wouldtingthened in 1931 in order to
exercise tighter control over those companies. Aalysis of the frequency of financial
reporting shows that the directors wanted to haweess to accounting and financial
information which went well beyond that expected tlme general notes and general
organisation chart.

Faced with increased shareholdings, as of 1927itleetors expressed the need to measure
financial outlay within the Group. From then on ythevere faced with the problem of
preparing Group accounts and they had to answengalsquestions on how to choose which
companies to retain and which intercompany trarmsa&to remove and also how to value the
minority shareholders’ share.

The drawing up financial statements intended taierdhe net cash flow blais, Froges et
Camarguedirectors in 1927 shows that the consolidatioaafounts was initially a tool used
for managing the Group. It was many years later ttiia accounting technique would, under
pressure from the financial markets, become thdepezl medium for accounting and

financial information for Groups.
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Archives

Archives Alais, Froges et Camargue (Pechiney) :

- Doc 4 BO1 a B022 : rapports annuels d’AFC, 19239

- 00-10-10018 : Organisation, notes et schémagdiosation générale, 1921 a 1934.

- 00-10-10019 : Organisation, notes et schémagdiosation générale, 1935 a 1948.

- 001-10-20530 : L'effort financier du groupe Alaigoges et Camargue de 1923 a 1927.
- 001-10-20530 : L'effort financier du groupe Alaigoges et Camargue de 1927 a 1931.
-072-11-70111 : Secrétariat général (SG), Dépaterdministration Générale (DAG),
Comptes rendus trimestriels des filiales 1932 86193

-072-11-70112 : SG, DAG, comptes rendus trimdstdes filiales 1936 a 1938.
-072-11-70113 : SG, DAG, comptes rendus mensgsdiliales 1932 et 1933.
-072-11-70114 : SG, DAG, comptes rendus mensgsdiliales 1934 et 1935.

- 072-11-70115 : SG, DAG, comptes rendus mensgsdiliales 1936 et 1937.

- 072-11-70116 : SG, DAG, comptes rendus mensgddilinles 1938 et 1939.
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